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Foreword

The Office of Housing and Urban Programs of the U.S. Agency for International Development is
pleased to have helped support the preparation and distribution of this APA symposium on “‘Shelter
Policy and Planning in Developing Countries.”” We hope that it will broaden our understanding of the
shelter problems of developing countries and stimulate professional debate about the relative effectiveness
and efficiency of alternative policies and strategies to meet that need.

Our 25 years of experience in this sector have led us to the conclusion that, despite the seeming
enormity of the need, the shelter problem in developing countries is not a bottomless pit. It can be
solved if governments create an environment that encourages and facilitates private action. We believe
that governments should refrain from the costly and inefficient activity of building housing. Instead,
they should adopt policies that will promote rational land development and ownership, increase the
quality of infrastructure and urban services, and expand the availabilty of adequate credit. Individuals
will then meet their shelter needs through their own initiative.

The articles in this symposium do nat necessarily reflect AID policy, and no such attribution should
be made. They have been included because of their professional and scholarly quality. We believe
that the kind of critical anaiysis they contain is imporiant to advancing our ability to work with
developing countries to help them achieve self-sufficiency in the shelter sector. We hope th.t this AID
contribution to the International Year of Shelter for the Homieless will move us closer to effective
solutions.

—(Zéjl.) "

Peter Kimm

Deputy Assistant Administrator for
Housing and Urban Programs

U.S. Agency for International Development
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Shelter Policy and Planning in

Developing Countries

Introduction

Howard ). Sumka

The United Nations General Assembly has designated
1987 as the International Year of Shelter for the
Homeless (IYSH) to draw attention to the. problems
of inadequate housing for the poor, especially in
developing countries. By doing that, the U.N. hopes
to stimulate consolidation and sharing of technical
krowledge that in turn will lead to the development
and demonstration of new techniques for meeting the
housing needs of low-income families. Those objectives
are being pursued through a variety of 1YSH activities
being undertaken by numerous countries (de Boer
1985). In addition, a series of international conferences
and regional seminars will review progress since the
1976 Habitat Conterence in Vancouver and help chart
the course for meeting shelter needs to the year 2000.
This symposium is a contribution to 1YSH that the
[APA editors and 1 believe will contribute to the
formulation of effective strategies for housing and
related shelter needs. This symposium will also intro-
duce and sensitize planners to the scale and scope of
the world shelter problem and to the opportunities
they have to contribute to its solution.

At best, the statistical projections of population
growth and arbanization in the developing world are
sobering cause for reflection. At worst, the prospects
of dramatically increasing numbers of megacides un-
able to provide minimal services to large populations
of impoverished slum dwellers can seem overwhelm-
ing. Despite the diversity of the less developed coun-
tries (LDCs), the challenge facing policy makers, plan-
ners, and urban managers can be summarized with a
few basic facts. In the next two decades, urban pop-
ulations in LDCs will double, and more than half the
poor of those countries will be urbanized. Squatters,
who constituted about 40 percent of the urban residents
in 1981, will account for nearly two-thirds by the turn
of the century (United Nations 1986). Africa, the
poorest and most rural of the world’s regions, is

Sumka is an urban development officer in the Office of Housing
and Urban Programs at the US. Agency for International
Development. He is responsible for research and program
development on issues related to urban infrastructure, land,
and municipal management in developing countries. He holds
a Ph.D. in planning from the University of North Carolina,
and has taught at the universities of Kansas, Maryiand, and
Virginia,
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urbanizing at a rate of 5.2 percent annually, raore
than twice the world rate and considerably above the
figures for most of Latin America, the Caribbean, and
Asia (World Resources Institute 1986).

Urbanization, however, poses a set of paradoxes.
Cities are the locus of highly visible poverty and
unemployment, but urban agglomeration supports
productive activities critical to economic growth,
Moreover, policies designed to improve agricultural
productivity reduce the demand for farm labor and
themselves contribute to urbanization. Continuing ur-
banization is thus an inevitaule correlate of develop-
ment and an essential component of economic growth.,

The need for shelter, a package that includes land,
housing, and related basic urban services, is one of the
most visible aspects of the concentration of poverty
in cities. Sprawling squatter settlements, unserved by
water or samtation and subject to fire, flood, and
epidemics, have come to symbolize the urban condition
of the developing world, despite more thar two de-
cades of attention to the problem. The elusiveness of
solutions is fundamentally the result of profound
poverty. LDCs are catcgorized by the World Bank
(1984) as being low income or middle income depend-
ing on whether their annual per capita gross national
product exceeds $410. Haiti’s $300 figure in 1982, for
example, was less than three percent of the per capita
income of the United States. In 1982, there were 56
countries with GNPs below $1,000 per capita, and
another 20 in which it was below $2,000. Disposable
Louscehold incomes, and the shares available for hous-
ing, are correspondingly low, as are the local public
resources for investment in housing.

I will use this introduction to define a number of
basic concepts and help to set the political and policy
framework within which the symposium papers should
be read. This context can best be understood from a
review of policy changes over the past 25 years,
during which international organizations and bilateral
donors have played an active role in the formulation
and evolution of LDC shelter policies. I should point
out quite clearly that | write this largely from the
policy perspective of the donors and international
organizations. Although many LDCs agree with the
donors on fundamental issues, policies vary consid-
erably among countries; 1 have not attempted to
encapsulate them.
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The World Bank, which developed an urban pro-
grams focus in the early 1970s, is the single largest
source of capital for urban projects and plays a key
part in helping to set the policy agenda. Since the late
1970s the U.N. Centre for Human Settlements (Habitat)
has served as an implementing agent for research and
technical assistance projects funded primarily through
the U.N. Development Program and voluntary national
contributions. It also provides a forum for policy
debate and dialogue among the donors and the LDCs.
The U.S. is the most prominant bilateral donor in the
shelter sector; the Housing Guaranty program of the
Agency for International Development (AID) has au-
thorized $2 billion in shelter loans since its inception
in 1962. Few other donor countries are directly active
in the sector, many having been discouraged by pro-
jects they judged to ve ineffective and inefficienl.
Recently, however, at a meeting of the Development
Assistance Committee of the Organization for Eco-
nomic Cooperation and Development, a number of
donor countries expressed interest in supporting urban
development and shelter projects because of the scale
and inevitability of the need.

Policy evolution from public hcusing
to basic needs

During the 1960s and early 1970s, shelter policy in
LDCs mirrored that of the industrialized countries.
That was a period of active slum clearance and public
housing construction. LDC governments viewed spon-
tancous settlements (a generic term for various illegal
and quasilegal communities, which Lim defines more
precisely) as signs of failed economic and social policy.
They attempted to eliminate the housing problem by
bulldozing slums and constructing, with donor financial
and technical assistance, publicly-supported housing
projects.

Thouse projects were built to very high standards
relative to the quality of the existing stock of housing,
and even the moderate-income families to whom most
were made available required large subsidics to take
advantage of them. That strategy exacerbated the
housing problem. Governments destroyed more hous-
ing than they built, and spent scarce resources on
projects that were difficult to maintain. The residents
of publicly-supported housing projects were far from
the cconomically most disadvantaged (Mayo et al.
1986). Often, in fact, governments targeted projects
to middle-income households as a means of solidifying
political support.

In the early 1970s, donor agencies recognized the
inefficiency and counterproductive nature of slum
clearance and public housing and introduced what are
known as basic needs strategies. Program attention
turned more directly to the very poor, and the agencies
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:atroduced and promulgated a variety of new concepts
as cost efective solutions to the prcblem; many of
these are still being used.

First tried in the late 1960s, sites and services
projects are one such solution. In these projects the
government takes a parcel of land, subdivides it into
individual plots, and provides water, sanitation, ana
feeder roads, then allocates the plots to individual
I yuseholds. The recipients build their own homes or
contract to have them built. Additional support may
be made available in the form of construction financing
or building materials loans. Program details regarding
butlding standards, maximum time for completing
construction, or pricing, for example, vary from project
to project, but the basic advantages are clear: the cost
is lew; incremental building can occur at a rate com-
mensurate with the families” ability to earn and ac-
cumulate funds; and it allows significant opportunities
for self-help (Rondinelli 1986).

Core housing projects are a variation on the theme.
With core housing projects, the government builds a
rudimentary shelter of perhaps 20 square meters on
the site prior to the sale to the houschold. Often this
is no more than a roof and four walls with water and
sanitation available at each unit or communally. Under
the pisotecho scheme used in some Latin American
countries, the “house” is literally a floor and a roof;
the residents add the walls later. The advantages of
core housing are that it allows for quicker completion
of the basic unit and that it permits faster occupancy
than sites and services. The cost is still relatively low,
and the owner can make incremental additions to the
unit.

Neither sites and services nor core housing strategies
directly address the problems of existing and growing
low-income neighborhoods, whether legal slums or
spontaneous settlements, that lack minimal services
and basic urban amenities. LDC governmenis and
donor agencies turned their attention to this problem
partly because of the extensive and obvious need and
partly because slum upgrading is a cost-effective way
to improve the living conditions of large numbers of
people since it capitalizes on the housing investments
already made by residents. In general, upgrading
schemes involve the provision of basic water and
sanitation, as well as some road grading and paving.
They also may include other elements, such as mapping
parcels or providing public spaces, electricity, and
facilities for productive activities. Generally, the up-
grading and provision of services stimulates self-help
housing improvement (Rivkin and Rivkin 1984).

Policy dialogue and reform

Sites and services, core housing, and upgrading are
still the main thrust, at the project level, of most
donor-supported efforts to meet the housing needs of

APA JOURNAL



Introduction

the urban poor. In recent years, however, the donor
community has concluded that solutions are not being
generated at a scale anywhere near commensurate
with the problem.

The majority of new projects still require donor
financing, but the lingering problems in the intcrna-
tional economy and pressing needs for other devel-
opmental assistance threaten to reduce the availability
of such support. In fact during 1980-83, total urban
assistance (which includes projects other than shelter)
fell from $950 million to $830 million per year. That
includes assistance to LDCs from all bilateral donors
and all the multinational and regional development
banks, and it amounted to only about two percent of
all the assistance they provided (Office of Housing
and Urban Programs 1986).

Even an infusion, within reasonable limits, of new
donor resources could not begin to build or finance
adequate shelter for growing urban populations. A
simple computation makes the need-resources imbal-
ance clear. By far the largest bilateral donor program
in the shelter sector is AID’s Housing Guaranty pro-
gram, under which about $150 millicn in loan authority
is made available cach vear (Office of Housing and
Urban Programs 1985). If that level is maintained for
the next 20 years, it will provide three dollars of
assistance for cach of the one billion people that are
expected to be added to the LDC urban population
during that time (United Nations 1986).

The realization that the project-oriented, basic needs
strategy could not begin to address the shelter problem
on a scale commensurate with the need for housing
has led to what might be termed a policy dialogue
phase of donor assistance. Donors now view assistance
not simply as a resource to build projects but as a
vehicle for generating additional changes in shelter
policy in LDCs. Achieving policy changes is one of
the four “pillars’” of current AID development pro-
grams, along with institutional development, private
sector involvement, and technology transfer. The dia-
logue centers on such issues as reducing standards for
housing, recovering project costs through user charges,
and reducing the direct involvement of government
(U.S. Agency for International Development 1985).

Among the donors and ke international organiza-
tions, a remarkable policy convergence has emerged
on the overall theme of working with LDCs to help
them find better ways to mobilize and deploy their
indigenous resources. Major policy statements by senior
officials at the World Bank and the U.N.’s Habitat all
advocate the same essential policies as does AID.
Whether those policies prove to be notably more
productive and effective than past policies remains to
be seen, but they have considerable validity on their
face. Moreover, correct or not, the dominance of the
field by AID, the World Bank, and Habitat is likely to
assure that these policies carry us into the next century.

SPRING 1987

Perhaps the most profornd aspect of the policy
convergence is the view that governments should no
longer be seen as providers of shelter, but “as a
facilitator, mainly responsible fcr . . . supporting] the
settlement development process” (Ramachandran
1986). Coming from the director of Habitat, a U.N.
Agency that traditionally has looked to the govern-
ments for solutions, this statement carries all the more
import. In his view, urban settlement has taken place
in a “policy vacuum” over the past decade and the
continuing ability of LDC cities to function reflects
“the resourcefulness . . . of the urban poor in building
a future for themselves. . . " The implication is that
governments should realize that the vast majority of
housing has always been, and will continue to be,
provided by the private sector. The policy statements
of the World Bank and AID are explicit in arguing
that government resourees should be used to leverage
and support private activity by entrepreneurs in the
formal and informal scctors, as well as self help by
houscholds and community groups.

A second point of unanimity among the donors is
the need to foster LDC self-sufficiency in housing and
urban development through training and technical
assistance to national and local government institutions
and to the private sector. One objective is to increase
local authority to generate revenue, set infrastructure
standards, and deliver local services. This requires
both national policy reform and targeted training in
municipal management (Loh 1986). The donor agencies
see a parallel focus on strengthening housing finance
institutions, national housing agencies, and private
financial intermediaries as key to increasing the avail-
ability of credit, an essential input to housing provision
(Kimm 1986). A major objective is to demonstrate that
low-income families are reasonable credit risks, pro-
vided they receive affordable housing and have an
appropriate incentive structure.

Strategies for project development

To give practical substance to the policy dialogue,
the donors have focused on the appropriate roles of
government and the establishment of project imple-
mentation strategies that rely primarily on the private
sector. Governments can constructively contribute to
shelter provision in three areas: providing land with
secure tenure, because this is fundamentally a legal
issue that must be resolved in the public arena;
assuring available infrastructure, which generally re-
quires major capital investment and involves both
cconomies of scale and public health benefits; and
assuring adequate credit, which is intimately related
to national economic policies and the sys*em of finan-
cial regulation.

Of these, secure tenure is perhaps the most impor-
tant element from the standpoint of mobilizing private
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resources. Individuals hesitate to invest in improving
their housing because they fear they will be evicted
from land that they occupy in spontaneous settlements
that have been illegally subdivided or have clouded
title. Evidence suggests that increasing the security of
tenure can have a dramatic impact on the rate at
which households invest in their housing and, con-
sequently, on the quality of their lives, their produc-
tivity, and capital formation (Mayo et al. 1986). Often,
security can be established simply through the provi-
sion of services, even while title remains unclear. At
a minimum, that assures families that the government
recognizes their right to occupy the land.

The second substantive aspect of the policy dialogue
focuses on implementation policies that wii lead to
project replicability on a large scale (Urban Edge
1985). Replicability requires the establishment, insti-
tutionalization, and active pursuit of cost recovery
policies (U.S. Agency for International Development
1982). First, project costs must be reduced to levels
that are affordable by the intended residents. That
necessitates the use of app-opriate technologies that
require local rather than imported materials, are labor
intensive, and do not involve sophisticated and costly
maintenance. It also requires policies that accept lower
minimum standards, which may mean redacing lot
size in a sites and services project, making core houses
smaller, or providing communal water standpipes
rather than supplyving water individually to cach house.

Cost reduction is only the first step in achieving
cost recovery; proper pricing of housing and public
services is equallv important. User charges, betterment
taxes, and other methods can recoup the cost of
providing services to project residents. Prices for lots
and houses can be set at full market value, and credit
for home mortgages or improvement loans can be
made available at interest rates that reflect the real
cost of money in what are often highly inflationary
economies. If standards are sufficiently low and costs
are kept to o minimum, a substantial portion of the
poor will be able and willing to pay for the shelter
that is provided. It will not, of course, be possible to
serve the very poor and achieve full cost recovery.
Where households need subsidies, donor policies argue
for keeping them to a minimum and targeting them
carefully to well-identified beneficiaries (Cohen 1986).

Issues addressed by the symposium

In 1976, the international community produced the
“Vancouver Declaration,” 65 recommended govern-
ment actions to increase the availability of acceptable
housing for the poor and to improve planning and
management of human settlements. A decade later,
the inclination of the international community is not
to look so directly to the government, but to recognize
that shelter goals will be realized through the actions
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of the private sector, the self-help energy of individuals,
and the coordinated efforts of community organiza-
tions. This theme is echoed repeatedly in the sympo-
sium papers. Collectively, they make an eloquent case
for appropriate and limited government involvement
in the provision of housing.

Lim provides an overview of the scale of the
problem and develops a useful schematic typology of
the housing market and the variety of low-income
settlements in LDC cities. His review of current shelter
policies leads him to recommend that we revise some
basic norms that underlie them. He argues for further
reductions in standards, encouragement of rental ar-
rangements, and less emphasis on “one-step” regular-
ization of the market. Campbell focuses on the pro-
vision of water and sanitation services. For service
provision to keep pace with mounting needs, he
argues that LDCs will have to redefine the responsi-
bilitics of state water authorities and put increased
reliance on self help and community participation in
building, operating, and maintaining infrastructure.
He sees Tow-income communities as sources of energy
that can be hamessed for the iask under the right
circumstances, particularly if they are given increased
security of tenure,

Fass directs our attention to the problem of the
ultra-poor, the segment of LDC society that faces a
daily struggle for survival and whose primary concern
is the cost of obtaining food. He suggpests that housing
policy and design standards should directly account
for the need of these families to use shelter in pro-
ducing income, rather than as a consumption good.
His example from Haiti illustrates the ingenuity of
program beneficiaries in converting inappropriate gov-
ernment housing, projects into more usable benefits.

‘Three shorter papers use case examples to illuminate
various aspects of the LDC shelter problem and poli-
cies. Lacey and Owusu examine Liberian housing
policy, making clear the social and politicai obstacles
to policy reform in many LDCs and demonstrating by
implication the inefficiency of excessive povernment
intervention. Yonder describes the political and insti-
tutional contexts for establishing secure tenure in
Istanbul. She provides insights into the options for,
and difficulties encountered in, overcoming this major
barrier to the investment of private resources in im-
proved housing and argues that secure tenure must
be supplemented by credit for houscholds and regu-
lation of developers. Kim describes the housing con-
ditions in China, where population growth has far
outpaced recent efforts to substantially increase housing
investment, leaving a major segmen' of the urban
population inadequately housed. THe expiains the basics
of shelter provision in China, including the unique
system of communal ownership by the work unit, and
the system of finance. Finally, the symposium includes
a special Planner’s Notebook article by Struyk that

APA JOURNAL



describes a computer-based methodology for estimating
housing needs in LDCs over a 20-year planning
horizon. The development and implementation of the
model was supported by AID as one of its contributions
to IYSH.

The need for shelter for the poor in developing
countries is enormous. Under the combined pressures
of population growth and urbanization, countries will
have to adopt innovative policies to assure that housing
production keeps pace with the growing need. This is
a task for which planners are especially well-equipped.
The JAPA editors and I intended that this symposium
help us better understand the problems faced Ly the
world’s most disadvantaged and lead us toward some
potential solutions. I believe that the authors have
made an important contribution to this goal.

Author’s note

The conclusions and opinions expressed here are solely those of
the author and do net necessarily reflect those of the U.S. Govern-
mene o USAID,

References

de Boer, yvo, 19850 The International Year of Shelter for the
Homeless, Cittes (November): 340-49.

Cahien, Michael 19800 Speech to the 17th World Congress of the
International Union of Building Societies, Vienna.

Kimm, Peter M. 1986 Evolving shelter policies for developing

SPRING 1987

Introduction

countries. Address to the Second International Shelter Conference,
Vienna.

Loh, Ping-Cheung. 1986. Policy and programs for urban wnd
shelter lending: The next decade. Address to the Second Inter-
national Shelter Conference, Vienna,

Mayo, Stephen K.; Stephen Malpezzi; and David J. Gross. 1986.
Shelter strategies for the urban poor in developing countries,
Research Observer 1, 2 (July): 183-203.

Office of Housing and Urban Programs. 1985. Annual report, fiscal
year 1985. Washington: U.S. Agency for International Develop-
ment.

- 1986. Development cooperation and urban development.
Washington: U.S. Agency for International Development.

Ramachandran, Arcot. 1986. An agenda for the next decade.
Opening address to the ninth session of the Commission on
Human Settlements, Istanbul.

Rivkin, Goldie W, and Malcolm D. Rivkin. 1984, Upgrading:
Coneepts and examples. Occasional Paper Series. Washington:
Office of Housing and Urban Programs, U.S. AID.

Rondinelli, Dennis AL 1986. Shelter, infrastructure, and services for
the poor in developing countries. Rescarch Triangle o'ark, NC:
Research Triangle Institute,

United Nations Centre for Human Settlements. 1986, Habitat
background paper: The urban explosion. Nairobi: U.N. CHS.
Urban Edge. 1983, Making shelter projects replicable, Vol. 9, No.

10, December. Washington: The World Bank.

U.S. Agency for International Development 1982, AID policy paper:
Recurrent costs. Washington: Bureau of Pre,ram and Policy
Coordination.
== 1985 AID policy paper: Shelter. Washington: Bureau of
Program and Policy Coordination.

World Bank. 1984, World development report 1984, New York:
Oxford University Press,

World Resources Institute. 1986, World resources 1986. New York:
Basic Books.

175



Housing Policies for the Urban Poor in
Developing Countries

Gill-Chin Lim

A large proportion of the urban population in developing countries lives in
informal settlements due largely to rapid ropulation growth and widespread
poverty. Traditional regulatory measures—price control, minimuin physical stan-
dards, eradication of squatter settlements, and urban growth control have failed
to improve the housing conditions among the poor. More recently, international
donor agencies have encouraged new policies based on affordability for consumers,
and many developing countries are shifting their priorities to upgrading existing
informal settlements and to sites and services projects for low-income settlements.
Both traditional and recent government policies are guided by three key norms—
unique occupancy, minimum physical standards, and one-step regularization—
which are not in line with the individuals’ behavior in the housing market.
Therefore, governments and donor agencies need to critically examine the impacts
of these norms and to consider alternative strategies such as multiple occupancy,

adaptable shared housing, and multistep housing development.

The current world population of five billion will
probably increase to 6.4 billion toward the year 2000,
roughly two billion of whom will reside in the cities
of developing countries.! A large proportion of these
urban dwellers will lack adequate means to meet their
needs for housing and other daily sustenance. Fur-
thermore, the cities in which they live, ill-prepared to
support their needs, will suffer from a chronic shortage
of resources to provide necessarv services. Many of
these urbanites will slcep on streets, build shacks
illegally, or double up in the existing squatter settle-
ments.

The essential features of the housing problem of
the urban poor in developing countries have been
fairly well recognized among policymakers and re-
searchers (Dunkerley et al. 1978; Oberlander 1985).
Policymakers employ a mixture of traditional regulatory
measures along with a few relatively new programs
such as sites and services,” the combined effects of
which are poorly understood. The countries sometimes
also receive conflicting advice from the international

Lim teaches in the department of urban and regional planning
at the University of llinois, Urbana-Champaign. His area of
interest includes comparative urban development and complex
deci-">n making. He has advised a number of international
and  ational agencies and written on housing, land use,
environment, and planning theory.
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donor agencies that provide financial assistance for
their housing programs.

Several underlying norms are shared by both tra-
ditional and more recent housing policies: unique
occupancy, minimum physical requirements for hous-
ing units, and one-step regularization of the housing
market. They shape the crucial elements of housing
programs such as type and size of housing, and
investment targets. These norms originated in devel-
oped countries, however, and have been applied to
developing countries with varying success. Their va-
lidity in the context of developing countries has not
been seriously questioned. This paper examines tra-
ditional and more recent housing policies and proposes
new directions for housing policies for the urban poor
in developing countries.

The paper begins with a review of the nature of
the housing problems in developing countries, empha-
sizing three distinctive features: the large proportion
of illegal settlers, heterogeneous physical stock, and
diverse tenure arrangements. Second, a model of
housing markets defines various housing submarkets
and explains the behaviors of individual consumers in
the housing market. Third, the paper .escribes tradi-
tional government policies and evaluates evidence that
they have not succeeded in alleviating housing prob-
lems. Fourth, it summarizes some notable recent shifts
in shelter policies and their effects, with attention to
the activities of major international donor agencies
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and to policy changes in developing countries. Fifth,
the paper analyzes the underlying norms of housing
policies universally shared by the traditional and more
recent approaches—unique occupancy, minimum
physical standards, and one-step regularization. Theo-
retical and empirical evidence indicates that these
norms lead to misallocation of resources for housing.
Finally, new directions in housing policies are dis-
cussed. In particular, the paper proposes a shift away
from traditional regulatory measures, increased in-
vestment in adaptable shared housing for multiple
occupancy, and the establishment of policies to facil-
itate multistep transition in the housing market.

Nature of the problem

Between 1970 and 1982 the average annual rate of
urban population growth was 4.4 percent for low-
income developing countries and 4.2 percent for
middle-income countries (World Bank 1984). The pop-
ulation in cities over 100,000 in developing countries
reached 480 million in 1975 and is likely to rise to 1.4
billion by 2000 (Council on Environmental Quality
and Department of State 1980). As Table 1 illustrates,
toward the beginning of the next century, many cities
in developing countries will have more than doubled
their current size, becoming super-agglomerations.

During the last two decades the cconomics of
developing countries have also grown substantially.
Between 1960 and 1982, low-income developing
countries recorded an average annual growth rate of
3.0 percent in GNP per capita. The rate was 3.6
percent for lower middle-income countries, and 4.1
percent for upper middle-income countries (World
Bank 1984).

