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INTRODUCTION

The National Association of REALTORS™ is pleased to publish the Proceedings of the Second Inter-
national Shelter Confererce held in Vienna, Austria, Septermber 10-12, 1986. This Conference was a
private-sector effort in support of the International Year or Shelter for the Homeless proclaimed by the
General Assembly of the United Nations. The objective of the conference was to produce an authoritative
private-sector statenment which would detine the principles, policies and action steps necessary to address
the problem of shelter and urban development in any given national situation.

The National Association of REALTORS™ was but one of many important Conference sponsors who
together form the core of an emerging International shelter Coalition. We would like to offer our gratitude
to cach of the following groups for the support and participation they have given:

Cosponsors:

Inrernational Union of Building Societies and Savings Associations (IUBSSA)
International Real Esiate Federation (FIABCI)

Supporting Sponsors:

National Federation of Real Estate Transactions Associations (Japan)
United States League of Savings Institutions

Associate Sponsors:

African Union ol Building Societies

Building Socicties Association (UK)

Caribbean Association of Building Societies and Finance institutions
Canadian Real Estate Association (CREA)

Cooperative Housing Foundation (USA)

FIABCI-Netherlands

Interamerican Housing Union

Mortgage Bankers Association (USA)

National Association of Homebuilders (USA)

National Council of Savings Institutions (USA)

The Conference brought together a coalition of senior, predominantly privaie sector, housing profes-
sionals from 32 countries. The ten national and five international private sector associations sponsoring
the conference have members in more than half the countries of the world and on every continent. Partic-
ipating public organizations included: the United States Agency for International Development; the U.S.
Department of Housing and Urban Development; the United Nations Centre for Human Settlements; the
World Bank; the Development Assistance Council of the Organization of Economic Cooperation and
Development; the ‘Canada Mortgage and Housing Corparation; and Ministers and high officers of several
housing ministries and agencies in developing countries.

The Conference produced the Vienna Reconumendations on Shelter and Urban Development which are set
forth in this document. These recommendations were subject to intense cnalysis and debate prior 1o their
presentation in the Couference Plenary by a group of housing experts drawn primarily from the private
sector in the developing world. The recommendations were subsequently discussed, amended and adopted
by the conference attendees acting in their individual capacities. The National Association of
REALTORS™ Board of Directors, on behalf of its 750,000 members, formally approved the recom-
mendations in November 1986. The Canadian Real Estate Association and the International Real Estate
Federation have elso adopted the Vienna Recormendations cad they are in the process of being acted
upon by the other sponsoring organizations as well. They are also being widely circulated for formal



adoption by other public- and private-sector shelter organizations throughout the world. The Vienna
Recommendations are offered as a contribution by the sponsoring organizations and conference partic-
ipants to the global policy dialogue on housing. It is hoped that they will serve as a sound general basis for
an effective partnership between the public and private sectors in specific national situations where housing
is a serious problem and where a sensible framework for action is desired.

Itis fitting that the Vienna Recommendations siould be offered on the tenth anniversary of the Vancouver
Declararion on Human Seetlements. The experience of a decade is now Sehind us and its lessons have been
distilled. New directions based on today’s changed reality are now in order.

The Conference papers presented during the conference and the debate which occurred, are recorded in
these procecdings. Their content is rooted in long and successtul experience, and in common sense. As such
they give credit to the Inrernational Shelier Coalition, whose purpose is 1o issue authoritative policy
statements (o national and international bodies whose financial and program policies affect housing and
related industries. This result is achieved here,

Dr.Ac Ramachandran, Fxecutive Director of the United Nations Centre for Human Settlements
(HABITAT), pomts out that the International Year of Shelier is designed to mobilize all participants in the
shelter process. In short, it seeks to forge effective public/private partnerships in which governments
would **enable™ and support the activities of those actually providing shelter and infrastrecture: the
people themselves and a wide varicty of formal and informal private-sector operaiors.

The National Association of REALTORS” and the cosponsors believe that homeownership and security of
tenure are vital to economic and social progress. Housing investment is crucial for ecornomic growth,
Housimg securely held promotes greater savings. Feople with a stake in their environment will improve it.
If governments will help remove the institutional constrainis affecting the availability of housing — mainly
land, public service and finance —- individual initiative and private-sector responses will be called forth.

The staft of the International Division of the National Association of REALTORS™ and of FIABCI-USA —
John Howley, Miriam Meyer, and Frina Wessels — worked hard to organize the Shelter Conference, to
frame its agenda tightly, and o attract 1o it as expert and thoughtful a group of experienced housing
people as one niight organize. NAR was also ably represented by its then immediate past president, David
Reberts. He opened the Conference with an important statement about NAR and its conumitment to
meeting the shelter challenge. Another NAR past president, Ralph Pritchard, participated in the
preparatory group and contributed  significantly (o the Lvely debate which occurred there. The
Massachusetts Institute of Technology was called upon for help on two major papers: an analytical piece
examining the thesis that housing contributes greatly to cconomic development and a paper estublishing
the need for a New Action Agenda in the incernational arena affecting shelter. These papers were ably
prepared under the ditection of Albert P, Van Huyck, Visiting Senior Lecturer at M.LT. with the help and
cemmentary of high-calibre graduate students, distinguished practitioners and other faculty members. Dr.
John A, Tuccillo, now Senior Vice Presiden: for Real Lstate Finance at the National Association of
REALTORS", provided invaluable assistance as these papers weie being prepared. They have made a
singular contribution 1o the literature of the field. The quality of the remaining papers speaks to the
extraordinary level of the other participants in the Shelter Conference to whom we owe our deepest thanks.

The vievy and interpretations presented here, however, are those of the authors and should not be
attributed 1o their respective organizations. We have taken the liberty of summarizing and editing many of
the presentations. We have tried to convev the essential points and apologize for any errors we may have
made.

We now have the Vienna Recommendations on Shelter and Urban Development which we believe to be
onc of the most suceinet and comprehensive documents in the housing field with respect to policy formula-
tion. We believe the Vienna Recommendations will test well when applied in the crucible of experience.

Willian M. Moore
President
National Association of REALTORS®



SECTION 1

INTERNATIONAIL SHELTER: TOWARD A NEW AGENDA FOR ACTION

by Alfred P. Van Huyck
Visiting Senior Lecturer
Massachusetts Institute of Technology
Cambridge, Massachusetts
and
Patricia McCarney

Dr. A. Ramachandran, Executive Director oi the Uaited Nations Centre for Human Settlements
(HABITAT), recently called for the initiation of a new discussion on the human settlements agenda for the
next decade, Other international donor agencies and leading practitioners in the field also have recognized
that there is a need to reconsider the priorities and objectives of shelter and urban = _,opment in light of
the ten years of experience since the United Nations Conference on Human Settlements (HABITAT) held
in Vancouver in 1976 and the difierent conditions which affect the global development effort in the
mid-1980s.

This paper takes the position that a new agenda is required to respond to the shelter and urban challenges
of the 1990s. Such a new agenda should be based on the recognition of changed global economic condi-
tions, including the international debt structure and the more limited availability of interrationally gener-
ated financial resources. Experience since 1976 demonstrates the limits of public-sector capacity to respond
to the shelter and urban development needs of rapidly increasing urban populations in the developing
countries. Tiie new agenda should seek effective ways to expand the resouices available for shelter through
increased etforts to involve the private sector and individual initiative. It should focus on establishing
shelter production systeins which respond to market forces.

THe VANCOUVER DECLARATION ON HUMAN SETTLEMENTS

The United Nations Conference on Human Settlements convened in Vancouver, Canada, from May 31 to
June 11, 1976. A total of 134 official governmental delegations were signatories to the final documents. In
addition, many hundreds of other organizations and professionals in the ficld participated in a parallel
informal conference, known «s the HABITAT forum.

This gathering was the first worldwiae event of its kind in the field ot shelter and human settlernents. it is
useful to analyze the results of this conference and its impact on the developing countries and the inter-
national donor community.

The International Development Setting in 1976

In order to place the conclusions and the recommendations of the Vancouver Cenference in perspective, it
is helpful to understand the international development setting of that period. The institutional climate, the
concern with alleviating poverty, the comparatively favorable economic situation and state of the art all
influenced the conference recommendations entitled **The Vancouver Action Plan.”’

1. The Institutional Climate
The early 1970s marked a period of critical questioning of the previous development growth concepts of
the 1960s. While many countries were achiceving solid rates of economic growth measured in GNP,
poverty was growing among substantial parts of iheir rural and urban populations. This was the period



when the so-called “trickle down theory™ of development was brought into question. In the develop-
ment community, professional and political leaders called for alleviating poverty and achieving
“growth with equity.’’ The “*Basic Needs Theory’” began to emerge.

As one response, the United States Congress passed the 1973 U.S, Foreign Assistance Act, often
referred 1o as the **New Directions” legislation. This action marked a shift from developr..ent assistance
that focused on basic infrastructure, capital-intensive agriculture, and industrial growth strategies to a
concentration on direct poverty assistance (*‘the poor majority’’) through nutrition and health pro-
grams, population and human resouree development.,

At the World Bank, a similar shift in .ocus toward a **basic needs’ approach was occurring. In his 1973
address 1o the World Bank/IMFE meetings in Nairobi, Kenya, then bank President Robert McNamara
advocated & direct attack on poverty issues and suggested that World Bank development projects satisfy
a poverty alleviation test.

Other international conferences and meetings began to emphasize these new themes, and these intey-
national events preceding the Vancouver Conference greatly influenced the tone and content of the
debate and the discussion of the participants.

The Economic Setting

Despite the 1973 oil price increases, the economic setting at the time of HABITAT was generally favor-
able. Current account balances for developing countries showed improvement over the previous year,
Commodity prices in the mid-1970s — key to most developing country economies — remained solid;
GNP growth rates were positive except in certain sub-Saharan African countries. The debt burden had
not begun to make an impact on economic performance. The London Inter-Bank Offered Rate
(LIBOR) was ouly 6.5 pereent in 1977, As a tesult, there was widespread optimism among developing
country officials that there would be significantly higher international capital transfers of official aid.
There was still hope that the United Nations’ target of one percent of GNP in official aid from devel-
oped 1o developing countries could be achieved. In addition, the {lows of private bank loans were
increasing as the international banking community recycled petrodollars.

The overall economic situation, combined with the relaxed access to the world’s credit markets, and
hope for increased concessional assistance from developed countries and international donors, con-
tributed to a widespread confidence on the part of developing country officials. They believed that the
public sector could play an cever-expanding role in national development efforts.

This contidence was clearly evident in Vancon ser, where the focus was on the public sector contribution
(6 shelter and human settlements.

The State of the Art

The carly 1970s was also a period when the state of the art and policy issues concerning shelter and
human settlements were in rapid transition, at least among the international donor community whose
thinking dominated international discussion. A consensus was emerging among the donors. It was
widely recognized that public sector housing programs (with their stress on “walk-up flats”’ and public
rental housing) were failing to meet the nee, of the rapidly growing urban populations. Donors
generally agreed on a list of development priorities:

® Shelter assistance should be directed exclusively to the poor.

¢ Self-help construction was to be tapped through the use of “*sites and services projects’’ and *‘settle-
ment upgrading projects.”

* Conditions such as unrealistically high building and service standards were recognized as impedi-
ments 1o the completion of projects and they needed to be reforined.

* Cost recovery from publicly-provided shelter and infrastructt  needed to be increased.

* Projects should be replicable, which meant they should be affordable to the target groups for whom
they were intended,



The Vancouver recommendations substantially reir.forced these concepts. Nonetheless, as important as these
improvements in policy and strategy potentially were, as compared to previous efforts, they still assumed that
the public sector must lead the shelter effort and that a project-by-project approach was the vehicle for
implementation.

The Vancouver Declaration on Human Settlements

The Conference met in this setting of general optimism, yet participants were deeply concerned about the
increasing evidence of rapid urbanization, serious deficits in housing supply, and particularly the deterio-
ration 01 housing conditions, infrastructure, and services for the masses of the urban and rural poor.

The Conference sought to create an international awareness of the problems and needs of human settle-
ments, particularly in the developing countries, and for the disadvantaged poor. Views of shelter condi-
tions of the poor were vividly presented via tilms, photographs, brochures, and in the speeches. The
HABITAT Forum was propelled with a deep sense of the plight of the poor and the urgency to address
their needs. It sought to increase the flows of international assistance and to improve the priority of shelter
and human settlements in the global development effort.

The rhetoric of the Vancouver Declaration retlected the tone of the development debate of that period.
There were references to ““the establishment of a just and equitable world order’ and to the fact that
“adequate shelter and services are a basic human right.”” The document saw “‘the improvement of the
quality of human beings as the first and most important objective.” In short, the Declaration was a call for
governmental action and the financial support of international donors to improve conditions for the poorest
citizens.

The participants and policymakers who set forth these objectives and recommendations for action were
unaware ol the institutional constraints, financial shortfalls, and worsening cconomic conditions which
soon would force a more modest projection of goals.

The Vancouver Action Plan

The Vancouver Action Plan followed the Vancouver Declaration and was intended to provide specific
recommendations for its implementation. Forum participants voted on 64 specific recommendations
grouped into six broad areas of concern:

1. Settlement Policies and Strategics
This set of recommendations stressed the role of government in determining spatial and resource allo-
cations. It assumed a public-sector capacity to direct national activities and it stresse: the need for
achieving *‘more equitable distribution of benefits of development’ among people and regions.

2. Settlement Planning
This group of recommendations underscored the value that the participants placed on settlement plan-
ning as a guide for public action and as a control of private action in the development process. 1t
recognized the failures of past “‘master planning” efforts and recommended more flexibie and realistic
approaches. It outlined planning approaches tailored to settlement sizes and called for “‘improving
existing settlements’’ rather than relying on the clearance of low-income neighborhoods.

Economic development was given only passing and vague attention. The issue of tinancial costs was not
considered at all. It was assumed that every aspect of human settlements down to the urban neighborhood
and small rural village could and should be planned. Yet there was no reference to the institutional
capacity required to conduct such a massive planning system.

3. Shelter, Infrastructure and Services
This set of recommendations recognized that, ““The needs . .. are nearly always greater than the
capacity of public authorities to provide them,” and that, “People have traditionally provided housing
and rudimentary services for themselves.” This section of reccommendations supported the view that the
role of the informal sector and the involvement of the people should be recognized and supported. This
was an important break with previous concepts of “‘clearing slums’ and restricting people’s efforts to
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house themselves. While progress over the last ten years has been uncven, most countries now recognize
this fact. The issue today is whether this role for the informal sector is a positive contribution to devel-
opment or merely something to be tolerated by governments.

The many recommendations reflected indirectly the shortage of available capital and stressed appro-
priate technologies, labor-intensive technologies, traditional materials and approaches, as well as
concern with maintenance and operating costs.

In housing, it recommended an “incrcased public role in renting''; “‘low-interest loans, loan guarantees
and subsidies™; and **provision of infrastructure, on a partially or totally subsidized basis. . R

The reconumendations covering infrastructure components such as water, sanjtation, transportation,
communication, and social services (health, cducation, and recreation) all were written from the per-
spective ot serving the residential settlement with specific emphasis on equity of access by the poor and
by disadvantaged urban location,. There was no connection made between the role of infrastrueture
and cconomic development requirements of cither agriculture or industry (other than concerns about
pollution).

