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INTRODUCTION

In the summer of 1981, the AID Office of Hou51ng provlded technical
assistance to the Government of Israel (GOI). fThis assignment was
part of a continuing effort to help the GOI improve its assisted
housing programs. As a vital source of financing for GOI housing
programs, the Office has an abldlng 1nterest 1n helplng the GOI o
to improve its housing actlvltles.

This report treats several dlfferent but. 1nterrelated concerns.
One central area of concern among the Offlce of Hou51ng and the
GOI has been the cost of constructing hou51ng.' Chapter 11 of thls
report reviews the progress that has been made in this area 51nce
1975, when it became prominent.

Chapter III reviews major shelter sector events since 1978 79, Wlth
a focus on housing costs. Some of the important events that are
discussed are the growing equilibrium in the Israeli hou51ng market
and the emerging consumer preference for low den51ty, non condomln-
ium housing. Recent important changes in Israel s bulldlng 1ndus-
try and their impact on costs are noted. ’ Lo

Chapter IV is devoted to rental housing. In 1ts search for a more
effective hou51ng program the GOI examined the value of an expanded
rental housing effort. A number of activities that would initiate
a private rental housing industry were recently devised. Thisl
chapter reviews the events surrounding this work and since rental
housing is of great interest to GOI officials,fasseSSes.its{fﬁtnre,

Chapter V examines site development in Israelti One hypothe51s of
this report, that housing productlvlty can be 1ncreased by 1mprov—
1ng the 91te development process was verlfled by theifield VlSlt..
The orlglns of Israel's s1te development practlces and thelr effect

on hou51ng costs are reviewed.



Chapter VI focuses on the issue of land marketing and its relation-
ship to local housing costs. Land for development has always been
considered in short supply in Israel. Hence, when land is valued
at market prices, the effect on housing costs is acute. The con-
nections between land availability and site development are also
discussed in the chapter.

Chapter VII offers recommendations for continuing the GOI's ef-
forts to reduce housing costs. Recommendations are divided into
three areas: the construction, land marketing and site development.

One thought that runs through these recommendations is that some
facets of the U.S. development experience may be relevant to
Israel's search for a more effective housing industry. In a num-
ber of ways, Israel's housing product and development techniques
are moving closer to the U.S. experience. Many aspects of the

era of rapid growth in the U.S. in the 1960s and early 19705 mayC:
be applicable to Israel. It would be a mistake if Israeli hous-
ing officials did not benefit from the lessons learned of their

American counterparts.



IT,

REVIEW OF RECOMMENDATIONS MADE IN THE 1975 AND 1976-1977 SHELTER
SECTOR ANALYSES

The 1981 update of Israel's shelter sector begins with a brief re-
view of the recommendations that were made to the Government of
Israel (GOI) in the shelter sector reports of 1975 and 1976-77. As
many of the concerns that were expressed by GOI housing officials
and AID personnel in the middle of the last decade are now being
addressed, a review of previous recommendations and commentshéeems'
an appropriate point of departure. |

For the reader who may want to review the earlier reports,ftﬁey
are available at the AID Office of Housing.

The 1976-77 Shelter Sector Update, prepared in November of 1976,
was a major assessment by the AID Office of Housing of Israei's
housing situation. The 1976 report presented its own recommenda-
tions and restated those originally made in 1975. As a prelude
to this report, the recommendations offered in Chapters IV and V
of the 1976 report are reviewed below.

A. THE 1975 RECOMMENDATIONS

1. REDUCE THE COMPLEXITIES OF MORTGAGE ASSISTANCE PROGRAMS

By 1976 Israel had made significant progress in simplify-
ing and reducing its array of housing subsidy programs.
By 1981 this codification process was essentially completed.

In the past the subsidy programs and the means used to de-
termine eligibility were bureaucratic nightmares. Initially
there were a variety of programs, each designed for a dif-
ferent population group. For example, there were separate
programs for Israeli Arabs and Israeli Jews and young couples
seeking their first home. Today, eligibility is expressed



in terms of five basic groups. Ethnic origin has also been
eliminated and the only measure applied to a young couple
is an economic one. The extensive criteria that were used
to determine subsidy levels have now been reduced to a few
standards that are used to set levels of assistance.

The basic housing assistance program relies upon a "point"
system; the greater the number of poihts amassed by an
applicant family, the larger the subsidy to which they are
entitled. Once a family has accumulated its points they
can be used in a variety of housing programs. By reduCiﬁg
the criteria that are used to determine the number ofvpbints
the entire housing assistance effort has been made less
arbitrary. Formerly, each group, such as young couples or
veteran settlers, needed a different number of points to be
eligible for housing assistance. These differences in eli-
gibility have now been eliminated.

Use of the subsidy program has gradually increased since
1976. 1In that year about 1,300 successful applications
were made each month. During the first months of 1981 suc-
cessful applications were running at a rate of approximatg-
ly 2,150 per month.

ESTABLISH A CENTRAL PLANNING INSTITUTION

Both the 1975 and 1976 AID groups noted the need for an
effective, centralized office concerned with housing

policy. As the consultants were aware in 1976 Israel's
internal political situation prevented such a recommen-
dation from being implemented. However, over the last

two years there has been some measurable informal

progress towards a central housing policy institution.

In part because the Ministry of Housing and Construction has
changed from a development agency to a ministry concerned



more with policy and planning, the organizational oppor-
tunities and personnel required to embark upon comprehensive
policy planning are now available. Together with the Min-
istry of Finance, significant work has been done on housing
policy. While an informal approach to planning and policy
making can yield substantial immediate results, the problems
of long-term planning and policy remain. As will be seen
later, major problems related to land use and other‘resource
allocations have not yet been resolved.

The need for effective central institutions that can allocate
land and plan for housing will become even more actue this
decade. One critical factor is that the quantity of land
needed for housing will significantly increase during the
1980s, as demand shifts from apartment dwellings, at a den-
sity of 20 to 30 units per acre, to individual dwellings.
at densities of 5 to 10 units per acre. Internal growth
alone, excluding population increases due to net migration,
which itself will require an additional 30,000 to 35,000
units per year, will increase the demand for new residen-
tial land from about 1,500 to 3,000 acres per year. The
way in which this rapid increase in the demand for residen-
tial land is implemented will have major implications for
Israel's future housing and land use policy.

REVISE THE LAND SUBSIDY PROGRAM

According to AID housing experts who worked on the pre-1975
HG loans, a basic distortion in Israel's assistance programs
was that virtually all government owned land that was used
for assisted housing was allocated on arbitrary cost bases.
Consequently, it was impossible to identify the actual level
of assistance that was provided to the participating families
under various subsidy programs.



The 1975 recommendation that real land values be introduced
into government sponsored housing has been fully implemented.
The allocation of land for urban‘dévelopment is now based
upon its appraised value for future use. In determining
land values for government assisted housing the Israel

Land Authority not only considers the planned use but also
the value of the site with its urban infrastructure.

In fact, the rationalization of land values in government
housing programs may have gone so far that it could endanger
long-term social planning. Pricing government-owned land
solely on future market values and incorporating infra-
structure costs may inhibit achieving "socially balanced"
neighborhoods. As Israeli housing consumers seek lower
density housing land values will constitute a larger share
of their total shelter expenditures. If land prices are-
based on future market value only the more affluent popula-
tion groups may be able to afford the new types of houSiné.
One of the major advantages of Israeli society, a. close' 
physical intermingling of economic groups, may be lost be-
cause of land policies. ‘ e

DEVELOP AN INSTITUTION TO PROVIDE INTERIM FINANCING FOR HOUSING

As was evident in 1975 and 1976,;th¢re is.Stil1 aﬁneedebr
an institution to furnish interim financing for housing con-
struction. However, the chances of establishing such an
institution are less now than five years ago. Given an an-
nual inflation rate of well over 100%, establishing a
rational banking institution is almost an irrational act.

With short-term interest rates at one-half of one percent
per day cecnventional financing for construction is 51mply

not available.




An institution for intérim financing will have to await a
more economically propitious time in Isareli history. Nev-
ertheless, the reasons which were cited in 1975 for esta-
blishing such a mechanism still pertain and are perhaps
even stronger today. Because of the absence of organized
construction lending, builders and building companies have
to spend an inordinate amount of time and energy on finan-
cial matters. To survive, the Israeli builder has to be a
financial expert as well as a builder.

Interim financing for housing production is virtually de-
pendent upon advance payments by consumers. Since the mar-
ket for new housing fluctuates in response to non-shelter

factors, the availability of interim financing from consumers

varies, imposing an erratic pattern on housing production.
The constantly shifting rate of housing output, based on
day-to-day market changes, disrupts the production process
of Israeli builders.

ESTABLISH A SAVINGS AND LOAN SYSTEM FOR ISRAEL

Since 1975, the AID Housing Office and the vaérnment(of,
Israel have been discussing joint oppOrtunitiesrfor‘hOtSing
savings, especially establishing an Israeli savings and
loan industry. From the GOI's point of view, a national
savings and loan system would materially reduce the depen-
dence on government for financing housing. From AID's
point of view, such an institution would reduce the need
for HG loans. There are two major impediments to such

a solution. First, the Israeli economy has to be stabil-
ized to the point where long-term capital can be generated
through personal savings. Secondly, there has to be a
major change in banking practices. Israeli banks have not
made conventional housing loans for more than thirty years;
virtually all residential lending has been in partnership
with government or quasi-governmental institutions with



the risk assumed by thekcb:, Before the Israeli banking

system could undertake private residential financing it would
have to become reaccustomed to taking risks.

1976-77 RECOMMENDATIONS

DECREASE HOUSING COSTS

In recent years both the housing sector and the GOI have
made considerable progress in reducing the cost of hOusing.
In fact, AID's most important contribution may have been

to get the GOI out of the construction business. By turn-
ing housing production over to the private sector and elim~-
inating the hidden subsidies in government assistance, hous-
ing productionhas been made more efficient and economical.

The extended production period for houSing in Israel was
recognized in 1976 and recommendations for reducing the
cycie were offered. At that time, the period from planning
to occupancy could span six or more years and the actual
building period could take three or more years. It was
recommended that considerétion be given to "stockpiling"
complete development plans, site infrastructure elements

or "partially completed housing...". Hindsight suggests
that these recommendations were, on the whole, well founded.
Some Israeli construction companies can now complete con-
struction within one year after receiving a building per-
mit. However, the total production éycle, from site acqﬁi-
sition to occupancy, can still take years. Housing prdduée
tion problems arise in two areas: site development and ‘the
governmental approval process. (It should be noted that the
GOI specifically requested that this report focus on these
two subjects and make new recommendations for reducing the
time required to develop housing.)




Another aspect of the 1976 recommendations dealt with

building design and its relation to costs. It was recom-
mended that the responsibility for designing government-
assisted housing be shifted from the public to the private
sector. The 1976 AID recommendations noted that as 1ong
as government was responsible for architecture the design
process could not effectively respond to either costs or
the market. The shift of the design responsibility to
private firms is now almost complete. Because private
developers must now compete in marketing their housing
units, whether public or private, the design procese has
become much more sensitive to costs. ‘

Another earlier recommendation was that more attention be

paid to producing standard components for the local build-
ing industry. The recent and rapid mechanization of part

of the Israeli building industry has indeed led to greater
standardization.

A f1na1 cost-reducing measure was to- decrease the initial
and long-term cost of the 1nfrastructure 1mprovements.

This subject is still v1ta1 to Israel hou51ng off1c1als and
is treated later in the report. ' ‘

IMPROVE THE MAINTENANCE OF PUBLIC ‘ANDA'_'PI‘?IVAT»E HOUSING

‘Because of the limited duratlon of ‘the 1981 study there was
‘no opportunlty to review the operatlng performance of Is-“
: frael s two public rental hou51ng companies: Armidar and Ar-

'Qﬁmlgur. A brief meeting was held with the chief operatlng
?f.offlcer of Armidar, Mr. Albert Levi. Mr. Levi indicated
*f!that increasing attention was belng given to ma1nta1n1ng

;ﬂfthe existing housing stock. In real terms Armidar's opera-
jfitlng budget has risen by 20% over the least year. Earlier
QF?AID recommendations and the JOlnt AID/GOI hou51ng management




training prbgram have focused attention on the collection
and restructurlng of rents. Armidar is now reported to be
actlvely and consistently collecting rents from all of its
tenants. However, these payments still do not reflect
either the economic cost of providing the shelter nor the
occupants' ability to pay for it.

However, major changes are expected in the operatlons of
Armidar during 1981 and 1982 Armidar is scheduled to move
its national headquarters from Tel Aviv to Jerusalem late
in 1981. Experience has shown that when major Israeli
agencies move from the commercial capital of Tel Aviv to
the government capital of Jerusalem they gain an opportunity
to reorganize their operations and change their staff. as
with many governmental bodies, it is difficult to make sig-
nificant personnel changes during the course of normal
operations. Because of the immobility of labor (largely

in response to the Israeli housing market), employees are
given special benefits if they elect not to follow their
office from Tel Aviv to Jerusalem. For the agency or
department that is moving this unique situation permits
both staff turnover and reorganization.