Table 1. Estimates and rough projections of se-
lected urban agglomerations in developing coun-
tries

Population (millions)

City 1960 1970 1975 2000
Caleutta, India 5.5 6.9 8.1 19.7
Mexico City, Mexico 49 8.6 10.9 31.6
Greater Bombay, India 4.1 5.8 7.1 19.1
Greater Cairo, Egypt 37 5.7 6.9 16.4
Jakarta, Indonesia 2.7 4.3 5.6 16.9
Scoul, Korea 2.4 5.4 7.3 18.7
Delhi, India 2.3 3.5 4.5 13.2
Manila, Philippines 2.2 35 4.4 12.7
Tehran, Iran 1.9 34 44 13.8
Karachi, Pakistan 1.8 3.3 4,5 15.9
Bogotd, Colombia 1.7 2.6 3.4 9.5
Lagos, Nigeria n.8 1.4 2.1 94

Source: Council on Environmentsl Quality and Depaitment of State
(1980), p. 242
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An important aspect of economic growth in devel-
oping countries that should not be overshadowed by
the achievement of the overall growth rate is income
distribution. Income distribution becomes more unequal
as a poor nation moves toward the middle-income
bracket (Kuznetz 1955) and, in fact, the share of
nousehold income in the lowest two quintiles of poor
nations remains significantly smaller than that of the
comparable segments of rich nations (World Bank
1984). Consequently, despite the general increase in
per capita income, a large proportion of the population
in developing countries lives in severe poverty (Linn
1979). The World Bank (1980) estimates that more
than 200 million people in cities in developing countries
lived below the absolute poverty line in 1980. The
great majority of poor people simply cannot afford to
purchase through market mechanisms a quantity and
quality of housing adequate to sustain a decent stan-
dard of living.

The inability to afford a regular housing unit leads
the poor to find unconventional solutions to their
housing problems, and some of these solutions are
even illegal in certain contexts. In particular, three
distinctive features of housing for low-income popu-
lation in developing countries deserve a special note.
These features are not common in housing markets in
developed countries. First, many people occupy land
without due permit of the owner or due process of
subdivision. The proportion of such informal settle-
ments in large cities of developing countries is ex-
tremely high—ranging from 32 percent in Sao Paulo
to 85 percent in Addis Ababa (Table 2; U.N. Center
for lHuman Scttlements [U.N. Cl1S] 1984).

The second distinctive feature is the variety of
building materials and physical structures the poor
adapt to housing. In industrialized countries, construc-
tion material for housing is fairly standardized. FHow-
ever, in developing nations, the very poor who cannot
purchase regular housing units rely heavily on tem-
porary materials. For example, poor inhabitants of
Bombay, India, may use gunny sacks and wooden
boxes  (Municipal Corporation of Greater Bombay
1984). In other countries, flattened cans, mud bricks,
and ¢ :rdboard are also used. Dwelling units built with
temporary materials usually violate three central ele-
ments of building codes: minimum required standards
for construction material, minimum lot size, and min-
imum floor area.

Renting and multiple occupancy are the third im-
portant aspect of accommodation for the poor.* The
low level of income and the lack of financing mecha-
nisms prevent many people from owning a home as
a unique occupant.” The proportion of renter occupants
was 75.7 percent in Hong Kong in 1971, 30.0 percent
in the Republic of China in 1975, 66.9 percent in
Malaysia in 1975, 34.0 percent in Mexico in 1970, and
36.5 percent in Korea in 1975 (Korea Research Institute
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Table 2. Estimates of the percentage of city pop-
ulations residing in informal settlements

Estimated population
in informal
settlements

Population
in 1980 Number Per-
City (thousands)  (thousands)  centage

Addis Ababa, Ethiopia 1668 “418 85
Luanda, Angola 959 671 70
Dar es Salaam, Tanzania 1075 645 60
Bogotd, Colombia 5493 3241 59
Ankara, Turkey 2164 1104 51
Lusaka, Zambia 7¢1 39 50
Tunis, Tunisia 1046 471 45
Manila, Philippines 5664 2266 40
Mexico City, Mexico 15032 6013 40
Karachi, Pakistan 5005 1852 37
Caracas, Venerzuela 3093 1052 34
Nairobi, Kenva 1275 421 3.
Lima, Peru 4682 1545 33
Sae Paulo, Brazil 13541 1343 32

Source: LUNCCHS (1984), p. 9

for Human Settlements [KRIHS] 1981)." The extent of
multiple occupancy is clearly demonstrated by the
data on housing supply ratio—the number of housing
units divided by the number of houscholds in a
country. The ratio was 73.6 percent in Hong Kong, in
1973, 78.2 percent in the Philippines in 1977, 685
percent in Korea in 1980, and 85.1 percent in Colombia
in 1973 (KRIFIS 1981; Lim, Follain, and Renaud 1984).”

In sum, cities in the devdoping world contain a
large number of poor living in aceommodations that
do not mceet the conventional Western detinition of
home—a housing unit that meets all legal requirements
and is occupied by a single household. This is an
imposed definition, and in many cul.ures, occupation
by several generations is the norm, not necessarily a
problem.

A model of housing markets®

The three main features of low-income housing
markets described above suggest that the honsing
market in developing countries shouid not be discussed
only in terms of formal production and consumption.
A more appropriate model can be developed by trans-
lating these features into basic criteria by which to
classify housing submarkets.” The model serves two
important functions: to define various housing sub-
markets and to gain clearer theoretical insights into
the behavior of consumers.

Submarket structure and definitions
The first classification criterion is the legality of land
occupancy. Legal occupants use land in accordance

178

with legal provisions corcerning property rights and
development, while illegal occupants do not have legal
title or have violated subdivision regulations. The
second criterion concerns the legality of physical char-
acteristics of the individual units—whether or not
they meet the minimum government standards for
building material, lot size, and floor area. The third
criterion is the status of tenure. Some households are
owners with urique or multiple occupancy, while
others are renters with unique or multiple occupancy.'
The classification system generates eight types of
housing submarkets (Figure 1).

Box A in Figure 1 represents the regutar or formal
housing market. A housing unit in this submarket is
owned or rented by a household with legal title to the
land and building, and the unit meets the building
codes and other government specifications for a legal
dwelling unit. Box B is the slum housing market,
which consists of units built on legally owned or
rented land but which do not meet the legal minimum
standard for physical characteristics. Some units of
gecekondi in turkey and panjachon in Korea fall under
this submarket. Box C is the invasion housing market
in which dwellers occupy land illegally or live in
illegal subdivisions, Their units, however, conform to
the minimum physical standards. Some invaders may
occupy land as if they were owners and rent spaces
to tenants.'' Barrios piratas in Colombia and colonia
tlegal in El Salvador are examples of the invasion
housing market. Box D represents the squatter housing
market, where housing violates both the legality of
tand occupancy and physical standards. Favelas in
Brazil and tugurios in El Salvador are squatter settle-
ments. Boxes B, C, and D can be called the nonregular
or informal housing market as opposed to the regular
or formal housing market.'
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Figure 1. Structure of subniarkets for housing
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Long-term multistep transition model

The submarket structure can be used to develop
theoretical insights into the behavior of consumers in
the housing market. First, it suggests that the poor
normally have to make a multistep transition through
differentsubmarkets to improve their housing condition
(Figure 2). Individuals may make this transition either
by moving te ditferent locations or by changing their
housing characteristics at a fixed location. A household
can skip some stages or move in either an upward or
a downward direction during the transition. A person
who arrives in a city as a street sleeper may move
through different submarkets step by step with the
possibility of eventually becoming an owner of a
regular housing unit. A squatter on a piece of land
without legal title and in violation of building codes
may in the end pay for the legal title and also have
his structure improved to meet the code requirements.
A one-step transition from the squatter to the regulor
housing market would be possible but it is unlikely
among the poor,

Scecond. in the submarket structure, it would usually
take considerable time for the poor to move from the
intormal to the regular housing market. Rarely can a
street sleeper afford to turn into an owner ot a regular
housing unit within a short time. Some may stay in
one submarket for a long time, because their demand
or need does not change. !

Traditional housing policies

Key housing policies

Until recently governments in developing countries
dealt with the problems of housing primarily by
regulatory measures. One of the most popular policies
is control of land and housing prices. The rationale is
that land or housing is too expensive for the poor,
and therefore freezing the prices will make land and

housing more accessible to them. The second pervasive
regulatory measure is to set minimum physical stan-
dards for individual land and structure, in the hope
that they will prevent people from building low-
quality housing that the govcernments believe to be
unsafe and unhealthy.

Third, some governments have attempted to eradi-
cate informal settlements -—pariicularly those occupied
by squatters—only sometimes providing a site for
relocation. The logic behind the eradication policy is
that physical removal of squatter or other informal
settlements would reduce their number in urban areas.
Although not as widely practiced as it used to be, it
is still emploved in some cities, and supported by the
courts.' In most developing countries, however,
squatter and other informal sottlements are generally
tolerated, if not recognized by law.,

The fourth regulatory measure that developing
countries sometimes adopt is large-scale development
restriction. The best-known measure of this type is
the greenbelt. Supporters of the greenbelt argue that
the delineation of the boundary of a city by a greenbelt
will limit urban growth, effectively putting a ceiling
on invasion and squatter settlements.

Fifth, there have beer overall attempts at the na-
tional level to encourage population decentralization.
These attempts are based on the notion that balanced
distribution of population among regions would reduce
the demand for housing in large metropolitan areas,
and thus alleviate urban housing problems.

Negative impacts of the traditional
housing policies

Given the critical shortage of housing, the housing
policies in developing countries should focus on facil-
itating the supply of housing and increasing effective
demand at stable prices. Traditional housing policies,
however, run counter to these objectives.

Renter Owner
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Z Invasion Invasion
Market Market
Renter Owner i /‘ Renter Owner
Street in in in in
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Y A/
Renter Owner 7
in in //////
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Figure 2. An example of a multistep transition in a housing market
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All five measures described liere exert harmful
influence on the housing condition of the poor. Because
price control discourages suppliers of housing from
entering the market or expanding their output as the
demand increases, housing shortages also increase. A
black market for housing may develop. In addition,
the government must decide how to allocate housing
among individuals who want more than what is
available. A high minimum physical standacd raises
the price of regular housing units, making them even
less affordable to the poor, who therefore remain in
the nonregular housing market.

Eradication of squatter housing destroys units that
the pcor have built with little public expenditure.'?
Removal of squatters from specific areas, however,
does not decrease the demand; it simply creates new
squatter areas somewhere else. The greenbelt and
other forms of development restrictions limit the supply
of land in a city. As the population and income of the
city increase, the physical constraints on development
will cause the price of housing to rise sharply, partic-
ularly near the growth control areas. Decentralization,
if implemented successfully by incentives, can reduce
the demand for housing in large cities. But, i decen-
tralization is accompanied by restrictive measures such
as building permit control, it will increase the price of
housing.'®

To summarize, there are strong theoretical reasons
to question the effectiveness of traditional urban hous-
ing policies. They tend to limit the supply significantly
and drive up prices.'” Many experts on housing prob-
lems agree on the counterproductive effects of many
traditional policies such as price control (Mayo, Mal-
pezzi, and Gross 1986; Mills 1980), minimum physical
standards, eradication of squatter housing, develop-
ment controls (Doebele 1983; William Lim 1983; Mayo,
Malpezzi, and Gross 1986), and greenbelts (William
Lim 1983; Mills 1980). Studies that examine the effects
of specific policy measures alse support the main
theoretical argument proposed here. For example,
Wheaton (1981), iz his study of Egyptian housing
policy, explains that any system of price and quantity
controls is likely to be circumvented through a form
of black marketing that may result in sectoral distortion,
inflation, and regressivity. Kim, Mills, and Song (1986)
demonstrate the undesirable effect of greenbelts on
housing markets.

Recent shifts: International agencies and
country experiences

Criticism of traditicnal urban housing policies over
the last few decades (Cohen 1983; Doebele 1983;
Mills 1980; Turner 1977) has been accompanied by a
gradual shift in orientation. For example, sites and
services projects are now widely accepted as a viable
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means to provide housing for the low-income popu-
lation. International donor agencies have played an
important role in initiating this shift (U.N. CHS 1983;
1984; U.S. AID 1985; World Bank 1975; 1980).

Consensus and conflict in recommendations

The most important consensus reached among major
international donor organizations such as the United
Nations, the U.S. AID and the World Bank is that
new housing policies must acknowledge and emphasize
the positive contribution of the informal housing sector.
This emphasis has been translated into programs such
as squatter and slum upgrading, self-help housing,
and sites and services projects.

Donor agencies have also recommended changes in
minimum physical standards of housing and use of
the affordability concept in designing programs. Tra-
ditionally, developing countries invested primarily in
housing units vith very high physical standards, but
these have been beyond the reach of the poor. To
make new housing programs available to more poor
people, it has been recommended that the minimum
physical standard be substantially lowered. Currently,
the design of residential development projects that
receive assistance from the international donor agencies
is based on affordability-—the ability of the household
to pay for housing,.

An area that lacks consensus among international
agencies is the role of the public sector in land
development. The United Nations, on the one hand,
recently stressed the need to increase public interven-
tion in the process of land development for housing
(U.N. CHS 1983; 1984). Specific policy suggestions
include public land acquisition and disposal through
preemption, appropriation, readjustment, and nation-
alization.

In contrast, the World Bank’s policies in recent
years have underscored the importance of the private
sector in the development process (World Bank 1981).
Because the Bank believes that the current public
policies are major barriers to the supply of shelter it
does not advocate the public land development ap-
proach (World Bank 1980). In fact, the results of
research conducted at the Bank strongly favor a re-
duction of public intervention. Its research proposes
the lifting of various regulations and recommends
policies based on consumer behavior in the free market
(Mayo, Malpezzi, and Gross 1986). Specifically, it
warns against policics that result in counterproductive
outcomes. These policies include, according to the
Bank, unrealistic building codes and zoning regulations,
slum removal, public housing, and unfocused systems
of subsidy for shelter and infrastructure.

Country experiences

The acute shortage of housing and the widespread
occupation of land without legitimate tenure are per-
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ceived as potential sources of political instability and
social unrest. These internal political circumstarices
and pressure from the international community have
been responsible for several important changes in
housing policies in developing countries. Most notable
among these changes is a gradual acceptance of squat-
ter and slum upgrading, self-help housing, and sites
and services projects as key housing programs. Such
projects are typically aimed at low-income populations
that cannot afford to buy housing in the regular
housing market, and they feature revised minimum
physical standards that are lower than traditional
minimum standards. For example, in a housing project
for Madras, India, financed by the World Bank, the
minimum plots were reduced from 40 square meters
to 35 square melers (World Bank 1985). In Bogota,
Colombia, the revised physical standard was adopte
to deal with illegal settlements in the entire city
(Kingsley 1982).

During the last decade, a number of countries have
also increased their land or housing development
activities through their public land or housing devel-
opment agencies.' Although the creation or expansion
of these development agencies s not necessarily
result of recommendations by international organiza-
tions, many receite technical advice or financial assis-
tance from them. These housing development agencies
are given special legal power—eminent domain, ex-
propriation, preemption, and tax credits—to carry out
large scale housing development.

In an increasing number ot countries, housing de-
veljopment is shepherded along by a long-range na-
tional housing development plan ultimately intended
to provide a separate unit to every houschold in the
nation. A typical long-range national housing devel-
opment plan can be described by the following steps:
First, policymakers define the minimum physical
standards for land and structure. These standards are
not necessarily derived from an affordability analysis.
In fact, they are frequently based on a needs concept
that exceeds the affordability standard. Then, using
population projections, the number of existing housing
units, the attrition rate of housing, and the targe:
housing supply ratio, the development agency calcu-
lates the amount of new housing nceded for the
projected population. In the third step, this gross
housing and land development target is allocated over
a span of years, yielding annual housing and land
development needs. Sometimes, the 2z ncy also cal-
culates the total financial requiremeiis for reaching
the target.

For example, in Korea a long-range land develop-
ment plan estimates that a total of 958.7 square km
will be needed by 1995 to achieve the housing supply
ratio of 84.4 percent. This long-range plan adopts a
minimum land size of 264.5 square meters for large
units and 82.6 square meters for small units (Korean
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Land Development Corporation [KLDC] 1981). The
World Bank (1980), using a similar method to estimate
the investment required to satisfy the housing need
for the world, suggests that about $160 billion (in
1975 value) will be needed to provide a basic unit of
shelter for each household living in poverty in the
year 2000.

Impacts of recent policy shifts

The recent shifts in housing policies mark a signif-
icant advance beyond the traditional approaches and
reflect the enlianced priorities for the housing sector
in the national development planning process. For
instance, during the 1970s and 19&0s, Indonesia,
Malaysia, and Korea incorporated sectoral plans for
housing as a major element in their national devel-
opment plans (Yeung 1983; Lim 1985a).

These shifts have affected institution building in
developing countries. Changes in legal standards for
housing programs and eiforts to implement large scale
projects through direct public sector involvement have
compelled the public sector to undertake various in-
stitutional changes. Unified housing agencies (Yeung
1983)" and financing institutions were created (Renaud
1984). New administrative divisions ¢f housing and
regional planning were set up in national planning
agencies. Tnese experiences have enlarged the insti-
tutional capacities of developing countries to deal with
public projects.

Overall, the new programs based on lower minimum
standards -ad affordability to consumers have em-
braced a large number of the urban poor who previ-
ously were not able to participate in regular housing
programs. Most notable have been the World Bank'’s
shelter projects. Through 1982 the World Bank started
90 projects in 50 nations—in the form of either
upgrading or sites and services. Between 1975 and
1980 it spent $1.3 billion with an estimated 10 million
beneficiaries (World Bank 1930). The Housing Guar-
anty Program of U.S. AID authorized $1.395 billion
for 146 projects in 39 countries as of September 1985
(U.S. AID 1985).

Critical examination of underlying norms
of housing policies

As the achievements of recent housing programs
become more widely publicized, it is likely that they
will be recommended by experts and international
agencies as superior to traditional programs. Several
underlying norms shared by both traditional and
recent programs, however, need to be examined criti-
cally for *heir effectiveness in providing housing for
the poor in the long run.

Probably the most important of these norms is that
of unique nccupancy, which indicates that each house-
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hold must have a single dwelling unit.?® Traditional
housing projects, new programs such as sites and
services, and long-range plans all purport to allocate
one dwelling unit to one household. This goal is based
on a crucial assumption about the behavior of con-
sumers in housing markets: that they prefer unique
occupancy. Howevel, as the discussion of the sub-
market structure indicates, it is quite possible tha
individuals will opt for muliiple occupancy—that is
to share housing with others—perhaps to qualify for
more space or other attributes of housing, or because
of cultural traditions.

An empirical study for Korea shows that as income
grows, individuals spend more to enjoy their physical
space than to move to separate occupancy dwellings
(Lim, Follain, and Renaud 1984). People may want to
enjoy larger housing space while sharing a house with
others. The popularity of mesones in El Salvador is
further evidence of consumer preference for multiple
occupancy. The mesdn is a group of 5 to 50 rooms
built around orie or more central patios. The traditional
mesones are converted from middle class houses, but
the new ones are being built because of increasing
demand. The main reason for the high demand for
mesones is their convenient location in the center of
the city. Most families rent a single room, which is
shared, on average, by 2.8 persons (Fernandez-Palacios
and Bamberger 1984). The norm of unique occupancy
thus may impose an allocation decision contrary to
consumer prefercnce and cause misallocation of re-
sources for housing.

international donor agencies have begun to recognize
the limits of effectiveness of the unique occupancy
approach. A proposed housing project designed by
U.S. AID incorporates rental rooms as a basic ele-
ment of a housing unit to allow multiple occupancy.?!
The World Bank also notes the possible benefit of
renting a part of a housing unit to other households
(World Bank 1980; Mayo and Gross 1985; Bambucrger,
Gonzalez-Polio, and Sae-Hau 1982). This recognition
notwithstanding, use of rental systems for multiple
occupancy by low-income people is not an important
element of recert housing programs, and the majority
of current housing projects in developing countries
are still guidec by the norm of unique occupancy.

The second rorm shared by housiag policies is the
minimum physical standard prescribea by the govern-
ment. This is what the government believes to be the
desirable physical structure and miniinum size of a
housing unit. The concept of a minimum standard is
arbitrary in the sense that its determination depends
on the economy as well as the culture of a particular
society. The acceptable minimum standard varies across
societies and changes over time. When a high physical
standard is enforced along with tihe norm of unique
occupancy for veasons of safety and general welfare,
the proportion of the population able to join the
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regular housing market is greatly reduced. It creates
an impediment for a large number of people in
entering the regular housing market.

Traditional housing policies have set unrealistically
high minimum standards, making a large quantity of
housing illegal. Even new programs planned with the
affordability analysis and lower physical standards are
beyond the financial capabilities of many poor people.
Ayres (1983) and Payer (1982) criticize the World
Bank’s affordability standards as too high for the poor.
The Bank’s own finding indicates upward bias in
affordability and physical design standards (Mayo and
Gross 1985).%2

The third norm is one-step regularization of the
entire housing market—the effort to transfer house-
holds from the slum, invasion, and squatter housing
markets to the regular housing market in single step.
While traditional housing strategies try to regularize
all housing market operations by enforcing building
codes and other rules or by removing informal units,
recent approaches instead change the definition of
regular housing, lowering the legal minimum standard.

The norm disregards an important dynamic aspect
of the housing market structure described earlier (see
Figure 2)—the long-term multistep transition by
households from the squatter housing market to the
regular housing market. Certainly the long-run policy
objective is to provide regular housing units for all
members of the society. But hastening the transition—
forcing squatters to skip intermediate steps of housing
improvement or not giving them enough time to make
transitions—Ilays undue financial burdens on them or
governments, It is dysfunctional, because it is not in
line with the intertemporal consumer behavior.

The World Bank's experience with sites and services
projects provides important empirical evidence to sup-
port this point. Many poor people in developing
countries cannot buy or rent housing units designed
according to affordability assumptions—usually sub-
stantially reduced from the conventional standard.
Only some can do so, with a large subsidy from the
government. Some initial participants in such sites
and services projects sell or sublet their units, relin-
quishing the status of single owners in the regular
market (Keare and Parris 1982; Mayo and Gross 1985).

Suggestions for new directions

To provide better and more low-income housing
without undue burden on the poor and on the gov-
ernments, new housing policies must address not only
the recognized problems inherent in traditional policies
but also the potential sources of misallocation embed-
ded in recent policies. Several key policy recommen-
dations can be drawn from the analysis in this paper.

First, traditional regulatory measures that limit the
supply and increase the costs of housing should be
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abandoned or significantly modified. This is not to
argue against supporting public land or housing de-
velopment agencies that address the imperfections of
housing markets. The critical issue is not so much
whether developing countries should have public de-
velopment institutions as what functions these insti-
tutions should perform. They can redefine their role
as providers of land and housing information, advo-
cates of regulatory relief, assessors of development
impacts, inducers of private investment, and mediators
of development conflicts.”” Second, eradication of in-
formal settiements should be stopped, and national
plans for granting legal status should be prepared.
Allowing the poor to have security of tenure is the
first step toward upgrading. Third, national housing
policies should emphasize expanding the amount of
housing space while maintaining flexible tenure ar-
rangements for the poor. The norms of unique occu-
pancy and minimum physical standards should be
relaxed to accommodate those who have strong pref-
erence for space or other attributes over unique oc-
cupancy. Builders should be encouraged to consider
constructior of adaptable shared housing that can be
remodeled easily for unique occupancy as income
increases or needs and preferences change.™ Offering
incentives to builders and occupants of shared housing
should be examined. Fourth, housing programs should
be developed in the multiple stages of the transition
process shown in Figure 2, allowing participants to
make the transition from informal to regular housing
over time. Although the ultimate long-term goal is to
provide regular housing units to all dwellers, an
effective policy should support gradual improvement
toward the regular housing market, not one-step re-
gularization. Fifth, housing policies in developing
countries need to be flexibly designed with attention
to segmented housing markets. The distinct needs,
affordability, and consumption behavior of families in
each submarket should be accounted for in designing
appropriate policies.”

In sum, long-range national housing plans need to
be based on different norms and strategies than we
use now. New plans should pay atiention to the
dynamic and fragmented nature of the housing market
and should be consistent with the behavior of individ-
uals. A plan with several stages of housing develop-
ment for different submarkets would be much more
effective than current plans formulated by one-step
regularization and unique occupancy.

Author’s note

I have benefited tremendously from comments made by Howard
Sumka, Edward Kaiscer, Stephen Malpezzi, Bertrand Renaud, Al
Guttenberg, Leonard Heumann, Lewis Hopkins, Ronald i-ushchak,
Peter Schacffer, Sid Sen, and three anonymous refur 's. 1 am
indebted to Man-Soo Joo for his valuable research assistance. This
work was supported by the Research Loard, University of lllinots,
Urbana-Champaign.
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Notes

1. Sources of statistical information used in this paper include:
Council on Environmental Quality and Department of State
1980; Linn 1979; World Bank 1980; 1984. Some of the data
presented here do not pertain to all developing countries; the
paper focuses on developing countries with market or mixed
cconomics.

2. Sites and services projects refer to the provision of land with
essential services to meet the basic housing needs of low-
income populations. Allottees of sites and services projects
normally build the physical structures through self-help con-
struction (World Bank 1974). The earliest such projects began
in the 1940s and 1950s and were implemented without external
assistance. Large-scale projects with assistance from international
donor agencies started in the late 1960s and earl;, !970s (Mayo
and Gross 1985).

3. The literature on housing in developing countries uses various
terms— squatters, slums, and informal settlements——to describe
diffevent types ot housing submarkets. These terms have been
used without a sy.tematic classification scheme, and the defi-
nitiuns are not exact. U.N. CHS (1984), which presents the
data cited here, deines “informal settlements” as follows:
settlements that are developed by the process “outside the
legal framework and regulations that prescribe the way land
ought to be developed and buildings ought to be erected”
(pp. 8-9).

4. Multiple occupancy is defined as the occupancy of a dwelling
unit by two or more households. On the other hand, unique
occupancy refers to the occupancy of a dwelling unit by a
sing'e houschold.

5. See Renaud (1984) for issues related to housing finance in
developing countrics.

6. The renter statistics are for the entire population. Large cities
usually have a higher ratio of renters than rural areas. The
proportion of renters in developed countries are as follows:
35.3 percent in the United States in 1976, 38.2 percent in
Canada in 1976, and 46.5 percent in the United Kingdom in
1977 (KRIHS 1981).

7. in sharp contrast to developing countr'zs, many developed
countries have more than 100 percent of housing supply
ratio—111.7 percent in the United States in 1979, 102.8
percent in Canada in 1976, 107.9 percent in Japan in 1978,
and 117.4 percent in France in 1975 (Lim, Follain, and Renaud
1984).