The recommendations, while reflecting the need for reduced standards and more mnovative ap-
proaches, still continued the underlying themes of public-sector control and expanded implementation
roles. No mention is given (o the tstitutional capacity or the sources of the increased finance needed to
cover the level of subsidies called for in Almost all aspects of infrastructure provision,

Land
The recommendations on land are among the most controversial of the Vancouver Action Plan. The

tone is set in the preamble which starts:

Land, because of iy unigue nature und the crucial role it plays in hvman settlements, cannot be treated as an ordinary asset
controlled by individuals and subject to the pressures and inetficiencies of the market. Private land ownership is also a principal
insttement ot aceomulation and concentration of wealth and, therefore, contributes to social injustice; if unchecked, it may
become wmajor obstacle in the pluaning and implementation of development schemes,

The specitic subsets of recomniendations echoed the thenie by calling for public “‘surveillance or
control™ over land nianagement, recapture of “‘uncarned” land value increases by the public, public
landownership when justified in securing “socially acceptable patterns of development,” and l'nd
reforn,

What apparently was foremost in the minds of the participants at HABITAT was to ensure the supply
of land to tow-income urban and rural houscholds at afTordable prices and to ensure that land would
not be a constraint on public-sector developnient activities.

Public Participation

This section of the recommendations identified public participation as the essential right of citizen
involvement in the development decisionmaking process. It outlined in the broadest possible terms all of
the ways in which citizens should be informed of and be enabled to give their views on all decisions
being made by the public sector which affect the people. What is inherent in these recommendations is
that they are concerned solely with rhe right of the people to discuss the planning and execution of the
public sector development process. They are not recommendations to the public sector on how the indi-
vidual citizen and the private sector can be encouraged to play a direet role in the development process
itself.

Institutions and Management

The recommendations concerning institutions and management focused entirely on the public sector,
As might be expected, they stressed the importance of good and efficient management practices and the
need to develop a mutually supporting network of institutions covering the various levejs of government
and functions, albeit with appropriate references to the desirability for coordination.
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Yancouver Recommendations Reexamined

From the vantage point of ten years' experience since the Vancouver Action Plun was promulgated, it is
possible to reexamine the underlying premises of the Plan and their effectiveness in influencing national
action. The issues of shelter and human settlements illuminated at Vancouver have not received increased
attention by either countries or donors in allocating funds or mobilizing political support.

The HABITAT Cenferencee did influence subsequent practice in some arcas of shelter and human settle-
ments developiment. 1t was a milestone of sorts in codifying a number of trends which have become widely
accepted:

o [t gave recognition to the importance of the informal sector and its legitimacy in the development
process.

¢ It recognized the need for moderating standards, using appropriate technologies, and endorsing the
concept of affordability.

e It was innovative in outlining more appropriate approaches to settlement planning.

¢ [t endorsed the need {or national policies even if the content of such policies might be quite different
in the current context.

e Many of the specific subsets of recommendations highlighted well-reasoned approaches to improving
public sector performance ard responsiveness to development issucs.

In general, the Conference reflected the setting of the 1970s and responded to many of the subthemes of
that time such as the environm:nt, the energy crisis, and the role of women. There arc, however, some
criticisms of the Vancowver Action Plan that are basic. Among the most serious issues which will need to
be addressed in any future agenda for action are:

1. Reliance on the Public Sector
The recommendations are all addressed to the public sector and are designed to suggest that the private
sector either did not exist or needed to be controlled lest it *‘derail’’ the Action Plan. Such a view was
wrong in 1976 and experience has shown that the failure to develop the private sector as an active and
positive partner in development has been extremely costly.

2. The Limited Capacity of the Public Sector
It is recognized that there is an essential, important, and large role for the public sector to play in
national development efforts, but this role needs to be redefined from what was contemplated in 1976.
The totality of the recommendations added up to a vast increase in the role of the public sector. Even in
1976, it should have been evident that the public sector would not have the capacity required for that

role.

3. The Disregard for Finance Mobilization
In spite of the enormous agenaa for public-sector action listed in Vancouver, there was little or no
mention of how the finances were to be mobilized to fund the investments or to operate the regnired
services.

There were no specific recommendations on increasing revenue achieving cost recovery or establishing
viable pricing policies except for vague references to *‘self-financing.”

The recommendations stated that subsidies were nec_ssary and appropriate for a wide range of publicly
provided facilities and services. But the Action Plan r:flected no awareness of the magnitudes of
subsidy that were implied nor of the potential impact on national finance.

The key role of interest rates in the financial sector was ignored entirely, There was little evidence that
the financial marketplace was understood or appreciated as a means of mobilizing and allocating scarce
resources.

&=

The Emphasis on Equity Rather Than Economic Growth
It is not possible in principle to argue with the passionate support given at HABITAT to the
achievement of social equity and justice. Indeed, any agenda for action must respond to these impera-
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tives. However, equity objectives decoupled from sound cconomic growth cannot be achieved in the
long term. National case studies abound with evidence of this reality,

N

The Assumption of Project Approaches

The underlying assumption was that development would be achieved through discrete project-by-
project activities generated by the public sector. There was at best only passing reference to the role of
government as a facilitator of development processes within which a broad spectrum of private entities
and individual houscholds ean play a useful role,

The experience of the last decade has shown that the project-by-project approach is too slow, is not
replicable at scale, and is oo expensive in terms of both capital and management, Approaches must be
made at thie natonal, regional, and local system fevels 1o be etfective,

6. Understanding of Markets
The recommendations on land and shelter showed no understanding of how markets function and their
interaction with public activities. Because of this failure to understand the market, many of the
recommendations, it implemented, could well have had the perverse effect of making shelter and land
less available and less affordable 1o low-income target groups.

The Cuancen DevivLopsiest Corerexa

The issue of how best 1o address the increasing levels of poverty in the developing countries continues to be
aconcern of government and international donor agencies. What is different in the new debate is the
assessment ot the best means 1o reduce poverty, and the selection of appropriate instruments and insti-
tutions to undertake the developrient tasks. Underlying the debate is a strong consensus, drawn from the
experience of the last ten vears, that there must be positive economic growth if nations arce to have any
hope of redressing the issues of poverty and social equity.

The Changing Institutional Climate for Develoyment

In the carly 1980, signs of a reassessment in approaches to development became apparent. In the 1981
World Bunk Development Report, the focus shifted 1o the world cconomy, stressing the need for national
and international adjustment to economic “shocks.™ Sinee then, the stress has continued 1o emphasize the
need 1o improve macrocconomic pertormance, structural adjusiment, external debt issues, instituiional
management, and trade and protectionism. Collectively, these new concerns represent i realignment of
emphasis among the instruments which are believed to affect economic growth and poverty reduction.

The agenda of the major international mectings of the carly 1980s reflected similar movements away fron
direct “basic needs™ approaches. The Cancun Summit centered on a discussion of trade, commodity
prices, industrialization, energy, and monetary and fiscal matters. The Third Lom¢ Convention, the New
Delhi Commonwealth Heads of Government meeting, the Cartegena Group meetings and many others all
concentrated on the debt crisis and world economic trends and issues.

A new sense of pragmatism entered the discussions among governments and international donors. There
was @ move away from the rhetoric of the 1970 with its emphasis on the *“New International Economic
Order™ and hopes for massive transfers of wealth from the developed to the developing countries. The
view that the developing countries could raise the standard of living of their poor masses quickly and
without national sacrifice vanishied from the debate of the 1980s.

The Changed Economie Conditions

By the carly 1980s, developing countiies were experiencing the impact of the world recession, Many of the
devetoping countries had failed (o adjust domestic prices in response to the first oil price shock in 1973,
clecting to subsidize domestic consumption instead. Therefore, the second tound of oll price increases in
1979 was devastating. Coupled with the energy crisis was a sharp decline in commodity prices and the
exXport carnings of many ot the developing countries. Poor agricultural performance in many countries led
to rapid increases in food imports, the price of which was rising and adding to negative international trade
positions.
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The abundance of international private credit during the period appeared to be an easy way out of the
economic problems, which many thought would be only temporary. Lending by the international banking
community to the developing countries rose dramatically, but interest rates doubled between 1977 and
1981, In 1981, the LIBOR rate was 16.6 pereent compared to 6.5 percent in 1977, The debt burden
associated with the servicing and future costs of borrowing reached unprecedented proportions.

In 1981, growth i per capita GNP Jor all developing countries was only two-tenths ot one percent and,
when the still-substantial growth of the East Asia and Pacific nations was subtracted, it was clear that
many developing countries were experiencing negative cconomic growth, Particularly hard hit were the
countries of sub-Saharan Africa and Latin America where negative growth persisted for over a decade in
MUy countrics.

In response to these extraordinary cconomic conditions, the International Monctary Fund, the World
Bank, USAID und other donors have been negouating structural adjustment agreements with the develop-
ing countries in the deepest ditticulties. One of the prices of this economic recession is a sharp decline in the
ability of these countries to address poverty issues.

In spite of talling interest rates, the emergence of the developed countries from the recession and some
improvement in developing country export positions, the final chapter of this economic crisis has not yet
been written. Even with flexibility on debt rescheduling and firm resistance to the new wave of protec-
tionism sweeping the United States and Furope, it will take time to find ways in which many of the poorest
and most disadvantaged developing countries can regain acceptable levels of economic growth.

Another Key lesson from the 1970s has been that those countries which used their available domestic
savings and international capital transters for predominantly public-sector activities and enterprises did
substantially worse than those in which the private sector had access to the majority of the investment
resources.

In setting the new agenda for shelter and human settlements, the economic conditions of the 1980s and the
lessons of the 1970s must be taken into account.

The Shelter and Human Settlements Debate

International donor support for shelter and human sctlemenis remains limited and generally has a low
priority. The discussion, nevertheless, has passed through a significant transition from a discussion about
projects to much broader issucs.

In the 1970s, the issues centered on how to make shelter affordable to low-income groups and service un-
planned settlements through upgrading, on methods for allocating land plote fairly in sites and services
projects, and on cost recovery. In essence, the issues were at the project scale. The goal was to find means
to make projects Creplicable™ in that developing countries could undertake more and more projects of
simifar types as they gained experience. Tae main clients of the donor agencies were public-sector
institutions in the developing countries.

e

The international debate has shifted its focus to the city as a productive entity: the means for improving
urban management skills, issues of urban efficiency, and how to mobilize financial resources on the scale
required. The debate has changed from how to make shelter projects work to how to make the entire city
work productively as an engine tor national development.

A new arca of inquiry is developing regarding the interdependence of urban development and macroseco-
nomic poticies. Lftorts are being made to define the role of market towns and cities in promoting sustained
agricultural and industriat growth. Analysis is focused on determining the spatial papacts of macro-
ceonomic policies.

Underlving this transition in the scale and focus of the debate on shelter and human settlements is the
assumption that the issues of poverty might be better addressed through the indirect instruments of
enhanced employment opportunities and increased income. This approach to job creation and cconomic
growth would lead countries to abandon their *“velfare mentality’ of the past. The new view would
suggest that as incomes expand, the poverty-level population would have a broadened range of choice on
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their consumption of shelter and other goods without ‘“forced overconsumption” through public-sector
action and subsidies.

As advanced as this debate is among scholars, practitioners, and the international donor community, it is
only starting in many of the developing country governments. /n Jact, many governments have aever fully
responded to the recommendations Jor modification and change of the Vancouver Action Plan. Very few,
Jor example, ever adopted sites and services and upgrading as full substitutes for continued elforts at
standard heavily subsidized public housing of the ofd kinds. 1n part, this reluctance reflects the political
commitment often established at the time of independence to have the government be seen as the provider
of housing and services for the poor. 1t also reflects the widespread view of Lovernments that the poor are
incapable of providing for themselves or paying for shelter and services. When shelter and service provi-
sion are couched in this political framework, economic considerations and the obvious lack of available
resources are not taken into consideration. Any new agenda for shelter and human settlements must
address this issue of the government’s political perception of its role and obligations to its people.

The main thrust of this section has been to summarize the changing environment within which the shelter
and human settlements debate has been developing since 1976. It has briclly evaluated the strengths and
weaknesses of the Vancouver Action Plan against the experience of the last ten vears and the broader inter-
national economic framework. In so doing, it has established the case for the need for a new agenda.
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SECTION II

THE ECONOMICS OF SHELTER IN DEVELOPMENT

by Alfred P. Yan Huyck
Visiting Senior Lecturer
Massachusetts Institute of Technology
Cambridge, Massachusetts

The debate on how productive housing investment is in national development strategies will likely never be
resolved to everyone's satistaction. The definitional questions are too large, the measures of productivity
too imprecise, and the experience is very different from country to country, The first part of this section
briefly examines this “*classic’” debate and concludes that none of the arguments are particularly fruitful in
housing policy formation or as guides for the allocation of resources in a given country situation.

There is no “‘optimum’’ ievel of resources which should be invested in the housing sector independent of
many other macrocconomic, institutional, social, and political variables. What emerges is a recognition
that there is an approximate correlation between the per capita Gross Domestic Product of a country and
the share of housing investment, The higher GDP, the higher is likely to be the share of housing
investment. Differences between countries at similar levels of per capita GDP can be explained by ““finan-
cial repression’’ of the housing sector. It is in this arca where government policies constrain the amount of
investment in the housing sector that specific case-by-case analysis of the effects of policy can prove useful.

The second part discusses what is generally known and accepted about the impact of housing investment
on national economic development:

o Housing construction, as a share of total construction, has a positive effect on economic development
with a multiplier ¢ffect of around two.

¢ The inflation effects of housing depend on overall inflationary pressures in the economy, and the
amount of financing tor housing generated from foreign transfers. During slack periods, housing
investment can be counter-cyclical and be used to stimulate the overall economy.

¢ Housing investment requires varying amounts of imported inputs and since housing is not exported it
has a negadive effect on the balance of payments; however, luxury housing requives more import
content than low-cost housing and thercefore the balance-cf-payment etfect can be mitigated by policy
determination.

¢ Housing has strong backward linkages to construction and to building materials and particularly
supports small-scale contractors and building material suppliers.

¢ Housing has forward linkages, regardless ot theoretical arguments to the contrary, because of the
high propensity of homeowners to seek furniture, fixtures, and equipment for their houses.

¢ Housing has a positive effect on both direct and indirect employment. It provides entry-level jobs for
unskilled workers. The type of housing built affects the amount of employment generated. Lower-
cost housing generates more direct employment than higher-cost, multiple-family housing, but the
more expensive heusing generates more indirect employment. The method of construction selected
has a significant effect on total employment, and labor-intensive technologies are to be preferred over
capital-intensive techniques in countries where job gencration is important,

* Housing is frequently used as an income-generating asset for houscholds, particularly lower-income
families, through the use of reniai rooms, but also as a location for microenterprise.
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Overall, it can be concluded that housing has elements of being both a “consumptive’ and a “productive"’
good. The key issue for housing policymakers, therefore, is how to emphasize the productive use of
housing investment as a contribution to national economic development at whatever aggregate level
housing investment is 1o GDP.

The third part discusses the overall issucs of housing finance. It stresses that housing finance should be
directly linked to national capital markets and allowed to compete equally for investment with other
productive sectors.