As will be discussed later in the report, the character of
the demand for housing in Israel iswchanging from condomin-
iums to more "independent" types of housing. Independent
housing involves a non-condominium form of ownership plus -
a housing type that, in most cases,'provides direct access
to the ground. 1In part, this'shift'is a reaction against
the limitations and failures of the traditional medium-
density condominium building. Because of the reluctance
of consumers to wait any longer for visible improvements
in local housing management, the new housing type, which
does not require a complex management system, is becomlng
much more popular. o ’




MORTGAGE ASSISTANCE PROGRAMS

Significant changes have been made in Israel's mortgage as-
sistance programs since the 1976 report. Several faotors{
led to the replacement of the old system of unlinkedgmortel
gage financing to an index that obtains repayment in real
terms. The changes in the mortgage assistance system
were partly inspired by recommendations made by AID in the
early 1970s. AID personnel saw that the unlinked program
had major economic and social policy problems. The most
significant force for'changing‘the old system was Israel's
accelerating inflation. The spiral of inflation led GOI
officials to conclude that housing finance had to be placed
on a realistic basis. The economy could not afford debt
based upon borrowing at real terms and repayment in nominal
terms. As a result of these changes, the GOI can now def
termine both its annual housing subsidy needs and its ac-
cumulated subsidies in real terms. Both the giver and the
recipient can see the long-term real costs 1nvolved in
housing. R ‘ '

Another important change assoc1ated w1th the llnklng of
mortgages to real values is that Israel's housing program
is no longer a major contrlbutor to inflation. The antl-
inflationary shift has been in two directions: reducing
housing consumption and reducing housing's role as a‘spec-
ulative good. 'As asgisted housing has become a real cost
item consumer attitudes towards it have changed. Israells
now tend to "buy" only as much housing as they need for the
foreseeable future. In the past, families often obtalned
as much housing as the subsidies would allow, overbuying

Since the 1960s the mortgage system for assisted housing involved
lending capital for housing in real terms and repayment in nominal
terms.
vart, a housing subsidy. When the annual rate of inflation reached
20% to 30% per year, the system became financially untenable.

More important, the level of assistance was no longer a function of
jovernment policy but rather a function of the rate of inflatio:n.

The rate of inflation during the term of any loan was, in

=11~



out of fear that their access to the assisted housing was

a "one-time" opportunity. Under this motivation many young
families would buy enough housing for a full life-cycle,
rather than the amount that they needed for the first few
years.

The old program of unlinked mortgages, whlch enabled famllles
to buy shelter in real terms and repay 1n nominal terms, also
encouraged Israelis to use hou51ng as an lnvestment hndge

against inflation.

Rationalizing the assistance prograh also helped]make'israel'
population distribution policy more effective. Eiimihating
both the unlinked mort¢gages and the "one-shot" aspect of the
housing mortgage programs has caused more people to base
their locational decisions upon employment cpportunities,
rather than perceptions of future housing values.

In order for housing to provide a financial hedge against
inflation there has to be a strong resale market. Such a
market has existed in the major urban centers but not in
the development towns. Therefore, there has always been a
reluctance among people in the development towns, even
those with jobs, to buy housing. There was always a fear
that because of the weak market (and in some towns, a non-
existent market) people would have to sacrifice the poten-
tial economic reward of the unlinked mortgage assistance
system. By establishing a linked system this perceptioﬁ
has been dispelled. ' ' |

Although the problem of convincing people to buy hou51ng
in develompent towns remains, a new housing solutlon 1s
being developed and implemente.' for these keyua:eas,_ As
suggested in the 1976 AID report, housingfsubeiaies,'ejen
the unlinked mortgages, might not be a suffieienﬁfepenomie

H R T
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incentive to convince Israeli families to move to develop-
ment areas entailing significant social, economic and often
physical hardships. It was tentatively suggested in that
report that the Israeli equivalent of the single family
house might be used to motivate people to settle in the
development areas. Over the last few years this concept
has received considerable acceptance. In the newer devel-
opment towns large areas of single-family houses are being
planned and built. In fact, this form of housing appéars
to be a major force in attracting socially strong families
to these communities.

By eliminating the windfall aspects of the unlinked mort-
gage programs and using a type of housing with strong con-
sumer appeal, some of the social resistance towards the
development town program has been overcome.

A final suggestion that was made in respect to the exist-
ing mortgage programs was that the housing subsidies
available to an Israeli family should not be viewed as a
"one-time" benefit. As noted above, the typical Israeli
family was very cautious in using its housing eligibility.
This caution often caused them to pass up good employment
opportunities because of their unwillingness to move to an
area with a weak housing market. In the last two years
Armidar and the Ministry of Housing have developed a pro-
gram which provides Armidar rental housing to families who
are eligible to purchase homes with government housing as-
sistance. Under this program, an eligible family is able
to rent assisted housing for two years and later use mort-
gage assistance to purchase the home. By allowing a family
to use both the rental and housing purchase procrams a sub-
stahtial amount of flexibility has been introduced into

thé GOI housing activities. Aan additional benefit is the
introdﬁction'of economically and socially stronger families
into the rental housing inventory.

R B P



11, RECENT MAJOR CHANGES IN. ISRAEL'S HOUSING ACTIVITIES

A.

INTRODUCTION

This chapter charts the major changes that have occurred in
Israel's housing activities'bver the past two years, since the
1979 shelter sector report. Among the key changes that are
considered in relation to housing programs, land allocation and
development policy are: the reduction of the GOI's direct role
in housing production, shifts in the production of public and
private housing, the emerging consumer prefefénce for single-
family housing, reduction in the time required to construct
housing and changes in its cost structure and modifications in
Israel's building industry. Lastly, the recent equilibrium be-
tween housing supply and demand is discussed.

REDUCTION IN THE DIRECT ROLE OF THE GOVERNMENT IN HOUSING
PRODUCTION ‘

Over the last two years major changes have occurred;in IsraEI's
housing assistance programs. In the past,'the;GOI,fthrough‘the
Ministry of Housing and Construction, built*publiélyéassisted
housing for resale to eligible families. In 1979 over 6,000
dwelling units were built. In 1980 about 3,000 dwelling units
were producted and in 1981 only 400 units wére being built dir-
ectly for the government. If this downward trend continues, by
1982 the government will be out of the hoﬁsing business as a4
direct producer and original owner. - |

Many of the problems that Israel has experienced with its hous-

ing programs are related, directLy_éndlindirectly, to the neces-
sary role of the government in housing production.* Eliminating

Since the establishment of the State in 1948 it has been necessary,
in order to meet the housing needs of most of the population, for
the GOI, through its Housing Ministry, to assume the role and risks
involved in building and owning housing.

-14~-



‘the government as a producer and seller of housing, revresents
a major change in Israel's housing policy.*

A complementary change in the government's role in housing hasf,
been to shift responsibility for housing ownership from the pub-
lic to the private sector. Depending upon the demand for_hous~"
ing from internal sources and immigration, the GOI has sponsered;‘
as a developer/owner, ten to twenty thousand dwelling units per '
year over the last decade. For economic as well as social rea-
sons the GOI has attempted, in recent years, to shift its devel-
oper/owner function to the private sector. Acting as a develop-
er/owner of assisted housing has created a number of problems

in the shelter sector for the GOI. Although many of these prob~
lems were considered in earlier AID shelter sector studies, the
more significant ones, and the GOI's response to them, are re-
viewed below. ‘ | '

l. EFFECT ON THE CONSTRUCTION'PERIOD"

Without the economic incentive inherent in the private sec-
tor it has been very difficult for the GOI to reduce the
long construction period characteristic of Israeli housf‘
ing production. By and large, it has been difficult

for the government, aetino as developer/owner, to make

the quick and detailed judgements necessary to evaluate con-
sumer housing preferences. The inability to accurately as-
sess consumer preferences has, in turn, adversely affected
sales of the completed units to condominnum purchasers.

ThlS review focuses on the housing program that provides mortgage
assistance to eligible families for purcha51ng apartments from the

Israel's basic housing subsidy is provided through the terms

of the mortgages granted to families who are eligible for homeowner-
ship. In most cases these families rely upon government produced
housing as their principal source of shelter.

~15-



From both' an economic and social point of view, marketing
condominium housing is an important factor in the success
or failure of a project or neighborhood. Even with the
best of efforts (mainly through subsidy incentives) the
government has been unable to create the conditions required
to market assisted housing. In the absence of an effective
sales program, units have gone unsold for long periods or
were eventually converted into rental housing to avoid per-
manent vacancies. The GOI's new policy is to maximize the
use of government sponsored housing in the condominium
market and to minimize its use by the national rental hous-
ing companles. '

CREATING A NEW HOUSING MARKET

In changing the nature of the financial assistance that is
provided to publicly-assisted housing, the GOI has sought to
create a market for assisted housing which behaves like the
private market. As a first step in this conversion the GOI
estimates the market equilibrium point for assisted housing
in a particular location and then determines the amount of
new housing that is needed. 1In the light of population
dispersion priorities the Ministry of Construction and Hous-
ing determines the location of the new housing. Within the
general dimensions of housing quality and location, the
private builder is encouraged to produce his version of
assisted housxng for eligible families. 1Insofar as p0551b1e,
the GOI attempts to cease its functlon in the hou51ng pro-
cess at this point. ‘

The f1nanc1a1 stimulus that prlvate developers need in
order to undertake the assisted housinc is achieved through
three financial mechanisms. The first is the traditional
governmental financial assistance that is extended to the
builder in the form of interim (construction) financing.



Secondly, eligible families receive mortgage assistance
based upon economic and social need and government policy.
The third fiscal mechanism is new. The fiscal concept of
reducing a builder's risk through a re-purchase agreement
is an important innovation in Israel's housing assistance
activities. This financial mechanism gives private build-
ers and developers the incentive to take risks and act as
real estate owners, within the context of the government's
housing assistance programs.

THE NEW HOUSING ASSISTANCE PROGRAM - THE RFPURCHASE AGREEMENT

Through the MOCH the GOI has established a repurchase program
for new assisted housing which materially reduces the risk

to private entrepreneurs of owning and marketing assisted
shelter. The new program is based on bidding by pre-quali-
fied builder/developers for repurchase agreements for pri-
vate apartment projects offered for development by the MOCH.
Based upon the anticipated housing demand and GOI population
policy in a geographic area, the MOCH will provide the neces-
sary land and infrastructure for a number of projects at
various locations. The development rights for each project
are bid upon by pre-qualified entities. The builder/devel-
oper who enters a bid for producing the required number of
dwelling units (with some general limits as to room size and
distribution) in return for the lowest guaranteed per dwel-
ling repurchase price to the government is awarded the
project. The opportunity to be builder and developer is
awarded to the firm which is willing to take the highest
risk in the form of the lowest level of required repurchase.

Except for site boundaries, general site layout and total
number of dwelling units, the successful bidder will be ex-
pectedfto determine all other project characteristics based
on marketability. Type of building, size of apartments
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(within certain limits), size of rooms, architectural design
and interior layout as well as finishes are the responsibil=-
ity of the builder/owner. Before the repurchase agreement
was introduced all of these detailed decisions were made

by MOCH officials.

The GOI uses a specific approach to create an;econoﬁic"mar¥
ket for the assisted housing. Based upon tﬁéjin&éntdry‘of
vacant assisted units and the number of active épplications
from families eligible for assistance, the GOI determines
the quantity of new dwelling units that must be added to the
inventory to maintain market equilibrium. At this time, it
is estimated that an equilibrium between supply and demand
requires about 10,000 additional assisted dwelling units per
year. The Ministry of Housing and Construction then refines
this quantity estimate in terms of location and housing type.
Because of the scarcity of land and infrastructure for hous-
ing, the Ministry is able to exercise control over assisted
housing by allocating these commodities to new residential

developments.

The Ministry of Construction and Housing issues requests for
proposals for quantities Andfqualities of housing at various
locations throughout the-country. The builder is free to
sell the units with and without government mortgages. Based
upon their perception of the local market, builders indicate,
in the form of a bid to the GOI, the percentage of housing
units that will have to be re-purchased if they cannot be
sold after a certain time. The program encourages private
builders to produce housing, using either private financing
or governmentally-assisted mortgages, based on their market-
ing decisions and the economics of the project.




DETAILS OF THE REPURCHASE AGREEMENT -

There are three basic types of government repurchase agree-
ments. In the first, the government guarantees to repur-
chase all the dwelling units in areas where self-sus-
taining population growth has not been achieved. This
level of guaranteed repurchase is only extended to

the most economically depressed areas in the country.

The second level of assistance commits the GOI to repurchase
60% to 70% of the units. This level is being used in the
new community of Givon north of Jerusalem. Because it is
still under construction, a viable local real estate market
has not yet emerged. Nevertheless, widespread consumer
acceptance is anticipated because of the area's proximity
to Jerusalem, the excellent site and other advantages. To
induce developers to invest in the community a fairly high
level of repurchase will be required in its early years.

In the remainder of the country the level of repurchase
that is offered by the GOI ranges from 25% to 35% of the
units, depending upon local circumstances. This level of
assistance, wherein most of the units are not repurchased
by the GOI, accounts for the largest group of projects now
being sponsored by the GOI. In most instances, projects
receiving this level of assistance are in development towns
and new communities which have attained a self-sustaining
level of population growth and a viable real estate market.
This level of assistance is also provided in some of the
major new neighborhoods that are being established in the
Jerusalem district.

Communltles where the government guarantees to repurchase
.all of the dwellings to be built are characterized by mar-
':5_fg1nal employment opportunltles, adverse defense or climatic

conditions or other problems which prevent self-sustaining



growth. Two distinctive characteristics of the communities
where the full repurchase guarantee is applied are the lack
of internal growth and the absence of a local real estate
market. Where a viable real estate market for existing
government-sponsored housing does not exist there is also
little likelihood that new housing can be sold. When there
is no local real estate market builder/developers expect
that the GOI will purchase all the housing, if necessary.

There are perhaps five or six places in Israel where the GOI
accepts bids for full repurchase. Although thesc communi-
ties do not offer immediate prospects for growth, they are
important to Israel's long-term development. Since most of
the housing that is buiit in these communities is not ac-
quired by eligible families, it is conveyed, after repurchase
by the GOI, to one of the national rental housing companies.
These companies then rent the dwelling to a family and at-
tempt to sell it later.

The repurchase agreement may not apply to all the dwellings
that a builder/developer produces. In order to encourage
the construction of certain sizes and types of dwellihgs
the repurchase agreement specifies the %types of units

that are covered. The agreement covers more of the uncom-
mon dwellings rather than the popular types. |

The repurchase arrangement requires that the builder make
his best effort to market all the dwellings in a prbjeét,
even those covered by the agreement. Currently, a nine
month marketing period must elapse for any unit included

in the agreement before the builder can require the MOCH to
repurchase it. Since Israeli builder/developers depend

upon the sales of individual dwellings for interim financing,
there is a strong incentive for them to market all of the
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units, regardiéss of their repurchase status.*

The repurchase price for the dwelling units is determined
ip advance between the builder/developer and the MOCH.
Since the MOCH uses competing companies in the program,
it is familiar with market conditions and costs and is
able to negotiate confidently with builders on the fepur-
chase price. The price is cost plus a fixed fee.