8. Conceptual ditficultics may arise in discussing housing markets
and housing policies because of the impact of other policy
areas on decisions in housing. For cxample, interest rate
policies, which are in a large measure concerned with the
performance of + w macro economy, affect the housing sector.
This paper focuses on explicit housing policy issues, and
therefore the model presented here deals with the internal
structure of the housing market. See Lim (1985a; 1985b) for a
study of the impact of implicit land policies on land markets.

9. Other criteria can be used to classify submarkets; for example,
a land market can be divided between public and private
submarkets, or classified by conformance to locational require-
ments such as zoning. This paper, however, does not use the
other criteria because the main features of the land market in
developing countries can be described satisfactorily by the
three criteria discussed.

10. Unique or multiple occupancy could have been used as a
separate classification criterion, resulting in sixteen submarkets.
But for the convenience of discussion it is incorporated in the
third criterion.

11. Occupants in this group do not own their housing in the legal
sense, They may own the physical structure but not the land,
although they often claim the right to it. Occasionally, they
rent all or some of their unit.
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12, Some of the examples here do not fall exclusively under one
submarket. For example, some panjachon units are slums while
others are squatter settlements. For the purpose of policy-
making, further distinction beyond popular description may be
necessary.

13. The long-term multistep model has not been subject to a full
empirical test. Some relevant empirical evidence is presented
later in the paper. The model is used to conduct a conceptual
analysis of key policy issues in housing,

14, Squatters in Bumbay, India, were removed as recently as 1985,
The removal was upheld by the Indian Supreme Court (Gibney
1986).

15. Jimenez (1982) shows that squatter dwellings have economic
value in the market.

16. For a discussion of decentralization in developing countries,
see Lee (1983).

17. However, it should be noted that some regulations could serve
useful functions. For example, zoning can be used to deal with
negative externalities.

18. Such agencies include: Housing Land Agency, Tunisia, estab-
lished in 1973; Chilean Urban Development Corporation, es-
tablished in 1964; Korea Land Development Corporation, es-
tablished in 1979; National Housing Authority, Thailand,
established in 1973; National Housing Board, Ecuador, estab-
lished in 1973 (Kitay 1985).

19. Unified housing agencies combine a wide range of roles
essential in housing development. Their roles may cover land
acquisition, project financing, planning, construetion, sales, and
management for housing.

20. Provision of vne dwelling unit for every household has been
the prime objective of housing policy in most countris.
Developed countries have pursued this objective for several
decades. The 1945 Housing White Paper of the United Kingdom
stated, “The government’s first objective is to afford a separate
dwelling for every family which desires to have one.” In the
United States, the Housing Act of 1949 declared “a decent
home and a suitable living environment for every American
family” as a national goal (Lim, Follain, and Renaud 1984).

21. Pamela Hussey U.S. AID, April 1986, personal communication;
Howard Sumka U.S. AID August 1986, personal communica-
tion,

22. Alternatively, it is possible to increase the participation of the
poor in the regular housing market by drastically lowering the
physical standards. In the short run, this approach can achieve
a big improvement in the housing supply ratio. In the long
run, however, a very low minimum physical standard based
on what the poor can currently afford may not be adequate.
Recent studies suggest that income elasticity of demand for
housing in developing countries is about .70 (Follain, Lim, and
Renaud 1980; Ingram 1984; Malpezzi and Mayo 1985). That
is, if household income doubles, demand for housing will
increase by 70 percent. The dwelling units built now with a
very low standard will become substandard housing in the
long run. They may prove to be a public investment for large
scale ghettoization, Such housing units would not be demanded
and would have to be demolished, if income of the poor
increases _teadily.

23. KLDC (Korea Land Development Corporation) is a good ex-
ample. It maintains comprebensive information on land avail-
ability, has suggested relaxation of greenbelts, and has con-
ducted environmental impact assessments for large scale housing
developments,

24. The total size of an adaptable shared housing unit should be
based on minimum standaids acceptable for unique occupaney
in the future.

25. To design effective submarket policies, the policymaking ca-
pacities of local governments must be carefully examined. This
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raises a difficult question about political decentralization and
local autonomy in developing countries.
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Applying Lessons from Housing to Meeting
the Challenge of Water and Sanitation

for the Urban Poor

Tim Campbell

The pace of investments in water and sanitation lags far behind urban population
growth in Latin America and the Caribbean. The health consequences of this
shortfall amount to hundreds of thousands of deaths annually. This article suggests
that a sociotechnical strategy is required, based on the housing experience of the
past few decades, to reduce costs of producing sanitation and to minimize the risk
of disease. The strategy involves fundamentally altered assumptions about state
responsibility for water and sanitation. Concomitantly, beneficiaries must do more
to build, operate, and maintain water and wastewater systems.

The prospects for meeting water and basic sanitation
goals for 1990 are rapidly diminishing in Latin America
and the Caribbean; major revisions in the conventional
strategies for investment are now imperative. Urban
populations in Latin America could number 220 million
by 1990, about 40 percent of them poor and subject
to serious health risks. Water-borne diseases could
claim hundreds of thousands of lives a year among
children.

The challenge by the turn of the century is to
extend service to three times as many urban residents
as are served today (Campbell 1984). Under conven-
tional approaches, the needed facilities could cost $37
billion (U.S.) by 1990 and $50 billion more by the
year 2000 (in 1980 prices; Campbell 1984). Those
resources are not likely to be available.

This article argues that a new long-range strategy
is needed to meet water and sanitation needs and that
this strategy should build on the housing experience
of the past two decades. As in housing, many
prevailing assumptions regarding conventional tech-
nologies and centralized delivery of service are inap-
propriate for low-income communities. A long-range
strategy for water and basic sanitation should include
revised (lower) standards of service, phased invest-
ments, and the use of new, low-cost technology.

Campbell is a research associate at the Institute of Urbun and
Regional Development, University of California, Berkeley, and
a consultant in urban studies and planning, He received a
Ph.D. in urban studies and plarving from M.I.T. and a master’s
in city planning from the University of California, Berkeley.
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Community participation and self-reliance must be
greatly increased to coordinate service improvements
with household economic and resource conditions, as
well as to protect water and wastewater systems from
decapitalization through neglect. Participation of low-
income settlements in water and sanitation projects is
an opportunity that has only scarcely been tapped in
Latin America.

Lessons from the housing sector

The experience in the housing sector over the past
two decades contains much of what needs to be
known for a new water and wastewater strategy. First,
the housing experience has helped to discriminate
among the variety of low-income settlement types.
Second, within those types we have learned that it is
important to understand the conditivns governing
investment decisions by households. Third, policy-
makers must find ways to trigger houscholds’ invest-
ments and form partnerships among h-useholds and
water utilities to expand services.

Diversity of settlement types

Low-income areas vary in their ability to pay for
water and wastewater services and to organize self-
help efforts. The most important settlement types
include squatter settlements, which everywhere share
an ambiguous or outright illegal jural status; quasi-
legal settlements on official streets but withcut complete
compliance with building or subdivision codes; and
slums or tugurios characterized mainly by extremely
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poor conditions and an evolutionary trajectory that is
basically degenerative, i.e., decapitalizing.' As illus-
trated in Figure 1, those three settlement types encom-
pass approximately 75 percent of the urban population
in Latin America. Public, middle class, and luxury
housing comprise the remaining 25 percent.

Figure 1 also relates these settlement types to key
variables in basic sanitation. Many residents of “quasi-
legal” settlements, for example, can afford water and
wastewater service. Perhaps 10 million to 15 million
urban residents without indoor water or standpipe
service fall into this group of homeowners who bought
their dwellings with the expectation of having standard
services, or at least of not having to organize and
participate in service improvements. The future water
and wastewater needs of this group can be met, in
part, by using the administrative and police powers
of local government to set conditions on land devel-
opments or requite building permits to ensure the
inclusion of basic infrastructure such as sanitation
facilities  City authoritics may also be able to lower
standards to ensure that privately organized settlements
are served, for example, with standpipe or trunk line
services and some basic or low-cost infrastructure. But
this would vitiate whatever legal, moral, or political
leverage authorities have over developers in these
circumstances.

Squatter settlements, by comparison, get organized
to various degrees in the process of settlement and
they lack the cloak of legitimacy of quasi-legal settle-
ments: they are illegal outright. Over the years, many

POVERTY
LEVEL HOOKUPS

AFFORDABLE LUXURY

Quasi-Legal
30%

QUALITY OF HOUSING

Squatter 28%

INDOOR SERVICE

Slums and Rental

- 17%

STANDPIPE SERVICE

INCOME LEVEL

Sourca: Author

Figure 1. Schematic map of housing and facilities
by income level
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have become familiar and have been accorded a status
of worthy adversary by local governments. They are
sometimes parties to good faith negotiation with au-
thorities over matters of housing and infrastructure
improvements. A thin corporate air is even detectable
in some squatter settlements, especially older ones,
where the common struggle for survival has infused
residents with a sense of cohesion. Above all, a
generative process is visible in squatter settlements
marked by progressive improvements in shelter and
infrastructure. A viable strategy based on experience
with self-help and upgrading in housing would be to
tap the organizing cnergies intrinsic to many squatter
settlements. In those settlements local participation is
relatively easy to elicit. Projects can be executed by
special municipal teams collaborating with water util-
ities, and with local residents and their organizations.

In both quasi-legal and squatter settlements, some
form of subsidy is vital to keep monthly utility pay-
ments in line with the fluctuating and small incomes
of the poor. Thus, more vigorous cross-subsidization
may be required, with wealthier customers charged
higher rates to help defray costs of low-cost sanitation
improvements.

Rarely are cohesiveness or self-help investments
found in slums. The intense pove-ty there, as well as
their transitory nature and lack of internal organization,
make slums a difficult grouping to improve through
self help.

Household inv.stment decisions

Households living in low-income settlements are
capable not only of adapting to generally adverse
economic, employment, and political conditions, but
also of investing in housing and sanitation despite
them (Campbell 1980). Experience in housing has
shown that low-income houscholds can be induced to
make these investments by manipulating two factors
that are characteristic features: 1) the variety of re-
sources, both monetary and nonmaterial, in the urban
environment and 2) uncertainty. Households may be
seen as small production centers that transform this
variety of resources, both to offset uncertainty and to
meet their basic needs (Turner 1968; Leeds 1974;
Marris 1974; Campbell 1980; Strassman 1982; Gilbert
1983). Before committing resources to improvements,
households must be sure that investments will not be
lost because of the sometimes intermittent nature of
their income, vagaries of health, natural catastrophes,
or, in squatter settlements, eviction. To reduce uncer-
tainties, houscholds must be able to decide how much
of their time and effort should be dedicated to gener-
ating and evaluating nonmonetary resources—such as
rumors about evictions, tips, suggestions, folklore, and
accumulated experience.

Many experiments in low-income settlements in
Latin America and the Caribbean reaffirm that reducing
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uncertainty encourages households to mobilize signif-
icant monetary and nonmonetary resources and over
time to transform them into what are normally public
sector goods. In one of the most careful studies of its
kind, for example, Strassman (1982: 157) found that
by installing water connections to illegal plots in low-
income settlements of Cartagena, Colombia, the gov-
ernment “released a zeal to transform and expand”
housing and facilities that led to a doubling of housing
value across a broad cross-section. The squatters’
investments were unleashed when uncertainty was
reduced by having sanctioned water provided to illegal
plots, thereby effectively conferring a kind of legiti-
macy. Improvements included roofs, rooms, paint, and
kitchens; in 25 percent of the houses, tvilets or septic
tanks replaced latrines (Strassman 1982: 105). That
experience has been replicated in scores of cities,
among them Rio, Lima, Santiago, Bogota, and Mexico
City (Cohen 1983; Burns 1983). Extension of water
and other services to squatter settlements in Manila
resulted in 60 to 85 percent increases in property
values (Keare 1983; see also Jimenez 1982).

Ironically, materials and tools are not decisive in
this improvement process. New and appropriate tech-
nologies, even if cheap, also do not normally trigger
household investment, although lowering costs always
helps. More important, the household needs to know
that whatever resources it commits will not be lost. A
second decisive factor is that the cost in terms of
personal time and effort must fit the household’s
budget and organization. Sponsored efforts to improve
will fail if they disrupt normal allocations of tasks,
jobs, money, and time within a household. This applies
equally to individual toilets and do-it-yourself com-
munity sanitation systems.

Triggering household investment

To summarize, the most important factor governing
the mobilization of dormant resources in low-income
communities is uncertuinty and the risk of iosing
resources. The relative success of self-help efforts in
expanding housing quality and infrastructure in the
past serves as a guide, but not a blueprint, for extending
a self-help strategy to the water and wastewater
sector. Low income residents are willing to work, and
are even able to specify with whom they would
collaborate (networks of kin, friends, associates), spe-
cifically on sanitation facilities (Elmerdorf and Buckles
1980). But to trigger those investments, national and
local authorities must be willing to take the difficult
steps of acknowledging the legitimacy of the settle-
ments and of helping organize participation by resi-
dents to build and maintain systems, Authorities and
sponsoring institutions can help mobilize private re-
sources and household investments in a number of
ways, including partial investment in infrastructure or
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symbolic recognition of the legitimacy of settlements.
Recognition can take many forms, including the open
engagement of authorities with Incal settlements
through meetings, and letters of acknowledgment, or
in the most diluted form, neglect through which
authorities decide not to remove settlements over a
long period of time.

The groundwork for institutional change

A variety of routes and mechanisms of official
sponsorship can accelerate and magnity community
participation in self-help efforts to improve the sanitary
environment in low-income communities. But there
is a great deal of policy and institutional distance to
cover. Public utilities inust improve their attitudes
toward low-income settlements. National governments
must give utilities more autorumy, and utilities have
to strengthen their manager.ent operations. The key
lesson from the housing experience in the past decade,
however, is that public utilities must learn techniques
of community organization and must incorporate
household participation in project design and devel-
opment.

Changing public utilities’ attitudes toward
low-income settlements

The limited technical and financial resources avail-
able to public water and wastewater utilities put them
in a position roughly analogous to that of housing
agencies 20 or 30 years ago, before self-help and
upgrading strategies were formulated. Also, housing
institutions then, and public utilities now, do not
discriminate among settlement types. Whether squatter
settlement or slum, they are seen as urban cancers,
“disordered,” rapidly growing places of “marginal”
populaiions, incapable of or unwilling to pay for
services. From the standpoint of public utilities, low-
income populations are as much contributors to 2 poor
sanitary environment as victims of it. They are the
locus of lost water and lost revenues through clandes-
tine connections and therefore are perceived as bad
investment risks due to theft and the poor prospects
of cost recovery.

Cities have grown faster than most public utilities
could extend service. The high cost of conventional
water and wastewater technologies has forced utilities
to abandon master plans, if indeed they ever had
them, and concentrate first on extending water to
wealthier areas, which are often technically easier to
serve and which can pay for service. (In Recife, for
instance, low-income settlements occupy swampy ter-
rain classified in the sewerage master plan as “difficult”
or “impossible to sewer,” i.e., technically or econom-
ically unfeasible.) For similar reasons, operations and
maintenance of systems are made even more difficult
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Squatter settlement in
Bogotd, Colombia. (Photo
by Shari Kessler)

due to poor access, irregularity of lot layouts, personal
threats to utility personnel, or vandalism.

The better water utilities serve perhaps 25 percent
of the poor and meter service to most of the wealthier
customers. But most utilities have to struggle not only
to read meters regularly, but also to transfer data, bill
customers, and collect revenues. Arrearages of 20
percent to even 50 percent are not uncommon. Also,
the tendency of national authorities to keep rates
artificially low for political reasons means in many
cases that revenues to utilities do not cover operation
and maintenar.ce costs, much less depreciation and
interest. Unmetered customers, mainly the pvor, are
normally charged a “minimum” tariff, which covers
about 15 cubic meters (about 3800 gallons) a month,
even though many low-income customers actually use
far less due to a lack of demand, failure of pressure
in the system, or leakages. Unaccounted for water
ranges from 25 to 50 percent of the amount pumped
into the system. In short, water utilities lose much of
the water they produce, cannot bill customers by unit
consumption, and in the end, collect revenues for far
less than half of all the water they deliver.

For these reasons, water agencies are usually not
inclined to mount large campaigns to extend service
to the poor.

Loosening central government control

A strong hand at the national level dampens the
responsiveness of public utilities to local problems.
Most Latin American countriec have a national au-
thority or institution that is responsible for policy
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regarding services, including tariffs. In small countries,
a single national authority has overall authority. Else-
where—in Brazil, Mexico, Colombia, and Peru, for
instance—national authorities set norms and standards
that cover state or local agencies. Sometimes, as in
Brazil, credit is made available to encourage local
companies to build and expand services. A national
tariff board in Colombia rules on all rate changes and,
until recently, was reluctant for political reasons to
approve increases. Thus, genuine desires to improve
water and sanitation services for the poor are hampered
by national financial and perhaps political constraints.
There are many variations on this form of control, but
with sharp exceptions, such as Medellin in Colombia
and Monterrey in Mexico, the pattern of national
authority over cities with less than about a million in
population holds generally true across Latin America.
If those problems are resolved and utilities are strong
enough financially, they will be in a better position to
mount a sociotechnical approach to extending services
to low-income settlements.

Sharing respensibility with
low-income settlements

For many years, international borrowing has been
a lever to improve management, financial practices,
and technical procedures in public utilities. Ironically,
although borrowing money from international sources
has led to many improvements, it is the debt burden
that has triggered change in attitudes tcward low-cost
sanitation, at least in Brazil. Brazil cannot afford to
provide conventional sanitation for some 20 million
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low-income urban residents, despite an existing in-
vestment program backed by dedicated internal finan-
cial resources and heavy borrowing from the World
Bank. This means that, as with housing, low income
communities must share the task of supplying water
and wastewater services with the government and
must assume more responsibility for construction and
operation of water and sanitation facilities.

Lessons from Brazil in
low-cost sanitation

Numerous pilot projects underway in Brazil are
widening the experimental path toward alternative
solutions using low-cost technology (Campbel! 1986).
In dozens of cities, such technologies range from
simple pit latrines with hydraulic seals and pour flush
toilets to simplified sewerage systems. Those systems
are being put in place by state companies, cities, and
other executing agencies with significant participation
by beneficiaries. City governments have initiated action
in many instances because the new “democratic open-
ing” in Brazil with free municipal elections recently
has reinforced the political ties between low-income
settlements and their local governments. But public
utilities invariably get involved because they develop
waler supplies, wholesale and retail them, treat sewage,
and have the most complete engineering expertise.

About 40,000 users in a score of Brazilian citics
now benefit from new technologies that cost from a
third to a half the cost of conventional wastewater
systems. In the Baixada Fluminense, a low-lying area
of three million persons in the metropolitan area of
Rio de Janeiro, the state water company, CEDAE, has
offered condominial sewerage connections® to 4.000
residents and intends to connect most of the rest of
the local heusing to condominial networks. CEDAE
requires that neighborhood groups be organized so
that the company can explain the technology, gain
access to rear yards, and marshal unskilled labor for
the excavation and backfill. This experiment started in
Natal, in the Northeast of Brazil, where some 8,000
low-income people were connected to condominial
systems developed by the city working with engineers
from the state water company and a technician spn-
sored by the World Bank and the United Nations. The
Natal experiment led to similar efforts in many other
parts of the country, and the World Bank is considering
a large loan to support a full program of low-cost
sanitation in the context of Brazil’s national water and
sanitation plan.

Another, cheaper, experiment is underway in Recife
where on-site solutions—improved, ventilated pit la-
trines-—are being built along with drainage improve-
ments in three low-income communities. They can be
built for about $55 (U.S.) per capita, not counting
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sheds, collection, and treatment. That compares to
about $125-$230 for conventional sewerage with
treatment (depending on how much treatment capacity
is included). Collection and treatment costs of on-site
solutions have not yet been established on an opera-
tional basis, i.e., when a fleet of vacuum trucks is
operating routinely to service urban pit latrines. Au-
thorities in Recife made only little use of unskilled
labor, but they did concentrate on sanitary education
and training of users in operation and maintenance.

Those experiments are promising but are still only
the precursors of operational models that still must be
developed. Operational models must overcome several
problems that the early experiments uncovered. For
one, state water companies have been timid in exper-
imenting with technologies, tending to adhere closely
to the condominial model from Natal. Another serious
problem is that users of a condominial system in Rio
can actually end up paying more up front for low-
cost alternatives because CEDAE prorates the costs of
excavation for connection and collector lines to a use:
population proportionally much smaller than the
number of users of equivalent conventional sewerage,

Although the Brazilian experiments are developing
hybrid technological and institutional formulas, the
experiments leave much room for increased local
responsibility and control. The most consistently suc-
cessful record en this score seems to be the water
cooperatives organized by the Rural Basic Sanitation
Program (RBSP) in Colembia’s National Institute of
Health. Over the past 20 years, RBSP has refined an
operational routine that incorporates community or-
ganizational efforts, which result in an average of
more than a 20 pe zent contribution by beneficiaries.
Nearly 2,000 rural ‘water systems are successfully
operated and maintained by local water boards, which
set and collect their own tariffs and maintain average
bank balances of $500. Gradually, RBSP must consider
extending its operations into small towns and cities,
just as the Brazilians must begin to extend more
responsibility to local users.

Thus, one of the most important lessons from Brazil
is that the first step in adopting alternative approaches
is not necessarily a grand change in national policy
regarding the poor. Self-help efforts in housing also
went on for ten years before national policy began to
change in Mexico, Peru, Brazil, and eclsewhere, Of
course, legal, financial, and policy reforms are needed.
But it is equally important to begin transforming local
utilities. They will require new skills in planning,
technical, and socioeconomic areas not required at
present by conventional technologies. Utilities must
greatly expand and refine their information on low-
income and hard-to-sewer areas so that they can take
advantage of new and emerging technologies that can
cut costs by a third. Utilities need to understand the
capacities of low-income populations to pay, their
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ability to participate in the design, implementation,
and operation of wastewater disposal systems, and
the importance of education and follow-up.

Conclusions: Toward alternative strategies
for water supply and wastewater disposal

Financial resources are not available to meet less
developed countries’ goals for water supply and
wastewater disposal. [ have argued that governments
and the professional community must make funda-
mental changes in assumptions concerning standards,
approaches, and technologies. Many national and
internationa. institutions have combined efforts to
develop and improve the engineering, but not yet the
commercial, feasibility of alternative, low-cost tech-
nologies suitable for low-income urban areas. At least
sever. major components of a technical, institutioral,
and socioeconomic nature must still be tackled to
mount more effective programs. These are:

1. Formulate a national policy on low-cost water and
sanitation together with an investment plan and
institutional mandate to mount a program and
identity geographical and technical areas of action.

2. Expand the skills and expertise of public utilities to
handle the special social and economic character-
istics of the urban poor in relation to organization,
local participatior,, and cost recovery.

3. Lay plans for low-cost technology suited to the
circumstances of place and population. Most sani-
tation master plans are geared to conventional
sewerage and are unrealistic about the financial
feasibility of investment plans. A new kind of
streamilined, strategic sanitation plan is needed to
bridge the gap between master plans and national
program budgets and to reconcile budgetary con-
straints with the need for improved water and
sanitation at the city and district levels.

4. Assess the social, economic, and institutional aspects
of technology options so that more informed choices
can be made by local decision makers.

5. Experiment with forms of local participation in
construction, operation, and maintenance, but also
with operations, tariff collection, and administration.

6. Develop more imaginative repayment schemes to
reconcile the intermittent nature of income anong
the poor with the requirements for steady payments
to crediting institutions, and establish subsidies to
keep costs for the puoorest households within the
accepted standards of five percent of monthly
household expenditures.

7. Develop minor technologies, such as vandal-proof
spigot for public standpipes, and designs for drink-
ing water, laundry, and personal hygiene integrated
into a single facility so that local communities can
control. expand, and administer it.>
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Perhaps the most important innovation needed is
modification in the unwritten standards regarding water
and sanitation service. Universal house connections,
water-borne sewecrage treated at remote sites, and
centralized control—of planning and administration
by professionals and of captation of water and delivery
to individual faucets—constitute unwritten and ex-
pens.ve standards of service, which may not be viable
financially or politically. The barely perceptible shifts
of power that accompany decentralized control are
perhaps what make central authorities most anxious
about self-help.

The sociotechnical approach advocated in this article
embodies a challenge to those standards. In housing,
the challenge was stiffly resisted at first because political
leaders were reluctant to give de jure responsibility,
even if de facte they abrogated their obligations to
provide shelter. The challenge was resisted also because
self-help means lower standards, in accordance with
individual and community abilities to pay, and a time
frame for finishing stretched out over a long period,
at least insofar as achieving conventional service stan-
dards is concerned (Turner and Terner 1972). A so-
ciotechnical approach, in effect, sacrifices written and
unwritten standards in the interest of short-term gains.
Yet housing efforts of the past, and Brazil’s low-cost
water and sanitation program today, suggest this shift
need not be disruptive. In the end, new strategies for
water and sanitation must incorporate users to elicit
community resolve, handle the minutiae of decisions
in, and the unpredictable staging of, household in-
vestments so as to fit the delicate balance of household
resources.

Notes

1. Others include rooming houses (vabeca de proco, or casas subdi-
vidas); one and two room rental units with shared facilities (in
Mevico, callejon, in Chile, conventillo); temporary government
housing: multiunit developments (unidades vecinales in Lima,
and conjuntos in Kio); and proletarian or popular housing (vilas
in Brazil and Ciwdad Kennedy in Bogotd) (Leeds 1974).

. Comdominal systems refer te an intermediate type of collection
characterized by backyard connections that avoid expensive
breaking of streets, reduced or zero excavation, user maintenance,
and individual cleanouts, and sometimes reduced-diameter pipe.
Simplified sewerage in Brazil refers to conventional sewerage
networks but with reductions in depth of excavation, pipe
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diameters, and inspection boxes.