Since total savings in developing countries are finite at any given period of time, the coimpetition between
the use of savings by the public and private sectors is a significant factor influencing overall national
cconomic development. A World Bunk study of 38 countries showed that there was a positive correlation
between ihe level of savings used by the private sector and the overall cconomic growth of the country.

Housing finance institutions should be encouraged to mobilize savings from the houschold savings sector
competitively. Where governments HIPOSE caps on interest rates on savings and lending in the housing
sector, housing finanee institutions tend (o be “marginatized.”

Most directed credit programs operated by governments in housing are uscd to subsidize housing, which
distorts the use of capital and penalizes the overall cconomy,

Renaud’s definition of the thice-tiered housing market stresse the limired penetration of formal housing
finance and the fact that the vast majority of housing units are built by the informal sector without formal
financial support,

The mobiiization of houschol savings through formal financial institutions should be encoutraged. There
are significant savings held in enproductive assets such as gold and jewelry in the developing countries
which, if mobilized, would add 1o the total national savings levels and contribute 1o the cconomy. Even
lower-income groups have potential for savings mobilization it their specific requirements are met.

It is particularly important to clarity the level and role of subsidies in the housing sector. Public-sector
housing subsidies are commonplace even in programs supported by tne international donor community.
The failure 10 achieve cost recovery (even at subsidized levels) also adds 1o the total subsidy level in public
housing programs. Subsidies in housing are generally an inefficient wiy of obtaining income transfers to
the poor. They often foree consumption of housing services greater than that which the poor would elect
for themselves,

The fourth segment summarizes some of the housing issues which need 1o be addressed by the public and
private sector i order (o increase the productivity of housing investment in a country context.

The development of a viable housing tinance system is prerequisite to sustained growth of housing invest-
ment related 1o the overall deepening of financial markets, The development of housing finance institu-
tions requires 4 supportive policy and regulatory environment, the ability to mobilize resources and
provide security for deposits, and efficient overall management. As the housing finance system deepens,
supplementary facilities can be provided such as deposit insurance, mortgage insurance, and ultimately
secondary mortgage markets.

Of critical importance to the housing finance system is the utilization of market interest rates on both
deposits and loans. Innovative financial instruments are useful in matching lending terms to the specilic
needs of low-income borrowers. Insofar as housing finance institutions can serve lower-income groups,
they can broaden their marker for mobilizing savings.

The informat finance markets which exist in most developing countries offer an opportunity of linkage for
formal-sector housing finance institutions if innovative policies and approaches are developed.

Thne development of a viable housing finance system iy only one key component in mcereasirg the
productivity of housing investment. Other arcas which need 1o be made efficient and supportive to housing

investment include:

® improvement in the cfficiency and equity of land markets, reduction of inappropriately high land use
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standards, and increased cfficiency in the rules and regulations controlling land transfer, titling and
registration.

¢ the provision of secure land tenure for all income groups.
¢ Lhe provision of infrastructure.

¢ the adoption of appropriate housing and building standards which are affordable to low-income
groups.

» increased productivity in the production ot building materials.
v increased productivity in the construction industry.

Finally, this section concludes that opportunities exist for the productive use of public- and private sector
partnerships in housing finance and construction.

Tue Depare Over Suerrer Economics

Many economists have argued that housing investment demonstrates low productivity and, therefore,
should be given a low priority in national development strategies. Others have attempted to refute this
argument in a variety of ways by arguing that housing is a basic necd and, therefore, must be supported a
priori, or that housivg is justified on social productivity criteria. Still others present information and dat..
to justify shelter as being at least as productive as investnient in other sectors (by broadening the definition
of benetits from the limited lists drawn by economists).

It is useful to review these arguments briefly. Clearly, none of the arguments — pro or con — can be
considered definitive for all countries at all points in time. 1t is unlikely that useful answers to real shelter
policy questions can be found at the theoretical level of discussion.

The Capital-Outpnt Ratio Debate

The argument against housing as a productive investment at the national level is based on the perception
that housing has a high capital-output ratio. This approach stresses the long period of “‘recapture’ of the
investment in housing. Therefore, shelter is scen as less attractive for investment than those things which
have lower Incremental Capital-Output Ratios (ICORs).

In a recent analysis of this argument,' the Urban Institute has noted that the ICOR for the ccnstruction
industry is lower than the ICOR for the “*housing services” industry, a difference created by a lower
imputed level of emplovment related to final output in housing than in other construction. Moreover, for
construction, the measurement of final output is in value added, while for the housing services industry, it
is usually measured by the rent or imputed rent of a dwelling.

The ICOR argument is not conclusive about the relationship of housing with other forms of investment.
The TCOR concept in relation to more general issues of national development planning is under question
becanse of imprecise and inaccurate data in developing countries, and flaws in the measusements of
“ouiputs.”’ There are also questions about the large variations recorded in ICORs by country and over
time, which lower the confidence in their usefulness as a gencral measure between sectors at a global level,

The housing 1COR concept has been particulzrly attacked because rent alone is an instfficient proxy for all
of the flow of benefits from the investment. Intangibles — such as better health, increased worker pro-
ductivity, community pride, and indirect employment in forward and backward linkages, for example —
are cited as not being fully reflected in the ICOR approach. Furthermore, government subsidies and rent
control issues will distort the imputed rent levels unless corrected (a difficult methodological task).

"Harold M. Katsura, Economic Lffects of Housing Investment. Urba'y Instiwute, October 1984, p. 14,
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But all tis aside, the widely held view of economists that housing is mercly “‘consumption”’ is likely to
persist in spit¢ ~f the evidence to the contrary,

Housing as a Basic Need

Advocates of housing programs over the years have often resorted to the simple statement that housing,
along with food and clothing, are the basic needs of mankind. As such, housing is a worthy recipient of
investment support for essentially *“welfare’” reasons.

The *“*basic need™ view had political support in many vewly independent countries in the late fifties and
carly sixties, witnessed by various policy statements 1o the effect that “safe, decent, and sanitary” housing
is the right of all citizens.

It is, of course, correct chat sielter is an essential element in human existence. The basic need advocates,
however, take this fact and convert it into a government obligation o its people to supply “minimum
standard™ housing. It is this implicit commitment of government responsibility for housing which is
debatable.,

The Vancouver Declaration on Human Settlements s ated the basic need approach as follows:

Adequate shelter ana services are a basic hueman tight which places an obligation on Governments to ensure their attainment by al)
. . . . . 3
zh guided programmes of self-help and conmumunity action.“

people. beginning with direct assistance to the feast advantaged thiou

I'he 64 specific recommendations made in the Fancouver Action Plan, in support ol the Decluration, relate
to ihis premise of government action in support of housing,

The basic needs approach requires the quantification of what the **need” for shelter is in the particular
country. In country after country, this has been done by forecasting population well into the future,
usualy the year 2000, and dividing by a presumed average houschold size. This yields an estimate of the
number of new shelter units “*required’” so that cach new houscehold will have one unit. Next, this estimate
is adjusted for losses in the existing housing stock and some caleulation is made for the existing ““deficit”’
in the housing stock which, depending on the definition adopted, can cover reduction in overcrowding and
in the “planned™ elimination of housing units considered substandard.

The total housing needs generated by this simple mathematical approach can be quite staggering, partic-
ularly when compared (o “official housing production’ estimates:

IncBuypt in 1975, the government estimated the then present housing deficit at 1.4 million units. In Algeria, the government caleulated
that 100,000 units per year were required versus i production estiniate below 25,000 units per vear. Even the United Nations partic-
ipated in the “needs " wame by coming up with o elobal estimate that the “*housing deficit” was increasing by four to five million unus
per vear in the urban arcas of 90 develeping countries,

In reality, the gloomy projections of a massive housing shortage worldwide is simply a result of the
formula used 1o generate the estimates. For example, the 1976 Egyptian Census indicated that new
additions 1o the housing stock had kept pace faliy with new houschold formation and that there had been a
slighe improvenient in the persons-per-room ratio between the census periods. These data are in direct
contrast witn the government’s estimate of a massive 1.4 million-unit deficit. The reason for the enormous
gap was that the government’s deficit estimate had failed to include informal-sector housing stock on the
production side and had included only public housing and private housing which had obtained building
permits. Similar results were found in a wide selection of countries.”

The census evidence indicates that concerns about an absolute housing deficit problem may be misplaced.
More important is concern about the quality of the housing stock. What creates the “*deficit”” in the minds
of governments is that a substantial proportion of the existing and newly constructed housing stock falls
below a “minimum standards test.””’

“HABITAT: United Nations Conlerence on Human Settlements. Vancouver, Canada. May 31-June 11, 1976, p.7.

‘Philippc Lo Anncs. Housing Bvestment: A Cross Country Comparison. Ph.D. Thesis, Massachusetts institute of Technology,
January 1981,
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The concensus among technicians who have dealt with the minimum housing standards issues is that the
concept of national minimum standards is not relevant unless it is consistent with housing affordable to the
population. The only housing suppliers constrained by the minimum standards are the formal private
sector (which has traditionally built for the middle- and upper-income groups) and the public sector itself.
e the latter case, it is the minimum standards requirements of public-sector shelter investments which
have resulted in the need for large subsidies and the lack of replicability of their projects at the scale
required to impact the presumed “needs.”

The basic needs approach to housing cannot serve as a useful basis for relating sheiter to national cconomic
development. The cost of a shelter unit which meets the minimum standard as set by governnient, when
multiplied by the total estimate of units required, results in an enormous investment requirement. This will
always be an investment target many times more than a government could provide, and many times
higher than the vast majority of the population could pay for (even if the capital investment could be
mobitlized).

Housing Productivity Theories

Several researchers have been intrigued with the concepts of social cost-benefit analysis for housing, and
the “productivity” gains of improved housing on the occupants.®

Essentially, the argument is advanced that improved housing leads to increased worker productivity,
improved health conditions, increased educational performance, and decreases in crime and juvenile
delinquencey.

The statistical evidence developed in these studies in the United States and in some developing countries
neither supported nor refuted this hypothesis. Significant improvement in work productivity as a result of
better hiousing was observed in two out of four cases. Improvement in health was observed in two out of
seven cases. Improvement in education effectiveness and the reduction in the crime rate were significant in
one of four cases.”

A more recent variation on the productivity theory of housing has been advanced by research sponsored by
the National Association of REALTORS*,

This rescarch takes the position that, **Greater security of tenure freely arrived at provides for greater
cconomic and social progress.™ It compares homeownership to rental housing in the United States, and
concludes that homeownership provides significant economic and social incentives to the occupants

compared (o rental status,

The study found that homeowners work longer hours and achieve more production for each hour worked.
Moreover, homeowners:

* saved 163 percent more than renters of similar income categories;
® saved 50 pereent more than renters for other forms of commercial or industrial investment;
¢ were 28 pereent more likely to make repairs on their houses;

¢ spent 35 pereent more doing so than either renters or their landlords, therefore maintaining the value
of the housing stock.

Finally, homeowners were more likely to participate in comnmunity affairs than renters, had less vandalism
and crimes against peeple, and enjoyed improved **family stability.”

Y(Grebler, Burns, Weplin, 1977-78).

“Moustata AL Mourad: Allred F. Van Huyek; Patricia McCarney, The Contribution to Nationel Development Strategies. Massa-
chusetts Institute of Technology, Department of Urban Studies and Pianning, May 1986.

Tlack Carlson, Economae and Social Progress: The Role of Home Ownecship and Other Forms of Secure Tenure, paper presented at
The international Shelter Conference, National Association of REALTORS?, Washington, D.C., November 2, 1984,
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William Docbele expressed the same concepts in the developing country context when he wrote:*

It is through the acquisition of a small parcel of land that peaple can establish themselves in an urban cconomy. It is on this pareel
that they engage in *‘brick -by-brick ™ capitalization, gradually accumulating the materials for a house o1, in later stages, the addition
of a rental unit that not only brings them income, but adds to the housing stock of the city without the use of public funds. (p.2)

Mareover, persons who are not able 1o obtain land and create their own shelter are much more vulnerable (o ccononie vicissitudes,
House ownership is, for the poor, one of the best insurance pobcies against the bazards ol intermittent emplovment, il health, unex-
pected expenses and the other threaemng contingencies of lite at the bottom of the cconomic sale. (p. 1)

The productivity line of argument for increased priority for housing investm2nt, while not conclusive, has
a logical underpinning of commeon sense. The real problem is not whether it is correct but rather, does it
justify increasing the level of investment flowing into the shelier sector?

Philippe Annez summarized this issue in his thesis as Tollows:

An etficiently cencrared outcome will mike the best use of available resoarces and inso doing will weipgh the benefirs of increasing
minimum levels of housing consumplion agiinst ihe opportumty costs of doing so. No large reallocation of resources towarls
housing tor the poor can be made without worsening conditions chewhere, it the outcome has been reached by a tully efticient allo-
cation mechanism.

For example, a proponent of the absolute minimum standard siew might argue that the poor should consume much more housing
than they do in an etficiently generated ourcome. In support of this view, he would contend that worker productivity would rise
considerably s their housing conditions improve. That assertion could well he carrect and stll the reallocation could not be justified
on efficiency grounds. Thiv is because the fesources used (o improve howsing must be taken away from some other wse, Tor example,
food or healih expenditure, which also improves worker productivity. 1f the reallocation away trom the cfficiently generated equi-
librium s large, then the low in productivity due to the reduced expenditure on food or health care outweighs the improvement in
worker productivity derived trom the amelioraiion of Fowsing conditions.”

This argument is valid if the only choice available is between alternative forms of consumption: however,
others have argued that it houscholds can be induced (o convert savings from unproductive assets (such as
gold or jewelry) into housing investment, real gains can be obtained.™ This would be a way of increasing
the efficieney of the allocation process as well,

Housing and the Urban Economy

Another line of argument has been developing in recent years which relates shelter intvestment 1o urbani-
zation to national developmert.

Rapid urbanization is occurring in the developing countries. Almost half the populations in developing
countries will live in urban places by the year 2000, requiring the accommodation of approximately 1
billion new urban citizens. In spite of these alarming projections, international donors and many of the
developing countries have not yet begun to perceive the importance of the urbanization process to their
naticnal cconomies.

Despite the high correlation between urbanization and rising GDP, governments of developing countries
have persisted in attempting to suppress urban growth rates. Part of the reason for this is the conventional
way ol thinking about cconomic growth, with its traditional reliance on sectoral performance,

Yet, the World Bank has concluded that at least half the total GDP of the developing countries is produced
in citics and towns." In India, with only 24 pereent of its population in urban centers, over 60 pereent of

MWilliam AL Docbele, Land Policy and Shefter, paper to te published in a forthcoming book by Rodwin, et al, 19SS,

"I’hilimw boAnnes, tousing Investment: A Cross-Couatry Comparison, NMUT Ph.D. disseriation, lanuary 1981,

Mlames W Chiristian, Howsing Finance tor Developing Countries. Intermational Union of Building Socicties and Savings Associa-
tions, Chicago, Hlinois, 1980, Iertrand Renaud, Housing and Financial Institntions in Developing Countries. International Union
of Building Socictizs and Savings Associations, Chicago, Hlinow, 1984,

Uatichael A, Cohen, **Address to the Plenary . the Ninth Session of the United Nations Commission on Human Settlements,” May
1986,
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the GDP originates outside of agriculture.” Dakar, with 22 percent of the population of Senegal, produces
50 percent of GDP."