All dwelling units built with MOCH sponsorship,,Whether or
not they are in the repurchase program, are eligible for
MOCH interim financing. This interim financing is a ébn-
struction loan equal to approximately 30% to 40% of the
anticipated sales price of the units. The price includes
the cost of government-owned land and goVernment-provided
site work. Because builders have to pay at the start of
construction for the land and infrastructure from the in-
terim financing, only a limited amount remains for actual
construction. The schedule of payments and interim finan-
cing is a strong incentive for the builder to complete the
project fast and to build a highly marketable dwelling.

Construction financing remains a major problem for builders in
Israel. Bank financing, when it is available, can cost 1/2% to

1% per day, an untenable rate for builders. A major source of
construction financing for government assisted housing is in the
MOCH. However, government construction financing covers only a
small portion of the total costs of the project. Contractors

will normally furnish 10% to 20% of the interim financing from
their capital resources. Most of the remaining interim financing
comes from the sale of dwelling units during construction. Unless
an adequate cash flow is maintained during construction by selling
the completed dwellings, there will be major cash flow problems.
Consequently, under the new repurchase system, the marketing and
pricing of new sales dwellings is heavily emphasized by the build-
er/developers as a source of interim financing for the rest of

the dwellings.
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Another result of these new incentives, which :éwerds,a
fast and efficient building cycle, has beeh,to change;the
structure of the Israeli building industry. 1In the,re-
cent past, the quasi-public building and development com-
panies were the main producers of the larger government
housing projects. Since the new incentives have not bene-
fited the construction activities of the large scale com-
panies, they have turned from building production and land
development as they have been supplanted by a new genera-
tion of more efficient private builders.

B. CHANGES IN PUBLIC HOUSING PRODUCTION

l. CHANGE IN DIRECT GOI HOUSING PRODUCTION

Since the last major review of the Israeli shelter sector
in early 1981 the annual rate of housing production has
been between 30,000 and 35,000 dwelling units, including ’
publicly and privately sponsored housing. During the lest |
two years, 1980 and 1981, public production has dropped
significantly as a share of total productlon.

In the years before 1979 publlcly sponsored or a551sted
housing accounted for approx1mately 40% to 50% of the
housing market. 1In the last two years public housing pro-
duCtion'has‘declihed to about 30%, or even less, of total
production. The GOI estimates that in 1981 publicly as-
sisted housing will be at an annual rate of approximately
10,000 dwelling units, of which 9,600 will be built through
a "turnkey" system using private contractors.* Only 400
dwelling units will be built directly by public authorities.
Since many of the 9,600 dwelling units that are'being built
for the government by private contractors will also be mar-
keted by these contractors, the actual role of the GOI in

As used in this section, the term contractor refers to building
companies which often do more than construct housing. The Israeli
contractor also does site development, financing and marketing. - -
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'?constructlon and marketlng will be further reduced. ‘The f
1recommendatlon made by AID in the early 1970s that the GOI
‘ ;51gn1f1cantly lessen 1ts role as a producer and marketer of
*rhou51ng has for all practlcal purposes been achieved. There

‘j'was no: indication in 1981 that a change in this policy 1s

’elther approprlate or belng contemplated

?gAt the present time, publlc 1nvolvement in hou51ng produc-ia

tion (the 400 dwelling units) is limited to a few spec1a1
51tuat10ns, such as some development areas and the occupled
territories. Direct government building now occurs only
where there is virtually no economic market for hou51ng.

REDUCTION IN GOI HOUSING SUBSIDIES
A second major change has been in the 1eve1 of su551d1es

for government sponsored ownership and rental hou51ng. ‘
Large subsidies are provided only in new ‘communities 1n the

- development areas of Israel, which, as - a matter of govern—

; ment policy, the GOI has been creatlng 51nce the 1960s., To
attract and retain people in these new communltles ‘the

government has practlcally had to give away the hou51ng.-gr
In order to reduce government investment, the number. of

- new towns and settlements where very high subsidies must
‘ be_used to attract population has been curtailed. |

In other development reglons the GOoI' s. long-term pollcy for

new towns has begun to work. 1In. some cases people from
establlshed towns and c1t1es are mov1ng to- the new towns to
ﬁfobtaln better jobs and 1mprove thelr 11v1ng condltlons.s.In
7Jfﬂjthe more economically fortunate development .towns the local
: real ‘estate market has matured to the polnt where dlrect

4*Egovernment 1ntervent10n, in the form of . below market hou51ng

'f%tprlces, has been 51gn1f1cantly reduced
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CHANGES - IN"'RENTAL HOUSING:

'Another key change has been a reductlon in the volume of
government-sponsored housing available for rent. When a
'dwelllng unit assisted by the GOI is not purchased, even

: under favorable mortgage rates, because of the lack of a
“market in a development town, the total GOI subsidy be-
‘comes very large. Rather than leave an unpurchased apart-
ment empty, the GOI will make the unit avallable for rent
through one of the natlonal rental hou51ng companles-'
Armldar or Amigur.

The monthly rent paid by a lOwervincome family is

nominal and bears no relation‘tcheither the cost of
construction or the operating costs of the dwelling. In
the past the number of rental dwelling units made avail-
able to the two companies has been about 20% of total
government-sponsored housing production, and has accounted
fcr a significant share of the total subsidies devoted to
housing. As a result of the emerging real estate market in
some of the more advanced development towns, less and less
government—sponsored'housing is involved in the rental‘in-
ventory. As more of the GOI housing in the development
'towns is purchased by new families the level of hou51ng
sub51d1es will be significantly reduced B

Even more important than the immediate reductlon in GOI
_‘hou51ng subsidies are the social changes fostered by the _
,changlng real estate markets in the development communltles.
fRental housing constitutes a major long-term social and
geconcmic problem for the GOI. The best remedy is to have
jiees’rental housing. Because people are finding some devel-

Vf;opﬁent towns desirable places in which to live, the share

htiwof .ownership housing is 1ncrea51ng, enhanclng the quality
7';of the towns.. |




A:In the wake of. these changes, the direct involvement by the.

| GOI in bulldlng and marketlng hou51ng has been reduced over

 the past two years. More and more, the housing role of the
GOI, through the Ministry of Construction and Housing, is
shifting'to policy planning, allocating financial resburces:
and site development. The emerging role of the Mlnlstry in
site development is described in greater detail in other
parts of the report.

Observations made in 1981 reveal that the AID recommendations;
starting with those of the early 1970s and continuing through
1977, have either been adopted or are now being implemented.
For all practical purposes, the GOI has shifted from a pro-
ducer of shelter to a financial intermediary, directing hous-
ing allocations in accordance with natiomnal policy.

CHANGE IN PRIVATE SECTOR HOUSING PRODUCTION

To a modest extent, the private sector has reduced its produc-
tion of housing. While the current annual rate of 20,000 to
25,000 dwellings is a significant quantity, in comparison to
the nation's total public and private housing stock, it repre-
sents a decline in private production. However, when economic
conditions stabilize (and runaway inflation is controlled) pri-
vata housing production will probably rise to at least 30,000
units per year.

THE EMERGING STABILITY OF THE ISRAELI HOUSING MARKET

. In the winter of 1980, during the last AID shelter sector update,

there were indications that the so-called "hot market" in. hous;ng
was. begznnlng to cool. Thls coollng process, which has continued

, 1htohthe fall of 1981L has‘led to a significant reduction in "real"

housing prices thxoughoutvthe"ISraeli housing market.



‘Anothér important -and related trend has been a reduction in the
o§ér-pﬁrchasing of housing, fueled by fears of a continued infla-
tion in hbusing prices. This basic economic change in the hous-
ing market is reflected in the growing difference in the value

of small versus large apartments. The decline in real prices,
which started in late 1979 and early 1980, has been much more
rapid for larger than smaller dwelling units. Until late 1979
and early 1980, the housing decisions of most first-time home
buyers, whether new immigrants or veteran younger families, re-
flected the perception that real shortages in the housing sup-
pPly would continue for the foreseeable future. Newcomers to

the housing market sought to acquire the largest possible dwel-
ling unit within their economic means and/or the government-
assistance programs available to them. As a consequence,

young couples often bought apartments large enough for two, three
or more children. This behavior also meant that a large share
of the housing inventory was underused and that larger dweliings

commanded excessive prices.

The actions of people entering the housing market and ﬁeréépff
tions aboﬁt the future availability of hbusing have Chanéééﬂover
the last few years. Many consumers now recognize that the hous-
ing market has emerged from the uncertainty of the 1970s into a
mé;ket which offers flexibility and choice. Hence, today's con-
suﬁer'is making shelter decisions based upon current demand and
éupply; thereby reducing the ihflationary trends associated
with housing. '

‘These underlying shifts are reflected in the relative increéSe in
the price of smaller dwelling units. As first-time buyeré'ééin
confidence in the local market they will be more willing,td; ;
pﬁrchase an initial dwelling.* |

One divergent trend which affects the Israeli housing market in respect
to apartment size has been the interest of some local municipalities

in having builders produce only larger apartments. As in the United
States, one measure of the community's value is the quality of its

real estate. Hence, local authorities press private developers and
contractors (and in some cases the GOI) to build large apartments

and resist the market forces to produce smaller dwellings for the
emerging younger market.



THE EMERGING CONSUMER PREFERENCE FOR SINGLE-FAMILY HOUSING

In retrospect, it appears that a new trend in the housing pre-
ferences of Israelis became apparent in 1980. To the extent
poSsible Israeli consumers are now trying to obtain single-family
housing rather than the traditional multi-family condominium.
Currently, between 20% and 30% of all new housing consists of
one and two Ifamily homes, or what Israelis call "low level"™
housing. | '

Low level housing refers to any type of fee simple house rang-
ing from an individual free standing home (commonly called a
"villa" in Israel and a detached, single family house in U.S.
housing terminology) to a non-condominium townhouse. The typi-
cal fee simple multi-family dwel.ing has an individual entrance
onto a public way and a private garden. Typical densities for
low level housing range from 6 to 20 dwelling units per acre.

The major design difference between Israeli and U.S. low densi-
ty housing is its physical characteristics. Until now, Israeli
low density housing has been compact and built at a fairly high
density. For a free standing dwelling 1,500 gross square feet
of floor space is substantial. The expensive Israeli single-
family unit has a building lot of approximately 500 square
meters (or 5,980 square feet) and the moderately priced dwelling
has a lot of about 400 square meters (or 4,784 square feet).

The most 1mportant distinctions between "low level" housing and
the tradltlonal form of Israeli hou51ng are the ownership arrange-
ment and the character of the hou51ng organlzatlons which operate
the condominiums. Until recently, the Israeli housing solution
was based almost exc1u51vely upon the condominium. Condominium
developments ranged from four dwelllngs in a small two-story
walk-up building to a twelve story, sixty~dwelling apartment
building. Regardless of the physical characteristics of the
housing, virtually all Israeli housing is owned by a condominium
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assoc1at10n and operated by an elected group of bulldlng resi-

dents known as the housing committee. Both the physical and

organizational characteristics of traditional Israeli housihg'

impose

1.

PROBLEMS WITH PRESENT FORMS OF HOUSING

The basic problem facihg‘condOminiums in Israel is’the_la¢k
of a workable management and‘maintenance system. While the
problem has been recognized‘for many years, no popularly
accepted solution has yet been devised for operating the
condominiums. Although condominium operating problems cut
across geographic and social class lines, they are often
more pronounced in the development regions. Since the new
owners are not as experienced with condominium organization
and operation, this form of housing has not been able

to enhance the gquality of life in the development areas.

In many development towns, beset by other problems, the
inability of housing to foster social and economic growth
has created a serious problem for the GOI.

USE OF NEW FORMS OF HOUSING

Israeli authorities have begun to suspect that the Oppb:tu-
nity for a family to own its home, ratcher than be invol?ed
in a condominium association, may be a more important and
powerful ‘tool in attracting people to the development areas
than the traditional housing subsidies. This realization:
has become an important force in the growing use of low h
level housing to attract families to the development areas.
As a consequence of this policy, increasing numbers of the
Israeli equivalent of the American style single famlly;house
are being built in the less developed communities in the.

central plains and other development areas.
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3.

'POLICY IMPLICATIONS

The trend away from higher density condominium dwelllngs and

'towards 1nd1v1dually owned lower density shelter has 1mport-
: ant implications for GOI housing and development policy.

The amount of land and the cost of the site 1nfrastructure
that will be needed to meet future housing needs will in-
crease sharply. Until now (1979-80) the high costs of urban
infrastructure and site development have been balanced by |
the relatively high densities (20 to 40 dwellings per acre)
that were obtained with multi-family condominiums. The
emphasis on lower density fee simply housing (6 to 20 dwel-
lings per acre) will make site development standards and
costs a much more critical part of the housing equation.
The issue of land supply, which has always been central

to GOI housing policy, will also become more important as
relatively more residential land will be needed to meet

the growing demand for lower density housing.

IMPACT ON AREAS OF OLDER MULTI FAMILY HOUSING

One potentially important issue, which has not yet been .
fully recognized by the GOI, is the effect that"the‘chagge
in consumer preferences will have on older multi?family"
housing areas in the larger urban centers. As consumer pre-
ferences continue to shift to lower den51ty, individually
owned homes at the edge of existing towns and cities, popu-
lation densities and housing values in the established

urban areas may decrease.

Since 1948 and until recently, there has been a continual
shortage of housing in Israel's three largest cities, Be-

,cauSe there were few alternatives, certain neighborhoods
" and housing areas, even though they have design and physical

problems and other limitations, have maintained their eco-
nomic and social value. The combination of a closer balance




between the supply and demand for housing and the shift in
consumer preferences to lower densities may create an entlre-
ly new set of problems in the older urban areas.

Until recently, Israel's development policies and the insti-
tutions designed to carry them’dut have been predicated

upon so called "shikunim" type of houSing.' Virtually all

of Israel's urban housing was a variation of the multi- |
family, medium density condominium. For more than three
decades, land development, housing design, shelter policy
and housing financing have been based upon the predominance
of this type of housing. Even the organizational structure
and technology of Israel's building 1ndustry was based upon
this type of housing.