3. Work should also be done on biological waste disposal systems
such as the Mexican SIRDO (Schinink  1984). The SIRDO
(Systema Integrado de Reciclaje de Dishechos Organicos), under
study in several locations in Mexico, can serve the waste
disposal requirements of between 50 and 150 persons in clusters
of households for a cost 40 percent below standard, water-
borne sewerage systems. In addition, the SIRDO has the advan-
tage of integrating organic waste, thereby reducing solid waste
collection and at the same time producing a high-quality humus
fertilizer for sale on local markets. Relatively intense organiza-
tional and educational efforts are required to launch this system,
although organizational requirements may be expected to di-
ninish as experience and knowledge increase.
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Housing the Ultra-Poor: Theory and

Practice in Haiti

Simon Fass

Third World cities like Port-au-Prince contain low-income populations so poor or
so heaviiy engaged in generating income from self-employment that planners may
find it difficult to design policies and programs that can make an appreciable
difference in the way these people house themselves. For the ultra-poor, housing
characteristics are shaped by the price of food. For the self-employed, the charac-
teristics are shaped by the need to use resources to produce rather than to consume
earnings. Efficient planning for shelter improvement in such cases requires design
standards and measures of progress that do not differ too much from what these
households may already regard as satisfactory.

A challenge facing planners in the Third World has
been the development of housing policies and pro-
grams for low-income people that are consistent with
both the scarcity of public resources available to
implement them and with the scarcity of private
resources available to families who can take advantage
of them. Although the practice still lingers, the idea
that governments should provide relatively large, high-
quality, and high-cost dwellings at heavily subsidized
prices has given way to the notion that policies and
programs should be more modest. Recent actions
include efforts to gradually lower the relaiive price of
land, construction, and finance, making improved
housing more affordable to more and more low-
income households over time (Linn 1983: 142-85).

Programs also take the form of low-cost etforts like
“sites and services” schemes, wherein plots with min-
imum services such as water, sanitation, and access
roads are sold to households at affordable and cost-
recoverable rent-purchase prices. As their incomes
increase, families can gradually build, expand, and
upgrade dwellings on their plots. In “’slum-upgrading”
schemes governments extend such basic services as
water and sanitation into low-income residential areas,
provide families with land tenure, and establish con-
struction credit funds, then charge families an afford-
able levy that simultaneously permits access to them
and allows governments to recoup :heir investments,
thereby extending the effortinto more and more areas
(Grimes 1976: 102-3).

Although these newer approaches to low-income
housing have much to commend them, they are
sometimes difficult to implement. In some instances,
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certain characteristics of the urban poor are such that
premises underlying the policies, and the standards
applied, seem far removed from the economic circum-
stances of the poor.

One of these characteristics is extreme or “ultra-
poverty.” In general, this characteristic describes a
circumstance under which households place highest
priority on food consumption. They do so because
they survive in a precarious balance between caloric
intake and caloric energy required to earn money to
buy food. Any increase in earnings or lowering of
costs is used almost exclusively for food. Thus efforts
to reduce the price of housing for such a population
may not yield any appreciable improvement in shelter
conditions.

A second characteristic, distinct from ultra-poverty,
is self employment. In this case thc potential use of
an increase in income to improve housing is tempered
by the need for households to reinvest the additional
resources into their market activities. Again, policies
and programs for housing imprcvement may not yield
desired outcomes. Although these characteristics don't
necessarily need to keep governments from establishing
policies and programs to improve housing, they do
imply that design and planning standards should be
far lower than current thinking suggests.

After reviewing the meaning and implications of

Simon Fass is an assistant professor of planning at the Hubert
H. Humphrey Institute of Public Affairs, University of Min-
nesota. He has carried out research and has served as &
consultant in several major cities of Africa, Asia and the
Caribbean.
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ultra-poverty and self employment in the context of
economic theories about household consumption and
production, I analyze a housing project in Haiti that
demonstrates that many or most ultra-poor and self-
employed low income households will derive little
benefit from shelter improvements that stray too far
from what they already have.!

Theories of household production

Until recently the standard economic theory of
household behavior, the theory of consumer behavior,
held that an individual, household, or other “con-
sumption unit” derived utility from consuming goods
and cervices, and attempted to maximize utility subject
to budget constraints. This conceptual frainework ¢x-
plained demand for housing ia terms of its utility as
a "final” consumed commodity.

Useful assthis theory has been for o variety of
analytical purposes, its simplifying assumpuons piuvead
unsatisfactory to economists and others interested in
understanding intra-household production and con-
sumption behavior associated with activities like food
preparation, fertility, and child care. For these purposes
Becker (1965), Lancaster (1966), and others developed
what has come to be called a “new” household
economic theory, which introduces the idea of two
stages in houschold behavior® In the first stage a
houschold behaves in a fashion similar to a firm by
combining goods, services, the time of houschold
members and capital to manufacture abstract things
like nutrition and health, which Evenson (1976) calls
“consumables.”? In the second stage, essentially the
same as the standard theory, a houschold attempts to
derive maximum  utility from the consumables. For
example, a household does not simply consume and
derive utility from the foodstuffs it purchases. It com-
bines the foodstuffs, the time of a cook, a stove, and
energy to produce a meal, and then derives utility
from the nutrition, taste, and other valued attributes
associated with consuming the meal.

Although this new theory incorporated the idea
that houscholds were producers as well as consumers,
it limited the scope of production to those things from
which households could derive utility. As far as their
place in the general cconomy was concered, they
were still consumers who offered only their labor in
exchange for carnings. This delineation was never
satisfactory to agricultural economists like Chayanov
(1966), Jorgenson and Lau (1969), and Barnum and
Squire (1979), who sought to understand the behavior
of farming households. With respect to the economy
such houscholds were producers and consumers at
the same time. The new theory could enrich under-
standing of the consumer dimension of families in
agriculture, but not the producer dimension. The
researchers therefore developed a theory of the
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“farm-household,” generalizable as a theory of the
“household-firm,” in which households decide how
vo allocate income between activities pertinent to the
production of earnings (e.g., saving part of the crop
for seed, selling part of it, buying fertilizer, building a
storage silo, etc.) and activities pertinent to consump-
tion (e.g., 2ating part of the crop, buying food, spending
on entertainment, etc.). That is, such households must
decide on the optimum use of all available factors of
production to maximize production efficiency and con-
sumption utility at the same time.

In‘a framework that unites the new theory with the
theory of the household-firm, the demand for housing
can be explained in two ways: in terms of the things
it contributes as an “intermediate” good, or factor
input, to a household’s production of consumables
that offer utility; and in terms of things it provides as
a factor input to the production of earnings. This
framework is useful for at least three reasons. First,
because the concept of production invekes the law of
diminishing returns, the framework implics that there
are limits to how much of any one factor input a
household can use for efficient production (of ecarnings
and/or of consumables). There are points beyond
which improvements or additions to housing may be
mconsistent with household production needs. Because
housing standards and prices that lic beyond these
points may result in waste, the framework is helpful
in drawing planners’ attention to the advantages of
identifying the points before engaging in housing
improvement schemes,

A second helpful property of the framework is that
it allows a broader range of answers to the recu. -ent
question: What things do houscholds produce with
housing? As far as tangible things that might relate to
the efficient production of earnings is concerned, one
obvious answer with almost universal applicability is
health. Health maintains or improves the productivity
of labor, and since most kinds of work in the Third
World are labor intensive, especially among low-
income populations, housing plays a part in the pro-
duction of carnings.*

Also, in many cities a significant proportion of
workers employ themselves in “informal sector” activ-
ities. These activities are also labor intensive, but
generating carnings from them requires more inputs
than labor. A dwelling may contribute to earnings
through its function as store, warehouse, factory, or
office. Perhaps more indirectly, but equally important,
are the ways by which a dweiling can influence
carnings by rondering the production of consurables
more efficient. A house is a warchouse in which
houscholds store the food they will eventually con-
sume, for example; it is also the factory in which
foodstuffs are transformed into meals.

In this context, a third advantage of the new
framework is that it considers the implications of
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different sources of housing demand. If effeciive de-
mand for housing derives as much or more from its
role in the production of consumables, and if house-
holds seek an opiimum combination of earnings pro-
duction efficiency and maximum consumption utility,
then demand for space, quaiity, or other housing
attributes may be different than if housing had little
bearing on earnings production.

Consider, for example, a family with income only
from wages and which received a raise. In deciding
whether to purchase a larger or better dwelling, it
would assess the benefits of such a move against the
opportunity costs of foregoing other consumption.
A family whose earnings come only from self-
employment in, say, “cottage’” manufacturing, would
also consider the opportunity costs of reinvestirg the
increase in the enterprise to raise output and earnings.
This family may operate more like a firm than like a
consumer. If the gains from reinvestment exceed the
immediate benefits of irnproved housing, it may not
respond to the increase in the same way as wage-
dependent families. In cities where the level of self-
employment is high, the structure of housing de-
mand may, therefore, be different than in cities where
it is low.

A point worth emphasizing here 1s that these theories
about household behavior draw their empirical sub-
stance from obscrvations of “normal” populations.
The theories have rarely been superunposed upon the
“ultra-poor,” a categery that Lipton (1983: 38) suggests
typically includes 10 to 15 percent of the population
in a low-income country. The ultra-poor have such
low income that over a five-year period they run
considerable risk of severe malnutrition. In general,
members of this category of households spend 75
percent or more of their incomes to generate an
average nutritional intake fron: minimum cost diets of
1500 calories or less per “adult.””® They may or may
not have housing, but calories, hence health, takes
pracedence over every other form of expenditure, and
an increase in income or a decrease in the price of
any other commodity results in basically one thing:
more calories consumed.

The implication of ultra-poverty is tha! some seg-
ments of the urban population may not be in positions
t0 benefit from housing. Given a plot of lard or a
dwelling at no charge, they might immediately sell it
or rent it out to finance higher nutrition. The behavior
of such households may be explained entirely through
the theorv of the firm. Such households do not derive
utility from anything they consume. Rather, every
good or service they purchase is a factor input to the
production of additional income, like expending 1400
calories in a day of work to obtain earnings that can
purchase 1500 calories the next day. Any object that
renders their production of calories more efficient will
take precedence over any other item. Depending on
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their circumstances, these ite: .s may include a cooking
pot or a house, but if they are self-employed, items
may also include tools, raw materials, or stocks that
can increase earnings and thereby yield higher sub-
sequent nutrition and health.

In Third World countries where the ultra-poor rep-
resent small fractions of the urban population, and
where efforts to improve the housing conditions of
the “normal” poor are sufficiently challenging that
attention te a small minority may be postponed, there
may be no compelling reason to adopt a different
theory or to look at housing iri a different way. But in
a few couniries, like Haiti, the ultra-poor represent
such a large segment of the urban population that
policies and programs for housing improvement must
include them.

income, income production, and housing

Almost 70 percent of Port-au-Prince households
had incomes below $40.00 (U.S.) a month in 1976,
and 40 percent at less than $20.00 (Fass 1578: 165).
Useful statistics about how these households produced
income are not available for the population as a whole,
but the pattern in one neighborhood, St. Martin, was
indicative. Households in St. Martin derived all or
most of their income from iabor earnings (Fass 1980:
37-67). About 32 percent of the workers were regular
wage employees in such occupations as building
maintenance, construction, domestic service, mechan-
ical repair, and skilled and unskilled factory labor.
The rest were self employed They included service
providers, 11 percent of the total, working in such
fields as contract construction, customs brokerage,
herbal medicine, taxi driving, and lottery-ticket vend-
ing. The otherz were either traders (i.e., market and
street vendors), 25 percent of the total; or “cottage”
manufacturers, 32 percent, working with varying
amounts of fixed and working capital.

The distribution of these different types of workers
was relatively uniform. Among houscholds with in-
comes below about $40.00 per month, more than 80
percent had at least one trader and one manufacturer.
Among those with incomes above $40.00, the propor-
tion of traders and manufacturers was closer to 60
percent. The majority of houses therefore served not
only as residences, but also as offices, stores, ware-
houses, or factories. More important, most low-income
households derived earnings from use of capital in
trade and manufacturing. That is, to greater or lesser
extents, households operated business firms and there-
fore had to make daily decisions regarding how much
of their earnings to devote to their enterprise and how
much to other things.

The “other things” contained little variety, The
minimum cost of obtaining 1500 calories daily and 30
grams of protein per “adult” with cornmeal and beans
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purchased daily and prepared in a shared pot was
$20.00 per month for an average household of 4.3
adults.® Thus 40 percent of the population did not
eatn enough to consume 1500 calories without spend-
ing more than 75 percent of their income, and another
30 percent would have had to use at least 45 percent
of income. Most residents of Port-au-Prince - e
poor, and most of the poor, all those in families v.itt:
less than about $27.00 per month by Lipton’s criteria,
were ultra-poor.

One fundamental meaning of ultra-poverty in this
kind of economy is extraordinary sensitivity of a
household’s finances to the health status of its mem-
bers. Production of income is a direct function of the
productivity of labor. Any decline in the physical or
mental capability of a worker resulting from lowered
nutrition or illness can significantly depress earnings,
particularly if current consumption is 1500 calories or
less. Less direct but equally important, if any houschold
member is seriously ill and needs medical attention,
payment of medical fees—-whether taken from current
food budgets, market capital, or borrowed funds—
must have a short- or long-term negative effect on
earnings.” Even without such payments, losing work
time to care for another family member results in
lower earnings. A day off means a 15 percent loss in
weekly income. Such things happen to everybody
from time to time. But for the ultra-poor the chain of
events that follows upon any one happening can be
disastrous. When earnings fall, nutrition falls, increas-
ing the risks of lower productivity and exposure to
illness, hence the possibility of a still further decline
in earnings and an unstoppable downward spiral.
Health may be a “consumable” from which households
derive utility, but it is alco a factor input with which
they generate income.

A second meaning of u)'ra-poverty flows from the
first: careful management f the details of life take on
considerable importance. The minimum cost of obtain-
ing 1500 calories (and 30 grams of protein) in 1976,
$20.00, assumes that a family owned a pot and that
it purchased only enough corn and beans to prepare
food for one day. If a family did not have a pot, it
paid 20 percent more to purchase the same amount
of corn and beans from vendors of prepared food—
an extra $4.00 per month. The $5.00 cost of a pot
was about the same as one or two months of housing,
depending on location and dwelling characteristics;
but for a family without a pot or grain to store, buying
them took on greater importance than paying for
housing. Assuming no change in caloric intake, the
pot would pay for itself in five weeks, and reproduce
a saving of $5.00 for subsequert purchase of something
else, like a dwelling.

After purchasing a pot, a household might further
lower the cost of its calories by purchasing a two-
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week supply of grain (and fuelwood), which might
result in an average saving of 15 percent, or $3.00 a
month. But since such purchases require storage space,
at this point a dwelling becomes a necessary comple-
mentary factor. Having a dwelling allows for more
efficient production of nutrition, and through nutrition,
of health and income. The same kind of sequence
follows trade and manufacturing. At one stage other
things generate greater earnings than a dwelling, at a
later stage of family economic development, housing
becomes essential. But expenditure for any one factor
is subject to diminishing returns unless the household
can at the same time make parallel additions in other
factors. Once housed, a family need spend no more
than absolutely necessary for the dwelling to serve its
productive purpose. Interior space need not be larger
than required to store goods, and perhaps also people,
if no more efficient way exists to reduce health risks.
Quality need only be sufficient to provide minimum
protection from the rain, from theft, or from rodent
attack on stored grain. A third meaning of ultra-
povetty is therefore that housing characteristics of the
population reflect in physical terms what less than
1500 calories reflect in physiological terms.

Thus among the households in Port-au-Prince whose
income levels were below $40.00 a month in 1976,
eight percent lived on streets and used downtown
arcades and market buildings as protection from the
elements. Another 20 percent had mud houses with
thatched roofs; 40 percent lived in dwellings of scrap
materials such as broken crate boards, flattened bev-
erage cans, and cardboard, and had either thatched
or corrugated rnofs. Towards the upper regions of the
low-income scale, the rest had wood plank or cinder
block wails with metal roofs (Fass 1978: 167).

Depending on location, quality, and type of rental
contract (i.e., prepayment for a week, a month, or six
months), the 80 percent of this low-income population
that occupied rental housing paid between $0.25 and
$2.00 per square meter each month. A typical family
liad to limit space consumption to keep housing
expenditure between 10 and 30 percent of income, or
$2.50 to $7.50 per month. Dwellings were therefore
quite small, providing an average of two square meters
of habitable area per person.® Neighborhood popula-
tion density was correspondingly high—an average of
900 inhabitants per gross hectare in one-story dwell-
ings, and more than 1200 inhabitants per hectare for
a quarter of the population, such as those in St. Martin
(Figures 1 and 2).

The characteristics of income, income production,
and shelter implied that policies and programs to
address the housing needs of the poor in general
might have to be somewhat different in Haiti than in
other developing countries where household income
might be slightly higher. But to know what is more
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appropriate, policy and program designs have to be
informed by more useful data than the general statistics
and simplified case examples | have presented here.
The information needs to indicate the circumstances
under . hich possession of a dwelling can begin to
make a productive contribution to a family’s economy,
and to indicate how much of any particular attribute,
such as space or quality, a family might need. While
too small to be truly representative of the general
population, two surveys offer at least some of the
requisite information. The first is a survey of the
population living on streets.” The second is a sample
survey of households in St. Martin that I introduced
earlier.'

Households on streets

Excluding individuals sleeping on their own door-
steps because their dwellings were too small to ac-
commodate all family members at once, the city’s
nonhoused porulation in 1976 was about 33,000
people (of an estimated total population of 640,000)."
This population contained what seemed to be three
distinct groups.

The first group, about 3,000 people, were rural-
urban commuters who came into town for peak market
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Figure 1. Low-income housing in Port-au-Prince.
St. Martin shown in foreground, with Presidential
Palace in background.
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Figure 2. Principal ‘‘street’’inside St. Martin.

days, slept outside for two nights, and then returned
home. The group included 2,000 market women trav-
eling into town with agricultural commodities. The
rest were mostly market women who could buy and
sell for cash after they arrived, and porters working
the inbound trucks or seeking day jobs in the markets.

Among the women with commodities, those with
stocks valued at over $100.00 paid storage fees to
house their goods in warehouses in and around city
markets. Rates varied with location and with the type
and bulk of the goods, but seemed to average $0.20
per night per $20.00 of stock, or one percent of
whole. ale value. For an additional $0.50 a night a
woman could sleep inside the warehouses, but most
apparenlly opted to save something by sleeping out-
side. This saving was not inconsequential. One hundred
dollars in stock yielded an average gross margin of
about $15.00 (Lundahl 1979: 152-56). This margin
had to finance the return trip ($0.50), and the storage
fee ($1.50).'> Another dollar to house themselves,
reducing the remaining $12.50 by eight percent, was
perhaps not the best use of money. Paying a food
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storage fee of $1.50 to protect the goods from spoil-

age or from piiferage and rodent attack was better.

Besides protecting the commodities, paying the fee
allowed a trader to sleep without worry and without
having to awaken at the slightest suspect sound. This
was important because success in fiercely competitive
trade demanded a high level of mental alertness
during the day.

Women with stocks valued at around $50.00, antic-
ipating a margin of $7.50, rarely paid the storage fee.
Return transportation and meals would bring the
margin down to $6.30, and spendirg $0.75 or 12
percent to store goods, not to mention another 17
percent for shelter, was inefficient. Besides, a smaller
volume of stock was easier to manage overnight. The
risk of loss to pilferage or rodents was less. Not
surprisingly, women with stocks valued at between
$50.00 and $100.00 often paid the fee the first night
and slept outside with the goods the second.

Market women and porters traveling without goods
clept outside for what seemed to be similar reasons.
The upper limit of what they could expect to =arn
from two days and nights of work was $2.00. Even if
they could manage to spend half of what the others
did for food, they would still have only $1.25 to take
home. Spending 80 percent of it for housing contra-
dicted the purpose of coming to town in the first
place.

Commuters constituted less than 0.5 percent of the
urban population, and only about 10 percent of the
nonhoused population. What made them interesting
for this analysis was the way they seemed to distin-
guish clearly between housing themselves and housing
goods, or if they did not have goods, how they
weighed personal housing against the benefits of
saving earnings for other things upon their return.
The commuters wer: not ultra-poor. Their earnings
were generally enough to allow them 1500 calories at
much less than 75 percent of income.

The second group. of about 18,000 people, com-
prised the poorest segment of the ultra-poor. A group
with fiuid membership of individuals and families
reduced to their state by various fnancial disasters,
they owned nothing but the clothes they wore. Able
to obtain ¢nly irregular earnings from casual labor
and able to make only irregular expenditures of $0.10
to $0.30 every few days, they could not invest in
housing expenditures. Any savings they might be able
to accumulate were destined first for food, pots, tools,
trade stocks, and a range of other items eminently
more productive than a dwelling. In fact, all the adult
women in the survey indicated that their first order
of business was to accumulate enough money to enter
commerce. One dollar could produce $0.15 to $0.25
per day in trade. This was less than casual labor
provided, but it was a regular stream of earnings, and
that provided a basis for planning what to do next.
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The third group, of 12,000 people, had pussessions.
Their goods included one or a combination of extra
clothing, a cooking pot, a water bucket, grain for
consumption or trade, dry goods for sale, tools, raw
materials, finished products, fuelwood, etc. Some in
this group had moved into the street because of
financial misfortune, while some were upwardly mo-
bile, passing into the group from the previous one
and accumulating things as they went along. Still
others had ¢'~cided to save on current housing expen-
ditures temporarily while they built up savings to
prepay six months of rent and thereby obtain a 50
percent reduction in monthly housing costs. With
goods to protect and manage, almost all of them were
making “quasi-housing” expenditures in the form of
boxes, baskets, and bags that kept rain and dust out
and made travel about town somewhat easier. At the
limit, a few had assembled enough cardboard to cover
at least some family members as well as goods. They
had established a first approximation of housing for
themselves.

Households most likely to acquire housing in the
near future proved impossible to identify with a single
criterion such as volume of goods. But under some
conditions the absence of a dwelling—a large box
planted firmly on the ground—could serve as a con-
straint to a household’s productive efficiency. Whether
the family was producing consumables or earnings,
the efficiency of one or more lines of production would
invariably stop increasing, and could begin to decrease,
unless the family changed its production technology
by adding the housing factor.

Households in St. Martin

Households in St. Martin with incomes below the
neighborhood average of $9.80 per month per adult,
which for simplicity I will call the low-income popu-
lation, obtained an average of only 1.3 square meters
per adult, just enough to allow each of 4.3 “adults”
in a family to sleep horizontally inside the dwelling
(Table 1). Most of them occupied units of below-
average or average quality in the relative scheme of
housing types in the neighborhond (see Figures 3 and
4)." The 20 percent of income they expended for rent
was not excessive in comparison to what families with
similar incomes paid in other developing countries,
but the opportunity cost of having an average of only
$5.40 per adult left after rent could be very high, and
around half the families had less than the average,
Producing 1500 calories a day required $4.80 per
month per adult with a minimum-cost diet of corn
and beans. Most of these families were not “ultra-
poor,” but they were close to it and they kept demand
for housing space and quality to what looked like bare
minimums. For these families to use 20 percent of
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Table 1. Rental housing and household characteristics in St. Martin

Low-income High-income Difference of high- relative
households’ houscholds? to low-income households
Households in category (N) 39 27 —
Housing characteristics
Quality score’ 17 2.3 -
Habitable area—Total (sq. meters) 4.7 5.5%* +17%
—per adult 13 2,07 +54%
Monthly rent —Total $4.50 $5.40%* +20%
—per adult $1.20 $2.00%** +65%
Household characteristics
Number of adults » 4.4 3.1+ -30%
Monthly income—per adult $6.60 $15.40%*+ +133%
Rent as % of income per adult 20.0% 13.2%*** —34%
Disposable income per adult after rent $5.40 $13.60 +152%

1. Households with income below the sample average of $9.80 per adult per

month.

2. Households with income above the sample average of $9.80 per adult per month.
3. This is a subjective rating the author gave to cach dwelling based on its closeness to the characteristics of “average-iooking dwellings in the survey
area. Below-average units received a score of 1, average units a 2, and above-average units a 3 (see Figures 3, 4, and 5, and Note 13).

** Difference between me:ns is significant at the 5% level.
*+* Difference between means is significant at the 1% level.

income for housiiig implied that they perceived benefits
in having a rudimentary dwelling over living on
streets, in theory for the consumption utility they
derived from it, for the production advantages it
offered, or for a combination of reasons.

Families who earned more than $9.80 per adult a
month (which, for comparison, I have labeled “high-
income”) had an average income 133 percent greater
than low-income households; they spent 65 percent
more for housing (per adult) and obtained a 54 percent
increase in habitable space and dwellings which, in
general, were of relatively higher quality (i.e., average
and above average units of the types shown in Figures
4 and 5). According to consumer theory, high-income

families housed themselves better than low-income
families because, not facing as severe budget con-
straints, the opportunity costs uf foregoing other forms
of consumption, such as food, were less critical than
for poorer families. Alternatively, or in addition, they
may have housed theraselves better because the pro-
ductive advantages to be gained from more interior
space and more protection from the elements, rodents,
and theft (the essential meaning of “higher’” quality),
had not yet reached the point of diminishing returns.

Whatever the explanation, as Table 1 suggests,
high-income households nevertheless behaved as if
they believed that there wer2 better uses for available
resources than improved housing. The 54 percent

Figure 3. Housing of ‘‘below-average’’ quality in
St. Martin.
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Figure 4. Housing of ‘‘average’’ quality in St.
Martin,
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Figure 5. Housing of ‘‘above-average’’ quality in
St. Martin.

increase in space looked substantial, but the base was
so low that the result, 2.0 square meters per adult,
represented only a very marginal expansion in absolute
terms. And the difference in dwelling quality score,
1.7 vs. 2.3, meant that the majority of both low- and
high-income families lived in “average” units that
looked like the one in Figure 4. High-income families
may have obtained better housing than low-income
families, but they also constrained their demand for
space and quality. They kept expenditure to 13.2

percent of income and, correspondingly, allowed
themselves proportionately more scope to use resources
for other consumption or production purposes.