The sources »f these extraordinary contributions are well documented:

e Cities have a igher return on investment achieved by the external economies that oceur with agglom-
eration.

* Cities can achieve economies in infrastructure service provision, communications, transportation.
* Cities can provide a wider range ol job opportunities, including the informal sector.

Clearly, cconomists and policymakers cannot treat the economic contribution of urban places in isolation
from the residential sector. This was stated quite directly and colorfully by Harvey Knox, who was the
Mayor of San Dicgo, California, in 1951 during the Korean War. He wrote the following in his letter to the
U.S. Senate committee concerned with housing:

This city builds airplanes, airplanes require manpower, manpower requires housing, no house, no manpower, no airplanes. (Quoted by
Annes, 1981

Rapid urbanization generates a need for new housing stock. However, it does not necessarily tollow that
the housing sector should reccive a larger allocation of resources than an ctficient market would generate
given effective demand. This ts particularly true in the allocation of public-sector resources. o the
literature on housing economics, researchers usually do not separate pubiic secior investment from private-
sector investment in housing. In macroeconomic terms, it probably makes little *heoretical difference, but
the opportunity costs of capital are quite different between the two sectors. When the public sector elects to
invest scarce public resourcees in housing construction, it means that other publicly provided goods and
services will receive fess investment.

Since the private sector cannot efficiently provide certain types of poods and services such as
infrastructure, it can be argued that the public sector should not invest in housing construction per se, but
only in those things which the private sector cannot provide.

Conversely, the investment of housholds in their housing will add to the capital stock of the country and
insofar as these savings are not mobilized in the formal financial sector, they may have very low opportunity
costs to the nation.

This part has reviewed the macro-theories about housing investment. It has shown that the traditional
cconomst’s view that housing should be a tow priority because of its suppesedly poor ICOR performance
can be seriously questioned. However, the advocates of the **basic needs’” approach to kousing add little to
the debate because the capital costs of shelter are toc large to be met on a “‘welfare” basis at some
presumed minimum standard. The rescarch on housing productivity and social benefit analysis is probably
valid in principle in spite of the methodological problems encountered, but is essentially irrelevant in terms
of housing ¢conomics,

The more recent justification of shelter as an essential compcnent of urbanization, which in turn is critical
to national development, appears to make the best case for why a concern with shelter is essential.

In the segment which follows, the economics of housing will be assessed in order o betier understand
exactly how shelter contributas to national economic development.

Bertrand Renaud, op.cit.

BAlfred P. Van Huyck, New Directions for National Shefter and Settlement Policies, "' paper for IYSH Advisory Group Meeting on
Shelter, Scttlement and Economic Development, United Nations Headquarters, April 24-26, 198S.
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Tue Nationar, Economic IMpacT oF Housing

Many scholars have attempted 10 determine the “optimuny’’ level of housing investment. This literature is
summarized by Annez in his thesis' and includes the works of Kuznets (1960), Eckaus (1973), Strassmann
(1970), and Burns and Brebler (1977).

Annez reports that, Al authors found income, measured as Gross Domestic Product (GDP) per capita,
the most important variable in explaining variation in the share of housing investment in total
production.”™ In addition, most concluded that demographic variables are important.

While there are significant limitations to each of these studics, there is a clear pattern that the share
represented by residential construction rises with per capita GDP. Strassmann, however, suggests that this
difference may not be so extreme as low-income couatries may not capture housing investment outside the
monetized sector in their data base,

Sizilar findings hine been established from analysis of the entire construction industry. Moavenzadceh
finds that the contmbation of construction to GDP in the developing countries ranges from 3 pereent at
the tower end 1o 8 pereent at the higher GDP per capita levels. e goes on 10 cite research by the
University Colleee Fnvirommental Research Group in 1972 which concluded that, “*Time-series data show
that construction activity increases faster than per capita incorne, with each change of one percent in per
capital GDP accompanied by a 1.2 pereent change in the per capita vahie added by the construction
sector."

Moavenzadeh also pointed out a higher income bias toward residentiai construction, with residential
construction rising from around 28 percent of all construction at a per capita GDP of US$200 to nearly 40
pereent ar USS2,000. Construction accounts for about one-hall of gross fixed capital formation in the
developing conntries. 1t is unlikely that all squatter housing is included in these estimates.

Income Effeets

There is evidence that construction has a significant income multiplier effcet. Simulations of the United
States cconomy have shown construction multipliers of about 2.35.* Studies developing countries have
shown multiplier effects only slightly lower,

Inflation Effects

Housing investment has been criticized as being intlationary. Economists have debated this issue at length
without anv clear-cut conclusions of general applicability. The general theoretical argument has been sum-
marized by the Urhan Institute as follows:

Fhe impact ofncreased denvndg fog howsing is tetlected in the price of housing itself, the price o! housing inputs, and the price of
other voods and services, The extent to which increased investment will influence the price level will depend on the supply elasticities
of the inputs and on whether the mereased demand i domestically financed or externally financed. The importance of this latter point
is that i housi is domestically financed, and the prices in other sectors are flenible, price increases resulting from increased demand
tor houste will probably be etfset 1o some derree by falling prices in those sectors where demand shrinks. On the other hand, if the

housing i~ extermadly tinaneed, this price oftset need not oceur. (p.32)

lucreased housing investment can ereate shortages in building materials and construction labor, but the
upward ctfeer on prices will be related to the current capacity utilization of the construction sector in the

"Philippe 1. Annes, Housing bivestment: A Cross Country Comparison, Ph.13) Thesis, Massachusetts Institute of Technology,
Famuary 1981, p,33.

“thud., p31,
Fred Momenzadeh, fhe Construction fndustry and the Supply of Low-Cost Shelier, April 1985, p. 1.

Ubid. Note: Multiplier etfects, indeed, would tend to be higher in deseloping countries except that leakages caused by underutilized
comtruction capacity and Libor typically e greater than in the United States,

‘Harold M. Katsura, Fconamie Effects ol Howsing Investment. Urban Institute, October 1984, p.32.



economy and the flexibility of attracting new sappliers. During slack periods, housing investment can be
counter-cyclical and can be used to stimulate the overall economy.

It is very difficult to separate the inflationary effects of housing investment per se from the broader
domestic and international inflationary effects working on the cconomy. This causality issue has been seen
by some” from a difterent perspective. Since housing is considered a hedge against intlation, increases
housing demand might be viewed as a reaction to inflationary pressures within country,

Bulance of Pavment Ettects

Another concern ol cconomists with housing investment is its etfect on the halinee of payments. Most
housing investment includes some foreign exchange components, cither directly or indirectly. Since the
housing unit represents a non-exportable good that abscrbs domestic resouices, it would appear that
housing contributes o the balance of payment problems experienced by most developing countries,

fUis clear that the import component for housing will vary enormously country (o country depending on a
wide variety of factors. The country-specitic estimates for the import content of housing investment can
range from 10 pereent to as high as 40 pereent.,

The levet of imports tor housing should be a matter of careful study and review in cach country situation,
Where sufficient markets are available, housing production can create opportunities for the development
of import substitution industries. 1t also should be a concern of local policy whether or not to limit the
import of materials, fixtures, and equipment for luxury housing, significant factors since lusury housing
will have much higher import components than low-cost housing. Appropriate policies can be established
to conserve foreign exchange by timiting luxury housing imports while still importing the essential
materials required for meeting low- and moderate-priced housing requirements.

Christian has developed a simple model (see Appendix A) which demonstrates that investments with a low-
import component (such as housing) have a more powertu! effect on economic growth than investments with
high-import components.’

Employment Effects

World Bank data shows that construction labor accounted for 7.4 percent of total labor in 16 descloping
countries, but only 3.2 percent of the total labor of 12 low-income developing countries. The same sample
showed that in the 16 higher-income countries labor productiviey in construction, estimated as the contri-

bution to GDP, averaged about US$22,500 per capita down to an average of $2,600 per capita in the lower-
income countries.”

Labor is sccond only 10 building materials as an input to construction, accounting for between 19 and 27
percent of the total value of construction.” It is particularly important as a source of employment for
unskilled workers. A study in the Ivory Coast in 1970 found that the informal sector accounted for £0
pereent of the 104,230 workers in the construction sector as a whole. "

The National Building Organization in India estimated that an investment of Rst0 million (Rs9.8 =
US$1.00) in building construction in 1980 generated 1,623 person-years of employment. This was divided
into on-site employment of 420 person-years of unskilled labor; 204 person-years of skilled labor; and 999
person-years of indirect employment, off site in the building materials and other support sectors.”

“OL Grimes, Housing for Low-Income Fanudies. Baltimore: Johns HaopKins University Press, 1976,

James W Christian, The Contribution of Shelrer 1o National Feonomic Development, address to the Second International Shelter
Conterence, Vienna, Austria, September 1, 1986.

“Ernesto I Henroid, The Construction Indusery, World Bank, 1984, pp.17-13.
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Other studies confirm the generally favorable employment effects of construction. Data assembled by the
Urban Institute' for Mexico showed that the direct and indirect employment effects of construction per
million pesos invested ranked the sector sixth among 15 industrial sectors. A Colombian study from 1972
found that more employment was generated in construction than in manufacturing for an cqual investment.,

The type of housing constructed has a significant effect on the kind and scale of labor required. The Urban
Institute assembled studies from Mcxico, Colombia and Peru which showed that less expensive, single-
family housing generates more employment than more expensive, multi-family, nulti-story housing.
However, the more expensive housing generates move indirect employment M

L:ven among fow-income urban workers, employment effects of construction are strong; sclf-built housing
is not rypical. World Bank data from 26 sites and services projects showed that the majority of houschold
hired small contractors 1o perforny major building tasks." T his would suggest that even low-income house-
holds seem to have higher than expected opportunity costs for their labor.

The Key point is that capital and labor are interchangeable in construction. 1t is thus important for low-
income countries 1o seleet policies and technologies which emphasize use of labor over scarce capital
resources (particularly foreign exchange). Capital is often substituted for labor in construction because
managers wish to avoid pereeived problems with large labor forces such as unions, strikes, and other work
stoppages; also. inidal designs are frequently oriented to capital-intensive construction rather than labor.
Morcover, capital is sometimes urdervalued through subsidized interest rates, and accounting systems fail to
record the true costs ol capital such as depreciation, breakdown losses, and maintenance costs.

Housing and Linkages

Housing has very strong backward linkages to the building materials industries for such products as stone,
soil, clay, cement, iron and steel, processed wood, glass, ete. Moavenzadeh cites a 1980 study of 11
developing countries which caleulated that intermediate imputs (o construction cqualed 55 percent of the
value of the sector’s output. It is important to consider the structure of the building materials industry in
order to ensure the greatest productivity of housing investment and contribution to national development,

The forward linkuages of housing investment are more difficult 1o caleulate. Lssentially, forward linkages
are the patterns of conrumption created by the production of intermediate goods. Some consider housing a
“finished good™ and therefore a “eonsunmiption”” good without forward linkages. However, regardless of
theory, coummon sense dictates that households are strongly motivated to purchase furniture, cquipment
and fixtures for their homes, and this process can have a strong positive effect on many industries.

Homeownership among low-income houscholds usually means the continued upgrading of the home
theough expansion and improvement in quality over time. This process contributes to demand in the
cconomy in general and particularly supports microenterprises which tend to be the suppliers of the
materials in this upgrading process.

Housing, Rentals, and Home Enterprises

Low-income housing is often used to generate income for its owner-occupicers. This can be in the form of
rental inconte from renting rosms or from locating small enterprises at the house site. These activities can
significantly augment the income of the owners,

It is extremely common to find extensive provision of room rental accommodations within low-income
settlements in the developing countries, This process is not well documented by case studies nor does there
appear to be a comprehensive data base. However, insofar as households are able to provide room rentals

PHarold M. Katsura, op. e,
Mhid.

Yinid,
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profitably with minimum increases in their capital investment, the process can be a major source.of income
to the owners and an effective way of providing low-cost accommodation to other low-income families
with little or no drain on domestic resources.

A good example of this is the Helwan upgrading project in Egypt, financed by USALD, and providing credit
for house upgrading. Most of the loans made under this program have been used to expand dwelling units in
order to provide additional rooms for rent. The repayment rates have been very high and homeowners report
that the rental income is in excess of the loan payments.”

The experience in a Malawi sites and services project has been similar in that houscholds have built their
own structure and rental accommodations for one or two tenants. The rental income has been sufficient to
repay the capital cost of both their own unit and the rental units in just over five years.'

Besides rental income streams, there is widespread use of the residence as the location of home-based enter-
prises. This is a phenomenon in the developing countries in all regions of the world, and is exemplified by a
recent study in Peru.'” The Strassmann study, based on data collected in 1980 and 1983, documented the
significance of home-based enterprises in the economy of Lima, Peru; 10.8 percent of all dwellings in the city
had home-based enterprises which accounted for 40 percent of the toial income of the owner-occupiers. The
lower-income areas had 1.5 times more enterprises than conventional neighborhoods, but the aggregate
income per enterprise was lower (i.e., less profitable).

Insofar as the Strassmann findings are typical of other developing countries, and such is likely to be the

case, housing takes on some of the characteristics of construction of factories, offices, and stores which
cconomists view niuch more favorably as contributors to national development.

The Urban Instit ite found several factors which repeatedly are found to influence the size of the economic
ceffects of housing investment,™ They inzlude:

* the type of liousing investment

e the scale of housing investment

¢ the import content of housing investment
¢ the opportunity cost of housing inputs

® the source of housing finance, and

e the timeframe of housing investnent.

In order to evaluate the impact ol housing investment, policymakers need to determine how these factors
are likely to influence cach effect they are concerned with,

The old argument about housing investment as “‘consumption’’ rather than productive investment seems
to be largely an irrelevant issue. In cconomic terms, housing falls within the definitions of both “‘con-
sumption” and **production.”

Housing must be viewed as being a productive investment in ¢conomic terms since it produces housing
scrvices even it only measured by ““rent,”” as economists are inclined to do. The more important question

Bloterviews by Altred P, Van Huyek, Egypt, 1985,
WHarold M. Katsura, op. cit.

WL Paud Strassman, Types of Neighborhoods and Home-Based Enterprises: Evidence From Lima, Peru, unpublished manu-
script, 1986,

BHarold M. Kaisura, op. cit.
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is how productive is housing investment compared to other alternative .vestments? For it is here that the
traditional cconomist view assigns housing a low priotity. The evidence from all sources is fragmentary
and inconclusive. While many very specilic citations can be drawn trom the literature which support the
coneepts that housing investment is at feast as productive as many other investments inareas such as con-
struction mbtipier effects, emplovinent generation, and its backward and forward hinkages, the case is
unlikely ever 1o be proved 1o evervone's satistaction,

At the newrosevel, ic can be concluded tha regardless of planuers’ strategices and whether or not housing
s, O b ot productive investment, there s broad correlation between the level of housing invest-
ment and the level ol per capita GDP of e country. The more interesting gquestion, therefore, is how (o
ensure that the apereente fevel of inve dment Howing into the housing seetor i most cfficiently utihized and
provides for the most cauitable disiibiation of benefits 1o the population. It is at this more micro-level that
the selection of polivies can make sivnificant differences in the overall performanee of the llousing sector.,

What s certain is that housing insesiment must be made i support of the urbanization precess: therefore,
the most important issue is o ensure that the investment is made as etficienty as possible.