The growing preference for low density, individually-owned
housing is probably the single most important finding of
the 1981 housing review. The large scale introduction of
individually owned dwellings represents a profound shift in
Israel's housing sector. If the trend becomes permanent it
will entail major changes in the allocation and use of land.

THE DURATION OF RESIDENTIAL CONSTRUCTION

Slnce 1975 a major emphasis of the AID recommendatlons has been

the long tlme that it takes to produce hous1ng in Israel, espec1a1-
ly - by the publlc sector. AID has often noted that Israel's hous-
ing sector would benefit immeasurably if the construction span
for‘publicly assisted housing were decreased. In the past, the
productlon time for housing has been from three to five years.

‘Although public and private housing has, on occasion, been built

in less time, housing production in Israel is slow and tedious.
As a consequence of the long construction period, a large share

.df the housing inventory is tied up in construction each year,
’ﬁiﬁdering the GOI's ability to respond quickly to changes in

hoﬁSing demand. However, changes within the last two years
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clearly reveal that hous1ng productlon in Israel has been accel-
erated When necessary, publlcly ass1sted housing can now be
built by a well organlzed builder in ten to fourteen month° from
foundation to occupancy. Some contractors and hou51ng offlcials ;
believe that this period can be shortened even further.. |

l. THE }7W ISRAELI BUILDER

The reasons for this sharp reduction in productlon tlme are
rooted in Israeli housing policy. Starting in the 1ate 19708,
and supported by AID recommendations, Israel's hou51ng agen-
cies and planners have looked increasingly to i:he prlvate
sector to produce government sponsored housing. As the.
private sector has grown and received more work from govern-
ment agencies, it has become more competitive. A new and
confident generation of Israeli builders, who active-

ly compete for publicly assisted housing, has emerged over
the past few years. This new generation of builders and
their accomplishments are starting to be fully recognized
by government housing authorities.

2. UNDERLYING REASONS FOR CHANGES IN co&sTRbc":‘IoN TIME "

Two 1ong term changes in the Isare11 hou51ng sector have 1ed
to- the reduction in construction time. One has been the
gradual but steady easing of the natlonalvhousing shortage.
Until a few years ago, because of its political importance,

. a perceived or actual housing shortage stimulated an immedi-

~'ate response by the government. The result of the long-
standing policy of dealing quicklvaith shortages was that
many marginal contractors, as gauged by construction tech-

- niques and financial stability, were encouraced to,compete
as housing producers simply because the government had
little choice. 1In fact, the government often used‘marginal
producers knowing that it might take them three to five .
years to finish a project. ' o L




The second change, associated with the giewing equilibrium
in the housing market, has been a shift in the role of the
quasi-public housing companies.* Initiaily‘these companies,
organized in the 1950s, were designed to produce large
quantities of housing when Israel's building industry

had a limited capacity. The acute politieal concern with
housing shortages, whether real or impending, among immi-
grants and residents, led to high levels of production by
the quasi-public building and development companies. These',
publicly owned companies expanded at the same time that
the capacity and output of the private companies grew

ing the late '60s and '70s. Although these organlzatlons
were not very efficient in terms of costs and time of con-
struction, for various reasons they were given assignments
by the government throughout the 1970s.

By the mid-1970s, the need for a large number of housing
starts began to diminish as Israel's housing inventory
grew and reached a certain point of equilibrium with sup-
ply. At the same time, several sizeable private building
companies with significant production capacity emerged.
Over the last three or four years the participation of the
quasi-public companies in housing eonstruction has con-
tracted while their function as development companies has
grown. With the withdrawal of both the marginal building
contractors and the quasi-public companies opportunities
were created for efficient and well organized private

business companies.

In retrospect, the central and 1mportant change in: the
effectiveness of the Israeli bulldlng 1ndustry orlglnated

These development companies were created at the urging of the GOI
by major political movements and labor organizations. The govern-
ment oftzn participates in their ownership. When Israel's con-
struction industry was still in its infancy these quasi-public
development groups were the only organizations that could under-
take large scale project development within the GOI housing

framework.

~32-~



'bulldlng 1ndustry}l

1n the fact that the GOI's ministries of Hou51ng and Finance
were finally able to establish an equilibrium between hous-
ing supply and demand. Without that key economlcvfounda-<
tion the efficiencies in housing production that'have been
achieved over the last few years would not have been pos-."‘
sible.

THE SKILLED LABOR PROBLEM

The new breed of private contractors has recognized the
main limitation of building in Israel, namely the shortage
of skilled labor.* Two basic approaches have evolved in
the construction industry to overcome this problem. One
type of contractor, exemplified by the Drucker Company, em-
phasizes the maximum use of costly local labor. The other
approach uses mechanical construction systems which maxi-
mlze capltal 1nvestment and minimize ¢ stly and scarce

«laborf Both of these approaches have apparently worked
:w1th equal” success and are being accepted in the Israeli

Although the building companies that

pioneered the new‘approaches to housing construction have

been 1ntroduc1ng them incrementally since the mid-1970s, .
it is only 1n recent years that they have become hlghly

.3’v1s1ble in the houslng 1ndustry.

LAY |

Skilled construct;on :labor has always been a problem Ffor re51den-
tial bu1ld1ng in-Israel. When large scale housing production
started in 1949- 50, there were only a few hundred journeymen con~
struction workers in the country. Non-residential construction -
public, private and defense - has always competed for the limited
supply of skilled construction labor. The hou51ng sector respon-
ded by adopting building types which did not require much skilled
labor.
introduction of non-resident Arab construction labor. Israeli
developers continued to build housing that did not require large
amounts of skilled construction.

This situation did not materially change, even with the




'CHANGES IN "rHErc':bs'r STRUCTURE OF HOUSING

Slnce the 19705 a major concern of Israeli hou51nq policy has
been the hlgh cost of construction. A number of AID and other
consultants have noted that in world terms the cost of building
hcusing in Israel is relatively high. 1It is generally agreed
that the construction process is the largest contributor to

the high cost of housing. Some of the aspects of the construc-?
tion phase that contribute to high production costs are:

- Generally a very long construction period

- The inefficient use of and an 1nsuff1c1ent supply
of on-site construction labor :

- The high cost of construction labor

- The high cost of building materials, both’ 1mported and
domestic

- The high cost of energy at the construction'Site

- Inefficiencies and costs resulting from the start and
stop nature of Israeli housing construction caused
by interim financing problems

- Special high costs attributable to the defense and
security measures required in most Israeli housing -

The new Israeli contractor who is attentive to the_construc4
tion pfocess has been able to overcome a number of these prcb-‘
lems. Some aspects of the cost situation, such as defense and
security, remain and are not subject to current solutions. How-
ever,vbecause of the more efficient use of labor, constructicn
costs are no longer the most significant factor in the high
cost of shelter in Israel.

In addition to a direct reduction in the labor component, other
shifts in the building industry have reduced cost elements.
As noted in other sections of the report, new technlques have

'51gn1f1cantly reduced the duration of construction. Because

of better marketing methods some of the start and stop aspects
of hou51ng productlon have also been dampened.




As a consequence of the emerging role of new and more efficient:
producers, the continuing search for lower housing costéiié'
mdving from the production of the.dwelling into two new -a‘re'“alsv.
Site development and land marketing are the new targets of
attempts to lower housing costs. Construction costs could be
reduced by 10% to 15%, or perhaps even more, within the,prevail-
ing production process. This further r-duction will have to

be achieved incrementally and at a slower pace than earlier
reductions through the concerted efforts of the "new" Israeli
housing contractors.

ORGANIZATIONAL CHANGES IN THE ISRAELI BUILDING.SECTOR *

A restructured Israeli building sector has emerged in less than
a decade. The product of this reorganization is a small group
of private building companies which are responsible for an in-
creasingly larger share of Israel's residential construction,
especially the larger scale housing development. In Israeli
terms these companies are large; they normally produce 300 to
400 dwellings per year and the lar,jest can turn out 2,000 dwgl-

lings a year.

In the past, residential production in Israel was undertaken by
two types of building companies: the large quasi-public éompany
and the small private contractor.* The large building companies
consist of two types of organizations one sponsored essential-
ly'by.the government and one supported by private investors
concerned with development in Israel. The first type of large
organization is quasi-publicly owned by such bodies as the

labor federation, the Ministry of Construction and Housing

and ideological groups, such as Shikun Ovidim and Shikun Petuach,

The major exception to this distinction is a large internation-
al building company called Scle Bohne, whose prime owner is

the Israeli labor movement. This integrated construction com-
pany, by and large, competes for international work and major
public projects in Israel. However, when international work

is difficult to obtain it also seeks government sponsored
residential construction.
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that are asscriated with political parties. Shikun Ovidim is
related to the labor movement while Shikun Petuach is allied
with the Ministry of Construction and Housing.

obv1ously, the GOI has an interest in insuring that the quasi-
publlc contractlng organizations have sufficient work to stay
in business. One important reason for their perpetuation has
been to provide the GOI with an alternative to the small scale
and often marginal private contractors. A second reason, whose
importance has recently diminished, has been the virtual ab-
sence of large scale private contractors who could build size-
able residential projects. The large quasi-public companies
undertake a full range of activities: site development, buila-
ing production and marketing.

The other major type of large scale construction organization
is the investment building and development company owned by
private entrepreneurs. Traditionaily these stock éompanies
were established by investors from overseas Jewish communities.
Rosco and Ampal are among the largest organizations of this
type. Rosco has its roots in the United States while Ampal

is related to South African Jewry. Since these private stock
companies wish to earn profits for both management and inves~-
tors, they will not participate in development projects with
a high risk or little possibility of a return on investment.
While these companies have no direct connection to the GOI,
it has always been government policy to assure that they have
a role in the Israeli development program. Hence, these com-
panies are involved in land marketing, site development,
‘building construction and marketing completed housing. While
 the quasi-public companies are concerned principally with
lower income groups (who are eligible for GOI assistance pro-“
grams) the private companies focus their attention on the
mlddle and upper income grour; and the needs of Jewry from ;

overseas .
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What both types of large development companies share is the
continued concern of the GOI that they remain in operation and
be able to contribute to the country's overall building- effort.
Consequently, strong economic incentives for them to become
more efficient housing producers have not been exercised.

What may happen is that the new group of Israeli contractors,
who areyemerging as major builders and often do the actual
contracting for these large public and private development
companies, may abandon the contracting function altogether,

in order to focus on 1and development and. real estate invest-

ment.

The second major part of Israel's building 1ndustry cons1sts'
of individually or family-owned small scale builders. The
largest of these firms can produce up to 200 dwelling units

a year. The smaller builders focus either on individual homes
or smaller apartment buildings with up to 20 dwellings. It is
estimated that there are now about 2,000 of these smaller
builders in Israel. Whlle individually small, these contrac-
tors were, until the mid-1970s, responsible for a signifi-
cant share of Israel's public and private development. A
major problem facing the small scale builders was the protrac—
ted construction period and its connection to the flow of o
construction financing. The small scale builder had to depend
upon advance payments from apartment sales or advances on f’
government contracts to finance the completion of a honsingl"
project. The financing problem was a‘principal reason Whyb‘
housing production in the traditional private sector often
took three to five years. ' SRR

' What has emerged between the two major groups of Israeli con-
]tractors - the large public companies and the small, economic-

"%,ally marginal builders - are privately owned, medium toilarge

7'Sized building companies without fiscal or political connec-
tions “to the government and with the management skills, produc-
tion capac1ty and financial ability to build good sized hou51ng
developments in less than one year. '
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These new companies, of which there are approximately 10, now
produce approximately 60% of Israel's housing. 1In some in-
stances they are supplanting the larger publicly or privafely
owned development companies in the construction of GOI hous-
ing. Many of these new builders can turn out up to a thous-
and dwellings per year; one, the Drucker Company, can produce
2,000 units per year. These new contractors use a wide
variety of building methods and technologies. They have

in common a substantial level of entrepreneurial skill;

a thorough understanding of the best way to use labor, ma-
terials and capital and the financial and organizational
capacity to conduct major building projects. ' :

While these companies have only emerged since the mid-1970s
and have only gained wide-scale recognition in the last two
or three years, it is likely that they will dominate
the Israeli housing sector in the foreseeable future.

I. AN EQUILIBRIUM BETWEEN SUPPLIES AND DEMAND

Since the 1980 shelter sector update, there has keen an over-
all decline in the demand for new housing in Israel. The
major causes have been a drop in immigration and the cooling
of the local demand for housing. The out-migration of resi-
dents, which rose during the last decade, has added to the
supply of local housing and is an important factor in the .
recent equilibrium of the housing market.*

As of the summer of 1981 the Israeli housing market abpgarg‘tp
be cooling off. Not only has the market subsided because of :
an equilibrium between supply and demand, but*théte'hééxaIQOf
been a retreat from the housing market by individuals who were
using it as an investment hedge against rapid inflation.

Much of the housing owned by Israelis who leave the country is not
actually sold. Because people sometimes decide to return to Israel
and fear being squeezed out of the local housing market, families
who leave are reluctant to actually sell their home. Instead, they
will rent it to another family.
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There are several indicators of the change in the housing mar-
ket. First, the purchase price of housing has declined signi-
ficantly in real terms. Another indicator of the growing nor-
malization of the market is the emerging supply of local rent-
al housing. Until two or three years ago rental housing was
essentially limited to luxury housing for foreigners. The
rents for the limited amount of rental housing that was avail-
able reflected its anticipated future sales price. The aver-
age Israeli could not afford rental housing. In the last
year, with the cooling of the Israeli housing market, rents
for private apartments have decreased appreciably and a new
rental market Lfor Israelis has emerged.

As a result of the "cooling off" process, some of the housing
which had been held by private investors for sales purposes
has re-entered the market as private rental housing. Within
the existing inventory of privately owned housing a small but
noticeable rental market has evolved. This trend has received
public recognition and support from the GOI; a new tax policy
to encourage the renting of existing housing units was recent-
ly introduced.