Both the consumption and the production ap-
proaches could explain the observations in Table 1.
However, consumer theory could not as readily explain
the behavior of low-income households with respect
to their choice of rental contract, shown in Table 2.
All families in St. Martin had to opt for one of three
available time packages. They could pay in advance
for a week, a month, or six months; and the shorter
the time package, the higher the unit price. Payment
by the week cost 10 to 20 percent more in monthly
rent per square meter than payment by ‘he month,
and payment for a month cost twice as much as for
six months. But offsetting the higher unit cost was the
advantage of lower cash outlays. To obtain a week of
housing required an average prepayment of $1.55. A
month cost $5.30, and six months, $18.90.

In these eircumstances consumer theory might pre-
dict that the opportunity cost of foregoing other forms
of consumption would lead to an outcome wherein
families with lowest incomes rented housing by the
week while those with highest average incomes rented
on a six month basis. The data in Table 2 do not
sustain this prediction. Average income of weekly
renters was $7.90 per adult per month, of monthly
renters, $6.90, and of six-month renters, $5.80. More-
ove weekly renters spent the highest share of income,

Table 2. Rental housing and low-income household characteristics in St. Martin, by rental contract

Term of rental contract

One week One month Six months
Households in category (N) 7 18 14
Housing characteristics
Quality score’ 1.5 1.8 1.9*
Habitable area—Total (sq. meters) 4.1 4.7 5.2+
—per adult 1.1 1.2 1.4*
Monthly rent —7otal $6.20 $5.3¢ $3.15%»
—per adult $1.90 $1.50 $0.85**+
Household characteristics
Number of adults 3.7 4.5 4.4
Monthly income—per adult $7.90 $6.90 $5.80**
Rent as *% of income per adult 24.0% 21.7% 15.0%**
Disposable income per adult after rent $5.50 $5.50 $5.10
Income production characteristics
% of households using market capital 83.0% 87.5% 78.6%
Amount of capital per household $5.75 $21.40 $27.80
Earnings—capiral ratio? 2.40 1.95 0.95%**

1. See Note 3, Table 1.
2. This is the ratio of monthly net earnings from trade and manufacturing to the value of fixed and working capital used in the production of earnings.

* Dificrence between means of three columns is significant at the 10% level.
** Difference between mea~s of three columns is significant at the 5% level.
“** Difference between means of three columns is significant at the 1% level,
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24 percent, to obtain housing which, on average,
offered less space (per adult) and lower quality than
for monthly renters. Relationships between one-month
and six-month renters were similar.

A partial explanation for this apparently contrary
behavior (i.e., with respect to consumer theory) lies at
the bottom of Table 2. The vast majority of these
households derived some or all of their earnings from
use of capital in trade or manufacturing. In principle,
they had to choose between consuming more housing
or food immediately, and investing earnings in their
market activities to generate higher income immedi-
ately, thus deferring consumption.

The pertinent variable is the earnings—capital ratio,
or the ratio of net monthlv earnings from trade and
manufacturing to the value of capital used in their
production. Interpreting the ratio as an indicator of
the productivity of houschold enterprises, and assum-
ing at the risk of overestimation tnat average and
marginal returns in such enterprises were about the
same, one may posit that weekly renters had little
incentive to save and invest in monthly housing
because it was not profitable for them to do so. A
dollar in savings not used for market production was
perhaps $2.40 in foregone monthly carnings, while
investment of such savings in housing could vield no
more than a $1.00 monthly cost reduction. At the
other end, $1.00 not used by six-month renters in the
market may have involved an earnings loss of $0.95

per month, while their investment in long-term housing
was paying a dividend of $2.15 each month. In
between, monthly renters could use a dollar in the
market to make $1.95, which was not significantly
different than the $2.15 lower cost associated with six-
month remal.

These calculations cxaggerate what the differences
in marginal returns might have been, but the essential
point remains that so long as households could gen-
erate more carnings by using funds in the market
than they would save by buying longer time packages,
they were likely to buy shorter time packages. More
broadly, given the relatively weak significance of
differences in quality and space in Table 2, the utility
derived from the consumption attnbutes of housing
may also be sccondary to the generaiion of market
income. In brief, these households exhibited apparently
contrary behavior because they behaved more like
firms than consumers. They did not buy what was
not essential to efficient production, and they did not
have to be ultra-poor to behave in this way.

Although under some circumstances in urban areas
consumer theory may not be the mos. satisfactory
basis for explaining the demand for housing—partic-
ularly when urban households more closely resemble
the “farm-households™ that I mentioned earlier than
pure consumers—the theory still retains explanatory
value. For the high-income households in Table 3, for
example, monthly renters had incomes of $14.30 per

Table 3. Rental housing and high-income household characteristics in St. Martin, by rental contract

Term of rental contract

One month Six months

Households in category (N)

Housing characieristics
Quality score’
Habitable arca—7otal (sq. meters)
—per adult
Monthly rent —Total
—per adult

Household characteristics
Number of adults
Monthly income—per adult
Rent as % of income per adult
Disposable income per adult after rent

Income production chiracteristics
% of households using markel capital
Amount of capital per household
Earnings—capital ratio?

15 12
2.5 2.1
5.2 57*
1.9 2.2
$6.70 $3.45%*+
$2.30 $1.40***
33 2.9
$14.30 $16.30*
16.8% 9.0%***
$12.20 $15.40**
69.2% 54.5%
$28.00 $23.60**
2.65 2.10**

1. See Note 3, Table 1.
2. See Note 2, Table 2.

* Difference between means is significant at the 102 level.
** Difference between means is significant at the 5% level.
¢ v Diffe:ence between means is significant at the 1% level.
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adult, somewhat lower than the $16.30 of six-month
renters. The difference in mean incomes is statistically
less significant than the difference in earnings-capital
ratios, which may indicate that consumer theory works
better for households that derive income primarily
from wage income. A producer approach may work
better for households that derive income from joint
use of labor and capital in entreprencurial activities.

implications

Two general implications flow from the foregoing.
One is that in cities like Port-au-Prince where real
income is generally very low, it may be an error for
planners to assume that housing conditions result
largely or exclusively from the relationship between
household income and the price of shelter. The price
of shelter is not inconsequential, but under conditions

approaching ultra-poverty the prices of basic foodstuffs.

cooking pots, and other life essentials give shape to
the basic characteristics of housing.

For most housceholds any cost saving that a lowering
of land or dwelling prices might generate would
probably rc.ult in higher consumption of other essen-
tials, with little or no observable change in housing
characteristics in the short term. Putting this in a more
positive light, if planners wish to promote substantial
improvement in housing conditions in such cities, they
might better spend their resources on policies and
programs to lower the price of food and other basic
items.

A second implication is that even when income is
not so low that it qualifies as ultra-poverty, in cities
where the level of self-employment is high, especially
where self-employment requires use of capital, house-
holds may treat housing more as a factor in the
production of carnings than as a factor in the produc-
tion or derivation of utility from its consumption. The
willingness of houscholds to improve their shelter
conditions will depend to a certain extent on whether
the improvement adds to or detracts from the produc-
tion of higher carnings. In this instance a lowering of
the price of food and shelter may result in the invest-
ment of such cost savings into market activities rather
than into more food or improved housing. So again,
what looks like inadequate housing may in fact be
quite adequate for the households that acquire it. In
this instance, as in the previous one, the positive
implication is that the measure of what may constitute
“improvements” in the eyes of planners should not
differ too much from what households may regard as
improvements. Simple structures to keep out the rain,
habitable space allowing perhaps two square meters
per person, and residential densities of 1000 or more
people per gross hectare may not look like improve-
ments, but if that is all that househelds require to do
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what they need to do, providing more only wastes
scarce resources.

The potential importance to planning of these im-
plications was exhibited by a shelter improvement
project that failed to take them into consideration. In
1979 the government of Haiti, with assistance from
the United Nations Capital Development Fund
(UNCDF), launched a major “slum upgrading” project
in S5t. Martin.™ More than 900 households in the path
of road construction were relocated to new, improved
houses nearby. These families were little different from
the uies dncluded in Tables 1, 2, and 3. What they
did with their houses served to confirm, in general
terms at least, the thrust of my arguments.

By international standards, the housing design was
quite modest. The residential density, though less than
the 1500 people per hectare in the old part of St.
Martin, was still a substantial 800 people per hectare,
well above the 200-400 people range in other countries
(Grimes 1976: 69). Similarly, the 12 square meters of
interior space in small dwellings, and the 16 squate
meters in large ones, were substantially less than the
minimum of 20 square meters in “sites and services”
projects implemented in various countries with World
Bank assistance. And for the quality and space provided
by these houses, monthly unit prices of $0.60 per
square meter for small dwellings and $0.40 for large
ones were quite reasonable. Nothing comparable could
be had in St. Martin at such prices.

But for many relocatees, monthly rent-purchase
payments of $7.35 or $11.55 exceeded what they were
willing to spend. If the dislocated families had kept
up with inflation, if they were willing to spend the
same share of income for housing as they had in
1976, and it the population of relocatees had general
characteristics similar to the sample 1 interviewed in
1976, then the data in Tables 1, 2, and 3 suggested
that perhaps a third would not have been willing to
spend as much as $7.35 per month in net rent.

The vrice itself would not have been beyond any
of the relocatees if the houses had been designed with
more than one entry door, or with the possibility of
introducing doors in exterior walls at a later stage.
Such designs would have permitted households to
subdivide small units into two or three dwellings of
four to six square meters each; large units divided into
three to five dwellings would offer similar amounts of
space. Although the resulting units would certainly
have appeared “substandard” from the project plan-
ners’ point of view, they would have been appropriate
from the households” point of view. Indeed, this
flexibility would have provided a windfall benefit to
relocated families. Average rent in the old part of St.
Martin, i.e., for the dwellings described in Tables 1,
2, and 3, had risen to $15.00 a month by 1984, At
that price the relocated households could occupy one
part of a small subdivided house and generate $15.00
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to $30.00 a month from tenants in the other one or
two units, or $30.00 to $60.00 from a large subdivided
house. Or thev could have moved elsewhere, become
absentee landlords, and collected an even larger rental
income.

Unfortunately, except for end units, all the new
houses were designed with common walls on three
sides (Figure 6), and the project did not permit con-
struction of new doorways in end units. Not sur-
prisingly, by the time most houses were ready for
occupancy in 1982, one-third of the relocatees had
already elected not to move into them. Some sold
their rights to the houses for $150.00 well before the
buildings were complete. Others waited for completion
and then sold at prices ranging from $800.00 to
$1000.00, a practice leading to much confusion when
buyers found out that they still had to pay the
monthly rent-purchase charge for the next 15 vears
(and therefore another $630.00 or $985.00). Still others
became absentee landlords, but faced with the impos-
sibility of subdivision were able to collect only $100.00
to $130.00 in semiarnual pavments for the units,
netting $65.00 to $85.00 every six months after meeting
their own reat-purchase obligations. A survey of 30
of the dwellings in carly 1986 revealed that 12 of the
occupants were paving rent to absentee landlords,
most of whom had moved back to (or had never left)
the old part of St Martin, and six were new owners
who claimed to have purchased the houses from
previous ones. Thus within four years of having been
assigned new housing, perhaps 60 percent of the 900
families did not live in them.

The 900 intended beneficiary households did not
ali behave as project planners had anticipated, but
almost all of them gained something, The 40 percent
who remained in the houses assigned to them benefited
from better quality, more space, and the promise of
vltimate ownership at « montbly price well below
what they ceuld have ever imagined possible. The
rest, largelv the low-income houscholds, received the
windfall gain of an assct that they held onto as a
productive source of rental revenue, or liquidated to
support more productive uses including higher con-
sumption of other things. Notwithstanding the bene-
ficial outcomes, the essential lesson for planners was
that housing projects of the kind implemented in St.
Martin would not improve the housing of most of the
low-income population of the city, which in the case
of Port-au-Prince was around 70 percent of the pop-
ulation.

The basic problem was that although very modest
by international standards, project standards did not
fit the econemic realities of most household economices.
The opportunity cost of foregone production of earn-
ings was too high. Occupancy of the house meant
tying up resources in a relatively nonproductive
enterprise. Departure meant receipt of $65.00 to $85.00
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Figure 6. New housing for families displaced by
improvement project in St. Martin.

twice a year, which could support some market activity
that would substantially raise the household’s level of
consumption across a wide spectrum of goods and
services, including housing. Sale of the house for
$800.00 to $1,000.00 might mean instant passage to
Miami or New York. This was perhaps the most
productive investment a household could make, and
was in fact what many of them did."*

I cannot say to what extent households in Port-au-
Prince resemble those of other Third World cities, but
nonetheless the issues T have raised here apply, if not
in scale, then certainly in substance, to much of the
Third World. Writ large, the conclusion is that housing
programs conceived and carried out without reference
to other aspects of cconomic and social planning
associated with nutrition, health, employment, and
other matters of fundamental importance to households
may prove wasteful. In countries like Haiti, where
public and private resources are extremely scarce and
where survival of many households is very precarious,
waste is the last thing planners should encourage.

Notes
1. The definition of housing can be broad or narrow. The broader
concept may include the characteristics of the dwelling, its
location, the land under it, and the complete range of urban
services and amenitics surrounding it. In this paper I use only
o very narrow definition: the dwelling itself and its relationship
to nearby dwellings (i.c,, residential density). Therefore, 1 do
not mean to imply the changes in location, access to land
ownership, or improved urban services and amenities have
lithe value to such houscholds. Households may or may not
value such things, but this paper does not pursue such matters.
- The adjective “new” distinguishes this theory not only from
consumer theory, but also from “old” home economics which
defines household production more restrictively by including
only unpaid work by and for family members (Reid 1934: 6).
3. I a recent paper, Muth (1984: 101) defines housing as a
composite commodity or consumable, which households pro-
duce by combining space, energy, and other inputs. The theory
therefore is adaptable to the purposes at hand. Housing can
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be a purchased inpnt to the production of something else,
such as health, or can itself be a consumable produced by
combining, other factors.

Burns (1970) highlighted this relationship empirically in a
study of housing improvement and its consequences on labor
output in Korea and several other countries.

Here and in all further references to “per adult” stitistics the
unit of measure is adult-equivatent units. Since households
may vary considerably in their composition of adults, adoles-
cents and young children, “per capita” figures may sometimes
be misleading. Standardization by assigning weights to different
age groups (i.e., adolescents = 0.8 adults, children under 6
= 0.5 adults) is therefore useful. Average houschold size in
Port-au-Prince is 3.3 persons, but after standardization, drops
to 4.3 adults.

. These costs are based on average retail market prices for corn,

beans, water, and charcoal during 1976,

. The everage cost of secured credit in 1976 was 25 percent a

month, simple interest. Unsecured leans cost 50 percent per
month.

Abrams (1964 6) reported similar space consumption and
expenditure for Kingston, Panama, and Bombay; Hake (1977
98) for Nairobi, and Dwver (1975 36-37) for Calcutta and
Hong Kong. All these reports were for very poorest urban
families.

1 conducted the survey of 145
living on streets in 1975 as one of several pretests for the
survey in St. Martin discussed in NMote 10, The objectives of
this exercise were: to determine some of the general reasons
that people lived ontside, in particular the share that did have
access to housing but who slept on streets because the dwellings
were too small to accommodate all family members at once;
to determine, within the set of general reasons, the economic
rationales guiding houscholds to refrain from housing expen-
diture (by inquiring about their eamings and making inventories
of all their assets), and to extract, with something resembling
an opinion subsurvey in the questionnaire, a sense of their

randomly <elected households

“basic needs” priorities. [ employed five university students
for ficldwork, all capable individuals, but with experiences so
far removed from the daily circumstances of people like the
ones interviewed that they had considerable difficulty in com-
municating questions and understending answers. Because the
data they produced were often anintelligible, this report lacks
systematic juantitative data in the discussion of houscholds
on streets. The survey did yield two useful results, however,
One, flowing trom the list of respondents’ priorities, was that
the St. Martin survey would focus on the item at the top of
the list- income. The second was my decision to conduct all
further survey woerk myself,

For the St Martin survey | used aerial photographs to stratify
the 13 hectares of the neighborhood and its approximately
4000 houscholds into 11 zones. In each zone I numbered cach
building (containing scveral dwellings), and then using o table
of random numbers selected 12 buildings per zone in which
to interview one household. As a practical matter, however, it
proved impossible to match buildings on photographs with
buildings on the ground. The area was too denscly built-up to
allow pinpoint accuracy. The best | could do was to start at
my best estimate of sample point location and chouose the first
complete, or almost complete household that | could find at
home during evenings. | interviewed 120 families, cach for
one to two hours, and was able to extract useable data from
about 90 of them. These 90 families contained 470 people and
200 workers, and from them [ tried to produce data that could
answer three basic questions: How do families produce income?
How much do they produce? What causes the differences in
income? The thrust of the survey was therefore about the
income-generation process, and if the data had any particular
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arca of strength, it was reasonable accuracy in the matter of
houschold income at the time. [ interviewed every full-time or
part-time breadwinner in cach household, and from these
discussions determined wage and employment rates, net profits
of self-employment activities, amounts of inbound and out-
bound cash or in-kind transfer payments, and seasonal varia-
tions in all these sources of income. My efforts to obtain
inforration on expenditures that did not seem divectly pertinent
to income production were secondary. 1 did obtain some data
on basic fouds consumed, water consumption, school enrollment
rates and expenditure. and use of credit. With respect to
housing 1 inquired about ownership, type and terms of rental
contract, and length of residence in the dwelling, I measured
the interior size of each unit, and then made a notation about
the dwelling’s “quality” rating (see Note 13).

The 90 families who provided useable information comprised
8 resident landowners, 16 houscowners who leased land, and
66 renters. The data in Tables 1, 2, and 3 are for the 66
renters, This is a very snall survey, and is not generalizable
to the whole of the urban population (although it is a fair
representation of the 300,000 or so people living in very
similar neighborhoods in the downtown part of Port-au-
Prince). However, even stall data sets with reasonably accurate
income statistics, with details on how the income is produced,
and corresponding housing data, are uncommon. In this respect
the data are useful and insightful notwithstanding the inherent
drawbacks of small samiple size.
The estimate was based on a cne-week survey of downtown
streets in 1975, carried out by staff of the Department of
Public Works,
The food and water expenditure of $0.25 per day per person
meant that the individuals consumed more than 1500 calories
per dav. The storage fee of $1.50 resulted from their paying
for a full stock the first night, or $1.00, and for half the unsold
stock remaining on the second night, or $0.50.
My carly attempts to derive an indicator of “quality” from
tangible elements like roofing material, flooring, and wall
composition came to naught. What houscholds meant by
“quality” way the relative protection a house provided. Thus
the absence of holes in roofs and walls, the mesence of
shutters and doors with solid padlocks, and the type and
height of interior partitions  separating dwellings within a
structure combined to present images of higher or lower quality
relative to what an “average-looking” dwelling provided. Thus
a below-average quality score of 1 me. * that the protection
was quite poor, while an above averag:  ore of 3 meant that
the roof had no leaks, the walls had ne openings except
windows and doorsinterior partitions went up as high as the
rafters, and the hardware to lock windows and doors was
sturdy. I asked reipondents whether they believed their units
were relatively “good” or relatively “bad” corapared to others
in the area, and their responses were usually consistent with
my rating system,
For a detailed description of this project see Fass (1986) and
UNCDF (1984).
. Reported by project staff and UNICEF evaluators in 1984,
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Self-help Shelter and Related Programs

in Liberia

Linda Lacey and Stephen E. Owusu

In this article, we investigate self-help strategies that have been implemented in
Liberia, a small West African country. Liberia, like oiher African countries,
encountered problems in implementing self-help strategies such as sites and
services projects and community-upgrading activities. High-ranking leaders were
reluctant to support government officials seeking to gain acceptance for the sites
and services concept. Housing providers also faced land acquisition problems in
that they could not obtain large tracts of vacant land near employment locations
for new shelter projects. Yet, when management, maintenance, and cost-recovery
problems emerged in the midst of community-upgrading activities, government
officials with limited financial resources found appropriate solutions to over-

come them.

This article investigates the efforts of a small West
African country, Liberia, to meet the shelter and
related needs of its urban poor. Faced with limited
financial resources, government officials are imple-
menting self-help strategies, such as sites and services
projects, core housing, and community-upgrading ac-
tivities, to improve the residential environment of the
urban poor. We examine the problems that the Liberian
government encounlered when it introduced alternative
shelter and related prograins, and discuss the solutions
that emerged.

While self-help projects have been implemented in
several African countries, we know little about the
problems that accompanied the efforts. The few studies
available suggest that many problems did occur.
Housing providers encountered difficulties in such
Lacey is an assistant professor in the department of city and
regional planning at the University of North Carolina at Chapel
Hill. She teaches Third World planning and is involved in
several research projects related to population and development
planning in Liberia and Nigeria, funded by the United States
Agency for International Development. She and Quwusu are
currently investiqating housing and population issues in three
squatter communities in Monrovia. Owusu is a visiting professor
in the regional planning program at the University of Liberia.
He teaches housing and environmental courses and has laken
part in a number of housing and urban sanitation research
projects in Liberia and Ghana. in the fall of 1987 he will
return fo the Regional Planning Program at the University of
Science and Technology in Kumasi, where he is an assistant
professor and rescarch fellow.
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areas as finding sufficient technical personnel to co-
ordinate and manage urban development activities,
developing effective cost-recovery systems, and ob-
taining local political support for self-help projects.
There were several delays in completing the serviced
plots in the Dandora community in Nairobi, Kenya,
for example (Chana 1984). City Council members
there did not fully accept the various principles in-
volved in building serviced plots; in particular they
objected to low infrastructure standards, the use of
temporary structures, and plot allocation procedures
(Chana 1984: 33). Authorities also had a hard time
reaching the poorest households. In some countries,
servicad plots went to the middle class instead of to
the poor. White (1985) indicates that 80 percent of
the houses built on serviced plots in Dakar, Senegal,
by 1984 surpassed the established standards, in part
because families with much higher incomes had ob-
tained the land.

When Liberia began to implement self-help strate-
gies, the National Housing Authority had to struggle
to gain widespread support for the concept of sites
and services. High-level political leaders expressed
concern about the quality of housing provided, and
housing providers couldn’t obtain large tracts of vacant
land near employment locations, which they wanted
for new shelter. Community-upgrading activities led
to management, maintenance, and cost-re overy prob-
lems, but eventually government offials found ap-
propriate solutions, in spite of their limited financial
resources.
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Shelter strategies in Liberia

Located on the west coast of Africa, Liberia has an
estimated population of about two million. In absolute
numbers, the capital city, Monrovia, experiences much
of the urban growth and the highest concentration of
urban poverty. In 1953 the estimated population of
Monrovia was 27,000; in 1974 it had grown to 204,200,
and in 1982 the city had an estimated 330,000 inhab-
itants (Republic of Liberia 1979: 104; The Futures
Group 1983: 41). The World Bank estimates absolute
poverty for Monrovia at $281 per capita per year
Absolute poverty is defined as the income level at
which a country-specific expenditure pattern yields
minimum caloric requirements. For 1980 the World
Bank estitnated that 60 to 70 percent of Monrovia's
population fell below that level (World Bank 1984).

The urban poor reside in makeshift housing built
from wood siding, corrugated tin, and cardboard or
in older wood-frame and concrete houses in an esti-
mated 22 communities scattered throughout the city.
Figure 1 shows an example of such makeshift housing,
Facilities such as water, clectricity, and sewerage sys-
tems have not kept pace with the rapid growth of
Monrovia. Many residents in low-income neighbor-
hoods cither lack these services altogether or may a
disproportionate amount of their small incomes for
inadequate services.

The first public efforts to meet the housing needs
of the urban poor emerged in 1970 when the govern-
ment established the National Housing Authority to
plan and implement a housing development program
for the country. Like most developing countries, the
initial activities of the authority focused on establishing
low-income housing m the capital city. Monrovia built
five major housing estates between 1970 and 1980,
on the periphery of the city since the core area did
not have large contiguous tracts of vacant land and

Figure 1. Makeshift shelter in the West Point Com-
munity, Monrovia.
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the only land available there was expensive. While
Monrovia grew by more than 100,000 people during
the ten years, the five estates provided only 1,500
housing units.

The Liberian government financed four of the hous-
ing estates and contributed nearly $5 million toward
land acquisition and construction to build the fifth,
the Matadi Estate. The housing authority still had to
borrow $10 million from Citibank to complete the
project. Most of the units were expensive to build (see
Table 1), a reflection of the high building standards.
Units were constructed of bricks and/or concrete.

The National Housing Authsiity introduced two
approaches to recover costs of building the estates.
First, they decided to build housing for both low- and
middle-income groups. The Matadi Estate, however,
was built specifically for middle-income families. Spa-
cious, high- and low-density units catered to the needs
of professional families. Second, the government de-
cided to rent the units rather than sell them to
households, so that they could raise or lower rents as
needed.

The cost-recovery system crexted a number of prob-
lems for the National Housing Authority. First, the
rents have not generated the amount of revenues that
the authority expected—about $1.3 million a year
from the five estates (National Housing Authority
1981). Between 1979 and 1983 they collected only 60
to 70 percent of anticipated rents. Economic recession
has led to business closings and the government, too,
is frequently unable to meet payrolls. The results—
unemployment in households, long waiting periods to
evict tenants, and the inability of many government
employees to pay rents—have contributed to the low
levels of rents collected. In the Matadi Estate, where
rent collections have been the lowest, only 30 to 35
percent are paying rent; most of the residents there
work for the government. Because of the financial
problems, government officials are not paid on a
regular basis, so arrangements were made to deduct
rents directly from employees’ pay. By 1984, with
more than 33 percent of tenants in both the public
and private sectors on payroll deductions, rent collec-
tion became much casier (National Housing Authority
1984).

Another major flaw in the cost-recovery system
relates to the selection of tenants, many of whom are
middle-class families. For the government to recover
costs from the units and develop a surplus of revenue
to build new units, it had to find tenants with reliable
incomes, and charge rents that would generate sizable
revenues. Rents were far beyond the means of most
residents in low-income communities in Monrovia
(Tables 1 and 2). In West Point, the median rent is
about $20, and 11 percent pay between $1 and $9 a
month (National Housing Authority 1985). Surveys
conducted by the authority indicate that many residents
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Figure 2. Map of Monrovia, Liberia.

do not pay cash rents at all, but render a variety of
services in place of money.