Hovsing Fisaser

Virtaally all experts in housing finance and ecotomics view the mobilization of resources through the
financial sestem as being critical (o the development of o strong housing sector.

Renaud cites recent stuadies of honsing markets i Comeroon and Zaire to illustrate the point: . .,
methods of financiad savings determine methods of constraction and not the reverse . . . they determine
the dominant tvpe of urbanization in Atrican citios . changmy the linancial svstem would change these
cities, !

Whenion points that while houscholds will eventually achieve the level of housing services that they can
altord, acces v housing eredit will aceelerate the rate of constumption of these housing services.?

Christian seeecees thar “without the institutional infrastructure to mabilize domestic saving most develop-
g countries have continued (o have low aggregate propensitics to aave,”!

These experts believe that it is essential 1o link housing finance 1o the national capital markets. (Christian,
19507 Renaud, 1984; and Bolear, 1985.) If housing finance is kept separate through public policies which
atrempt to heep savings and housing lending rates below capital market rates, the financial sector is less
cHicient becanse capital catinot cannot be shifted 1o where the highest return is possible, and housing
finance insiioitions are kept on the margin of capital markets.

As Boleat observed, in most of the developed countries there is no financial constraint to housing provi-
sion, so households can obrain morteage finance when they purchase the house.”

Uhis is not the case in most developing countries where the toral pool of national savings is small and
inflexible at any viven period of time. National planners and ministries of finance, recognizing this, will
allocate credit to national dey clopment objectives, which rarely include housing.

Hencee, the housing sector is trequently deliberately placed at a disadvantage in mobilizing resources. This
is part of the explanation for the wide varance in the level of housing investment among countries with

Bertrand Renaud, Resonree Mobilization, Howsehold Suvines and Howsine: The Emerging Agenda, addiess (o the Second Inter-
national Shelier Contorence, Vienna, Austria, September 11, 1986,

TWilliam W on in an mierview with Alfred PoVan Fuyceh, September 1986,

1 . . N B . . . . . .
e W Shastiang The Contribuation of Shelter 1o Nattonal conoriic Development, address to the Second International Shelter
Conference, Vienoa, A\ustria, September T 1986,

Nk Bolear, Housine Fiance Instineions, paper piepared for the 1YSH Advisory Group Meeting, UNCHS, April 24-25, 1985,
p.l.
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similar GDPs. This phenomena is called “*financial repression’” and means that financial services, includ-
ing housing, do not grow as rapidly as expected because of public policies and regulations, such as spec-
ifving the use of nominal interest rates below inflation rates or the real cost ot capita: *

Financial repression of the housing sector is both unwise and unpecessary. Homeownership is i high
priority to households of all income levels and they will save in order to obtain a dwelling unit. Channceling
this savings eftort through housing finance institations (as opposed to savings maintained in unproductive
assets such as gold or jewelry), will deep.en the entire capital market and increase the total pool of national
savings, Of course, one danger to the housing sector is that such pools of savings will be taken by
government for other forms of public-sector investment which may be less productive,

The competition for savings and the allocation of credit between the public and private sector is a critical
issue af*.cting overall national development. A World Bank study of 38 developing countries has shown
that there is a high cerrelation between the share ot credit available to the private sector and overall ceo-
nomic growth. A one percent increase in the real rate of growth of private-sector credit was associated with
GNP growth of .34 pereent per capita,”

Since the houschold sector is a major source of surplus savings for the cconomy, there is implicit com-
petition in the demand tor credit between the household borrower and the governmeni. Many countries
operate government savings banks, post office savings schemes, and other programs to direct household
savings into various forms of government paper, and away trom private sector lenders.

This means generally that housing finance institutions (particularly those in the public sector) are forced to
be small, specialized institutions dependenit on the raising of their funds on a ““wholesale’ basis often
through government **directed-credit™ schemes that provide for some present level of investment to be
directed into the housing sector. Directed-credit schemes include the use of retirement funds, commercial
bank loans, forced savings plans, or a special tax on wages. In most cases, the funds generated by directed-
credit sehentes are used to subsidize housing, distorting the use of capital and penalizing the overall
economy,

Eftorts by government to separate out the issue of housing the poor from the entire housing sector are
misguided, as the growth of the housing finance system cannot be separated from the overall financial
sector.

The Three-Tiered Housing Market

Bertrand Renaud identified a three-tiered housing market.” The first tier is the high-quality, private market
which usually has access to a formalizea housing credit system to augment its own resources, For examyjle,
private developers typically resort to pre-sale and pre-tinancing by the buyers and equity sharing arrange-
ment with those who contribute the land. This limits projects to upper-income buvers.® The second tier
consists of the relatively few households which have access to public-sector housing provision. This group
is generally middle-income civil servants, or salaried workers from public and private enterprises, The
third, and by far the largest, tier represents the lower-income group which provide their own housing,
often through the informal sector.

Renaud illustrated the three-tier market coneept through data collected in Tunisia for the period 1975-
1980. He coucludes:”

‘Bertrand Renaud, Howsing and Financial Institutions in Developing Countries, International Union of Building Societies and
Savings Associations, Chicago, Hlinois, 1984, p.26.

“Keith Marsden, Private Enterprise Boosts Growrh, World Bank Working Paper, 1985, p.2.
"Bertvand Renaud, op. cit., p.1s,
8Bertrand Renaud, finencing Shelter. World Bank Report No. UDD-92, November 1985, p.S.

IBertrand Renaud, op. cit.



What iy most striking is the undeveloped state ci financial irstitutions mobilizing resources tor housing: Institutional financmyg
represents only 7.7% of the “legal™ privaty secton mvestment, This ratio rises only 1o M.4% of public sector investment and 16.7%%
of total housirig. 1t public sector subsidies are excluded, the share of financing by financial invtitutions drops 1o 1.4,

A similar pattern emerges from data from other countries, Financial institutions provided less than 33
pereent ol housing finance in Thailand {1981); 23,5 peicent in the Philippines (1977): and 20 percent in
Portugai (1976-1978).""

Housing Finance and Savings Mobilization

Christian has developed a crude measure of financiai development tfor more than 100 countries. e
measures the riatio of total curreney in circulation 10 the total off currency and deposits in Hnancial
institutions. The higher the ratio, the more likely it is that household savings are held in unproductive
forms which contribute little to the cconomy. Conversely, the lovwwer the ratio, the more likely it is that
houschold saving has been mobitized and converted into investment that supports the growth of the econ-
omy. He concludes that most developed countries have ratios ol less than 10 percent, while developing
countries hive ratios that range upward from lows of around 15 pereent to as high as 80 pereent, "

The houchold sector is responsible for 40 1o 60 percent of domestic savings. It is therefore very important
to increase the household fevel ol savings and ensure its efficient allocution (o investment. If national
savings rites are low, tihe prospects for housing finance systems will be poor." The mobilization of volun-
Lary savings requires stitutions 1o undertahe active promotion among savers. 1o aitracl savings, a finan-
clal intermediany must provide the holder ot idle funds with three key elements:

* Securify
Funds must be at least as sate and aceessible in the institution as in the hands of the owners.,

¢ Reward
The institution must offer adequate compe sation for the use of the funds cither in the form of
iterest or in provision of tinancial services. The rate of interest must promise some real return above
intlarion and should be set by competition for funds in savings markets,

* Aceess to Credit
Suvers wili often be households who need aceess o eredit; theretore, the broader the institution’s lend-
me market, the larger is likely to be its deposit buse, ™

One proven technique that meets all these criteria is the contractual savings plan with individuals. This
would commit the individua! 10 g given level of savings over time in return for a promise ol a specific
housing loan at the completion of the SAVINES program,

I the housing finance institution has the authority and the eredit rating, it can also raise funds by issuing
long-term: bonds. This has the advantage of matching its debt maturities with its lending program and
making the interest spreads predictable. Not many housing finance institutions in the developing countries
can presently take advantage of this approach because the capital markets are narrow.

What is critical, o! course, is that housing finance institutions be able (o obtam a return on their assets in
excess of that paid on their deposits. This is most possible inan environment of maximum freedom, where
the overall market sets the rates on both deposits and loans in response to demand,

Too often, even rekaively sophisticated financial sectors in the developing world ignore the savings that
can be mobilized wmong lower-income groups. A 1982 study by Mulkh Ruj of HUDCO in India showed
Fherand Renand, oy o,

M ames W Christan, op. cir.

“Bertrand Renand, op. cit., 1984,

P lames W, Chaistiany, HHousing Finance Sfor Developing Countries, International Union of Building Socicties and Savin_ s Associa-
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that households with average incomes of US$38 per month were able 1o provide nearly half (43 percent) of
their housing from their own savings, with the remainder provided by loans from friends and relatives (40
pereent) and other sources (17 percent). The study concluded that the opportunity to obtain housing was a
strong fuctor in the mobilization of low-income household resources. ™

The Indian study then caleulated this low-income eroup who obtained housing increased their savings from
zero 1o 6.3 percent ol their monthly inconie despite the fact that their monthly payment for housing
increased from 5.8 percent of income betore the purchase to 17.9 pereent after. Renaud cited similar findings
from cases in El Salvador and Morocco.

Interest Rates

All analysts recognize the central importance of interest rates on the development of housing finance insti-
tutions, and the necessity of using market interest rates in the housing finance sector.

Poorly designed interest rate policies, below market levels, imit savings mobilization and bave four unde-
sirable consequences:”

* They have o negative impact on income distribution.
* They distort resource allocation.

* They affect the viability of the financial institutions.
¢ They blunt incentives.,

A policy of low-interest loans typically leads to a concentration of a small number of relatively large loans
to better-off houscholds. It feads to excess demand for credit and therefore rationing, and prohibits the
institutions f'rom competing in capital markets,

The most efficient housing finance institutions are the most flexible, a characteristic missing from admin-
istered markets. The conventional, fixed-rate, level payment mortgage is well suited to borrowers with
stable incomes large enough o buy or build complete housing units. As such, it is the mortgage instrument
that finds ity widest apnleation among salaried, middle-income families. But the instrument is not well
adapted to low-income families or those with volatile incomes. Housing finance institutions limit their
market when they offer only one type of mortgage instrument. This, in turn, reduces the opportunity for
savings mobilization becanse of the link between depositors and aceess to eredit.,

There are many other forms of mortgage instruments that offer a wider narket appeal, including the vari-
able payment mortgage, the roll-over mortgage, the graduated payment mortgage, the blocked-compen-
sating balance mortgage, and the sequentially-escalating mortgage,”

Untortumately, while these innovative instruments can deal with a variety of economic conditions and
provide g more appropriate response to both the lenders” and borrowers’ needs, they tend to be complex to
understand and administer,

itousing Subsidies

The usc of housing subsidies in public housing programs has been the subject of intense study. Most p'JbllC
housing programs include an clement of subsidy to make the housing unit, which the government feels is
the minimum acceptable unit, affordable to a targeted beneficiary.

"Bertrand Renaud, opL e, 198,
FBertrand Renaud, op. cit., pp.77-79.
11D,

¥ James W Christian, op. cit., pp.27-41.



Subsidies can enter into the housing delivery process in many forms. Some of the most common are under-
pricing of land, provision of on-site or oft-site infrastructure, provision of the dwelling unit (construction
and/or building materials), or use of below-market iterest rates on construction linance and/or long-term
mortgage finance.

Less obvious forms of subsidy are through such things as tailure 1o include the overhead costs of the public
entity undertaking the project, waiver of 1he fees for building permits, cie.. which private developetrs
would have to pay, and sometimes waivers of tanition on the completed units,

Perhaps the Largest subsidy is the failure of the public entity 1o obtain the tall cost recon ey Lo owhich it s
entitled under the terms of the sale or lease, This form of subsidy is particalarly ineguitable as it benelits
those houscholds who haye already benefited from the provision of the unit and the initiad subsidies. T also
undermines the viabifity ot the public institwtion holding the financial mstrument, wnd ity abitiny (o
promote honsing pro Juction.

Phe inernational donor agencies imvolved in housing programs have consistently sought 1o reduee the level
ot subsidies involved in the housing projects which thew sponsorin the developing countries. However,
recent studies™ have shown that, despite this poliey aojective, World Bank projects show g high level of
subsidy.

Government subsidies are, of course, not limited 1o housing, but can be tound in many publicly provided
roods and services, Subsidies are simply transfers between croups. Government-provided subsidies are,
therefore, transters of value between those groups who contribute (o government savings and those who
receive the subsidy. fnsoloe as the subsidy i targeted and responsive 1o g clear government policy objective
(such as income redistribution (o the poor) and s affordable o the nation, there i nothing inherently
wrong with subsidies,

What makes housing subsidies a matter of particalar concern is that housing is o high-cost item (as
opposed to food and clothing, which are consumed in much smaller increments). Housing subsidics tend to
be large in absohite terms and, theretore, limited in the number of beneficiarios which can be served,
espectally in Tight of limited resources and (he eencrally Tow priority of governments toward the housing

sector,

Most governments have a minimum-standard for the dwelling vnit 1o be provided, and the difference
between the cost of that minimum standard dwelling unit and the pereeived level of pavtient that the tarcet
eroup can atford to pay becomes de Jucro the level of subsidy provided. Since the minimum standard i
higher than that which the beneficiaries would provide for themse!ves mdependently, this vap is often very
large. Compounding this, the level of payvment is set below what a “*market clearing™ price offered to all
otherwise qualiticd members of the target eroup would be willing 1o pay.

This process generates overconsumption ot housing services by the targeted beneticiary group and, there-
fore, distorts the allocation ol housing resources and lowers the elficiency of housing sector. This can be
ilustrated in a nvpothetical example as follows:

It houschold with aomonthiv income of 10 apits s walling to pav 10 units tor housing services in the private marker, i is then paving
10 pereent ot it inconme foy haousaing, 11 the povernment provides o honsing it 1o this houschold which has the cquivalent of a
monthly subsidy of 30 urats, then it s providimg ancine bind meome supplement of 30 units which makes the household s total monthiy
income 30 unity of which the household i paving 10 wmts for housimg servives and consuminy the other 30 anits tor housing m the
torny ot the subsidy . This ieans that the household s consuming 3 pereent ot its income plus the i kind subsids in housine services,
Another hoteehold with o actuad monthls incode ob B30 units s paving between 1315 unins for housing servicesan the private
watket. Fheretore, the benetited houschold s acrualh Coverconsunung”” between 25227 units of income i howsny services that it
would not choose to <o it it had the actual income '

This foreed overconsumption of housing services brought about by the housing subsidy svstein feads the
typical beneficiary to eapitalize™ the subsidy by subletting or reselling the housing unit 10 a higher-
income household. T'o the extent that the target eroup receives a cash subsidy throngh this svstemy, Hocan be

PSrephen Nivo and David Giross, Sites und Service and Subsidies: The Feonarnes of Tew o Howsing: i Developguny Coun-
tries. World Bank, 1985

UAllied 1. Van Huvek, presentation at the A Shelter Sector Workshop, 1982,
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argued that the governimeni’s objectives are realized; however, the transaction costs of this system are
extremely high and the efficiency is very low. It is a poor way to provide subsidies to the target group. Since
only a few houscholds can reccive these benelits, substantial inequities are built into the systeni, Most
otherwise eligible houschaolds will not receive any benefits and vet all low-income houscholds bear a
portion of the income transfer to the extent they contribute 1o government savings.