IV, THE DEMAND FOR MARKET RATE RENTAL HOUSING

A.

INTRODUCTION

The assignment called for an evaluation of the GOI's views
towards market rate rental housihg and an assessment of the
role of market rental housing in the fOréseéable future.

PUBLIC RENTAL HOUSING

There are two types of rental housing in Israel. One type,
which is produced and operated by the government, accounts

for about 20% of the nation's housing inventory. The second
type, private rental housing, forms a small share of the
housing inventory. With a few exceptions all of this type

is accounted for by individuals who rent their own aparfments.

The two national rental housing companies, Armidar énd'Armi-
gur, provide approximately 210,000 government owned hbusing>
rental units for low and moderate income families. Because
of the economics of the rental program this segment of the
inventory has remained a major problem for Israel. The rental
income from government owned housing does not provide suffi-=
cient return. Even though government economic support for i
this housing is increasing, the present level of support is
insufficient to adequately maintain the inventory. For'this
reason as well as social and political considerations, the‘
GOI is not interested in increasing the amount of shelter
furnished under the traditional rental programs. One reason
for the popularity of the new repurchase program is that it
reduces the flow of government sponsored housing into the

rental inventory.



PRIVATE RENTAL HOUSING

Israel has always had a small stock of market rate'régfal,
shelter that is used by various groups. Major uSersféféf |
non-residents who need a place to live for a short éiﬁé;'
Rental housing is also used by middle and upper incoméfIS?
raelis who own apartments but must move for employmentffeér
sons. A rise in divorces and separations has_addéd)féftﬂ§ v
demand for rental housing. Finally, studentsbare;piiﬁé?bc4
cupants of rental housing. o

The prospects for the rental sector improved considefébly

in 1967 with the adoption of national legisiation stating

that any new housing offered for rent would not be affeéted

by rent control. However, the absence of long-term financ-
ing over the last three decades has inhibited the construction
of new rental housing. Much of the rental housing inventory
consists of condominium apartments that are rented by indivi-
dual owners. With few exceptions, little market rate rental
housing has been built,

Private rental housing originates in a number of sources.

The housing owned (and left behind) by Israelis who leave the
country, either temporarily or permanently, is one important
source. Other rental housing is provided by families who own
more than one apartment. People will sometimes buy,additional
apartments as a first home for their children, renting,it:in
the meantime on the open market. | \

The best estimates are that between five éndkSix‘pe:cgﬁt of
Israel's housing is being offered for rent'by individua1 owners.
Rents are based upon real rather than nominal rents and the
rénts are quoted in U.S. dollars, instead of the constantly '
defiating Israel shekel. Israeli rental housing of a standard
quality now costs between $200 to $300 U.S. per month for
apartments of 800 to 1,000 square feet. It must be stressed
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that this housing has very low operating expenses, virtually no
liability costs and very often no debt service.

GOI VIEW OF RENTAIL HOUSING

The prevailing GOI policy is that rental housing has a growing
role to play in the Israeli shelter sector. The government,
prior to July 1981, demonstrated its support of rental housing
by enacting legislation to encourage the construction of rent-
al housing through tax incentives. Adopted in 1980, the law
provides that the tax on the income from rents and from the
sale of an apartment in a building where half or more of the
units are rented shall not exceed 30%.

l. PROBLEMS WITH RENTAL HOUSING

Government housing officials have clearly expressed the
view that government should not be a partner, directly or
indirectly, in market rate rental housing. The experience
with rental housing in Israel has demonstrated that regard-
less of its original purposes, government controlled rent-
al housing quickly becomes "social housing". On the more
mundane level, rental housing also poses operating prob-
lems. The following illustration shows why housing offi-
cials believe that the government should not be involved
in market rate rental housing. Recently, the Ministry

of Construction and Housing argued a case before the Is-
raeliVSupreme Court pertaining to its legal ability to
raise the rents in government owned housing. Because of
the social and political forces favoring the tenanfi‘
pressures were brought upon the Mlnlstry by other govern-
ment officials to resolve the matter before a legal de-

cision was issued.

The major problem in developlng market rate rental housing
is the lack of 1nst1tut10nal financing. For a number of




reasons, long term and even intermediate term loans are not
available within the Israeli banking system. The little
capital that is available is invested in enterprises with
higher rates of return than can be obtained from rehtal
housing. Also, local banks and other long term lenders
have no experience in taking the kind of risks that are in-
herent in financing housing. Because of the acute demand
for capital and the GOI's involvement in allocating capital,
Israel banks can almost avoid risks in lending activities.
These two factors - absence of long term capital and lack

of incentive for lenders to take risks - have combined to
prevent the emergence of meaningful lending for rental
housing.

THE PREVIOUS PLAN FOR FINANCING RENTAL HOUSING

In 1980 the Ministry of Construction and Hbusing andvthe
Minsitry of Finance offered a plan for oVercoming the capi-
tal problem and generating long term financing for rental
housing. The plan was based on the conclusion that, in
real terms, long term capital in the United States was rela-
tively inexpensive in relation to world prices and very
cheap compared to Israel's cost of capital. Capital from
the U.S. was sufficiently inexpensive so that it could be
used to finance rental housing in Israel. Capital for
rental housing would cnme from two U.S. sources. Equity
financing would be provided by U.S. investors who would
benefit from both the return on equity and the tax shelter.
(Some equity financing would also come from Israeli inves~-
tors.) Long-term capital would come from traditional long
term real estate lenders in the United States. (It should
be noted that this program was designed when long term
lenders, such as insurance companies, were still providing
customary constant payment loans for real estate develop-
ments.) |
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In order to attract institutional lenders from the U.S., the
GOI realized that significant and firm guarantees would
have to be offered. Without a strong assurance of repayment
there would be little hope of obtaining the U.S. capital at
reasonable rates. Therefore, the plan included two types

of guarantees for repaying principle and interest. The
first guarantee was to use the AID Housing Guarantce Pro-
gram. The second guarantee would be offered by the GOI.

In order to make this guarantee effective, the GOI would
offer it in the form of dollar accounts maintained by
Israeli banks in the United States. It was anticipated
that the combined guarantees - the AID HG program and GOI
escrow accounts - would assure good financial terms for
rental housing.

For two reasons this innovative financial device failed

to gain governmental approval. The failure resulted from
both a lack of understanding of the complex plan and its
political vulnerability. The plan adopted a number of U.S.
financial mechanisms and tax provisions that were gjenerally
unknown or not uanderstood in Israel. 1In order to make

the plan operable, a set of complicated institutions and
relationships were used to provide the level of assurance
that U.S. lenders would demand before making long term
capital available to Israel. Because the plan was not
readily understond; for example, the U.S. tax shelter cbn-
cept had no counterpart in Israel, the stage was set forf
its rejection on basically political grounds. |

The original sponsors of the plan were the two sons of a
major political and financial figure. As 1980 was a time
of intense political activity, prior to the national elec~
tions of 1981, the financing plan was used by one
political party against another political faction.

Much political capital was made of the fact that



the key sponsors would have much to gain if the GdI was to
approve and initiate the program. After the sponsorship
became a political issue and it was evident that the pro-
posal would be rejected on political grounds, the original
sponsors said that they would withdraw if it would help
the plan win approval. However, by the time the sponsor-
ship problem had been overcome the plan had created too
much political controversy and it was eventually set aside
by the GOI committee responsible for reviewing it.

While the program was being evaluated by the government,
Israel's largest private bank, Bank Leumi, was independently
assessing it. The Bank cnncluded that the program was sound
and could help create a capital market for rental housing

in Israel. However, this professional approval came too
late to rescue the program.

GOI officials are still searching for a way to establish
a rental housing industry in Israel. 1In fact, a market
rate rental housing program is part of the present govern-
ment's political platform. Both the present and the pre-
vious government concluded that more private rental hous-
ing would materially help reduce the national government's
participation in housing subsidies. Attempts are still
underway to obtain long term capital for rental housing.

THE CONSULTANT'S VIEW OF THE FUTURE OF RENTAL HOUSING IN ISRAEL

The assignment called for the consultant to make an independent
assessment of the prospects for rental housing in Israel in the
foreseeable future.

Housing tenure systems providing some form of family o mership
will continue to dominate Israel's housing market over the fore-
seeable future. If housing ownership in Israel has done nothing
else it has proved emphatically and beyond any doubt that home
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ownership is perhaps the best single investment for the middle
income family. So far, no other form of investment has been
as economically rewarding for the typical Israeli family

Nevertheless, it is the consultant's opinion that the embryonic
role of rental housing in Israel will expand significantly in
the next five to ten years. The economic and social conditions
which have created the present limited rental market will con-
tinue, increasing the stock of rental housing. The increased
demand for market rate rental housing will result from changes
in Israel's society and economy. As the economy expands,

more Israelis will seek greater flexibility in the location

of housing so that they can make the most of broacder work op-
portunities. As people become accustomed to more occupational
mobility there will be a concommitant demand for the flexibili-
ty of location and tenure that rental housing offers.

Social changes are also increasing the demand for rental hous-
ing. A major factor has been the shift in the social cycle
preceeding family formation. 1In the past, young people lived
with their families until it was time for the mandatory period
of military service after high school. Upon completing their
military service, most young people married and either set up
their own homes or moved in with in-laws. Until recently it
was rare for young Israelis to live independently after com-
pleting their military service. Now, young people are marrying
later and looking for an independent life style before mar-
riage. This new life style requires more rental houSing.

As in similar countries at comparable economic and social
levels, divorces and separations are becoming more common imn
the Israeli society. The higher rate of break-ups in family
units has enlarged the demand for rental housing.




It appears that two other social groups will augment the demand
for rental housing. One group is senior citizens. This grow-
ing group may want to realize the appreciation in the value of
their condominium apartment by selling it, or wish to convéy it
to their children. Rental housing may be the best economic
alternative for those older people. Another group which will
seek rental housing is composed of prosperous Israelis and
non-Israelis. Many of them will not want to buy an apartment
and will be interested in renting. '
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SITE DEVELOPHENT

A.

INTRODUCTION

A continuing concern of GOI housing policy makers is deCreasing
the costs of housing. As noted earlier in the report, signifir_
cant progress has recently been made by the Israel constrnction
and development industry in decreasing the costs of hou51ng pro-
duction. Additional savings can be expected from further 1m—
provements in construction methods.

The focus of this technical assistance assignment was on
two areas for achieving additional savings in shelter costs and
improving housing quality: site development and land marketing.

1. RELEVANCE TO THE QUALITY OF LIFE

The site development and land marketing processes profouhde
ly affect housing in a way that goes beyond costs and queiif
ty. The emerging demand for single family housing, as well
as the individual ownership of townhouses, will be seriouély
affected by site development and land marketing. The ablllty
of these two processes to respond quickly and accurately to
housing demand will directly shape the quallty of life in
Israel.

The ypolitical issue of "quality of llfe" will become more
important as both the public and government ponder the 1s-
sue of an equilibrium between in and out migration. Al-
though there are many views on this crltlcal issue, there
is fairly widespread acceptance that whether the out migra-
tion is temporary or permanent, Israel, in the last decade,
has failed to meet the expectations of some of its citizens
regarding the quality of life. A major part of the unmet
expectations revolves around housing. Therefore, the con-
nection between migration and the quality of life, as
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reflected in housing, will most likely become a major pub-
lic concern over the next few years. |

There is, as suggested earlier, an increasing public aware-
ness and interest in lower density housing joined with fee
simple ownership. This growing interest and the resulting
increased demand will be expressed in all facets of the
site development process.

IMPORTANCE OF SECOND COSTS

A key area of interest is the cost of site development., At
present, the understanding of site development in Israel em-
braces only "first costs". Site development also entails a
"second cost", which while not evident in its consequences,
deserves equal attention. "Second costs" - the costs of
operating, maintaining and replacing the infrastructure -
may well be more significant over the long run than first
costs.

Principally because the GOI has had to satisfy the tremendous
immediate demands created by migration and defense, it

has found it very difficult to look at investment from other
than a first cost perspective. However, the economic effects
of second costs are bound to become more important over time.
A good example of this situation is Israel's inter-~urban
highway system, whose operating and maintenance costs are
rivaling investment in new roads.

RELATIONSHIP TO MUNICIPAL GOVERNMENT ACTIVITIES

What makes the issue of second costs especially critical is
the fact that during its first 30 years Israel has been un-
able to develop economically strong municipalities. 1Israel's
municipalities, with their limited budgetary resources, re-
ceive the site and infrastructure improvements. To expect
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the municipalities, with their restricted economic resources,
to operate, maintain and replace the infrastructure system
is to invite serious future consequences. Because of its
hidden nature and the large sums involved, the issue of
second costs will emerge in the foresezable future as a
major economic and political issue for the GOI and the
municipalities. In reviewing this report, GOI off1c1als and
other parties should be especially sensitive to both the ;
first and second costs associated with the high. standards

of site development that are employed in Israel.

THE HIGH QUALITY DESIGN STANDARDS FOR SITE DEVELOPMENT AND

CONSTRUCTION

Thne quality of site development in Israel is relatively,highér,
in terms of standards and quality, wchan typical higher income.

housing in the United States. The factors which have led to
the standards and practices that are used in urban site devel-

opment can be described as follows:

l.

THE ADOPTION OF STANDARDS AND PRACTICES USED IN THE UNITED
STATES AND CANADA

Most site development standards now used in the United States
and Canada were instituted in the 1950s and 1960s when eco-
nomic expectations were rising and there was an unlimited
role for the private automobile. What was not recognized
when these standards were transferred from one country to
another was that, in part, a nation's site development stan-
dards not only embody a technical solution but reflect its
level of economic development. The American and Canadian
standards that were adopted by Israel were based upon a

per capita GNP three or four times the Israeli level.
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RAIS INGSITE DEVELOPMENT STANDARDS 4,

_When the standards and practlces were translated from v‘

English to Hebrew two dec151ons were made which general-'

- ly- raised them. Flrst, in translating numerical

dimensions from the United States measuring system to Is-‘
rea11 metrics the odd fraction or remainder was usually
rounded up to the nearest whole number. For example, an
11 foot wide causeway is equal to 3.3528 meters. ‘However,
in the process of rounding and making an even number, 11
feet became 3.40 meters, adding some 1.8 inches to the
width of the causeway. Multiplying the seemingly insig-
nificant 1.8 inches by hundreds of kilometers of roads in-
volves a lot of additional concrete. Secondly, when two
standards were available the higher standard was usually
selected. The rationale for this choice was "rather safe
than sorrxy".