The failure of the housing estates to meet the needs
of large numbers of poor residents, the rapid growth
of low-income households within Monrovia, and in-
sights on innovative low-income shelter approaches
by other African countries led to a major shift in
housing strategies in Liberia. In the late 1970s, Presi-
dent Steven A. Tolbert, other high government officials,
and staff within the National Housing Authority sought
financial and technical assistance to begin low-cost,
self-help strategies to improve the residential environ-
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ment of Monrovia and other urban centers. They
obtained financial anu technical assistance from the
United States Agency for International Development
and the World Bank for two major activities—a sites
and services project in the New Georgia Estate and
community-upgrading activities in several communities
in Monrovia.

Sites and services

Sites and services projects provide large numbers
of low-income residents with shelter and related ser-
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Table 1. Housing estates built by the National Housing Authority 1970-1980

Numbers of Bedrooms

Average

Total # 1 2 3 monthly Estimated
Estate units Bedroom Bedrooms Bedrooms rent costs®
Amilcar Cabral 72 20 30 22 $ 38.61 $ 667,200
Stephen A. Tolber 414 147 267 60.94 5,588,640
E. ). Goodridge 576 70 506 56.00 7,741,440
New Georgia 226 226 43.96 1,802,000
Matadi 191 120 71 182.48 Not available

a. Costs in all tables are in U.S. dollars, the lucal currency. (Source: Republic of Liberia 1980. National Housing Authority Annual Report 1980)

vices. Governments obfain large tracts of land; install
basic infrastructure such as electricity, water, sewerage
systems, and roads; and then divide it into plots,
which they allocate to households. Individuals and
families must build their own structure, in some cases
according to government regulations. Liberia extended
this concept by providing households with the first
room (core) of the house, to allow families to live in
the room, or core, while they complete the rest of the
home.

The National Housing Authority experimented with
the sites and services concept before undertaking a
large-scale effort. Members of both the Tolbert's ad-
ministration and Samuel K. Doe’s administration,
which took office in 1980, balked at accepting the
concept. When members of Tolbert’s administration
objected to having large concentrations of the poor
located in one area, the U.S. AID and the authority
introduced a mixture of shelter options with different
plot sizes and core units for low- and middle-income
families. President Samuel K. Doe, now in office,
raised questions about the suitability of the project in
providing safe and desirable housing to the urban
poor; his concerns brought construction to a halt in
1982. To resolve the questions and convince the
president and the public of the benefits of the sites

A housing unit in the S. A. Tolbert Estate.
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and services project, the authority built a few dem-
onstration units to show how the houses could be
constructed in stages. They also instituted a number
of educational programs designed to reach all levels
of the political hierarchy~national, city, and com-
munity. To reach high-level officials, they developed
a newsletter and disseminated it to private and public
sector agencies. The authority also distributed infor-
mation through its board of directors, which consists
of high-level officials including the ministers of public
works, national security, planning, and economic af-
fairs, the mayor of Monrovia and the president of the
National Housing and Savings Bank. To gain local
community support, they produced periodic radio,
television, and newspaper announcements and
programs.

A series of meetings between the Liberian govern-
ment and U.S. AID led to the revival of the sites and
services project in 1984. U.S. AID and the National
Housing Authority established the Project Implemen-
tation Unit to complete the project and to set regula-
tions and standards to guide households in building
their units.

Other problems emerged. For one thing, staff had
difficulty acquiring sufficient land. Most of the vacant
land in Monrovia consists of small, noncontiguous
plots. Although deeds are registered and recorded in
the National Deeds Registry Office, that office does
not maintain an index of parcels and deeds do not
contain a history of previous transactions. As a result,
long and costly litigations arose from the transfer of
invalid titles and disputes over joint family ownership
of land. The authority eventually skirted the problems
by using available land in the outlying New Georgia
housing estate.

A second problem was the inability to find a lending
institution that would provide small loans for home
construction.. Although the government established
the National Housing and Savings Bank of Liberia in
1972, in part to make loans for home ownership,
today, unfortunately, it, like most banks in Liberia,
faces serious financial problems and can no longer
offer small loans to families. Therefore families must
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Table 2. Househiold characteristics of select le-v-income communities in Monrovia

1980 Household Median monthly Percent Median monthly
Communities Popu:ition size income renters rents*
New Kru Town 19,727 4.85 $110.72 70.00% $15.30
West Point 25,368 5.2 87.00 69.50 19,95
Plumkor 6,768 3.1 118.82 73.60 12.83
Dwala 3,560 4.43 153.87 69.37 18.33
Four Points 4,309 4.48 108.67 68.90 15.40

Sources: for New Kru Town and West Point, World Bank 1984; for all others, Republic of Liberia 1985

* In U.S. dollars. Some households also pay rent by providing services such as labor. Our figures here do not represent these households.

finance their own home construction. To ease the
burden, the authority does not put a limit on the
amount of time it takes for families to complete their
units.

These and various other problems were finally
overcome. The Housing Authority compieted the sites
and services project in the spring of 1986 on about 43
acres of land in the New Georgia Estate. The project
provided 418 serviced plots, 100 core units with
kitchens and bathrooms, and a few complete demon-
stration units (Figure 3). U.S. AID underwrote the
construction cost of $2.2 million.

Serviced plots range from 1,750 to 2,555 square
feet, and costs range from $1,500 for the smaller plots
to $2,174 for the largest. Households must give a
down payment of three percent and make monthly
payments of $14.50 to $21.50 for a 20-year mortgage
at ten percent interest. Families purchasing the core
units in addition to the plots pay between $4,539 and
$5,983, with monthly payments of $45 to $58.50.
Core owners also pay three percent down and have a
20-year mortgage. The National Housing Authority
receives payments for both the core units and the
plots; residents pay an additional $2.50 per month for
community services.

Figure 4. A core unit in the New Georgia sites and
services proiect.
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The Housing Authority set a number of requirements
to select owners, including a minimum monthly income
range for the primary wage earner of $100 to $226
for plots and $150 to $300 per month for core units.
Residents can purchase only one unit. Participants in
the program must be Liberian citizens and residents
of Montserrado County for the past five years; they
must start construction of the plot or core unit within
90 days, occupy the unit for a minimum of three
years, and agree not to sell the unit for another three
years.

The government provides guidelines, regulations,
and technical assistance tc ussist households in building
safe, reliable shelter ard to maintain healthy living
environments. lor the plots, in particular, all buyers
are required to: build flush toilets and bathrooms
connected to the sewer line, use fireproof materials,
limit the unit to two floors, finish and paint the outside
walls, and build ceilings at least seven feet high in
living areas. Houscholds may operate businesses within
their home provided they don’t create noise or air
pollution.

Services in the New Ceorgia Estate include three
schools, three health-care clinics, several chuiches,
two markets, a few shops, and two large football
fields. Many of these facilities were built as part of
the housing estate.

Community upgrading

Werile sites anu services strategies create new housing
for the urban poor, community upgrading improves
the existing residential environment of lew-income
neighborhoods of various types—slums, private sub-
divisions, quasilegal subdivisions, and squatter settle-
ments. If necessary, governments formalize land tenure
rights in squatter settlements, align dwellings with
organized thoroughfares, install drains and storm
ditches, and provide latrines, piped water, and elec-
tricity, and in some cases, provide schools, health-care
facilities, and income-generating activities. Community-
upgrading programs are attractive to governments
since they do not require residents to move away
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from employment opportunities to obtain decent
housing,.

The Liberian government undertook community-
upgrading activities in four of the largest and most
congested neighhorhoods of Monrovia: West Point,
Claratown, Sonewein, and Slipway. The National
Housing Authority and the Monrovia City Corporation
commissioned household level surveys to identify the
types of services needed in the four communities.

West Point is the largest and most congested of the
neighborhnods, with an estimated population of 25,367
in 1980. The government owns the land and most
households live in makeshift housing. Located in the
core of Monrovia near two major markets, it is an
ideal location for low-incom: families because of
available employment opportunities. Projects recently
completed include 4 sanitation units each containing
8 showers, 24 toilets and laundry facilities; a market
center with 49 stalls to provide jobs and incomes for
community residents; a primary school; 36 rental
housing units for people displaced by the road con-
struction; a community office; and 2 miles of roads.
The estimated cost of the project was $950,000. As
more funds become available, more facilities will be
provided. The National Housing Authority provided
the improvements, with funding and technical assis-
tance from U.S. AID.

Construction on the projects began in 1981, stopped
the following year when the president halted con-
struction on U.S. AID-funded sites and services pro-
jects, and picked up again in 194 when the Project
Implementation Unit was established.

For most upgrading projects, management and
maintenance are major concerns. To handle these
problems in West Point, the National Housing Au-
thority helped the residents to form a community-
based cooperative with the government in charge of
the school and roads, and the cooperative itself owning
and managing thr income-generating facilities such as
the shopping center, public baths, and rental units.
Founded in 1982 with about 20 local residents, mem-
bership in the West Point Cooperative has grown
since completion of the upgrading projects. Any resi-
dent can join the cooperative for $1.00 and become a
voting member for $5.00. The cooperative’s functions
include exploring alternative ways to provide additional
facilities and services. Members share the profits, and
voting members can decide on ways to use resources
for other types of upgrading activities.

The cooperative staff consists of paid workers: three
facility managers, one bookkeeper, one typist, one
security guard, and several cleaters. U.S. AID and the
National Housing Authority have given detailed man-
agement, financial guidelines, and training.

The agreement between the National Housing Au-
thority and the West Point Cooperative allows the
cooperative to buy all the income-producing facilities
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through a mortgage system at the end of the first year,
provided that management performance is adequate.
The cost and methods of purchase have not been
established yet. The Project Implementation Unit has
estimated that the projects can generate more than
$50,000 a year. Of this amount, close to half is
earmarked for expenses—payrolls, public education
programs to explain services, maintenance, and utilities.
The remaining profits wili be available to pay the
mortgage on facilities,

While we cannot yet predict how successful the
cooperative will be in financing the operation and
maintenance of revenue-producing facilities, commu-
nity-based control over the income-generating facilities
has generated community responsibility for the pro-
jects. It may, over time, establish an enviroriment that
will facilitate other types of self-help projects in the
community.

The Monrovia City Corporation used a $10 million
loan from the World Bank to complete upgrading
activities in three low-income communities: Claratown,
Sonewein, and Slipway. Access roads were improved,
and drainage systems, sewerage systems, communal
water points, and security lights were installed. Com-
munity tacilities, such as primary schools, clinics,
community centers, and marketplaces, were con-
structed or expanded. Funds were also used to provide
water standpipes to ten additional communities. Work
was completed in spring of 1986, and the loan is to
be paid with revenues from property taxes. The cor-
poration is in the initial stages of developing a man-
agement and maintenance program for the upgraded
services,

Conclusions

Towns and citizs in Liberia are experiencing rapid
urban growth as a result of natural increase and
migration. Because the majority of new urban dwellers
are poor and cannot provide adequate shelter and
basic services for themselves, the government has had
to help solve the problems, in spite of its own diffi-
culties. Liberia’s first efforts to improve the residential
environment of the urban poor focused on low-
income housing estates in Monrovia. The early strat-
egies were extremely costly and of limited success,
especially since Monrovia not only experienced a
tremendous increase of low-income families, but also
because it suffered from limited technical and financial
resources for urban development. This led the govern-
ment to shift to self-help strategies. By 1980, govern-
ment officials began developing and imnplementing a
sites and services project and community-upgrading
activities with technical and financial assistance from
the World Bank and U.5. AID,

Although it is too early to evaluate the success of
these self-help strategies, we can evaluate a number
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of lessons that housing providers in the country
learned. Of key importance, the ingredients needed to
successfully implement the various shelter and related
programs in Liberia included political commitment at
the naticnal, city, and community level; coordination
and cooperation amony agencies involved in providing
shelter and related services; identification of the needs
and priorities of residents in slum and squatter settle-
ments; and shared responsibility of urban development
with the urban poor since financial resources are
limited within the country. Because one or more of
these elements were missing, early efforts in self-help
strategies foundered. Housing providers and other
urban administrators have gained experience in self-
help strategies, so greater progress should be made in
this area in future years. Sharing responsibility with
members of the communities may be a key factor.
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Informal Land and Housing Markets:

The Case of Istanbul, Turkey

Ayse Yonder

Since informal land and housing markets operate outside formal institutional
channels, low-income participants in these markets are in a precarious position
vis-a-vis government authorities and powerful land dealers. Planners in develcping
countries have traditionally focused on providing security of tenure to residents
of existing informal cettlements. Based on an analysis of informal land and
housing markets in Istanbul, this paper argues that such legalization of existing
informal settlements is insufficient to maintain or enhance the access of low-
income groups to housing. Small credits to low-income households wihv do not
have full title to their land, as well as regulations ircreasing the accountability of
developers to their clients, are necessary to improve the position o low-income

groups in the market.

Informal settlements are a common feature of most
rapidly growing Third World cities.! Large numbers
of people live in such settlements as a result of the
inability or reluctance of governments to provide low-
income housing and because of the speculative price
levels in formal urban land and housing markets.
Environuiental conditions, land tenure stitus, and
settlement formation patterns in informal settlements
vary from city to city, but all informal land and
housing markets have a common feature: they create
great uncertainties for the low-income groups. First,
the settlements are usually illegal, which means that
government authorities can step in to remove them.
Second, settlers usually lack information about legis-
lation and access to formal sources of finance, so
powerful land dealers can take advantage of them.
Until recently, planners focused on the immediate
issue of convincing governments to recognize informal
settlements. But empirical studies from several Third
World cities show that while provision of security of
tenure to existing settlements improves the residents’
pusition vis-a-vis government authorities, it also often
creates unanticipated consequences in informal mar-
kets. It can contribute to the displacement of the
original lower income population, to absentee land-

Yonder is a doctoral candidate in the department of city and
regional planning, University of California, Berkeley. This
paper is drawn from her dissertation, “Low-income land and
housing markets in Istanbul, Turkey.”
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lordism, and io continuing occupation of new public
and private land (Amis 1984; Angel 1983; Carroll
1980; Connolly 1982; Gilbert and Healey 1985; Payne
1983). These studies provide new insights into the
structure and operation of informal markets in different
socioeconomic and political contexts, and provide a
basis for formulation of improved policy measures.

This paper describes the informal settlement policies
in Turkey and discusses the impact of government
policies on the behavior of different groups in unau-
thorized subdivision markets in Istanbul. It concludes
that planners and policy makers in Turkey must
recognize how informal land and housing markets
operate and must develop effective policies to
strengthen the position of low-income renters and
owners in these markets. An understanding of the
specific structure and dynamics of informal land and
housing markets is key to the formulation of feasible
low-income housing policies.

Government policies and land and
housing markets in Istanbul

Istanbul is Turkey’s largest metropolitan center.
From the 1950s to the late 1970s, urban land and
housing markets in Istanbul were characterized by a
speculative boom. This was a result of the high
demand for and the relatively limited supply of urban
land and housing. Rapid rates of urbanization and the
strong preference of all income groups to invest their
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savings in “inflation-proof” assets such as land and
housing contributed to the high demand. Istanbul’s
population increased from one million in 1950 to
nearly five million in 1980. High and susiained inflation
characterized the rapid and cyclical economic growth
in Turkey during this period.

The supply of urban land and housing was limited
by financial, technical, and institutional constraints.
The limited government funds were directed to sub-
sidizing the development of industry, not housing.
Public investment was less than 10 percent of total
housing investment, leaving more thar. 90 percent to
the private sector during this period. Financing in
Turkey also was regulated to ensure the flow of credit
to productive sectors—commerce and industry—rather
than to housing. Moreover, local governments lacked
funds to deliver services adequately to central areas
of the city, let alone produce services to expanded
urban settlement areas.

The limited amount of public credit and housing
that were produced ended up in the hands of middle-
income consumers.” The Etiler and Atakoy projects
built with credit from the government-owned Real
Estate Credits Bank are examples. Private sector in-
vestments, most of them by small development firms
with limited capital and using traditional construction
techniques, were directed to “luxury” apartments. The
condominium law of 1965 extended home ownership
to middle-income households, and facilitated massive
redevelopment in Istanbul and its suburbs by suiall-
scale developers.

All in all, formal sector construction, including
public housing and credits, comprised only a third of
the houses constructed in Istanbul between 1973 and
1978 (The Fourth Five Year Development Plan of
Turkey 1978: 95). Informal markets provided the other

two thirds. The result was two distinct types of
physical development in Istanbul: increased density in
the central areas for moderate and high income groups,
and lower density low-income settlements mainly in
the outlying areas.

Party politics at both the national and local levels
played i role in all this, using relaxation of regulations
in return for votes, thus fueling both developments
during the period 1950-1980. At the r ational level,
there were two major competing political parties.
During elections, both promised title deeds to land
and delivery of services to squatters and encouraged
formation of new settlements. Large tracts of public
lands (including wakf—pious foundation—Iland that
the Turkish Republic inherited from the Ottoman land
system) and lands in dispute became the main targets
of squatters and private land dealers. At the local
level, elected municipal governments played an in-
creasingly important role in the formation and devel-
opment of informal settlements in the 1960s. Munic-
ipalities developed increased responsibility for delivery
of services and distribution of title deeds to public
lands within the framework of the gecekondu law of
1966. Morceover, local governments became the political
arena for resolving legal ambiguities regarding unau-
thorized subdivisions.

Informal settlement policies

Turkey has two types of informal settlements:
squatter or gecekondu (“landed by night”) settlements
and unauthorized subdivisions or hisseli tapu (shared
title deed). Gecekondu involves occupying someone
else’s land and building a structure without securing
the proper permits. Gecekondus (squatter housing) first
appeared in Istanbul in the late 1940s. They prolifer-

Hisseli tapu in Zeytinburnu district
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ated over the next two decades, mainly near industry
and on public land, despite the prohibiting laws of
the 1950s. By the mid-1960s, however, squatting in
the traditional meaning of the term had become
impossible. Squatters had to pay local strongmen the
market value of the land for the right to occupy even
public land.

In hisseli tapu subdivisions, on the other hand,
residents hold title deeds (hisseli tapu) to shares of a
large parcel of land, which is legal according to the
Turkish civil code. The subdivision of that land and
construction of dwellings, however, are unauthorized.
Unauthorized subdivisions emerged as a way for low-
income houscholds to acquire housing in the 1960s.”
By the 1970s they had become the primary means for
low-income people to gain access to residential land,
and still continue te be so.

Within the framevrork of the 1961 Constitution and
the first five year development plan of Turkey, gov-
ernment policies sought to come to terms with inforimal
settlements. The gecckondu law of 1966 proposed a
comprehensive program to deal with squatter settle-
ments: good gecekondus would be upgraded, bad ones
cleared, and new housing would be provided on
public lands (gecekondu prevention areas). Most of the
existing settlements in Istanbul were designated as
apgrading arcas, but deadlines for setting the bound-
aries of upgrading areas were continually extended to
exempt newly constructed gecehondus, as elected offi-
cials responded to their growing squatter constituencies
(Danielson and Keles 1985: 177). Then, the gecekondu
law of 1976 legalized settlements formed after 1966.
Thus the gecekondu laws provided security of tenure
to a large number of squatters, facilitating improve-
ments and delivering urban services to existing settle-
ments. Still, by 1980 only a small proportion of the
squatters in gecekondu upgrading areas in Istanbul had
received tull title to their land.*

Providing security of tenure to existing settlements

Gecekondu clearance area in Zeytinburnu district
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was only a partial solution, at a time of accelerating
rates of urbanization and high demand for land and
housing. The law failed in its goal to create new
housing, and in its goal to prevent speculation in
informal settlements. First, prices increased. Settlements
such as Dikilitas, in which squatters received full title
deeds, became middle-income areas. Second, the law
tried to prevent speculation by limiting density and
prohibiting construction and sales until development
plans of gecekondu upgrading areas were completed.
Nevertheless, redevelopment did take place and prices
increased even without title deeds, especially along
the main streets of centrally located settlements such
as Zeytinburnu and Caglayan. Third, governments
failed to allocate sufficient funds to prepare land for
new housing in gecekondu prevention areas. This meant
that most of the gecekondu clearance could not take
place, since the law required provision of alternative
housing for the residents of gecekondu clearance areas.
Thus, only three of the twelve planned areas could be
developed in Istanbul (Danielson and Keles 1985:
179). What the government could not provide was
undertaken by the private sector and the people
themselves. Entrepreneurs with underground connec-
tions started subdividing and selling public lands.”
Squatters occupied some gecekondu prevention areas,
such as Alibeykoy and Umraniye, which resulted in
violent confrontations with government forces.”
Because of the risks of settling on public lands,
hisseli tapu subdivisions proliferated on private lands,
as a less -isky albeit more expensive alternative to
gecekondu. Hisseli tapu settlements developed within
an ambigious legal framework in the 1960s and 1970s.
A Supreme Court decision in 1976 endorsed the
legitimacy of hisseli tapu according to the civil code,
and acknowledged their “inevitability” under the cur-
rent conditions in Turkey. However, the next year a
government decree required land registrars” offices to
warn purchasers about the “illegal” nature of hisseli
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tapu under the reconstruction law. Since the residents
owned the land they occupied, their security of tenure
was higher than in gecekondu. In municipalities with
development plans, municipal councils could legalize
such subdivisions, if legal and technical problems
could be settled.” The delivery of urban services to
hisseli tapu areas depended on the initiative of the
residents and on their political ties to the local gov-
ernment. Planning was ad hoc, as in gecekondu, but
the hisseli tapu did not receive special public funds
for delivery of services as did the squatter settlements.

Government policies did not channel sufficient funds
into the development of new low-income land and
housing. Nor did they recognize the asset value—and
hence, the social security value-—of land and housing
to lower-income households, or the role the private
sector could play in providing low-income land and
housing. Prohibitive measures did not prevent specu-
lation or regulate redevelopment in new or existing
settlements. One consequence of granting tenure was
the continuation of haphazard urban sprawl on public
and private land. This made delivery of social and
infrastructure services, as well as cadastral registration,
difficult and expensive. For example, no land was
allocated for social services; settlement patterns such
as unmatching grid-pattern subdivision roads on
neighboring lots made infrastructure delivery expen-
sive; the quality of most multistory apartment buildings
created potential earthquake hazards (Istanbul is on a
first-degree carthquake belt). Another consequence of
such policies was increased land and housing prices,
and households had to pay land deale s for either
public or private land.

With such a background, what effect did government
policies have on the behavior of different groups in
the informal markets? This paper will discuss only the
unregulated hisseli tapu markets.”?

Groups in the unaathorized
subdivision markets

The major groups that affect or are affected by
lisseli tapu markets are landowners, land dealers and
agents, single or multiple unit owners, and renters.
Between 1960 and 1980, the condoning attitudes of
government authorities allowed the land dealers and
landowners gains that were disproportionate to the
gains of homeowners and renters.

Landowners

In hisseli tapu markets, landowners w:te private
individuals who sold large tracts of unplotted land
that had legal use restrictions. It could be rural or
forest land, or land already designated in a municipal
development plan for a specific future use such as a
school, park, or hospital. Unless the authorities changed
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the land-use designation or purchased the land from
the owner, there were restrictions on the use, but not
on the sale of the property. Thus the hisseli tapu
provided landowners with a channel through which
to sell land they could not easily dispose of in the
formal market. Some sold it to hisseli tapu land dealers
for more than the government would pay under
eminent domain purchase.” Others subdivided and
sold their land directly, securing even higher returns
(see below).

The problems were of three types. First, the pur-
chasers of hisseli tapu lots often did not know the
legal limitations on the land or the implications of the
purchase. Second, in some cases, subdividers imposed
costs on the neighboring landowners or on other
sharcowners, if the land was owned jointly For in-
stance, in the Gazi settlement, sales by two of the
landowners resulted in the occupation of the third
landowner’s land by low-income purchasers and by
outside squatters; the third owner happened to be the
State Treasury. In a similar case in Fikirtepe, the seller
had a partner who was a private individual but who
knew nothing about the sale although his property
pot occupied. Third, land designated for future public
use was sometimes sold and occupied. The legal
framework recognized the landowners’ right to sell
their land as a whole or in small parts and did not
hold them accountable for the consequences of such
sales. The lack of coordination among such public
agencies as the land registrars’ offices, municipalities,
and planning agencies, made dissemination of infor-
mation difficult. Early monitoring of sales was impos-
sible although problems could have been avoided,
especially where public funds were available to pur-
chase or service the land before settlementi slarted.

Land dealers

Security of investments and the high returns at-
tracted a wide variety of entrepreneurs to hisseli tapu
markets, from small agents working on commission,
to large landowners, to some of the best known
developers in Istanbul. Selling rural land with joint
title deeds incurred no responsibility on the seller. No
time was lost in obtaining permits for subdivision
procedures, and since these developers operated out-
side the legal framework, tr.  of the legal requirements
to provide services to the subdivision, costs could be
kept very low. In Bakirkoy district, a majority of land
dealers only graded sireets and set curbstones. The
site development costs (including the raw land cost)
were only a quarter of the revenues from sales. Given
the hign level of demand, sales could be completed
in a short time, and land could be marketed in pieces
small enough to match what the purchaser could
afford.

The entrepreneurs’ social and political ties deter-
mined their market conduct and their obligations to
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indicates, purchasing excess land was wasteful because
it facilitated speculation among the low-income groups
themselves.

Purchasers felt it was important to locate near
friends and kin. Besides providing help with construc-
tion, it was vital to maintain strong informal ties to
make it possivle to raise demands to the local govern-
ment for recognition of the settlement or for delivery
of urban services.'* During the earlier stages of devel-
opment near-by friends and relatives helped prevent
or resolve conflicts with the land dealer, and kept an
eye on each other’s property to prevent encroachment
by neighbors. Informal community organization, thus,
was a more effective and affordable alternative than
trying to seek one’s rights through formal channels,

Renters

The increasing proportions of renters in hisseli tapu
areas was an indicator of increasing land and housing
prices in informal markets; renters comprised nearly
half of the residents in hisseli tapu settlements.' They
either shared or rented individual units. Tenancy
agreements were informal, not based on formal con-
tracts, allowing for mutuaily beneficial arrangements
such as helping the landlord with the construction in
return for lower rents, or counting rental payments
towards the purchase of the unit. However, this
informality also made renters more vulnerable to
evictions.