Nonetheless, the provision of subsidized housing v a politically popular initiative ol many governments
and, in spite of reasoned economic argumients to the contrary, 1s hikely to continue in some form.
Therefore, the more realistic issoes to be addressed are:

o Subsidies should be built into the construction pooceess (through writing down part of the capital cost)
rather than the financing process (so that interest rate structures are not distorted and can respond to
market rate changes).

o The physical standuras of provision should be reduced to the point that they are essentially affordable
1o the target group.

® The prices charged and the terms and conditions or repayment should be set at a market clearing price
for all otherwise eligible members of the target group. For example, savings will differ among house-
holds with the same tevel of current income and, therefore, the ability to make down payments will be
different.

o Cost recovery should be given a high priority so that no unintended subsidies are included.

o The Icsel of aggregate subsidy to be provided should be caretully caleulated so that it is measurable
and specifically targeted 1o achieve the government’s objectives by providing housing services to the
widest possible namber of eligible beneficiaaes.

Development of Housing Finance Institutions

If substantial progress is 1o be made on providing housing for all population groups, it will be essential to
build a viable systent of housing finance institutions in the developing countries.,

Renaud lists the factors critical to the development of housing finance systems as follows:™

e A supportive policy environment and regulatory role of government
This is most important and should have three objectives: improve competition, increase efficiency,
and stimulate long-term linance.

¢ Level of income and development opportunitics
As per capita income rises, the role of financial services increases and new development opportunities
are created, In very low-income countries, it is difficult to assign a high priority to housing or to the
development of housing finance institutions.

e Lincouraging appropriate institutions
The selection and development of appropriate institutions in response to the level of development and
requirements ol a given national situation is important. Early decisions regarding housing finance
institutions are likely to frame the options for growth ol the system.

o Speeificity of low-income housing needs
There is frequently confusion between **public policy’ toward housing for the poor and the housing
finance sector, Housing finance institutions need to be encouraged to deepen financial services and,
therefore, it is desirable 1o separate the construction function from the financial function as the types
of services are very diiterent. **Nowhere has the confusion ol public policy objectives between the
expansion of a viable housing finance system and the distinet and specific needs of public programs

MBertrand Renaud, op. cir., 1984, pp.77-79.



for the lowest-income groups been as harmful as in the setting of inadequate interest rates for the
entire housing sector.”’?!

Renaud also identifies a series of specific problems associated with the development of housing finance
institutions. Housing finance irstittions must deal with houscholds on the lending as well as on the
deposit side and this leads 1o sunst=atial risks and high transaction costs compared to the size of the loans
involved. The institutions generally borrow short and lend long. They are extremely sensitive to infla-
tionary environments. The maintenance of public confidence is essential. It finances long-terin fixed
investment, consumed by owner-occupants instead of being sold on open markets. ™

Bolcat identifies four types of housing finance systems or mechanisms by which funds can be transferred
from those with savings to those who need loans. >

1. The Direct System
Funds which house buyers require are obtained directly from those who have available funds (friends,
relatives, ete.). Also included are builders and/or vendors o1 building materials who sell directly on a
delayed payment deal with the buyer. This is usually done through a “markup’’ above the price for cash
sales which can be caleulated on an inputed interest rate over the payback period.

2. The Contractual System
The savings of potential house buyers are uscd to provide the funds for house purchase. A person enters
into a contract to save a certain sum of moncy over a period of years, generally at a below-market rate of
interest. When the period of saving is complete, there is an entitlement to a loan, also at a below-market
rate of interest,

3. The Deposit-Taking System
Institutions, which in the normal course of their business take deposits, make loans to house pur-
chasers, both operations generally being done at variable rates of interest. The institutions providing
this service can be either general commercial banks, savings banks, or specialist building socicties or
savings associations.

4. Mortgage Bank System
Institutions raise tunds through debt issued in wholesale markets, and use these funds to make loans to
house purchasers on matching terms.

Boleat stresses that learning has been slow in the housing finance sector. He believes this is so because, by
its very nature, housing finance tends to be locul or at best a national activity. The flow of information
among housing finance institutions in different nations is irregular at best and, therefore, the lessons are
not transferred. The main source of international information is provided by donor organizaticns, like the
World Bank and USAID. The improvement of information flow should be one priority in the deveiop-
nient of housing finance institutions.

Christian stresses the importance of improving the management of housing finance institutions in order to
reduce the transaction costs and, therefore, the spread required between the costs of deposits and the
lending rates. He stresses that potential gains in efficiency are possible in savings administration, liability
management, loan administration, asset management, administrative cost control, and mairtenance of
capital adequacy. He recommends that cach housing finance institution have a well-developed growth plan
and management strategy.

As the housing finance system develops, Christian suggests that the phased development of supporting
facilities can be considered. He identifies as most important the need to establish a secondary source of

A bid., p.38.
Zbid., p.4,

Mark Boleat, “*Housing Finance Institutions,” paper prepared for the IYSH Advisory Group Meeting, UNCHS, April 24-25, 1985,
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liquidity in case of “‘runs” on the institutions. This is best provided by a central authority which is not
subject to withdrawal pressures. Qther supporting facilities which can be introduced as the financizi system
becomes more developed include:

L. Deposit insurance which can be provided by governments based on premiums paid by institutions.,

t9

Mortgage insurance based on premiums paid by the borrower 1o provide protection for the institutions.
This would facilitate loans to lower-income groups and (o support innovative new lending approaches.

o In Luer stages, as systems matare, consideration can be given to the establishment of secondary mort-
gage markets in order to provide additional liquidity o the mortgage-originating institutions. The
preconditions for establishing a secondary mortgage market include a viable network of primary insti-
tutions and the availability of investment badances within the capital minrkets, The key to success is to
formulate an attractive package in order to attract the investment balances. This might involve provi-
sion of mortgage insurance so that the debt instrument traded in the secondary market is a claim against
the insurer or the guarantor, not a claint against the individual mortgagor,

4. Since many nations have such small overall mortgage markets, it may be possible to consider the devel-
opment of international secondary wortgage markets on a regional scale. There are two such institu-
tions already in existence: the Central American Bank for Feonomic Integration (CABEL), and the
inter-American Savings and Loan Bank (BIAPE). Both groups have encountered some difficulties, but
have survived for a number of years as refatively small institutions.

Linkage to Informal Finance Markets

Boleat has deseribed informal financial markets ae follows:

In most deseloping countries, there are informal rotating credit societies and savings clubs. These exist under a variety of rames, but
basically operate in similar wavs, In the case of rotating credit societies, members contribute a set amount cach week or month, and
cach member of the society has the right 1o the funds under some established procedure. In Africa and the Middle East, lols are
trequently driawn 1o decidie who has access 1e the funds, and normally nevinterest is charged. In Asian countrics, interest is generally
charged, and aceess 1o funds is determined b bids rather than by drawing lots. Such institutions are very similar in nature to carly
building societics in the United Kingdom, and smilar institutions in ofher countries,

These informal credit societies are successful because they are based on family or community groups with
which people identify: they require no paperwork or collateral; they are not regulated by government: and
they use group pressure to maintain a good recovery rate.”"

They are constrained, however, because they must remain small (usually fewer than 100 persons involved);
can raise only limited capital; can offer only short-term credit; and may not have a wide enough base to
diversity risk.”

These societies are major informal sector tools for housing development. The challenge is to link them to a
wider, national, housing finenee system. In the words of Renaud: *To what extent, and under what condi-
tions, can housing finance institutions grow out of the extensive interpersonal networks which represent
up to 8¢ pereent of housing mvestment resources?' '™

There are presently @ number of barriers that separate formal housing finance institutions from the in-
formal sector. Most housing, finance institutions have qualification policies on borrowers (such as
adequate level of income, stable employment, satisfactory collateral) which low-income households cannot
meet. From the informal-sector borrowers’ point of view, the institution is often not attractive as a source
of finance because of such things as high minimum loan sizes, high down payments required, long

AN ark Boleat, op. it p.b.
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maturities, fixed amortization payments, inconvenient office locations, and complex terms and conditions
which are not understood by the borrower.*

Christian has done extensive work in the methods which might be employed to link the informal credit
systems with formal housing finance institutions. He outlines three basic approaches open tn formal hous-
ing tfinance institutions:

1. Outreach Programs
This approach includes the use of mobile branches (o bring financial services into low-income arcas;
paying commissions to employees who generate new accounts and service loans for informal-sector
households during their off-duty hours; and development of a netwurk of ““agents’ within the informal
sector to serve as intermediaries

2. Mutual Accounts
This approach would include efforts to attract mutual accounts in the name of the- community or in-
formal savings societv with the represenative’ responsible for colleeting savings; the institution makes
loans to the group and the collections become the responsibility of the **representative,”’

3. Affiliation
This approach is based on establishing rotating credit socicties as **affiliates” of the housing finance
stitution in & manner similar 1o the relationship of correspoudent banks, The rotating credit society
provides the knowledge of the local market and the formal-sector institution provides management
advice, accounting services, « nd aceess (o a1 larger pool of loanable funds.

’

These techniques require a mature housing finance institution and a supportive public policy environment.
* ok %k

The centerpicee in ensuring the maximum contribution of housing to national economic development is the
establishment of a viable housing finance system capable of mobilizing household savings. The first step to
this end is the linking of housing finance to the national capital markets. Governments should support this
process by ensuring that there is no **financial repression”” in the housing sector and that financial institu-
tions are allowed to compete cffectively for savings mobilization at market interest rates,

Experience has shown that greater aceess to national savings by the private sector has been linked to higher
rates of overall cconomic growth. Insofar as the public sector is involved in housing, it should react to

market forces. It is particularly important that subsidies be limited and carefully targeted to low-income
groups.

It is not enough, however, to set positive policies supporting housing finance mobilzation. Specific steps
must be tzken to establish vigole housing finance institutions, which merit public confidence, and deliver
-efficient financial services. This requires innovative management which seeks 1o actively respord to
demand and develop links to the informal financial markets.

“hid., p.23.

lames W. Christian, op. cir,, p.71.
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IMprOVING ProODUciivy or HovsinGg INvESTMENT

The ageregate level of housing investment is, of course, imajor determinant in the quality and quantity of
the housing stock. However, the productivity o- housing investment will be in considerable measure be
determined by the other inputs essential to the howsing delivery systems such as land and tenure, infrastruce-
wre, building materials and construction, and building repulations,

Housing and Land Marhets

Most discussions of the cconomics ol shelter exalude the issue of land (viewed as a non-depreciating asset).
In reality, the Lousing market and the land market are intertwined. When the urban land market functions
inefliciently, usually because of inappropriate public policies, the housing market also will be inefficient.

Where houscholds have no clear pocential tor obtaining secure titde to land on which to construet their
houses, there will be a disineentive toward saving for housing investment. The lack of sceure land tle and
tenure iy also o major problenn in obtaining access to housing finance.

Inethicient and costly regulations and procedures, inadequate cadastral survevs, and long delays in process-
ing building permits, all add unnecessarily to the costs of housing and thereby reduce the productivity of
housing investiment.

Beyond rhiese, the use of high land use stancards (e.g., unnecessarily large plot sizes, road rights-of-way, or
open-space requiremients) will add 1o the cos of residential construction and lower the productivity of
housing investment when measured by the o population served.

Estimates suggest that the urbanized fund arca of developing country cities will more than double between
980 and 2000, 5f this enormous growth is not handled efficientdy and effectively, it will clearly have a
negative impact on the productivity of housing investment and, indeed, all aspects of the urban cconomy.
Serious efforts 1o increase the productivity of housing investment must include careful review of the urban
tand market,

‘The Critical Importance of Secure Land Tenure

For all houscholds, the right to own and/or use property as legally defined is of critical importance to their
sociat and economic well-being. Among low-income households, “‘secure’ land tenure is often the differ-
cice between perpetual depepdence and “*marginality’” and some degree of cconomic independence.
Secure tenure i a prerequisite to obtaining access to credit through the formal housing finance system.

Fand tenwre is closely asseciated with historical preceden:s and the socialZculture tradition sof the country.
Vhevctore, thare s an enormous arvay of land tenure forms varying from country-to-country, and general
principles we diificult (o formulate,

Appropriate fand tenure systems are best defined by policy criteria applicable to a variety of systems:

I. LEfficiency

Does the system encourage a smoothly tunctioning kand market that permits the maximum productivity
of land and is responsive to market demand and changes in the urban form?

o

Equity

Does the tenare system provide reasonable aceess (o land for housing, business and other needs to all
groups (particularly low-income groups)? Does the tenure system allow the public sector to recapture
increases in land value brought about through public investment?

3. Compatibility
Docs the tenare system integrate well with other economic development and urban land policy instru-
ments, such as the development plan, taxation, and the management of public services?
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4, Continuity
Does the tenure system avoid, to the extent possible, abrupt “‘breaks’ with the cultural and political
system which led to existing tenure arrangements?

In many developing countries, thz existing systems of tenure are deficient in one or more of the following
respects:

¢ They do not result in the most etticient patterns of land use.
® They reintoree existing inequalities of wealth and Opportunity.

® They are “‘mechanically’ ill-adapted 1o the needs of rapid urbanization because of cumbersome
methods of registration and recording, clouded titles, transfer taxes, lack ot adequate powers of
expropriation, and inetficient institutions.

¢ They do not provide sufficient clarity of “ownership rights' to aliow the use of the land parcel as
collateral for obtaining tinancing.

While deficiencies and inequalities of existing tenure arrangements are casy to observe, corrective actions
are difficalt to implement politically and technically.’

Housing and Infrastructure

The econumies of infrastructure, like land, is often viewed independently from housing, yet it is in reality a
key factor affecting housing investinent productivity. In many countries, substantial amounts of housing
stock lie dormant because essential infrastructure has not been supplied. The stream of benefits from the
housing investment are postponed, carrving costs mount, and productivity is suacrificed.

Most urban centers in developing countries have very large infrastructure deficits in existing settlement
areas. The effect is to lower the incentive 1o houscholds to invest in the improvement of their units. It has
been shown in many studies of upgrading projects that after completion there is a large additional invest-
ment generated in the improvement of the housing units.

The failure to require infrastructure for new land areas as they are developed will increase the price of such
land when it is serviced later, thereby raising the wltimate cost of the housing units. This acts as a disincen-
tive to the mobiiization of housing investment since sufficient serviced land is not available to stimulate

cffective demand.

There are several widespread prablems with infrastruciure provisions in the developing countries which
need to be addressed in any effort to improve the productivity of housing investment. These include:

® the use of high standards of provision which limit the supply given the high capital costs per unit of
serviee,

® the use of subsidies in pricing policies which n.ake cost recovery inadequate to finance future incre-
ments of serviee.

e overlapping and incfficient institutional structures amon the entities responsible for infrastructure
provision,

e 100 low a priority given 1o maintenance of existing systems and services.