In Israel development standards are adopted at a national
level. For various reasons Israel never developed a dual
syefem of local and national standards. In the United States
local standards reflect local conditions and usually the

limits of local economic resources. Thus, the standards
““used for Israel's excellent new inter-urban highway systems

'-*lare directly applied to local streets. Often the much

"thgher national standards have little relevance to local
“‘condltlons. : B O

. THE EPFET OF HIGHER STANDARDS OY COST

:“1rTheneombination of Israel's Ve:y repid development process,
. which absorbed the nation's human resources in key techni-

~ cal fields, and the limited technical manpower prevented
‘Israel from either creating its own development standards
or evaluating those which it indiscriminately adopted. The
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1nab111ty to evaluate the appllcablllty of forelgn standards
has created a number of problems. '

Outside standards are usually only partially appliceble to
Israel. However, in practice, the sténdards are adopted in
full rather than only the element‘which may be appropriate
to the Israeli situation. The follow1ng is an example of
this practice. When underground telephone lines are in-
stalled, U.S. engineering standards provide, at best, for
telephone junction and splicing enclosures appropriately
spaced throughout new residential development. These en-
closures are fairly massive structures; the outside dimen-
sions are on the order of 10 feet high, 4 feet wide and 8
feet deep. Wall thickness is between one half to a full
foot. The entire structure is formed in place from rein-
forced concrete and costs about $2,000, ‘

The general dimensions of these underground enclosures are
predicated upon their serving a large number of telephone
lines. A typical U.S. telephone splicing enclosure may'have
a bank of four to six major distribution lines entering the
box with each line containing 12 conduits. Each conduit, in
turn, carries hundreds of individual telephone lines. Al-
though telephone enclosures built to U.S. standards are used
in Israel, the number of telephone lines to be accommoda-
ted will most likely be only a small fraction of the num-
ber of lines that will use the enclosure in the Uu.s. The
remaining capacity of the Israeli telephone enclosure w1ll,
in all likelihood, never be needed. ‘ o

This example illustrates how a perfectly sound U S.kstandard,

uncritically transferred to another context, results 1n'ex-
cessive or uneconomical site development. i
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THE ORIGINS OF ISRAEL'S DEVELOPMENT STANDARDS

Israel's history has strongly affected the adoption and
utilization of very high residential site development stan-
dards. During.the initial period of urban developmer t
local planners and policy makers did not emphasize high
standards for new infrastructure. Because of the flood

of immigrants virtually all available resources - human,
economic and physical - were used to meet immediate housing
needs. Where possible, all infrastructure elements were
built to the lowest possible standard. What was not ab?
solutely essential was not built. For example, a threev
meter wide road was considered sufficient for two ianésgpf
traffic. It was assumed that the little parking that ﬁds
needed could be handled off the undersized roadwayfon'the
dirt surface. .

In the late 1950s a series of events occurred which éhanged
the policy of low development standards. To a signifiCant
degree, this shift is responsible for the very rapid rise

in Israel's development standards. 1In theylate.iQSOS dis-
satisfaction and unrest surfaced in a number of new towns
and areas where new immigrants were settling. The newcomers
in the immigrant areas made an issue of the difference in
physical quality between their new neighborhoods and the
older neighborhoods inhabited by veteran Israelis. Many

of their complaints dealt with the urban infrastructure, or
the lack of it. Because of climatic conditions, differences
in the infrastructure had fairly severe effects on the ,
people who lived in the new settlements. Durihg the winter
months the lack of adequate paving, storm drainage and land-
scaping could turn them into quagmires. During the summer
the lack of landscaping turned them into dust bowls., Mini-

-mal_Wa;er and waste systems.ofteh}failed, creating health
- hazards. . |
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The political cry was raised that the government, in building
the new towns and the new neighborhoods, was treating the
newcomers as second class citizens. Since many of the immi-
grants were from a different ethnic group than the veteran
Israelis, the political aspects of the immigrants' complaints
struck a responsive cord.

In addition, Israel has always been sensitive to the pleas
and demands of its newcomers. The unrest and disturbances

of the late 1950s brought about a quick and dramatic change
in national policy. As the demand for higher quality infra-
structure coincided with a decline in immigration, and

hence housing production, both the technical and productive
resources required to provide infrastructure of higher quali-
ty were available.

The then director of the new Housing Ministry adopted a
policy that called for a complete range of infrastructure
elements in all new neighborhoods. The government decided
that the pioneering environment which many veteran Israelis
had endured should no longer be imposed upon immigrants.
Once the shift in policy had occurred the pendulum swung in
the other direction. Since the 1960s a high quality and
often elaborate system of urban or suburban infrastructﬁre
is a hallmark of Israeli housing development.

Today, the consequences of this change can best be Qéen in

a new community under construction. The entire site is often
improved, including sidewalks on the side of the street where
housing has not yet been built, and a full road system where

development has not yet occurred.

Another important aspect of Israel's approach to infrastruc-
ture is the concern with the protection of life. Israel
will spend whatever is necessary to insure that it was not
the absence of bricks or mortar that caused an~undue loss



of life. The outstanding example of this policy is the re-
quirement that virtually every residential structure in cer-
tain areas contain a bomb shelter, regardless of the cost.
Another example is in the design standards for local high-
ways. 1In a country with a fairly hilly or steep topography
in some places, U.S. sight distances, elevations and other
highway standards are used even though the costs are very
high and traffic volumes much lower. The assumption is that
these high standards are justified to protect life.

THE LACK OF LOCAL DEVELOPMENT CONTROLS AND THE APPLICATION OF
NATIONAL STANDARDS

In adopting foreign development standards, Israel did not accept
all aspects of the approval system that is used to apply the
standards. To a significant degree, the final outcome of the
development process in the U.S. is the product of tacitly ac-
cepted national 3tandards as well as strong local municipal re-
view, approval and supervision. When necessary, local municipal
procedures embodying site plan review, subdivision approval and
use variances are used to modify national standards. 1In both
the U.S. and Canada national and local levels of government
shape the standards as well as their application to development
situations. The effect of infrastructure standards on costs is,
in part, determined by the interaction of these two practices.

1. LACK OF LOCAL RESOURCES

Israel's site development process does not involve effective
ecbhomic analysis procedures. Evaluating a site design, whe-
ther for a town or a neighborhood, in terms of economic al-
'ternatiVes, is not part of Israeli design or development
practice. Very few of the officials or designers who are
involved in the site design process have had academic or

* practical training in cost-benefit analysis or cost controls.
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Even if the profe851ona1 techniques for an economic analysis
of the de51gn process were available, there is often

little incentive to apply them. Over the last decade, most
major urban projects undertaken by the GOI have been directed
at communities inr and around the Jerusalem area, the exist-
ing development towns and new settlements across the "green
line". For reasons of political policy these projects have |
generally been built with a predetermined budget and in re-
sponse to a political need, rather than with a productidn
program defined by the economic reality of consumer demand.

THE ABSENCE OF A DEVELOPMENT EXPERIENCE

Perhaps the most unusual factor contributing to site design
practice in Israel is the absence of a significant development
history. From any perspective, Israel has had an exceedingly
short modern development period, embracing about sixty years.
Israel's concentration on production rather than on operation
and maintenance stems from its abbreviated development history.
In order to maintain a balanced approach between production
and preservation, Israel will need to assimilate the effects
of time and use on development. .

Israel's first period of development started after World War I
and ended in 1939. Since this period occurred under the Bri-
tish mandate, its development consequences are seen by Israelis
as belonging to another generation. The public and private im-
provements that were built during the mandate are often viewed
in terms of who built them, rather than as 1nsta11at10ns requlr-
ing upkeep and replacement.

After World War II, right after the State was founded and up to
about the early 1960s, development qualities and standards were
not emphasized. The Israelis have been building a modern infra-
structure only since the early 1960s. Considering the life span
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of typical urban improvements Israel has barely .reached the
half-way mark. Until recently, Israeli officials and engineers
have not had to contend with an aging infrastructure.

l. THE EXAMPLE OF HIGHWAY DEVELOPMENT

Because of their lack of experience with the long-term eco-
nomic results of development, the adninistrators who are
responsible for Israel's development programs and policies
cannot fully appreciate the significance of the second costs
of development. The absence of this kind of experience can
best be understood by examining road construction between
Tel Aviv and Jerusalem. Until 1967, the auto trip between
Tel Aviv and Jerusalem road was a two hour, hair-raising
ride on a road built between 1948 and 1950, Before it be-
came asolutely necessary to fully rebuild the road because
of increasing traffic and use by trucks, various sections
were replaced, starting in 1970 with a road built to the
standard of a U.S. interstate highway. With this road

the trip can be made in one hour. 1In response to the need
to replace the earlier road, virtually the entire main
highway between Jerusalem and Tel Aviv has been rebuilt over
the last decade. Other national roads, such as the'Tel o
Aviv-Haifa road, have undergone the same sequence of events.

Until recently Israeli highway planners and other develep¥
ment officials viewed the national highwey system as'primar-
ily a construction program., Maintenance and upkeep and
eventual rebuilding were not 1mportant factors 1n the de51gn
program. ' S

2. CONCENTRATION OF FIRST COSTS
While the’national highway system is only one example, the

'inewness of Israel's infrastructure, be it local roads or
'banltary sewer plants, has focused attentlon on the productlon
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and first cost of the system, rather than on its "life
cycle" costs. The first consequence of this outlook is é
preoccupation with initial design rather than the long-
term costs of maintenance and operation. The second con-
sequence is that life cycle costs have not, as a practical
matter, been incorporated into many aspects of Israeli
life. The third consequence of a brief development history
and a lack of experience with long-term costs is that there
has been virtually no understanding of the economic 1mp11-
cations of high infrastructure standards.

SITE DEVELOPMENT STANDARDS AT THE PROJECT LEVEL

Although there are national standards for urban infrastructure}
there is no site plan review procedure in Israel. Local site
development standards or subdivision regulations consist of a
combination of standards. 1In the process of translating the
national standards into actual engineering drawings, several
factors, the most important of which is the lack of local regu-
lations and municipal supervision, act to raise the cost of
development. ILocal or municipal review is often lacking and
municipal supervision over development is often not exercised.
As a consequence, project engineers and architects must use
their own judgement on many aspects of the design. Not only
may national standards be lacking, but guidance is not usually
available from a local planning board or municipal engineer.,
Hence, the designer or englneer has to make decisions on thew
detalls of the particular des;gn, relying upon his experlencé
and training. ' '
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PROFESSIONAL PRACTICE AND DESIGN STANDARDS

In this flexible situation there is an incentive for Israeli

engineers and architects to use higher rather than lower
standards. Use of the highest possible and practical
standards for a particular project protects the profes-
sional reputation of the engineers. Because Israel is a
small country and most people who work in development know
each other, there is a strong incentive to avoid technical
mistakes. When a professional mistake in site davelopment
occurs in the U.S. its direct effect upon the responsible
professional is softened by the sheer size and complexity
of the market for professional services in the U.S., as
well as the availability of professional insurance.

It is very important to all parties that, insofar as.pos-
sible, there be no economic losses to overcome because

o.. design mistakes. Since the costs of mistakes or design
errors cannot be passed on to other parties, the chance

of errors is minimized by using high standards for ini-
tial development.

EFFECT OF DESIGN STANDARDS ON CONSTRUCTION PRACTICES-

To avoid costly errors and mlstakes, Israeli profe551onal

kpractlce provides for a sufficient safety factor: to. 1nsure

that there will be no technical or constructlon problem._ 
ThlS 1mportant point was illustrated by an engineer: w1th
the follow1ng example.
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Local engineers are aware that a four-inch diameter local
sanitary sewer line with a 1% gradient would normally be
adequate for a typical residential building with 24 units.
However, recognizing that problems may arise from either a
lack of site supervision or improper construction methods,
local engineers will recommend a six-inch diameter line
with a 2% gradient. The consequences of these seemingly
small safety factors on total site development costs are
fairly severe. First, installation of a six inch line can
raise piping costs by 30% to 40%. More important, changing
the gradient from 1% to 2% can more than double the cost
of the earth work required to install the sanitary system.

The site engineer's design work reflects the limitations

of the building contractor. The site designer recognizes
that on-site supervision and attention to detail by the
labor force are significant problems for most site contrac-
tors. To insure that the site infrastructure will in fact
work, the site designer compensates for the limitations of
the construction process by over-designing the project's
infrastructure.
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VI. LAND MARKETING

A,

INTRODUCTION

Because of Israel's unique land tenure circumstances*, a large
part of the nation's site development and design process is not
integrated with the residential construction process.

Current GOI housing policy is directed at Creating'a building
industry that will be responsive to market forces. Much has
been achieved in aligning the housing industry with market forces,
as shown by the increasing cost-effectiveness of the housing in-
dustry. However, under current development practices the build-
ing industry can only produce about two-thirds of the product -
namely the building. A different industry, operating under
other circumstances and economic conditions, produces the other
third, the residential site.

While government sponsored housing now represents only one-third
of total housing production, government sponsored site davelop-
ment probably accounts for about 90% of all building site acti-

vity. The remaining 10% occurs on "privately owned" land.

Most of the "private" development is on a very small scale since
very few large "privately owned" parcels are available for
development. '

HISTORICAL BACKGROUND

Control over national land is vested with a gquasi-autonomous

: aQénCY, the Israel Land Authority (ILA). The ILA has its roots

in.the origine of the State. 1In 1901, the Kerem Kayemet Leyis-
rael (KKL), The Jewish National Fund, was established by the

*  When Israel was estahlished in 1948 about 92% of its original land

area became government-owned.