Conclusion

I have discussed the government practice in Turkey
between 1950 and 1980, and have shown that the
granting of tenure was an insufficient measure to case
the access to housing by low-income groups. Prohib-
itive measures in gecekondu law proved ineffective to
prevent speculation in gecekondu areas. The govern-
ment’s “hands off” policies toward hisseli tapu markets,
too, facilitated rather than prevented speculation. Costs
of unregulated developmeat had to be borne mainly
by the residents of these areas and by the public
sector. Benefits went disproportionately to landowners
and land dealers.

Two challenges continue to face planners today
with regard to informal settlements in Istanbul: the
need to upgrade existing settlements, and the need to
regulate new low-income housing production. In both
cases, given the limited government funds, planners
have to come to terms with informal land and housing
markets. First of all, it is necessary to increase the
developers” accountability by requiring them to provide
minimal services to their subdivisions, without making
land development an unattractive field for investors.
Second, it is necessary to monitor development in
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rapidly growing areas, through increased coordination
between the local governments, planners, and land
registrars’ offices. Land registrars’ offices have early
and crit'ral information about the volume and types
of sales in their jurisdictions. Through prompt dissem-
ination of information about the volume and types of
sales in their jurisdictions, land registrars’ offices can
alert municipalities and planning agencies to give
priority to provision of infrastructure and social services
to such arcas, and to regulate the activities of land
dealers. Third, small credits should be made available
to low-income households who do not have full titles
to their land. This is necessary to encourage construc-
tion of sturdy structures and to discourage land spec-
ulation by low-income households.

Author’s note

I'wish to thank H. Sumka, D. Dowall, M. Castells, and especially
E. Kaiser and R. Burby for their helpful comments at various
stages of this paper.

Notes

1. Informal settlements are low-income settlements formed through
organized land invasions, gradual occupation of land by squat-
ters, purchase of land in unauthorized subdivisions, or through
customary arrangements for occupation of land. By informal
land and housing markets, I refer to all commercial operations
that, one way or another, do not fit the regulatory framework
set up by the government. No duality is implied between
informal and formal markets with regard to the characteristics
and behavior of the agents involved.

2. Middle-income households in large cities are government em-
ployees, white collar workers and renters (Dervis and Fobinson
1980). These households live in formal sector housing because
of not only their income levels, but also their education and
life styles. According to a 1973 survey, the average yearly
disposable income of middle-income households in large cities
ranged from 33,000 to 71,500 TL ($2290-$4970). The average
income range of urban elites (capitalists and professionals) was
between 106,000 and 21,1000 TL ($7390-$14,650), and of low
income groups 16,000 to 26,500 TL ($1110-$1840) Nearly 20
percent of government employees, however, fell into the
category of Jowest income households according to a 1973
survey, with an average yearly disposable income of 12,000
TL ($830) or less (Dervig and Robinson 1980),

3. In the 19505 landowners used hisseli tapu 1o sell their land to
squatters who already occupied it (Karahan 1984). The rigid
subdivision requirements in the reconstruction law of 1956
and the changes in the cadastral law in 1959 made legal
subdivisions unfeasible for low-income groups.

4. Of the 120,000 yecekondus in Istanbul, only 11,140 had received
titles by 1968 (Cumhuriyet, September 16, 1968). The proportion
remained the same until the 1980s. At the city level, only ten
percent of the gecekondus on public land had received title
deeds between 1946 and 1980 according to a former director
of the Housing and Geeekondu Administration of Istanbul
Municipality. The situation varied, however, from one settlement
to another. (Personal communication, Erdogan Bey. Bakirkoy,
Istanbul, November 4, 1982.)

5. According to A. Isvan, fornier mayor of Istanbul, local strong-
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men have better information on title records and public projects
than even the mayors. (Milliyet, May 6, 1978) Also see
Cumhuriyet, (June 11, 1969, August 7, 1974, July 28, 1975,
March 29, 1981) for similar reports about underground figures
controlling squatting on public land on the Bosphorus.

6. The confrontations between the squatters and the government
forces in the May First settlement in Umraniye were probably
the most violent ones in Istanbul. A series of such confrontations
resulted in the deaths of 20 people (Cumhuriyet July 26, 1973,
September 3, 1976, July 15, 1976, September 3, 1976, July 15,
1979). For Alibeykoy, see Cumhuriyet September 7, 1978,

7. The controversial Item 42 of the reconstruction law made land
readjustment possible in hisseli tapu areas, enabling the mu-
nicipality to ciaim up to 25 percent of the land for road
construction and services delivery. Legal and technical compli-
cations would arise from difficulties in bringing all sharcowners
together, cither because of absentee ownership or the existence
of sharcholders without land (those whose land had been
illegally occupied) and matching the current land use patterns
with cadastral maps.

8. The examples in this section, unless indicated otherwise, are
based on a newspaper survey (Cumhuriyet), and a research
study conducted in Istanbul during 1982 and in the summer
of 1984, This study involved interviews with statf from the
Istanbul Metropolitan Planning Bureau, Istanbul Municipality
Housing and Gecekondu Administration, Bank of Provinces,
National Real Property Office, Land Office, and ten land
registrars” offices in six of the ten districts of Istanbul, as well
as a survey of B0 real estate agents in the same districts

9. Government purchase of private land was based on the value
of land in tax reports. Until 1982, tax reports were based on
personal assessments of the market value of land, which
owners kept artificiatly low to minimize their tax payments.

10. According to officials from land registrars” offices such activities
were quite common, especially in the rapidly growing parts of
the city. Newspapers carried reports of examples from Kucuk
Cekmece, Bakirkoy, and the forest lands on the Bosphorus
(Cumthuriyet September 26, 1972, November 28, 1975, March
5. 1979, NMarch 29, 1981).

11, The discussion in this paper focuses on low-income hisselt
tapu settlements. The middle classes also uced the hisseli tapu
mechanism to enable them to build second homes along the
coast or to build denser developments than those allowed in
other restricted areas. As Ketenci reports, “Buildings without
permits are no longer gecekondus. Expensive construction takes
place on hissehi tapu subdivisions” (Cumhuriyet july 4, 1974).
Also see the reports on Camlica Hills and Kanlica (February
25, 1969, July 30, 1978, November 14, 1979, March 15, 1980).
Some households, notably Turkish workers abroad, could
afford to build apartment buildings, others could only build
single dwellings, pieccemeal over time, as long as 10 years.

12. Hisseli tapu residents” demonstrations for services delivery were
less publicized than gecekomdu demonstrations, Still, some local
officials reported that petitions and small demonstrations for
water and road pavement were common. (Also see Cumburiyet
July 13, 1968.)

13. Danielson and Keles (1984), Irmak (1979), Hart (1969), Bank
of Provinces development plan reports for several smaller
municipalities around tstanbul, and Gunaydm (June 8, 1979)
all report 45 to 60 percent rentals in squatter and hisseli tapu
settlements. Low-income tenants paid 45 to 61 percent of their
wages for rent according to the 1978-79 Survey of Household
Income and Consumption Patterns: Istanbul (State Statistical
Institute of Turkey).
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China’s Current Housing Issues and Policies

Joochul Kim

Since the founding of the People’s Republic in 1949, China has experienced severe
shortages of housing space, deteriorating housing conditions, and overcrowding,
With the open-door policies of the present government, however, China has
invested more funds in housing and is trying to improve the general situation,
This paper examines China’s post-1949 housing problems and explains institutional
characteristics of ownership, financing strategies, and residential distribution in

the post-Mao era.

Since the founding of the People’s Republic in 1949,
China has experienced tremendous population growth.
The 1982 Chinese national census estimated the total
population at 1.04 billion, a substantial increase from
the 542 million in 1949. This represented 22 percent
of the world’s 1982 population (Tian 1984). The rapid
population growth is the main reason behind the
housing shortage that faces China today. The problem
was exacerbated in the early years of the Pcople’s
Republic when the Chinese government treated hous-
ing as an item of consumption and reasoned that it
had a less legitimate claim on the country’s scarce
resources than construction of factories or office build-
ings (Butterfield 1982). Industrial development contin-
ued to receive heavy priority between 1949 and 1976,
and shortages of housing space, deteriorating housing
conditions, and overcrowding became more and more
acute.

Since 1978, however, the government has steadily
increased its investment in housing, spending some
81 billion yuan ($32.4 billion) since 1979.' In 1982
the total national budget was about 110 billion yuan
(44 billion)—and approximateiy one quarter of all
state funds were invested in capital construction
(Kirkby 1985). Yet even with this huge increase housing
is still not available for more than a small proportion
of the urban population. More than 370 million square
meters (3.3 billion square feet) of housing have been
completed in urban China since 1979, providing new

Kim is an associate professor of planning at Arizona State
Wniversity, where he teaches courses in planning theory,
methods, and wrban public finance. He is currently on leave
as a Fulbright Scholar in Korea; his research interests include
housing and reforms in Ciina and grassroots movement and
high-tech development in Korea.

220

housing for approximately 60 million families (China
Reconstructs 1985). But it has been estimated that
about 35 percent of all urban families in China are
faced with housing problems and five to six percent
have no proper housing at all (China Reconstructs
1985; Butterfield 1982). Local government authorities
in most cities still consider the alleviation of housing
shortages and overcrowding to be one of their most
critical problems.

Little comprehensive reliable information on housing
has come out of China in recent years, and as a result
the Western world knows little about issues such as
the institutional characteristics of ownership, financing
strategies, or residential distribution. In this paper 1
examine China’s post-1949 housing problems and
explain how new housing programs of the post-Mao
period are affecting the situation there.?

Modes of ownership

For the most part, the state regulates home owner-
ship in China. Ownership falls into four categories:
private individual, landlord, work unit, and local
government.

Private ownership. The leadership since the founding
of the People’s Republic has always allowed some
private home ownership, although during the Cultural
Revolution (1966-1976) parts of most privately-owned
homes were confiscated and converted to a form of
public housing. In recent years, though, the govern-
ment has tried to return these homes to their previous
owners. We do not know exactly what proportion of
housing today is owner-occupied, but some local
government officials estimate that it runs between 10
and 23 percent in urban areas. Shanghai, for exampie,
boasts the highest percentage of privately-owned
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homes in China, approximately 23 percent (personal
comrunications, local officials in Shanghai, 1985).

Landlords. A few individuals have always had space
to rent—-more so in rural areas than urban—but under
the current urban reforms more city people than ever
before have become landlords.’ The government may
allow a successful entrepreneur to construct an apart-
ment building, perhaps of six to eight stories, with
the first floor reserved for businesses. Rents in
these buildings may be minimally higher than in
municipally-owned housing, but they remain generally
low. The landlord is free to choose tenants without
any bureaucratic controls.?

Work units (danwei). The danwei means much more
to the workers than merely a place to punch a time
clock and earn wages. It plays a central role in the
lives of those employed there, as much a social system
as an economic one (Whyte and Parish 1984; Butterfield
1982).

Danweis differ in size, resources, and adminiscrative
levels. To varying degrees, they run nurseries, clinics,
canteens, and recreational facilities. They convene
employees to hear government decrees and for political
study. Often they approve or mediate marriages and
divorces, and organize birth control programs. They
may employ family members of employees in subsid-
tary small workshops or vegetable farms (Whyte and
Parish 1984). They also provide guidelines for the
distribution of available housing stocks and decide
who occupies the housing under their control.

Most people in urban China belong to some form
of work unit; examples include bureaus, universities,
schools, factories, large department stores, mass media,
institutes, and others. Thus, one’s ability to find ade-
quate housing may well depend upon the danwei’s
size and its available resources. If the danwei has
sufficient resources, it can afford to knild enough
housing units for its members. However, some work
units—notably elementary and secondary schools,
small factories, and relatively small stores—often can-
not afford to provide housing for their members. In
this sense, the danwer system may contribute to an
inequality in housing availability.

When a danwei constructs new housing, families
are assigned to units on the basis of the following
factors (in order of importance): occupational rank;
years of work experience or seniority; employment of
both husband and wife at the same danwei; number,
ages, and sexes of children; the presence of elderly
parents; lack of private kitchen; and the current amount
of living space.” Severe limits of new housing stock
and long waiting periods for the next available unit
create a situation where families of three generations
commonly share a two- or three-room apartment or
house. The search for housing becomes a major concern
of the entire family when children are about to marry.
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Unless the danwei has additional housing units avail-
able, the young couple usually moves in with the
husband’s family.

Local governments. Finally, local governments may
construct and own apartments and other types of
housing units. About 15 to 20 percent of urban
housing falls into this category. In general, such hous-
ing units serve people who are not affiliated with a
work unit or whose danwei cannot provide its own
housing (Ma and Hanten 1981). While rents are low
in government-owned units, quality also seems lower
than in other types of housing.

Living space

Prior to 1952, the average floor space was about
4.5 square meters (40.5 square feet) per person in
urban China. (The basic measure of housing, per
capita floor space, generally excludes corridor, stair-
ways, kitchens, and toilets [Kirkby 1985]). As the
leadership decreased its emphasis on housing invest-
ment, the amount of space per person gradually
decreased as well, to an average of 3.6 square meters
(32.4 square feet) in the major cities—slightly less
than the space occupied by a king-sized bed—per
person (Whyte and Parish 1984). in rural China, the
situation is not as bleak. A typical new rural unit
consists of two bedrooms, a separate kitchen, a living
ronm, and an entrance hall; the living space is about
8 to 10 square meters, or 72 to 90 square feet (see
Figure 1).

The situation for urban dwellers has changed in
recent years. The government now treats housing
reform as one of the most important elements in
raising the standard of living and has made housing
construction a major priority, yet overcrowding and
acute housing shortages remain. Much of the older
housing—especially that built before 1949—is deteri-
orated, and that compounds the problem.

Table 1 compares China’s urban housing conditions
with those in certain other developing countries. As
can be seen, China fares better in most categories
than some of the other countries in that density is
slightly less in China. Nevertheless, overcrowding in
urban areas of China is serious, and although even
the smallest new apartments contain private kitchens
and baths, most existing units do not. A typical family
of three or four occupies a one-room unit and shares
a common kitchen and toilet with five to eight other
families. In their one room, family members eat,
entertain, and conduct other daily business, such as
studying, reading, or sleepirgz. When the family expects
guests they negotiate with neighbors for extra kitchen
time,

Job rank or seniority, rather than social class, usually
dictates whether or not an individual qualifies for
additional space. A university profecsor or an assistant
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Figure 1. New homes in rural Manchuria. Note the
television antenna; the new homes have color
televisions.

director of a factory may qualify for a two-room
apartment with private kitchen and toilet. A bureau
director or a university president is entitled to a three-
to-five-room apartment with a private kitchen and
toilet.” However, if the danwei does not have enough
housing units, such high-ranking officials may have
to accept housing arrangements without private facil-
ities.

Costs of new construction

and rehabilitation

Housing officials in Harbin and Shanghai told me
during a 1985 field trip that the cost of new housing

constructicn is approximately 300 yuan per square
meter ($120 for just over 9 square feet). Building
materials usually account for most of the costs, while
labor and machinery together typically represent less
than 10 percent.

In theory Chinese authorities widely accept the idea
of urban redevelopment but in practice the high cost
(about 900 yuan or $360 per square meter) seems to
keep them from carrying it out with any great intensity.
The high cost stems from the fact that, if the redevel-
opment area involves many privately owned homes,
the government has to buy the property involved and
to provide the owneirs with new homes and more
living space than before,

Most local authorities rank existing housing struc-
tures on a scale with five categories, in descending
order.” Generally they target old homes in categories
four and five for replacement, and homes in categories
two and three for rehabilitation, temporarily relocating
the occupants. Reusing existing building materials
where possible reduces the total cost substantially,
and the government encourages local housing author-
ities to seriously consider that option. In Shanghai,
for example, renovating existing buildings costs only
about 90 yuan ($36) per square meter (Technical
Support Services, Inc. 1984).

Financing housing

As the government encourages the construction of
new housing and as work units increase funds for
building, more and more new units become available
for sale to individuals. Only a minority can afford to

Table 1. Urban housing conditions in ©Lnina and other selected countries

Other Developing

China Countries’ Range

Size and Density

1. Average rooms per dwelling 2.5 29 2.0-3.3

2. Dwellings with only one room 18% 31% 9-52%

3. Persons per room 1.6 2.0 1.4-2.8

4a. Dwellings with 3 or more persons per room 24% 27% 16-50%

b. Dwellings with less than 1 person per room 18% 31% 9-52%

5. Persons per household 4.4 5.3 4.0-6.5
Anmenities

6. Piped water inside house 62% 43% 4-88%

7. Piped water inside house or within 100 meters 79% 67% 23-94%

8. Electric lighting 99% 64% 4-96%

9. Kitchen 72/93%" 79% 61-100%

10. Toilets 18/29%" 88% 67-99%

11. Fixed bath or shower 23% 40% 4-85%
Ownership

12. Owner-occupied 42% 56% 47-74%

Source: Whyte and Parish (1984)

a. Sixteen countries with a per capita gross national product in 1976 U.S. dollars of $130 to $600, which brackets China’s 1976 figure of $200-300.
b. The percentage with a private facility is shown to the left of the slash. The percentage including those sharing facilities with other households in

the same building is to the right.
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buy housing in urban areas, but the danwei and the
local government may share the financing, in the
following way (using the 1985 fair market value for a
two-bedroom apartment with a private kitchen and
bathroom, which ranged from 40,000 to 50,000 yuan,
or $16,000 to $20,000): Since the average urban
worker typically earns between 700 and 1000 yuan
(5280 to $400) a year, paying cash for an apartment
would clearly be impossible in most cases. However,
the current leadership sees private participation as one
of many ways to help alleviate the present housing
crisis and has therefore introcuced a financial program
in most cities that requires the family to make a down
payment of only one-third-—approximately 15,000
yuan, or about $6000. The danwei and the local
authority equally finance the remainder, establishing
a sort of three-way equity partnership. The family, if
it chooses, may sell the unit 1o any available buyer,
keeping one-third of the profits." The dunwei and the
local authority invest their shares of such profits in
new housing projects. In principle, the ultimate own-
ership of the unit still lies with the government.
Therefore, a family does not make mortgage payments
on the two-thirds balance: this is the responsibility of
the danwei and the government.

Although this option seems most attractive, most
families cannot take advantage of it because their
savings do not even cover the required one-third of
the purchase price (the national average annual per
capita income was about 320 yuan or $130 in 1982).
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Also, the subsidized low rents weaken incentives for
ownership.

Why, then, one might ask, does the government
encourage families to buy their own housing? It appears
that the government wants to generate more revenue
in this way to accelerate construction of new housing
units. The leadership believes this program is consistent
with the direction of the urban reforms and sees it as
a vital element in accumulating much-needed public
funds for housing projects.

Thus far, the families who buy new units under the
home-financing program tend to be business people
who have benefited from the current urban reforms.
They often purchase units not for their own use but
for their children, particularly newlyweds who other-
wise may have to wait more than ten years for their
own apartment.

Still more recently local authorities appealing to the
same population have built similar apartments and
sold them, A two-room unit with private kilchen and
toilet sells for about 50,000 yuan, or about $20,000
(local housing officials in Harbin).

Spatial distribution

The evolving pattern of urban spatial distribution
is very mixed. In many older cities, influenced by the
Soviet style development of the 1950s and 1960s, the
danweis located heavy industries close to residential
areas (Figure 2). Today China recognizes the health

Figure 2. Following Soviet influence of the 1950s, heavy industry and residential areas coexisted side by
side in much of China. This picture is from Harbin. The situation is changing today as new industries are

more often located away from residential areas.
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hazards of such an environment and many munici-
palities advocate separating industrial sections from
residential areas. Shanghai, for example, is exploring
the possibility of relocating many of its polluting
industries into surrounding new towns where the
separation can be strictly enforced.

Urban China stresses the development of the self-
contained neighborhood, in part because officials be-
lieve that workere should not spend more thian 30
minutes commuting, either by bus or by bicycle (Ma
and Hanten 1981). Since the danwei constructs most
of the housing and provides ctores and other necessary
services for its workers, it is quite common for small-
scale, self-contained communities to be created around
the danwei, in theory minimizing the need to commute
to work. However, in practice, most people do com-
mute for longer times. Unless both husband and wife
work in the same danwei, it is inevitable that one of
them must trave!. Besides which, most families live in
housing units provided by the father’s danwei, and
have to travel to tueir own assigned workplaces. The
result is that crowded buses, millions of bicycles, and
automobiles (most of which the work units and local
authorities own) crowd the roads during rush hours
(Figure 3).

The urban buildings themselves tend to be rather
uniform in China. With an ever-expanding population
(the density for the core region in Shanghai reached
approximately 41,000 per square kilometer in Shang-
hai—about 120,000 per square mile) and limited land

available for building in most cities, planners recom-
mend six- to eight-story apartment blocks for residen-
tial use and 12 stories or higher for hotels and office
buildings (Figure 4). Although the system does, of
course, make maximum use of limited space, most of
the residential areas seem to lack open spaces for
leisure activities or playgrounds for children.

Because neighborhoods are often developed around
the danwei, areas are not segregated by socioeconomic
status. A factory’s party secretary, an engineer, and a
canteen cook may well live side by side in the same
building (Whyte and Parish 1984). In addition, most
cities in China have developed a residential stability
that is unusual for cities anywhere in the world
(Whyte and Parish 1984) in terms of size and mobility.
This has come about because the government instituted
strict population control bLetween urban and rural
areas and the houkou system (the household registra-
tion system established in 1958) to control inigration
into urban areas.” In a recent survey (Whyte and
Parish 1984), only ten percent of the respondents
changed residences in five years and the average time
In one house was approximately 18 years.

Conclusions

Since 1978, China has reallocated national resources
to housing on an unprecedented scale, Nonetheless,
most families still live in one-room housing units with

Figurc 3. Traffic congestion in Harbin, at about 6 a.m. By about 6:30-6:45 a.m., the congestion will be
made much worse by thousands of bicyclists commuting to work.
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Figure 4. This is one of the better apartment
buildings in urban China, in Harbin. These new
units usually have two bedrooms, private kitchen,
and western-style bathroom.

shared kitchens and toilets. The government is spend-
ing more and more money on construction of new
housing and rehabilitation of existing units; the extent
of this commitment still needs to be clarified before
they can make plans for future growth.

Planners expect the present forms of home owner-
ship to continue, giving most work units (danweis) a
powerful role in constructing and distributing housing
stock; the government will also retain the recently-
instituted open-market housing experiment. However,
unless the government reduces rent subsidies to en-
courage ownership of housing, most families may not
have strong incentives for buying homes. Some leaders
also question whether encouraging private home own-
ership will eventually alter the existing social structi-re
and contribute to social inequalities.

The danwei, central to the daily lives of most
workers, created residential stability and close personal
relationships, and minimized social isolation by en-
couraging people to work closer to home (Whyte and
Parish 1984). However, today many people do not
work and live in the same self-contained community,
often because of the very limited urban space for
housing construction; and the inevitable separation
between work place and residence tends to diminish
the cohesiveness of the danwei. Finally, the separation
between work place and residence clearly contributes
to the problems of urban commuting and traffic
congestion, and the situatior will no doubt worsen.

Because of the urban reform policies instituted since
1978, China continues to move away from the very
tight bureaucratic and centralized controls of the past
to more loosely structured organizational systems.
Striving for better housing and more flexible housing
policies must be part of the national development
policy for the 1990s and beyond.
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Notes

1. For this study I assumed an exchange rate of 2.5 yuan to $1.00.

2. Many of my observations in this paper are based on two field
trips, in 1984 and 1985, during which I visited Guangzhou,
Shanghai, Beijing, Shenyang, Harbin, Jilin, and Yanbian, along
with a number of smaller towns in Manchuria. Very large cities
suffered more serious housing problems, while rural housing
seems to have fared somewhat better. Different regions have
different types of housing problems. 1 did not visit much of
Northwest China, a very sparsely populated region.

3. The urban reform policy involves expanding private enterprise,
loosening planning and price controls, giving material incentives
to workers, replacing state investment with credit finance, and
allowing market forces to replace state controls.

4. A family may pay 6 to 10 yuan for other housing. 10 to 15

yuan for this kind of privately owned unit.

. This observation is based on my conversations with local
officials and private individuals in 1985. The housing assignment
generally comes from the man’s damwei, while the woman’s
danwei provides child care facilities.

6. Sometimes high ranking officials do receive private telephones,

a rare privilege in China.

7. The standards used seem to include floor space, building struc-
tures (interior as well as exterior), age, plumbing facilities, and
the like.

8. In general the family is responsible for maintenance costs until
the unit is sold.

9. For a detailed description of the houkou system, sce Whyte and
Parish (1984), Butterficld (1982), and Kim (1986).
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Planner’s Notebook

The Housing Needs Assessment Model

Raymond J. Struyk

This paper outlines a comparatively recently developed method for preparing
national housing needs estimates in developing countries. The method is distin-
guished from other approaches to making such estimates in that (a) in addition to
computing the number of new units and upgraded units required over the plan
period to satisfy various sources of housing need, it also computes the level of
investment in the housing sector necessary to carry out this program, given a
definition of applicable building stardards by the analyst; and, (b) the calculations
are done on a personal computer, permitting more complex computations and
sensitivity analysis to be undertaken readily. The assumptions embodied in these
calculations and the outputs produced reccive special attention.

The quality of housing available to most households
is a major problem that every developing nation is
being forced to address. Nation after nation tries to
find approaches that will yield substantial gains within
a few years. Often, however, governments expend
these efforts without a complete and realistic definition
of the task at hand. This can and does lead to putative
solutions, which are inappropriate, and sometimes to
extremely costly “false starts.” A rational planning
process, on the other hand, begins with a thorough
assessment of current housing needs and a projection
of the needs likely to materialize over a reasonable
planning horizon of ten to twenty years. Such an
assessment provides an essential orientation; with
needs clearly defined, a sound strategy to meet them
can be formulated and implemented.