Housing and Building Repulations

Another areq in which the productivity of housing investment could be improved is through the adoption
ol appropriate and efficient building codes and construction standards. Many developing countries in-

Alfred P Van Heuyeh and Williim Docbele, 1 end Tenure Choices in Program Upgrading Projects Within the Context of Nationaol
Land Policy. PADCO, Inc., September 1982,
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herited their building codes and standards at the time of independence or adopted them many years ago
from Western models of the pre-war period. As a result, housing construction built to these codes and
standards has not captured the cost savings promised by new technologies, materials, and techniques. In
some cises, the codes even require the use of imported materials when local materials could adequately
substitute. Carcfui review of the building codes could reduce the cost per square meter of conventional
housing construction.

The typical building codes also work 1o exclude lower-income groups trom achieving fegal housing because
the code standards are too high to be affordable o lower-inconre groups. In the vast majority ot cases, the
codes and stanaards are ignored by low-income people out of necessity; however, this can have a dampen-
ing cffect on their housing investment because it places them in “ilegal status™ which mav mean insecure
tenure, no access to credit, and no opportunity for infrasiructure provision.,

A careful review and redrafting of the codes and standards for housing construction can make a contri-
bution to improving the productivity of housing investments for il income groups and categories of
housing.

Produciivity in Constraction ang the Building Materials Industry

The productivity of the construction sector and the efficiency of building materials development represent
an area of significant potential housing cost savings in both the formal and informal sectors.

Each country will need to assess its own requitements for building materials, its available indigenous build-
ing material resources, and determine the appropriate mix between imported materials, import substitution
strategies, and local production. Domestic production will be preferred over imports, but small low-
mcome countries need to avoid investment ininberently uncconomical cement or steel plants which cannot
take advantage of cconomies of scale.

The building maerials industry lends itself to informal-sector production and small-scale enterprise which
interact with the formal sector at various levels. There is considerable evidence that small-scale building
materials production can be competitive. For example, a study in Gambia in 1980 calculated that a small-
scale brickmaking plant (300,000 units per year) produced at U.S. 29 cents per unit while a farge-scale plant
(10 million units per year) produced at U.S. 43 cents per unit (Moavenzadeh, 1985).

Small building materials plants are fess dependent on large markets, can utilize smaller deposits of raw
materials, and can mainain lower transportation costs. They also tend 1o have more labor-intensive tech-
nologices and lower requirements for foreign exchange.

Experience has shown that the building materials incustry will operate most efficiently when it is relatively
free of government regulation and relies mainly on private-sector suppliers. Where governments have
atempted to establish monopolies or “*control boards™ over building materials, they have created ineffi-
ciencies in the disiribution system, high prices, and the development of black markets.

Appropriate standards for the production and use of building materials should encourage ihe efficient use
ol materials in construction, allow the use of the lowest-cost material which can provide an acceptable level
of performance, and permit the use of **temporary™ materials in fow-cost housing,

The construction industry in many developing countries suffers from inadequate managerent, lack of
skilled labor, constraining laws and regulations, price distortions, noncompetitive practices, madequate
aceess to credit and foreign exchange, and uneven access to building materials. These constraiints must be
addressed by policies and procedures that climinate speciftic bottlenecks, encourage efficient management,
and stimulate competition.

The maximum use of tabor-intensive methods should be encouraged in low-income developing countries.
This may require specific changes in labor laws and regulations shich constrain the productive use of labor
as a substitute for capital.

OF particular importance is the development of an efficier:t private-sector construetion industry. Where the

public sector does include construction enterprises, it should be held accountable for performance, without
subsidices or other special treatment inherently unfair 1o private competitors,

37






support private-housing finance institutions. Governments; can purchase private-housing finance institu-
tional paper. The government can enter into joint equity arrangements with private investors to establish
housing finance institutions.

In housing production, public/private partnerships can tahe the torm of joint venture housing project
development, the provision of sites and services with housing construction vested in the private sector, and
the enactment of supportive policies and regulations, Turnkey projects sponsored by the public sector with
private entrepreneurs also have scope o tap private resourees more effectively than straight contracting.

Partnerships can be made with the private sector ar the central government level or at the local government
level which often can meet local needs more efficiently.

It is only through effective public and privaie sector partnerships (hat developing countries can have a

realistic chance to meet the demand for housiag among all income groups, as well as eftectively utilize
housing investment as a dynamic contributor to national cconomic growth.
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SECTION 1

PROCEEDINGS O THE
SECOND INTERNATIONAL SHELTER CONFERENCE
September 10-12, 1986
Vienna, Austria

OreNing Remarks By
Davin Roserts
Immediate Past President, National Association of REALTORS®

Almost two years ago, as [ prepared for my term as President of the National Association of REALTORSY,
I had the honor of addressing the delegates of the First International Shelter Conference held in Wash-
ington, D.C., in November 1984, | am truly gratified to observe that the private-sector International
Shelter Coalition that took its first steps during that meeting is alive and well and reassembled here in
Vienna. It is only through the deliberate and continued exchange of ideas that we can help each other to
establish a viable role tor the private sector in meeting the shelter challenge worldwide. On behalf of the
National Association ol REALTORS®, I am delighted to be here and to take part in what promises to be a
productive and enlightening meeting, We have a difficult challenge before us, but a unique opportunity as
well, With the constellation of housing experts gathered here today — and with the exeellent preparatory
work that has been done — am coniident that we can make a practical and important contribution to the
International Year of Shelter.

Within the briet time permitted me this morning, t would like 1o share with you seme otseivatons on the
vital role of hemeownership and wecurity of tenure in promoting cconomic and social progress. In every
country, the shelter industry accouis for a significant proportion — sometimes as much as 30 percent or
higher — of national output. The health of that sector — and rate of growth -— is therefore eritical to the
performance of the economy as a whole. The often-heard arguments of economists that shelter is an unpro-
ductive consamption good simply do not hold up under close scrutiny. Professional rescarch has revealed
that given the prospect of obtaining better shelter with security of tenure, people at all income levels save
more, not less - on average about 165 percent more. Incremental, self-built shelter also adds to the
national capital stock by mobilizing investments from houscholds which otherwise would save less and
would hold their savings in unproductive assets.

The provision of better housing and greater security of tenure thus results in more net saving, which in turn
means more resources available for investment and more economic growth, nou less. The shelter sector is
also a major creator of employment, both direetly and indirectly, through the demand for goods and
services that shelter development, maintenance and improvement create. Further, it provides an on-the-job
training environment which contributes to increased productivity overall,

In addition to the ceconomic benetits of shelter which will be discussed and debated at length throughout
the conference, o healthy shelter also generates considerable social benefit. Studies performed in the
United States illustrate that better housing and greater security of tenure are associated with greater family
stability and reduced crime rates. Homeownership leads to greater participation in community activitics
and in the processes of democratic government. In the United States, there is convincing evidence that
homeowners are more likely to vote than non-homeowners and are more likely to volunteer time, money
and services to improve the quality of life in their communities. When people have a greater stake in their
environnient, they clearly will do more to improve it.

Itis thus important to promote the view of the shelter sector as an engine of cconomic growth, of employ-
ment creation, of investment and of improvement in our standard of living. The important task for all of
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us is to better document this case to pelicymakers at both national and international levels to cnsure that
the shelter sector receives the attention and priority that it deserves,

What can we do 1o promote Lomeownership and security of tenure worldwide? Perhaps most important,
we must understand what experience has proved time and time again. People can build their own houses
quite efticiently provided that they are given access to the urban land market and to services and credit.,
Governments must get out of the business of building houses and must recognize that the task of providing
shelter for their citizens is well beyond their available resources. Instead, they must take a sober and realis-
tic look at addressing the institutional constraints that adversely impact the main components of the shelter
problem — lund, public services and finance. Without seeurity of tenuie, neither individuals nor private-
sector orvanizations will have the confidence 1o invest their resowees, efforts and skills in shelter construe-
tion, maintenance and improvement. The development and distribution of land for housing is one the
critical bottlenecks to shelter production. Systems for the efficient transfer of property need urgently to be
established before the porential of the private sector can begin 1o be fully tapped.

Approximately two-thirds of the families in the United States own their own homes. One of the principal
incentives to homeowneship is the freedom to transfer title. Since historically the value of an American
home appreciates at lesst as fast as the rate of mflation, the owner enjoys an increase in his equity. This
phenomenon is the same as depositing money in a savings account. This equity is then freely transferable to
another more valuable home. Thus the pyramid of savings grows. The 750,000 members of the National
Association of REALTORS™ ot the United States are the professionals who make this transter possible,
We wonld like to see these same processes established in the developing countries and we offer our
assistance wherever requested.

National and international real estate organizations can play a vital role in helping developing countries
meet this challenge — first, in bringing our own perspective and range of knowledge to bear on the prob-
lem and its solutions; second, in disseminating appropriate solutions through international and bilateral
exchanges; third, by encouraging cffective followup action. Qur expertise, after all, lies precisely in areas
such as identilyving, assembling and preparing land for development and arranging tor investment and
financial backing.

I'ook Jorward over the course of the nest two days 1o helping identity ways in which the private sector ¢an
be more fully tapped and to establishing this International Shelier Coalition as a truly viable instrument of
social and economic change for the benefit of the underhoused and the countries in which they live,

Remarks By
Orro StdseN
President, International Real Estate Federation (FIABCI)
I am honored to welcome you here today on behalf of the International Real Estate Federation. My

organization, with more than 7,000 members in 43 countiies, has asked cach of our national chapters to
support the aims of this conference. We have asked for their commitment:

® 10 help solve the worldwide housing problem:

* 1o explore how more fortunate chapters can help those in the developing world create systems essen-
tial to solving the housing problen;

* to help mobhilize privane institutions in the effort before us; and
© to stay the course and to keep the housing issuc ~live and under constant examination.

Among the sponsors of this conterence are housing-related associations from Asia, Africa, Latin America,
the Caribbean, Earope and North America, ‘There is here today a truly International Shelter Coalition. It is
made up of people and organizations which assemble and develop land, establish and convey title, build
and sell houses, finance construction and mortgages. Collected here today are both practitioners and
theoreticians. This distinguished assembly is being asked to define and debate the features which any
national system pretending o address housing needs must embrace if progress is to be possible,
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Among the critical issues to be explored, 1 suggest, is the need to develop methods to strengthen, structure
and improve the private development professions in the developing world. We must examine how to
improve the legal, fiscal and financial interface between public regulators and private producers so that
private inittative can be turned loose and more shelier can be produced.

Itis often siaid that the private sector cannot, ot will not, respond to the housing problens of low-incone

fammlies. How true an assertion is this? Is the private sector response inadequate? It so, what are the

constraints which prevent it frem taking a more active role in this arena? Dowes the public sector facilitate

private actien or iy it i impediment? These are central questions which [ hope we will see debated here in

this conference. The International Year of Shelter provides the perfect context in which to et torth the key
issues and principles which will dominate the shelter ager 1 for the remainder of the century. In Nairobi in

April 1987, members and observer countries of the Ununed Nations Commission on Human Settlements

will meet to discuss strategies (o deal with the shelter problem. Our conference bere today provides an

opportunity to formuiate a sct of views which are reasonable and practical and which describe a blend of

public and private actions appropriate for dealing with the housing problem.

Let me suggest that we have before us an opportunity 1o influence both the tenor and outcome of the
debate. The channels for dialogue are open — certainly more than they were in 1976, We have outstanding
individuals here from the develeping world who are experienced experts on the issue of housing in thei
respective countrics. It is to these individuals that we look to actually frame the agenda for the future,
drawing on their own national experiences for inspiration and refiection. All too otten the debate on the
problem of shelter becomes dominated by Western perspectives and those of the international aid agencices.
But the problem of housing, especially low-inccae housing, is at its greatest in places such as Caleutia,
Mexico City. Kingston and Manila. Solving the shelter problem is essentially a domestic responsibility and
solutions muast be framed within the level of each nation’s resources and institutional framewort. We need,
however, to establish how the private sector and private associations can help cross international lines and
join forces. The aid apencies represented here also need to hear how their policies and assistance can best
help to support, consolidate and institutionalize national solutions.

As a group, the associations represented here would, 1 believe, assert that private ownership or at least
secure tenre is essential to any successful housing etfort. We should debate this assertion and then foree-
fully advocate this proposition if it is indecd valid. Similarly, we should explore the characteristics of suc-
cessful national development sinee it is true that successtul development requires organization and assis-
tance that are financially autonomous with independence of action and freedom to innovate. Let us
explore these propositions,

ReMARKS By
Dr. WiLLi-Dierer OSTERBRAUCK
President, International Union of Building Societies
and Savings Associations (IUBSSA)

It is my privilege to speak to you as the representative of the International Union of Building Societies and
Savings Associations. This Association, which [ am proud to represent, brings together thrift and home
financing institutions which serve more than 450 million savers, and more then 350 million borrowers in 67
countries on all five continents of the world.

It was in Washingion, D.C., on November 2 and 3, 1984, that the International Union, FIABCI, NAR and
the International Council for Building Rescarch, Studies and Documentation, sponsored the first Inter-
national Shelter Conterence. This was a pioncering effort 1o attract greater private-sector initiatives into
the development of shelter, financiai mechanisms, land policy, settlement planning and security of tenure
which would provide housing for families all over the world.,

The Union is committed to helping solve shelter problems. It has provided, and will provide, assistance to
individuals and countries wishing to establish savings and loan institetions for the first time. It makes
experts available with skills in the development of operating sysiems, the trainiv2 of employees and the
writing ol laws and regulations. Members of the International Union frequently offer persons from
developing countries the opportunity to obtain on-the-job training and experience in their national
systems,



1987 is the International Year of Shelter for the Homeles:, There are two billion people suffering from
poverty, unemplovment and fack of adequate shelter. By the year 2000, if present ponulation trends
continue, the ligure will be well over three billion, a prospect too grim for us 1o contemplate. I eite Barbara
Ward's words on the eve of the abitat Conference in Vancouver in 1976:

A no e st listony of man by 1he visitanmient that san created been in such o state of contusion and total erisis,
Those words conld deseribe 1950, too,

Amost important precondition Tor (he establishiment ol peace in our day, and for its maintenance in the
future, s 1o beein o overcome worldwide social and cconomic disparities. In 4 world with a steadily
crevviar population it is of paramount importance that those in the public and private seerors responsible
for urban wnd rural developmient, for settlement policy. form partuerships for progress. Public and private
settlements policy and proerins cannot be cftective it ereated or administered separately. Settlement and
uthan pelicy denand ereater atiention ai nationad and international Tevels wd he lorging of national
shelter coalitions with characteristios of e hnternational Shetter Coalition cathered here today.

Housing s a0 basie hunem requirement. An important factor in altaming an adequate dwelling is the
creation of financing entitics like building socicties. These hanks of real estate credit represent an excellent
example of how cooperation is possible in g community ol people.

Phis right to adequare housing has found a place in nearly all constitutions of the states in the West and the
Fast. The realization ot this right iso of course, dependent on national cconomic facilities and local
conditions,

With the aid of stinmlants, provided by state assistance, by governmental incentives for savings and
repayments of loans, even low-income eroups ot the population have realized, through building societies,
the great value of hoimcowaership, Homeownership provides a basis for political stability and for citizens'
participation in the aflairs o their communiy,

For 35 vears, Thave sirived for better housing for tamilies and for middle- and low-income groups. These
coals st be achieved through savings, self-help and private initiatives and by governmental incentives
for special groups of the population. The more private initiative, the less governments will be called on to
spend limited public funds tor housing,

As President ol the nternational tnion, T try 1o spur possibilities of cooperation with covermmental and
private oreanizations evervwliere, but, in partizular, in the undeveloped regtons and  countries with
fedeling building socictics, housing banks, mortgage banks and housing development finance institutions.