The other 8% which was privately owned

has, by and large, been consumed in the development of the Tel Aviv
metropolitan area, Haifa, Jerusalem and a few other older towns.
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Zionist Congress to implement its settlement policy. The KKL
solicited funds from Jews all over the world and began buying
land from Turkish and Arab landowners. The land was then closed
to early settlers who established the Second Aliya, the name
given to the immigration starting about 1890. When the Jewish
Agency became the informal government of the Jewish area of
Palestine the KKL became the land developer of the Zionist
movement. With the establishment of the State in 1948 it was
essential to retain the knowledge and structure of the KKL.
Since the KKL was an operating institution with almost 50 years
of experience, the GOI turned over to it virtually all functions
concerning the ownership, management and use of government land.
The Israel Land Authority evolved from this arrangement.

Today the ILA is controlled by two ministries: the Ministry of
Finance (MOF) and the Ministry of Construction and Housing (MCOH).
Traditionally, the Minister of the MOF is the chairperson of

the ILA. Because of their mutual responsibility for the coun-
try's land, the ILA and the MOH have a very close relationship.

APPROACH TO LAND MARKETING

Virtually all the land that is now being used for new,cbmmﬁnities
is developed through the joint efforts of the ILA and the MOH,

a mutual responsibility that will increase in the immediate fu-
ture. Presently, new growth is being carried out by opening up
major new sites in undeveloped areas. The remaining in-fill
development is confined to the older developed communities in
the central coastal plains area. New development is increasing-
ly being focused on the hills area north and south of Jerusalem.
In the future, the government will dominate the site development
process.to the west of Jerusalem and east of Lod. Private

land development will become insignificant compared to govern-
ment sponsored development.
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The ILA uses a number of methods to provide land for community
development. Its most recent approach has been to rely on an
independent land development company. The first of these com-
panies is ARIM. The ILA leases land to ARIM, which plans, de-
signs and constructs the housing. When the land is ready for
use ARIM acts as sales agent for the ILA. The choice of fee
simple ownership or long-term lease is decided between the ILA
and the buyer. While the role of ARIM is growing, most land
development programs are still carried out directly by the ILA.
Regardless of the particular. method, each system 1nvolves the
ILA as both owner and developer.

SITE DESIGN

Three principal approaches are used in general sité design.

In some situations the ILA undertakes the design using "in-house"
professionals. A second. method is to employ consulting engin-
eers and architects. A third method is for the process to be
carried to the MOH, which retains an outside architect for the
general site design.

In virtually all urban situations the improvements are~in$£ailed
by private contractors and sub-contractors. 1On’a’rural'dévelbp-
ment project the work may be done by the contracting arm of th-
ILA. Insofar as is known, State-owned land which is made avail-
able for development is designed and improved by government or
quasi-public agencies. Except for the exceptional private par-
cel, a residential developer can obtain only improved land for
building. |

A major difference both in the process and its economlc 1mpact

is the inability of the Israel developer (certainly on all large
projects) to control site design, engineering and construction.
Di?ision of the development process into two stages, undertaken
by different parties, results in significantly higher housing
costs,
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ECONOMIC EFFECT

Once the improvements are complete the land and improvements
are made available to a residential developer. As there are no
other alternatives or land supplies available, the housing de-
veloper must pass on the costs of site development directly to
the consumer. This situation has been accepted by the various
participants in the development process.

A second economic effect of the government sponsorship of devel-
opment has been the perception of a shortage\of‘land for resi-
dential development. This perceived land shortage has a number
of economic effects. The single most important one is the cre-
ation of abnormally high laﬁd costs in private sector and, in-
directly, in the public sector housing. The relationship be-
tween the limitation on the land available for development and
the price of housing is described more fully in other parts of
this report.

Another related economic effect is that the perceived shortage
of land tends to hide the true cost of development within thé
total package. Because land islsb costly in Israel, the various
components which give rise to the high costs become obscured in
the total figure. 1If the operation and costs of the development
processes were truly separated, more public attention could be
focused on the costs of development. Once the costs and the
basis for these costs are understood, there would be an incen-
tive for the consumer and other participants in the housing
development process to focus on costs. However, under the pre-~
sent conditions of perceived land shortages that type of mar-
ket interaction is unlikely to occur.
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VII,

RECOMMENDATIONS

Ao“

'REDUCING CONSTRUCTION COSTS

bi;a

‘lNTRODUCTION

' ’Slgnlflcant cost reductlons have already been reallzed 1n

\‘Israel's building industry. The framework for atta1n1ng

fJ;AN_ADEQuATEQSUBPLxVOF;APPRQVED LANDg

improved additional sav1ngs 1s already 1n place._ Cost :
reductions based on 1mproved bulldlng methods Wlll contin-i

~ue as the residential building- 1ndustry is reorganlzedflntc
_more eff1c1ent producers.

»;The 'GOI should be concerned that the current downturn 1n
phou51ng demand does not have a crippling effect on the 1n-
fdustry. If the new group of Israeli builders were to go..
lout of bu51ness the process of reducing housing costs: would
fsuffer a severe setback o

*As suggested elsewhere 1n thlS report, there 1s a grow1ngy

| j,market for low den51ty hou51ng. As' the demand for trad1-.
*ﬂtional "shlkun' housing contracts, th;s new popular style_

*of hou51ng will become an important source of work for. the

fifbulldlng industry. Obviously, the building industry needs
" land for both traditional and new style housing. One of

. the major impediments in the development cycle is the ap-
g _;proval process‘for land subdivisions and site plans. The
- limited planning and review resources at the local level
‘fv.mean that design and de51gn rev1ew 1s conducted at the

iinatlonal level. Consequently,»the pre-development stage lﬂ

7ﬂfgcan be very protrac‘*d
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INCREASED ACCESS TO CAPITAL FOR INTERIM FINANCING

The Israeli bujlding industry has no access to "real" interim
financing. The limited advances made,by“the MOCH are not
enough to pay for construction. Most of the MOCH's construc-
tion advance is needed to pay for land and site improvements.
In order to complete projects contractors count on selling
their apartments in advance. While this system rewards the
efficient builder, it does not provide an economic "cushion"
in the event of an adverse change in market conditions. For
local builders to continue they will need fiscal as well as
building skills., As one builder told this consultant,

"your bookkeepers are more important than your foremen", in-
dicating that maintaining a cash flow was more important than
an efficient production process. The Israeli building indus-
try needs interim financing to operate in a businesslike
manner and to survive slow periods. '

INTEGRATING RESIDENTIAL CONSTRUCTION WITH SITE DESIGN AND
CONSTRUCTION :

One of the major areas where costs can be‘reduéed is by im-
proving the development process prior to construction. Un-
der the present system of development, the developer obtains
an improved site from the GOI. As the land and its improve-
ments account for 25% and 35% of total development costs,

a large portion of the price paid by the consumer is deter-
mined not by the builder/developer but by government aﬁdv'
quasi-public agencies.

Because the site work is done mainly by the government’ex—
géssive costs tend to be'built into the process. When the
government housing was building itself the process was in-
efficiént{ However, when the private sector became respon-
siblé for building, cbéts were reduced significantly. Since
the GOI's marketing process emphasizes price and marketing,
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the private sector should be able to reduce costs if it is

responsible for land development. Because the concern with
costs in land development has been limited until now, there
should be ample opportunities for reducing them.

5. SHORTEN THE APPROVAL PROCESS FOR SITE PLANS AND LAND SUB-
DIVISION

Obtaining approvals is a time consumning aspect of land de-
velopment in Israel, Obtaining approvals for an uncompli-
cated government sponsored project can take a year to a
year-and-a-half. A complicated matter, say involving plan-
ning for a new neighborhood, can take three years. The
reasons are interwoven with town planning law, the three
tiered approval process. the lack of qualified personnel
and traditional Israeli politics. The GOI has established
a special committee, the "Barsela" committee, to resolve
the problem of development approvals.

In many U.S. Jurlsdlctlons thn approval process has been
rationalized. Thus, some form of U S, -GOI technlcal a351s-
tance could transfer U.s. knowledge and experlence to Israel *

The lengthy and complicated apprOval‘procedure effects con-
struction costs directly and indirectly. The direct costs
are in the manpower that is required to obtain the approvals.
As in some U.S. municipal jurisdictions, specialized profes-
sionals expedite the complicated and time consuming approval
process. This unnecessary cost could be eliminated by reduc-
ing the uncertainty of the process and normalizing the steps.
More significant than the additional labor costs are the
indirect or hidden costs of a long approval procedure. Pro-

- jects that experience long delays in obtaining approvals
represent unused resources. Projects are conceived and

- designed to meet a specific demand; the longer therelapsea

Professor Charles M. Harr, an AID consultant, dld some work 1n thlS
area for the city of Jerusalem in 1981. IR - :
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time between conception and completion the greater are the
chances that it will not fulflll its goals.f

LAND MARKETING

The pricing, marketing and distribution of land will become &
major problem during the 1980s. Overlthe last two decades land
marketing was fairly simple. Much of the land needed for growth
was obtained by "filling-in" communities that had been started
in the 1950s. Because of the compact character of Israeli hous-
ing, not much land was needed for growth. Finally, land costs
were predetermined by the government. These conditions have

now changed. As Israel shifts its housing preferences, as the
ILA changes its land pricing policy and as new areas are needed
for growth all facets of land marketing will become more diffi-
cult.

1. LAND PRICES

The land prices set by the ILA now reflect its value at
full development as well as its highest value under a par-
ticular scheme. The result is that the cost of government
owned land is now a large share of the ultimate price of
housing. Over the short-term, land prices will begin, or
have already begun, to eliminate certain income groups from
the new housing market. From a social planning point of
view the emergence of economic distinctions in new nelgh-
borhoods based on land prices could be undesirable. '

Until the early 1970s, artificially low land values repreu
sented a hidden sub51dy to government a551sted bu1ld1ng.v‘
In the early 1970s AID recommended that the price of land
‘used for GOI sponsored development bear some relatlonship
to real values. This report does not recommend that the
,~greal pricing of land be abandoned " but that the ba51s of
v'the pricing system be reviewed. '
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Land for deVélopment has always been scarce. Because of the
scarcity the limited quantity of land available for new con-
struction has always been very expensive, exerting an upward
pressure on housing costs, Whereas in the U.S. improved
land may represent 20% of total housing costs, in Israel it
may account for as much as 50%. These cost relationships
have a direct impact on the ILA's land marketing practices,
which use market prices to determine the value of land for
development.

A broader view of land availability and values in Israel is
that there is not a shortage of land, now or in the foresee-
able future. Until now, Israel's development process has
been conservative in its consumption of land. Tel Aviv has
been developed at a gross density of 24 persons per acre.*
Haifa's density is six persons per acre. The old community
of Petah Tigwa near Tel Aviv has a density of about 4.0 per-
sons per acre.

Israel's future land needs will be related to the demand for
housing. For the foreseeable future, immigration and new
family formation will require 15,000 to 20,000 newjhéusing
units per year. Replacement of substandard hdusing will
require an additional 15,000 units. Thus, over the next
decade, Israel will need land for 300,000 to 350,000 dwel-
ling units.

It is assumed that the new housing will be less dense than
the old settlements. A mixture of low and conventional den-
sities will yield a net residential density of eight dwel-
lings per acre and a gross density of about 5.0 units per
acre. About one-quarter of the growth will probably be in-
fill and the remdining three-quarters will require new

Gross density is used to connote all land uses, circulation, and
internal open space. In gross density terms residential density -
would be approximately 36 persons per acre, or about 10 dwellings
per acre. '
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land. At the above densities, between 180 to 190 square
kilometers of land will be consumed over the next 10 years,*
This is less than 0.01 percent of the total land areavwithin
the 1949 armistice line.

Based on this quick analysis, there is a reasonable expecta-
tion that Israel can meet its future land needs without an
undue consumption of the supply of land. If land will not
be a scarce commodity in the future it is appropriate to re-
evaluate the methods that are used to set land prices.

In reviewing the pricing policy for land, special attention
should be given to the relatipnship petween land values, as
determined by government, and the general quality of life in
Israel. As noted earlier, satisfaction with the quality of
life in Israel may, in a significant manner, be determined
by the quality of housing. Emerging trends strongly suggest
that lower density housing has enhanced the quality of life.
Unless land pricing policies are modified so that lower den-
sity housing will be economically feasible and to reflect
the fact that land is not scarce, the housing typé popularly
associated with a higher standard of 11v1ng will be avallable

only to the well-to-do.

Low Estimate

Total new dwellings, 1982-1992
Gross density
Acreage required

247.1 acres equal one square kilometer

New land @ 75% of total
Total land area, Israel
181 — 20,325

High Estimate

Total new dwellings, 1982- 1992
Gross density S
Acreage required

247.1 acres equal one square kllometer '

New land @ 75% of total
Total land area, Israel
212 - 20,325
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300,000 D.U.

. 5.0°D.U./acre
60, 000 acres

242 sq. kilometers

181 sq. kilometers

20,325 kilometers

- 0.0089 percent

350,000 D.U.

5.0 D.U./acre
70,000 acres

283 sg. kilometers
212 sq. kilometers
20,325 kilometers
0.0014 percent



'LAND AVAILABILITY

Normally,‘land‘prices determine the availability of land.
This is not the case in Israel, where major administrative
efforts are required to make land available for development.
The key steps in the process can be outlined. Before land
becomes available for urban purposes it has to be agreed
that it is not needed or suited for agriculture. If the
land is to be used for a development project an outline
scheme has to be prepared and approved. Then, the land has
to be surveyed and then plotted. Land ownership in Israel
is in large part based on the Ottoman Empire, the British
Mandate and local village customs. Land subdivision pro-
cess is a very time consuming procedure. Once parcellation
is complete, land values must then be determined by an under-
staffed corps of qualified land appraisers. In sum, the |
present system that is used by the ILA to allocate land
cannot readily be expanded. An adequate and tlmely supply
of land is an absolute necessity if the GOI is to respond
to the shift in housing preferences. ‘ ‘

C. SITE DEVELOPMENT

l.