This paper describes a microcomputer-assisted
method for developing estimates of housing needs.
Researchers at the Urban Institute and Robert R.
Nathan Associates developed the Housing Needs As-
sessment Methodology early in 1984 under the spon-
sorship of U.S. AID’s Office of Housing and Urban
Programs, as part of the United States contribution to
the International Year of Shelter for the Homeless. By

Struyk is director of the Center for International Activities at
The Urban Institute. He holds a doctorate in economics from
Washington University. He has worked extensively in developing
nations and has published widely on the economics of housing.
His most recent books are U.S.-West German Housing Mar-
kets (edited with K. Stahl), and Housing Finance and Housing
Quality in Korea and the Philippines (with M. Turner).
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early 1986 the method had been applied to at least
15 countries (see Table 1). Hence, it has attained
substantial acceptance as a planning tool.

The methodology produces two types of results: (a)
counts of the number of new and upgraded dwelling
units of acceptable quality necessary to satisfy various
sources of housing needs; and, (b) estimates of the
amount of investment necessary to produce this volume
of units. Traditional housing needs assessments pro-
duce the first type of result and in this aspect the
model is a direct descendent of the well-known U.N.
component method. But the second type is more
innovative and of great interest to policy makers.
Since the methodology is programmed on a micro-
computer, most of the calculations are routinized and
performed quickly and accurately. Sensitivity analysis
thus can be easily performed, either to explore the
effects on output of different values of input data
when there is uncertainty about their exact values, or
to do actual policy simulations.

Because of space limitations and the availability of
substantial documentation about the method, [ take a
somewhat eclectic approach in this presentation. The
first section presents an overview of the method. The
second section gives special attention to the results,
and the third section discusses several key assumptions
that are embodied in the computer model calculations.
The paper closes with a discussion of how the method
has been used in the policy process. An appendix
provides notes on the types of computer on which the
model operates and on how to obtain more detailed
documentation of the method.
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Table 1. Countries to which the housing needs as-
sessment methnd has been applied*

Barbados Jordan
Botswana Kenya
Colombia Panama
Costa Rica Peru

El Salvador Sri Lanka
Ecuador Turkey
Honduras Zimbabwe
Jamaica

* Through spring 1986

Overview

The computer model and its data structures have
the following characteristics:

® The computer model is essentially an accounting
model as opposed to a structural equations or
other econometric model. It does, however, em-
body some behavioral assumptions, highlighted
in the third section.

® The analyst defines a “plan” that governs the
rate at which housing deficits present at the
start of the period can be eliminated over the
planning period. The deficits include units fail-
ing the minimum standards, which must be
replaced, and those that can be economically
upgraded; households living in overcrowded
conditions are also included in the deficit. Ad-
ditional sources of housing needs to be met
annually include newly-forming households
and replacements for units leaving the housing
stock.

* The model normally employs a 20-year plan-
ning period. Results are projected for each fifth
year in the period. These results are for that
year only (not cumulative five year totals); so
one sees the requirements for the number of
units needed in that year and the related in-
vestment requirements. The analyst can choose
to eliminate base-year housing deficits over a
shorter or longer period: the 20 years is simply
the time dimension built into the model, but it
can be adjusted.

® The planner can also run the model for a five-
year planning period, with suitable adjustments
to the data inputs. Analyzing this shorter period,
within the 20-year context, has proven espe-
cially useful in preparing program documents
such as five-year plans.

® Several disaggregations of data in the model
are important to understanding its capabilities:

—A nation can be divided into as many as three
housing sectors. The typical application used the
breakdown into major metropolitan areas-other ur-
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ban areas-rural areas. But in Sri Lanka it was
urban-rural-estate sector; and some countries (e.g.,
Barbados) used only an urban-rural distinction.

—As part of investment calculations, the model deter-
mines the value of housing that households can
afford, i.e., effective demand, based on their incomes,
the proportion of their incomes available for housing
investment, and the terms used to capitalize their
investment. We base these affordability calculations
on income quin.iles for each geographic sector.

—The model uses input data on the income distribution
and on the .verage income by housing sector, along
with anticipated real growth in gross domestic prod-
uct (GDP) to determine average household incomes
by income quintile and sector for each year.

—In determining the quality of housing—both the
structure and the associated infrastructure—that
households an afford, the model includes three
building standards for each geographic area: the
minimum quality upgraded unit; the minimum qual-
ity new unit; and the low cost market-produced full
unit. Although each of these standards is based on
a physical description of the unit, the input for the
model is simply the cost of the solution,

* Those households who cannot afforta low-cost
market-produced unit form the target group.

e Based on effective demand (affordability) and
the building standards, the model computes
total housing investment necessary to meet the
housing needs by sector and divides it between
what households can afford by themselves and
the subsidy needed to permit target group
households to occupy minimum quality units.

We can now give a rough outline of the model’s
calculations. The major determinants of projected
physical needs for shelter include future population
growth, household formation trends, and adequacy of
the existing housing stock to meet the needs of the
current population. We develop the estimates and
projections through modules 1 and 2 of the model
(see Figure 1). Together, these determine the scale of
the housing program to be analyzed through subse-
quent calculations.

The affordability of alternative housing packages is
determined by current and projected incomes of the
various sectors of the population and by the costs of
the alternatives. Modules 3, 4, 5, and 6 of the model
consider these elements of a housing needs assessment
in the following manner:

® Module 3 projects household incomes for sub-
sectors of the population by income distribution
subgroupings.

® Module 4 calculates housing affordability for
subsectors of the population based on house-
hold incomes, housing expenditure patterns,
and terms of hLousing finance.

® Module 5 specifies the current and future costs
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of alternative shelter solutions defined on the
basis of the dwelling standards established by
planners.

e Module 6 classifies all households according to
the housing standards they can afford.

On the basis of total shelter needs and the housing
standards that are affordable by various segments of
the population, modules 7 and 8 are then used to:

e Determine national housing investment re-
quirements;

¢ Identify segments of the population that—on
the basis of their inability to afford currently
available, minimum standard, formal-sector
housing—make up the target group for housing
programs; and

¢ Estimate the level of direct subsidy, if any, that
would be required to bring all housing up to
the chosen standard.

As detailed further below, the information provided
through these last two modules enables planners to
evaluate the implications of alternative housing pro-
grams in relation to macro-level projections of invest-
ment and savings, public sector expenditures, formal
sector loan volume, and other indicators.

Data inputs

Space limitations do not allow an extended discus-
sion of the data inputs. However, it may be worthwhile
to note which inputs are especially critical to obtaining
good quality projections. Population and household
size projections and the quality distribution of the
base-year housing stock provide the key to under-
standing variables affecting the number of units
needed. For the affordability and investment analysis,
we need to grasp the inputs for base-year household
income distribution and average incorne, the “mortgage
terms” faced by households in different income groups,
and the current and future cost of various housing
solutions. The documents described in the appendix
provide a full listing of input data required and notes
on how to assemble them. Obviously, one needs to
take maximum care in assembling the values of these
inputs to obtain useful projections.

Results of the computations

I focus here on the two primary outputs of the
calculations: the number of newly constructed and
upgraded units required over the plan period and the
corresponding levels of investment. I use the results
from the application of the model to Sri Lanka (Manson
and Struyk 1984) for this illustration.

Units required. Table 2 is an output table reporting
physical housing needs for urban areas in Sri Lanka.
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Population and
Household
Formation
(Module 1)
Household s’;‘::kal:r?d
ncomes Replacement
{Module 3) (Modula 2)
Aflordable
Costs
{Module 4)
f Target
Affordability
Group and
Categaries M Avardability
(Module 8) (Module 7)
Standard lnvestg\em
~- Design Costs Suabnsldy
(Modulo $) {Module 8)

Figure 1. Main components of the housing needs
assessment model.

The last two rows of figures contain the “bottom line”’
of the computations showing (in thousands) the num-
ber of new dwellings required at each fifth year in the
plan period and the total number of acceptable units
required (new plus upgraded units).

Some orientation for reading the rest of this table
may be in order: For the base year of 1983 I present
only data on the housing stock. Except for the number
of overcrowded units, which the model calculates
internally, all of these stock figures are input data that
the analyst supplies. The figures for 1988 through
2003 are outputs; each column presents data only for
the year at the head of the column. The model deals
with five sources of housing needs to obtain the total
figures. The most lucid way to explain these is to
proceed through the list of entries. Note that the
percents in each case relate to the numbers for 1983.

o Acceptable construction and replacements. These
are losses from the stock of acceptable units
due to depreciation and other causes, such as
natural disasters. In this case the analyst esti-
mated that such withdrawals were equivalent
to about 2 percent of the stock. So in 1988,
4,690 new units (213,000 X .022) are needed
for replacements.’

o Replacing nonupgradable units. Some of the base-
year housing stock is too deficient to warrant
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Table 2. Sri Lanka base case: Housing stock and housing needs, urban areas*

Metropolitan area 1983 1988 1993 1998 2003
Dwelling units by construction standard
Acceptable construction 213.00 376.26 541.22 704.38 864.06
(annual planned replacement) 0.00 4.69 8.28 11.91 15.50
Nonupgradable construction ' 48.00 36.00 24.00 12.00 0.00
(annual planned replacement) 0.00 2.40 2.40 2.40 2.40
Upgradable construction 267.00 200.50 134.00 67.50 1.00
(planned annual upgrading) 0.00 13.30 13.30 13.30 13.30
Total dwelling units 528.00 612.76 699.22 783.88 865.06
Total overcrowded units 76.62 57.62 38.62 19.62 0.62
Planned annual construction to relieve
overcrowding 0.00 3.80 3.80 3.80 3.80
New households/year 0.00 13.15 13.49 13.13 12.43
Construction new units/year 0.00 24.04 27.97 31.24 34.13
Total construction/year 0.00 37.34 41,27 44.54 17 .43

* In thousands.
Notes: 1983 is the base year; other years are projections.

The values for 1988 and later are for that year. They are not cumulative five year totals,

upgrading and must be replaced. The analyst
determines, as part of the overall “plan,” the
rate at which these units will be replaced; in
this case the model assumed that the annual
rate would be 5 percent, or 2,400 replacement
units each year (48,000 X .05).

e Upgrading existing units. In Sri Lanka, as in
many countries, a large share of the stock that
is unacceptable in the base year can be made
acceptable by improving the unit and the infra-
structure services provided to it. Again the
analyst determines the rate at which the backlog
is reduced; here it is 5 percent per year, so in
1988 some 13,300 units are scheduled for up-
grading (267,000 X .05).

* Overcrowding. To relieve doubling-up present
in the base year, new units are scheduled for
development. The plan employed here elimi-
nated overcrowding at a rate of 5 percent per
year, equivalent to 3,800 units (76,620 X .05).

® New houscholds. The model assumes that every
new household requires an additional dwelling
unit, (The number of new households in cach
sector is computed canier.)

In summary, two key elements determine the level
of housing needs in each year: (a) the number of
newly-forming households, depreciation of acceptable
units, and the extent of initial deficits; and (b) the plan
developed by the analyst for dealing with the deficits.
The deficits can be scheduled to be eliminated in less
than 20 years or not at all, depending on the circum-
stances in the country. Sri Lanka, for example would
require some 24,040 new units in 1988 to meat the
needs of new households, to relieve overcrowding,
and to replace obsolete and nonupgradable units. In
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addition, some 13,300 units would need to be up-
graded. Hence, the analysis “schedules” a total of
37,340 units for some sort of activity in 1988. All of
the model’s calculations assume that the plan is ac-
complished each year.

Investment. Table 3 reports the investment required
to carry out the program of housing construction. The
total housing investment figure at the bottom of the
table represents the total cost required to meet the
housing needs as specified in the plan. It includes the
investments made by the “scheduled” households in
the target and the nontarget groups. For the target
group, who cannot afford the minimum solutions
currently being privately marketed, it also includes
the subsidy necessary for them to obtain an acceptable
unit. The total investment is sensitive to the building
design assumptions and, therefore, to the costs for the

Table 3. Sri Lanka base case: Housing investment in
urban areas*

Metropolitan

area 1988 1993 1998 2003
Nontarget group

investment 596.82 844.64 1138.59 1910.17
Target group

investment 783.50 101097 1285.76 1014.94
Subsidy required 21495  255.27  288.83  332.68
Total housing

investment 1595.27 2110.88 2713.19 3257.79

* In millions of rupees.
Notes: Target group is defined as those not able to afford a low cost unit
being sold in the market.
Target group investment is all the housing investment financed by
the group’s own resources. Total housing investment for the target
group includes both their investment and the subsidies.
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various alternatives.” The size of the target group is
especially sensitive to the building standards employed.

Total housing needs—that is, the sum of households
or units scheduled for activity—are divided between
the target and nontarget groups as follows: (a) newly-
forming households and withdrawal of units from the
existing stock, which we assume are proportionately
distributed between the two groups; and (b) the needs
for upgrading of existing units, replacement of non-
upgradable units, and the relief of overcrowding,
which we take to be concentrated exclusively among
the target population.

We base the calculations of investment by the
nontarget group strictly on affordability. Investment
by the target group has two components, the first of
which is affordability. The calculations assume that
these households invest the amount they can afford
and that therefore houscholds who can afford to do
so do not stop investing at the point at which they
obtain the minimum solution. Generally, some groups
of households (defined by income quintile and sector)
cannot afford the minimum solution assigned to them
under the rules followed by the model in matching
new and upgraded units to household groups.® In this
case the model computes the shortfall between what
the houscholds can afford with their own resources
and the cost of the minimum solution. The second
investment component is the aggregation of these
shortfalls, reported as “subsidy required” in the table.

The subsidy is computed as a one-time grant required
to make a unit affordable, although governments may
well disburse subsidies in other forms. Moreover, the
shortfall need not be closed entirely with subsidies, if
households can be induced t; use more of their own
resources.

Sensitivity analysis. Even from this brief description
we can see that the investment levels will depend
critically on several key factors: tae rate of growth of
households; the size of initial housing deficits; income
levels, income growth, the share of income available
for housing investment, and capitalization terms; and
the building standards selected.

We can illustrate how the model can be used to
analyze the impact of policy changes or a range of
values for data inputs. Table 4 reproduces the results
of a sensitivity analysis for 5ri Lanka, in which the
applicable interest rate in the affordability calculations
was increased from & to 12 percent. (Since only
interest rates were changed, the numibers of new and
upgraded units required remains unchanged.) In Table
4, the base case uses the 8 percent rate and alternative
1 (“ALT 1) uses 12 percent. Since affordabilitydeclines
with the increase in interest rates, total investment
declines and the number of households needing, sub-
sidies and subsidy levels rises sharply. Similar analyses,
involving the factors listed above, generally produce
very informative results.

Table 4. Sensitivity analysis: Effect of higher interest rates

1988 1993
Base Alt. 1 Alt, 2 Base Alt. 1 Alt. 2
Households needing subsidy
Metropolitan areas 18.7 220 0.0 21.0 21.0 0.0
Other urban areas 72.4 88.9 0.0 89.1 105.6 0.0
Rural areas 7.5 9.0 0.0 8.4 9.9 0.0
Country 98.6 1192.. 0.0 118.5 136.5 0.0
(%) Difference from base 0.0 216 0.0 0.0 15.2 0.0
Total housing investment
Metropolitan areas 1595.3 1329.2 0.0 2110.9 1753.0 0.0
Other urban areas 4355.2 3759.9 0.0 5630.8 4908.0 0.0
Rural areas 85.3 84.5 0.0 127.3 123.5 0.0
Country 6035.8 5173.6 0.0 7869.0 6784.5 0.0
(%) Difference from base 0.0 -14.3 0.0 0.0 -13.8 0.0
Subsidy requirement
Metropolitan areas 215.0 296.6 0.0 255.3 359.4 0.0
Other urban areas 792.4 11229 0.0 1062.5 1507.0 0.0
Rural areas 68.2 77.8 0.0 92.6 103.4 0.0
Country 1075.6 1497.3 0.0 1410.4 1969.8 0.0
(%) Difference from base 0.0 39.2 0.0 0.0 39.7 0.0

Notes: Base case: Eight percent interest rate used in affordability calculations.
ALT, 1: Twelve percent interest rate used in affordability calculations.
In the Sri Lanka application, somewhat unusual geographic definitions were used. So urban areas are labeled as “metropolitan” in the table, rural areas
as "other urban,” and the estate sector as ““rural.”
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Key assumptions

In the foregoing discussion, to simplify the initial
presentation, I glossed over some key assumptions
underlying the calculations. However, fully under-
standing the assumptions is a precondition to properly
interpreting the model’s output and to assessing the
utility of the overall method. This section highlights
and expatiates the four most important assumptions.

The first assumption concerns the capitalization of
monthly income available for housing investment. The
ready analogy is to a household obtaining a mortgage
loan, with the capitalization (the total investment
figure shown on Table 2) representing the value of
the housing purchased based on the mortage payments.
Unfortunately, the analogy has limited practcal ap-
plicability in most developing countries where only
about 20 percent of units built annually can depend
on rnortgage financing from formal institutions.

However, an alternative interpretation is consistent
with incremental housing construction. Specifically,
the capitalized value gives the value today of the
result of a household’s investing in a program in
which on average it spends an amount each month
equivalent to the mortgage payment.?

While it is useful to know that one can arrive at
the same capitalized values from these two routes, the
difference in policy implications is critical. Under the
“‘mortgage” interpretation, houscholds obtain a unit
of this value inthe year in which they are scheduled
under the plan to obtain it. By contrast, under the
“incremental investment” interpretation the household
will only obtain its assigned unit 15 or 20 years in the
future when they have gradually developed it.° This
distinction is obviously important in explaining the
model’s results to someone focusing on the short-term
improvement of the housing stock.

A second assumption concerns the estimate of the
aggregate amount of subsidy required. In brief, this
estimate embodies assumptions of almost perfect tar-
geting of subsidy expenditures. Specifically, only those
households who cannot afford a minimum unit receive
a subsidy. In addition, a household can receive a
subsidy limited only to the difference between what it
can afford and the cost of the minimum unit. Finally,
households must maintain their own housing invest-
ment at the levels they would have spent without the
subsidies. Some of the rules allocating housing units
to those households “’scheduled” to receive them offset
the severity of these assumptions to a degree. Flowever,
the model nevertheless implies considerable target
efficiency.

Thus far I have not discussed housing supply. In
fact, the model assumnes that each year the necessary
supply of new and upgraded units will be forthcoming
at the prices in effect at the start of the year, i.e,, an
infinitely elastic supply curve. However, in the model
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the price of housing may rise more or less rapidly
than the overall price index. Thus, at the start of each
simulation year, the model adjusts the cost of each
housing standard to account for relative inflation in
the housing sector. All other computations are in
constant, base-year prices. So, from year ‘o year the
supply curve can shift up or down, although it is
horizontal within each year. This means that we can,
in effect, have an upward sloping supply curve (over
a several-year period) in response to price increases
we expect as a result of sharp increases in the
number of units produced annually. The analyst must
specify such anticipated inflation patterns.

The third point is that the computations assume
that the plan’s specified goals are accomplished each
year, and that the deficits present at the beginning of
the plan period don’t increase over the period. The
analyst can avoid this assumption by running the
model in five-year segments, adding to the deficits in
each period to approximate the shortfalls experienced.
This is, however, an awkward and time consuming
process. The model really aims at focusing attention
on the types of policy changes needed to fully address
a country’s housing needs over an extended period.
Other simulation models exist for shorter-term, more
detailed policy analysis; but these are correspondingly
more complex and data intensive (Turner and Struyk,
1985).

Using the needs assessment
in a policy context

To conclude this description of the housing needs
methodology [ shall illustrate briefly the payoff from
implementing the model by highlighting the experi-
ences in some of the countries that have applied it.
To be sure these are selective (and to a certain degree
the more impressive) examples, but they do give a
flavor of what is possible.

Three types of use for the results may be distin-
guished: in the formulation of a national housing
strategy, in more selective policy discussions, and in
exploring the implications for housing of different
economic or demographic futures in a country. The
results of the housing needs estimates for a five-year
time horizon were an integral part of the formulation
of a national housing strategy in Barbados and are
serving a similar role in on-going strategy developments
in Jordan, Kenya, and Jamaica. In Barbados, the needs
and corresponding investment estimates established
the overall parameters within which more detailed
program planning took place. In Barbados the estimates
played an especially major role in shifting the focus
of housing policy from the production of new units
to a larger program of upgrading existing, serviceable
units,
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Results of the needs assessment have proven par-
ticularly useful in two types of more limited policy
discussions. One arca has been that of establishing
the definition of the minimum quality unit to be made
available to lower income households. In most coun-
tries that applied the model, the initial standards
indicated by the government proved to be unrealisti-
cally expensive in terms of implied subsidies and total
share of GNP required for the investment program.
Analysts engaged in repeated sensitivity analyses of
alternative standards, and proposed lower standards
if the initial proposal was not adopted outright. The
applications of the model to Zimbabwe and Ecuador
are good examples of this process.

Analysis of ways to increase the mobilization of
finance for the housing sector is another area of policy
analysis where the housing needs estimates have been
employed. In Sri Lanka and Honduras the governments
used the investment figures to establish a broad target
for volume of funds required for the sector, after
making adjustments for expected equity contributions
by households.

Finally, governments find sensitivity analysis valu-
able for exploring the implications of a country’s
economic and demographic future. The best example
of this use comes from work in Jordan, where such
an analysis informed policy makers about the housing
implications of a slow-down in the Persian Gulf
economy, which could cause a substantial number of
Jordanians to return home from job sites elsewhere in
the region.

Another use exists for the model and the more
general methodology, which may be equally valuable
as policy analysis. The process of collecting the inpu:
data for the model, carefully analyzing the results of
the “'base case.” and doing sensitivity analysis can
serve as an extremely effective learning device. Simu-
lations with the model allows the analyst to see
unexpected impacts of changing various parameters;
and the process of understanding the causal links
among the changes can be challenging and rewarding.
This means that the method can be useful as a
teaching device as well as a tool in the policy devel-
opment arena.

Appendix

Specifications and documentation

The computer program for this model is written in
BASIC, and it operates in an MS.DOS environment
on IBM, IBM-compatible, and Wang personal com-
puters having at least a single disk drive and 128K of
storage.® The program is fully “menu driven,” and
very easy to use. Data are entered into predefined
table shells, and multiple data files can be stored and
retrieved. The model produces nine output tables
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(some of which occupy multiple pages) for each sim-
ulation, and the output menu allows the user to select
only the tables he wishes to see. A separate “sensitivity
analysis” routine compares the key outputs from two
or three simulations on a single page of output, so
that the user can quickly determine the extent of
changes associated with input data changes. Versions
of the computer program also exist in which Spanish
or French is used on the monitor and in the output
tables.

As suggested earlier, substantial docuinentation ex-
ists for the method and for the mode. proper. The
available documents fall neatly into three groups.
First, the basic document gives a general description,
in English, Spanish, and French, of the overall method
and the model (Preparing a National Housing Assess-
ment; U.S. AID 1984a). Second, the User's Manual
(U.S. AID 1984b), available only in English, explains
how to use the computer model and provides greater
detail on the functions employed in the model’s cal-
culations. It also provides table shells identical to those
in the computer program for preparing data for input.
The third form of documentation is the set of papers
that reports the results of applying the method. These
give a new user useful guidance on how to present
and interpret the results of the calculations. A half
dozen of these are listed in the references {Blankfeld
and Vergara, 1984; Clifton and Roscoe, 1984; Dubinsky
and Struyk, 1984; Manson and Struyk, 1984; PADCO,
1984a, 1984b). Urban Institute staff recently developed
an enhanced version of the model. The principal
improvements among the calculations concern the
decay rates applied to permanent and upgradable
units and the interest rates used in the affordability
computations.” Other substantial improvements include
those relating to the interactions between the user and
the model, especially for reviewing output. A new
user’s manual (Manson with Struyk 1986) will soon
be available from U.S. AID.

The various documents cited are available from
AID Document and Information Handling Facility;
PPC/CDIE; SA-18, Room 209; Washington, DC 20523.

Author’s note

I wish to thank Donald Manson and Margery Turner for comments
on a draft of this paper.

Notes

1. The “enhanced” version of the model whose development has
just been completed carries separate decay rates for permanent
units and upgradable units. These rates can differ for urban and
rural areas, as is also the case in the original model.

2. Note, however, that total investment does not include investment
made by households not “‘scheduled” to have their needs met.
So, for example, ignores additional investment by higher incom-.
households who “trade-up” by building larger units. For this
reason the total investment figure, and the share of GDP that
would go to housing would show up in the model as less than
they would if the plan were actually implemented.
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3. To explain the allocation process a bit further, we start with
the point that the calculations of traditional housing needs
determine the total number of new and upgraded units. In each
sector, target group households first receive upgraded units,
allocated evenly among the income quintiles in the target group.
Allocations of new minimum units go to the remaining house-
holds in the target group.

4. In the enhanced version of the model referred to in note 1,
mortgage terms may vary by income class as well as by sector.
This in effect permits the analyst to differentiate between the
cost of funds from formal and informal sources. Experience in
applying the model indicated that we needed to take into
account such cost differences to guarantee the accuracy of the
affordability calculations. The new version can also accommodate
graduated payment mortgages.

5. This capitalization procedure raises another issue regarding the
flow of investment indicated over time. That is, those houscholds
that do not obtain financing will only make the investment
indicated over an extended number of years. So the procedure
seems to overstate the amount of investment that actually occurs
in a particular year. The assumption in the method is that in a
steady-state environment, in which approximately the same
number of houschols begin their investment program cach
year, the aggregate investment across all annual “cohorts” of
investors would approximate the annual amount computed by
the model. This assumption loses validity o the extent that
large shifts in population or household incomes are anticipated
to happen during the plan period.

6. More than one version of BASIC is supported by Wang Cs,
and the model will only work with versions V1,03 and V1.04.

. See notes | and 4.

~
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