INTRODUCTION

Improvements in the site development process can appreciably
affect future housing costs. Next to land costs, reducing
the expense of site development will have the greatest ef-
fect on long and short term shelter costs. One difficulty
in making site development more economical is insuring that

kthe so-called "second costs" or operating costs of the 1n-

frastructure are not sacrified to reductions in flrst or

‘ or1g1nal construction costs.

fﬂ}Over the past three years, the GOI and the ILA have started
:‘to explore new’ ways of produc1ng and market:ngilmproved land
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for the private and the government-assisted housing markets.
To date the ARIM experience in development and marketing has
apparently been a success. This consultant is of the opinion
that the ARIM approach is one answer to the land development
problem. However, unless some competing operations are es-
tablished, the intermediate outlook is that ARIM will lose
its innovative approach and leadership and become less
effective.

REVIEW PHYSICAL DESIGN STANDARDS

As suggested in the preceding chapter, .a numbgr of factors
have contributed to Israel's high site design and engineer-
ing standards. Significant long term cost savings should
be possible in this area, both in respect to the national
development budget and the budget for individual projects.
If the existing design standards for site development were
critically reviewed measurable savings could undoubtedly
be achieved.

A key step would be to see if new, reduced design standards
could be introduced. As noted, some of Israel's standards
were adopted when costs were not as important as they are
now. This situation has changed, not only in Israel but in
other developed countries. Cars now are supposed to go at
55 MPH, not 65 MPH and the size of the parking stall for
that car has shrunk by 15%. Additionally, Israel now has
the engineering talent to devise standards reflecting its
experience and needs. By reviewing standards from an Is-
raeli perspective using experienced Israeli engineers, it

~'should be possible to reduce them without sacrlflclng es-

sential safety and quality.

' - Because Israeli development has been characterized by rapid

‘*5ngowth, the normal procedure is to: de51gn and construct the

total infrastructure for a pro:ect at the beglnnlng. A" _
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good example of this practice is the new town of Arad
Arad was started in 1964, and by 1981 it had about 12 000
inhabitants. Along the outeredge of this small new_town
is a four lane highway with a median strip. When built in
the early 1970s this road probably cost'SlOO per linear
foot. This local arterial road can handle the traffic
generated by a town of 50,000 to 100,000 people. Even‘
though a road of this scale is not likely to be needed in
Arad for decades, if ever, a lot of money was spent to
built it., Similar examples are common in other‘parts of
the country where major new government projects are be1ng
built.* ' '

The Israeli development process needs a means for assuring
that only that portion of the infrastructure which will
actually be needed in the foreseeable future is built.

As noted, design standards were often "rounded up" when
they were converted from U.S. measurements to the metric
system. Hence, another goal in the review and revision
of development standards is to "“round down" the standards
if they were originally "rounded up".

3. INCREASE THE EFFECTIVENESS OF THE LQCAL,..APPRovA_L :1>Ro¢ggss':"

The process of reviewing and approv1ng development plans
affects the site development process 1n a number of ways.
The following recommendatlons are intended to improve the
interaction between the plannlng and local approval of
projects.

One important problem affectingfsite development in the
time required for plans to go through the different stages

"There-may be another explanation for the road in Arad. Government
planners may fear that they will be unable to obtain funds to enlarge
a facility in the future. Rather than risk an insufficient facility,

they will build it all now, if funds are available.
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of certification and approval. Thls oroblem is most serious
in localities where qualified englneerlng personnel are not
available. Since the shortage of qualified municipal engi-
neers is likely to continue, alternative methods for re-
viewing development plans should be considered. Municipali-
ties which do not have or cannot support qualified review
staff should receive professional help at the regional
level. Regional authorities, with their broader base, could
review the development plans on behalf of the localities.

A regional technical review has two advantages. First, the
broader scope for professional work at the regional level
should attract better qualified personnel. Second, a region-
al authority would have a broader revenue base for retain-
ing qualified personnel. '

Another possible approach would be to use an engineer, or a
small group of engineers, to serve a cluster of towns. By |
rotating professional seniors among a number of communities,
the advantages of the regional approach could be obtained.
However, each municipality would still retain direct Jurls-
diction over the review process.

Israeli planning authorities may also want to consider using
the waiver system for local approvals. 1In this system plans
are automatically approved for further processing if no
action is taken within a specified period. 1In U.S. approval
procedures waivers are granted in thirty, sixty or ninety
days, depending on the importance and scope of the review
subject to the waiver. By introducing fixed time periods,
professional manpower can be devoted to important proposals
or those which require a formal review for engineering
reasons having to do with health, welfare and safety.

‘Another modlflcatlon 1s to comblne walvers w1th profe531onal
certiflcatlon. ThlS system allows archltects and englneers
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witl, professional standing and adequate insurance to simply
state, through a certificate, that all local requirements
for specific submissions are fully and completely satisfied.
If a problem occurs, the professional who issued the certi-
fication has acknowledged his liability and is held account-
able.

If the developers/builders enlarge their role iﬁvthe design
and engineering of site development, there will be‘more
pressure to reduce the standards in particular situations.
Where appropraite, it would be desirable for local reviewing
authorities to allow standards to be reduced to economize
on development costs. While the U.S. development practice
is certainly not an absolute model for other countries, it
is worth noting that the "variance" procedure has been used
for more than fifty years as a response to unusual site
conditions. However, the process by which such changes are
allowed gives substantial latitude to local administrators.
As it has emerged, the municipal approval process in the
U.S. allows the standards to change while protecting the
public health, safety and welfare.

As the need for greater flexibility in local site plannlng
becomes apparent, Israeli plannlng authorities may want to

take advantage of the U.S. experience. Since varlance pro-
cedure legal cases are of significant importance ih Amerioan
practice, there is ample and detailed 11terature and case
law on the subject. '

INTEGRATION OF DETAILED SITE DESIGN, ENGINEERING AND CONSTRUC-
TION WITH RESIDENTIAL DEVELOPMENT AND MARKETING R

-rRecent innovations in residential development in Israel

\ ‘have exposed developers/builders to a growing and wider

'5?A:ange of market considerations. These innovations have
formed the basis for fundamental improvements in residenﬁial
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construction, which are be1ng expressed in reduced con-
struction costs.

This consultant believes that further .economic improvements -
in the building industry can be achieved by expanding the
process of residential production to embrace all aspects

of site development. Unless site design, engineering and
site construction are exposed to the reality of the market-
place there will always be a built-in lag in the perform-
ance of the construction industry in the development process.
The integration of site development and residential construc-
tion should start at the design phase. Presently, the local
authorities, or the MOCH, prepare the detailed site plan"
for individual projects. The site plan will not be done by
the same architect who designs the building. Hence, a

major tochnical obstacle is the coordination between the
site plan architect and the building architect. This can
cause major problems in fitting the buildings designed by
one architect into a subdivision pattern and street system
laid out by another architect.

Detailed site planning should be carried out by one group

of designers working for the developer. The developer, who
has to market the housing, has the greatest interest in.
achieving a marketable and economical product. Close co-
ordination between building design and the other elements

of a site plan can only be achieved economically when it is
done by the same people. The developer;is also in thelbest
position to transfer the lesSons.from one project tec another.

*betailed pians are the principal means - useddby‘the"GOIntor
con+rol subdivisions, coordinate progect elements and 1mple-
ment national planning standards.* If detalled 51te plannlng

The Israeli planning system contains certain nationwide standards,
such as reservations for open space, locatlon of schools and road
dimensions.
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were added to the developer's responsibilities, other proce-
dures would have to be used to obtain the necessary govern-
ment participation in the planning process. This could be
done by adopting subdivision and planning standards and
using a "general" plan approach for coordinating and imple-
menting national planning standards. z

Here again, Israel may find the U.S. and Canadian experience
and practice helpful. U.S. planners have developed a fairly
effective method for coordinating and directing new residen-
tial development. This system was widely used during the
decades of intense growth between 1950 and 1970. Where
qualified personnel are committed to this approach it has
generally worked well. Now that the pace of residential
development 'in Israel is moderating, U.S. methods of plan-
ning may be applicable. The U.S. planning system referfed
to above consists of three main parts.

a. Subdivision Regulaticn

These regulations specify the minimum planning standards
for land parcellation.* They are keyed into the legal
process for land registration at the country level.

b. Site Plan Standards

These standards consist of a group of design reComménda-
tions, some mandatory and others optional, speCifying :
all planning requirements. In some situations these
standards are related to performance requirements. Site
plan standards include requiremehts for presenting the

In part, the reason that the U.S. system works well is that the
Department of Commerce prepared "model" or recommended ordinances
for local adoption. Thus, the 900 U.S. cities with, populations of
over 25,000 have similar planning regulations.
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developer s scheme 1n a consistent manner to the local
rev1ew1ng authority. Since these planning requlrements
are written instead of drawn, the developer has the
flexibility to fashion detailed solutions responsive to
the conditions of a particular site{

C. The Comprehensive Plan

In the U.S., for most low to medlum den51ty development,'
the comprehensive or master plan has been sufficient to
coordinate private development with long-term local gov-
ernment plans and goals. This type of plan shows ground
level use as well as maximum development densities. To-
gether with the land use plan it identifies the location
and size of arterial roads, collector roads and, in some
cases, minor streets. Areas for public land uses and
institutions are shown, as is a program for public ac-
guisition. | |

These three interrelated methods for directing and;coor-
dinating local planning efforts have worked wellkin*the
U.S. It would be worthwhile for Israeli planning and.‘
development officials to see if the American system:and
experience provides a suitable method for further 1nte-
grating their development process. :

PROVIDE INCENTIVES FOR REDUCING THE OVER-DESIGN OF SITE PLANS
AND THE OVER-BUILDING OF INFRASTRUCTURE j

The most effectlve 1ncent1ve for e11m1nat1ng overde51gn and
over bulldlng 1s to make site plannlng and development re-
spon51ve to the market place.( However,'a number of addl-
tlonal steps could be taken to dlmlnish overde51gn and ex-

’ ces51ve 1nfrastructure constructlon.

- =78~



'U S englneers and site englneers have adopted » aystem of
fprofe551ona1 insurance to protect them from the professional
§and economic hazards inherent in preparlng econom1ca1 deslgns.
~There is no gquestion that the closer a designer comes to ’
' the most economical solution, the higher is the chance of¢»7"
an error. By using professional insurance that risk is - ,
-minimized and spread over the profession. Under the U. S,:_,LCT
:system the individual designer can attempt to reduce develop—
dment costs at a minimum risk and moderate cost to h1mse1f
‘and h1= practice. For the designer's c11ent the profes-"Uf
f51ona1 1nsurance provides an 1ndemn1ty in the event of a R

.mlstake.

FotathexU.S, developer/builder,ythe'practice of bondingby
infrastructure improvements offers a form of insurance to.
theblocal municipality. The bonding system generally pro-
vides‘insurance from substantial public liability companies
that the newly built infrastructure will perform as speci-
fied in the approved plans. This guarantee is usually for
a specified period, normally one to three years. The theory
behind bonding improvements is that if anything‘goes wrong
it is likely to happen in the early years. By 1ntroduc1ng
a third party, in the form of an 1nsurance company, the
municipality can seek compensatlon from’ someone .other than
the builder.

The 1nsurance company requlres certaln steps ‘to be taken to
Vlessen 1ts risk. If it has any doubts about the bullder,"
the bonding company, as a thlrd party, will review the plans
and monitor the construction. For builders who fail, once
too often, to meet local municipal building regulatlons and
‘other accepted professional standards, future bondlng may
_become impossible or very expensive to obtaln. B
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;ISRAEL SHOULD BENEFIT FROM THE U.S: EXPERIENCE IN LOW ‘

DENSITY SITE DEVELOPMENT

In the opinion of thls consultant, the Israell development
1ndustry will 1ncreasingly turn to low den51ty shelter in -
the 1980s. Until now,- Israel S archltectﬂ; planners and
englneers have had little experlence ‘with ‘this unique and
specialized type of development. Unless Israel' desmgners
use the lessons of the past, they will be destined to re- ‘
invent this specialized form of land planning and experienc
some of its problems. The MOCH, the ILA and Israel's pro-
fessional engineering and architectural associations should
seek to understand those aspects of the U.S. experience
that are pertinent to Tsrael's needs and physical situation
What makes this transfer of experience especially relevant
is that the U.S. approach has generally been successful in
integrating acquisition, site design, site engineering and
construction with home building and product marketing. The
U.S. system also embraces methods for" coordinating prlvatei
development with munlclpal development policies. o
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APPENDIX.

LIST OF PEOPLE INTERVIEWED IN PREPARATION OF THIS REPORT

MINISTRY OF HOUSING AND CONSTRUCTION

Asher Wiener
Zeev Barkai
Batia Eblin
Ehud Tayar
Eli Natuf
Ariel Levin

General Director - Ministry of Housxng & Constructlon
Director of Program Dep o V

Legal Adviser

Director of Jerusalem Distrlct

Director of dwelllng and property dep. S

Director of Finance and Budget dep. M.0.H. f

ISRAEL LAND AUTHORITY

Moshe Gat - Director of Urban Land Dep.
Yehuda Drecksler - Director of Planning Dep.
Moshe Einmor - Director of Jerusalem District

MINISTRY OF FINANCE

Budgeting Dep.

Shlomo Shatner - Deputy Director
Ran Haklai

Adam Buchman

Erex Litun

Meir Admon

MINISTRY OF INTERIOR

Prof. Elisha Efrat - Deputy Director of Plannlng Dep..
Ministry of Interior

BANK OF ISRAEL
David Weinshal - General Director and Director state lqaﬁéﬂadﬁigfetration
CITY OF JERUSALEM .

Joe Zevitski - 1 Clty Engineer office
Municipality of Jerusalem

AMIDAR CO.
Alberﬁ_hevy - General Director

;Aaxm-co;

_3581ma Laplolot .~ Director of Staff

'WEltun Amlr = "Ramot" Progect Manager

7 Ya1r MarOCO'ﬂ - Coordlnatlng & Superv151ng Englneerff
Zeharia Drucker - Private Contractor - "Drucker Co.“ﬂ-f
Zvi Tziknik - Production Man. Drucker Co. =

Zeev Drach - Architect (works for Drucker)
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uri Dori =~ Private Contractor - Haifa
Itzhak Levi' - Finance Manager - Dori Co.