To atain our eoals, it is fecessary 1o advance, step by step: 1o try and relate the two questions of twhy'
and “how™ 1o the cirenmstances of real life, Wiy housing? How 1o satisty the needs of as many people as
possible? How 1o allow property ownetship? Are the people able and willing to save a certain amount for
better housing? How can the national housing finance system work? How can cooperation be realied?

e solving the shelier problems w an mternational level in the cighties and nineties, we are pinning our
hopes on private initiative, which is ever more necessary as budget limitations require the governments of
the world to reduce public spending i the shelter seetor, Members of the International Union in more than
67 countries are partners with whom they can cooperate 1o encourage the adoption of appropriate shelter
policies and programs,
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Tur Wortowme: Suriter Connrrion Topay

by Dr. Arcot Rumachandran
Exccutive Director of the United Nations Center
for Human Settlements (MABITAT)

Eet me take the respensibility, on behalf of all the participants in this conference, for thanking all the co-
sponsoring institutions who have made this ny eting possible. The tirst shelter conference in Washington
opened up several very constructive lines of d scussion, and this followup conference gives us the oppor-
tunity to build on those first ideas and identify practical actions for improving the world shelter situation.
As Executive Dircector ol the United Nations Centre for Human Settlements (HABITAT), which provides
the organizing secretariat for the {nternational Year of Shelter for the Homeless (1VSH), 1 shall be looking
for ideas from this conference to strengthen the Human Scttlements program thronghout the world,

As part ol the IYSHE program, we have been organizing subregional governmental meetings 1o discuss
national housing policies and to formulate priorities for governmental initiatives. We are now in the
process of setting up a series of regional meetings of nongovernmental organizations, prircipally those
focused on grassroots operations, to cain the benefit of their experiences and to mobilize iheir support for
the IYSHL Therefore, we welcome this contribution by FIABCL NAR and [UBSSA 1o the promotion of
private-sector support for the program.

There has been, perhaps, some initial misunderstanding of the targer group of the 1¥YSH and of the re-
sponsible organizations that we wish o see participating in 1IVSH ¢fforts. On one hand, some people
appeir to believe that the IYSH is directed toward the promotion of increased governmental programs for
public housing delivery. On the other hand, some people pereeive the 1YSH as a charity drive by voluntary
agencies (o provide relief o deprived and destitute populations. I must emphasize that it is neither of
tirese things. The IYSH s a framework for mobilizing the resources of all participams in the shelter sector
to bring about concrete housing improvements for the majority of people in the world today. We must tap
the capacities o~ ot those in botin the public und private sectors who can contribute to our goals, This is
why | place preat importance oir the outcome of this meeting.

The fact that this conference is taking place at all is, 1 think, an indication of somme of the shifts of emphasis
we have seen sinee FIABETAT: the United Nations Conterence on Human Settfements, which was held in
Vancouver in May 1976, Ten years is actually not a long period in the development of human settlements,
and most ot the problems identified in Vancouver are still with us, although some of them are appreciably
more acute today than they were then. However, ten years is a long enough time for us to appraise the
workability of the solations proposed by the Vancouver conference, and | think we can agree that some
rethinking is required in certain areas.

The conference adopted 64 recommendations For national action to develop and operate human settle-
ments in a sitwation of rapid population growth and urbanization. As expected, population numbers have
increased rapidly, and levels of urbanization have risen over the past decade, but what was not foreseen
was the disastrous deterioration of economic conditions in most of the developing countries. Govern-
mental programs for human setddements have not heen adjusted to the changed economic conditions we are
facing; henee, it seems clear from all available indicators that human settlement conditions are deterio-
rating rather than improving. The HABITAT Conference did create a widespread awareness of the prob-
fems of human settlements and of some of the possible solutions. Attitudes toward human settlement
isstres have altered radically.

Very few governemnts, lor example, still think that the only way to solve the problems of slums and
squatter settlements is through demolition and relocation. Most governments are aware of the necessity (o
allocate increasingly scarce resources with a clear view of spatial implications. Yet, these positive develop-
ments are taking place in a context where change — unplanned and uncontrolled change —- is proceeding al
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an increasing pace. This is the fundamental problem that governments, private and public organizations
and the United Nations system are confronted with.,

At the present time, about 1 billion people lack adequate shelter, and a significant number of people are
actually homeless, often oceupying improvised shelter on streets in some ol the metropolitan centers of
developing countries. In the cities of the developing countries, 30 percent of the inhabitants, on average,
live in slums and squatter settiements: In some cities, figures of 75 to 80 pereent living in such conditions
are not uncommon. It is also not unusual to find a thousand or more people dependent on water from a
single standpipe and having no access to waste-disposal facilit s,

In the past ten years, more than 350 million people in developing countries have been added to the popu-
lation of cities. Most of them are below the poverty level and cannot afford conventional shelter or conven-
tional water-supply, sewerage and clectricity-service facilities. Most of them have been added (o the pop-
ulation of stums and squatter settlements within cities and at the periphery of cities. They have ot coped, in
the sense that they have managed to find or build for themselves some sort of shelter, however inadequate
and unsafe it may be. They have survived against all kinds of odds - eviction from the sites they occupied,
lack of assistance or overt hostility trom authorities, fierce competition within the informal sector of the
cconomy, lack of medical care and education, and a condition of permanent physical precariousness. Their
shanty-towns have become the city itself,

Generally speaking, prior to the Vancouver conference the view was that the shelter and infrastructure
deficiencies of the developing countries would be made up by massive public programns and that govern-
ments nmierely had to follow conventional procedures to meet the desired targets. However, it quickly
became apparent that governmental programs could not even keep abreast of demand growth and that
deficiencies would inevitably worsen unless innovative procedures were adopted. From this realization, it
was a short step to the argument that program responsib’lities should be divided among those hest able to
meet them and that the most efficient role of government was to support the activities of those who were
actually providing shelter and infrastructure, i.c., the poor themselves and the informal private-sector
operators in the bousing and services field. This approach generally has been termed an “‘enabling
strategy’’ role of government.,

As aresult of this change in thinking, the efforts of the poor and of th- informal sector in constructing and
operating human settlements have been widely recognized: In some developing countries, a slow change is
taking place toward the adoption of cnabling policies, and assistance is being provided 1o self-help and
community participation efforts. However, there is an urgent need to give a sense of direction to all of this:
The bulk of the population of developing countries settles and consolidates wherever chance and oppor-
tunity permit; the sites chosen — if such a word can be used — are simply where land is available at the
moment or where rooms can be rented. The “new world built on top of the present one” which was antic-
ipated in Vancouver is essentially of this nature.

Over the period 1975-2000, the population in developing countries is projected to grow by almost 2 billion.
Many countries have seen a demographic shift, with natural population increase supplementing migration
as a source of urban population growth. If present trends continue, between 60 and 70 percent of the
population increase will take place in urban arcas, where, by the year 2000, over 40 percent of the popu-
lation of the developing countries — over 2 billion pcople — will be located. The number of cities in
developing countries with more than 10 million inhabitants may increase from four in 1980 to perhaps as
many as 7. Some 40 cities could have populations of 5 million or more, and almost 300 will be above |
million. As the stakes increase, the need (o manage cities, to provide services and (o enable the urban poor
to find adequate shelter is becoming more evident than ever before, Action needs to be taken before
urbanization becomes overwhelming,

Even in times of economic growth, such massive urbanization would strain administrative capacity, urban
services and the social fabric, bur this phenomenon is occurring during the most serious and prolonged
worldwide economic recession sinee the end of the Sccond World War; and, despite some hopefui signs of
recovery in some industrialized countries, ail indications are that most of the developing countries will face
serious cconomic difficulties throughout the current decade and, most probably, well into the next. In
addition tc this, the current world recession is accompanied by an enormous and, to a large degree,
unforeseen international debt and liquidity crisis involving 1 .; just the developing countries but the whole
structure of the international financial and banking system.
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Under the burden of the $800 billion combined debt, many countries of the developing world have had to
face the collapse of their models of cconomic development, some of which were praised only vesterday as
successtul examples of industrialization. Prosperous OPEC oil exporters have drastically reduced their
development lavouts, canceling or pestponing indefinitely up to 3 percent of pending development
projeets beciuse of the drop in world oil prices. Fven if the volume of world trade were 1o expand, most
developing countries still would have (o use between 40 and 70 percent ol the'r export earnings to service
their outstanding debt, with little prospect of borrowing sufticient additional capital to allow tor future
cconomic growth and development. It is precisely the multidimensio: af aspect of the current world
econotnic recession, accompanied by stractural and technological changes, which has led to a basic crisis of
confidence in both developed and developing countries and which casts such a dark cloud over the tuture.

These bare figures offer, T am certain, enouehe evidencee that we are conironted by a problem of such
magnitude that none of the traditional recipes can be of any practical use. Additional financing might be
made available for low-cost housing, and a few people might be better off; pilot rehabilitation programs
coul'l be faunched, wnd these experiences might show the way to widespread applications; advances prob-
ably will be registered in understanding the indispensable role of community participation in the success of
settlement programs; the utlization of Jocaily available building materials and construction techniques
almost certainly will spread. Yet, none of these positive developments can ensure action on the scale
needed.

Massive breakthroughs in terms of perception, understanding and policy formulation are required in the
arca ol urbanization itself: what it is, what it means, and what new strategies are needed to exploit its
potential and avoid its unwanted side effects. Only when we have this understanding can we devise a work-
able strategy based on the enabling coneept ol public/private cooperation. The search for such a strategy is
essential, because the developing countries must look toward their cities to pull them out of the current
recession and to provide the dyvnamism for future cconomic growth and development. The key role of
human settlements in national economic and social development is self-evident. Cities are the engines of
cconomic growth and the cradles of social change. They will provide R0 percent of the annual increment in
GNP by the end of the century and, as with any productive tool, they must be properly used and main-
tained to generate their maximum benetit,

It is clear that if cities are to reach the projected level of output by the vear 2000 to fulfill the development
functions required of them, urban productivity and cfficiency must incicase over the ceming decades. Effi-
ciently run cities will be vital to the cconomies of developing countries: If cities and towns are inefficient,
productivity will suffer, with serious consequences for national economic development. Cities can be key
Sereators of wealth,”” incubuators for innovation, supperters of private-sector development and crucial
sources of new cuplovment, thus generating the income with which the urban poor majority can begin to
improve settlement conditions.,

However, urban centers which lack sufficient infrastructure to supply water and clectricity and to treat
wastes, and which Tack sufficient communications and transportation networks, face insurmountable
constraints to productivity and cconomic growth. Furthermore, the absence of basic services — such as
potable water, sanitation and clectricity for the 30 pereent of the urban population which inhabits slums
and squatter settlements -— not only perpetuates urban squalor and poverty and undermines social
stability but also is debilitating to general public health, thus increasing the constraints on productivity,
sinee it is from these stums and squatter settlements that the bulk of the unskilled and semiskilled urban
work force is drawn,

Taking into account the Tuture impact of urbanization, the crucial role of cities in the economic growth of
developing countries and the interrelationshins among urban prodactivity and physical and social infra-
structure, it must be obvious that urban policy cen no longer rely on a sector-by-sector or pioject-by-
project approach and thar any new strategy for improvement of human settlements conditions must he
comprehiensive and based on a realization of the interdependence between all sectors of policy. Only such
an approach can offer a rcasonable chance of suceens in the face of the dimensions of the challenge that
will confront us in the coming decades. Morceover, such a new strategy must be formulated with the clear
understanding that future improvement of scttlement conditions will depend on accelerating economic
development, particularly in urban centers, and on the ability of authorities to enable the urban poor to
improve their shelter conditions.



In the light of this, one priority action area for governments is (o achieve the greatest possible efficiency in
the operation and maintenance of the physical fabric of our settlements, to ensure both maximum levels of
productivity and optimal social benefits. Too often have we seen massive investments in infrastructure
largely nullitied by failure 1o operate the installations properly and by lack of measures to keep them in
good condition and maximize their working life. In this connection, 1 have in mind not only maintenance
works to ensure peak efficieney of operation but also rehabilitation of obsolescent installations at the point
where their useful fife can be cconomically extended. It is regrettably common to see rehabilitation deci-
sions deferred to the point where they cease to be a viable option, so that agencies are then foreed into
significantly higher expenditures for total replacement which could have been avoided.

We can all see that building deterioration has reached alarming proportions in the inner-city areas of many
developing countries. In the process, valuable assets are lost, making the housing shortage even more
serious that it need be. The poor management of water-supply systems causes excessive losses of water and
energy, thus depleting water resources and increasing costs. Negleet in the maintenance of sanitation and
solid-waste collection systems creates health hazards and inereases pollution of the environment in many
countries. The road networks are deteriorating at a faster rate then they are being expanded, and the effec-
tive capacity of urban roads is reduced by the lack of or inefficient implementation of traffic management,
so that congestion occurs even in countries with refatively low car-ownership ratios. In some countries,
ineffective management leads to serious cconomic and social consequences. It not only slows down urban
cconomic growth and reduce employment opportunities: through the lack of regular and preventive main-
tenance of physical infrastructure. it also causes unnecessary capital expenditures at a later stage to replace
it once it has deteriorated beyond repair. Furthermore, the inefficient operation of basic infrastructure
incurs additional costs to both the public and the private sector, capturing resources which could be used 1o
expand services or reduce costs to operators and users.

Good management practices will allow urban authorities to exercise their proper role as *‘facilitators™ of
shelter for the noor. The recognition of the unfeasibility of directly building housing for the poor is now
wide and general, The majority of governments are now convinced that the best results can be achieved by
facilitating the efforts of the formal and informal sectors and of the poor in self-building and community
organization. However, the “enabling role™ must be an active one. While we can accept that slums and
squatter settlements must be rehabilitated and improved wherever they happen to be, it would be short-
sighted to sit back and watch urban growth take place on the assumption that problems can be dealt with
after they have been allowed to develop. It is therefore of the utmost urgency that policies be implemented,
at the municipal level, to enable the poor to provide themselves with their own shelter., Governments must
forestall the squatter probiem by planning ahead for proper land management, promoting self-help con-
struction, reviewing existing lepislation on land use and terure, improving land market processes, revising
building codes and standards, encouraging the growth of community organizations and removing legal and
other impediments to the growth of informal-sector activities in which the majority of the urbau poor carn
their livelihood — in many cases in their own homes.

Such measures not only will allow governments to tap the resources of low-income communities but also,
in a relatively short period of time, will lead to greatly improved neighborhoods and settlements, More-
over, community-based efforts to improve shelter and infrastructure will generate economic activity in the
building and related artisan trades, thus making an important contribution to urban and national cco-
nomic development. For, just as it is true that, in the coming decades, the improvement of shelter
conditions will hinge on the pace of national economic development, it is equally true that shelter con-
struction and improvement can have a salutory impact on national economic growth,

The contribution of the formal-sector construction industry amounts to between 3 and 8 percent of the
Gross Domestic Product of developing countries and to 2 to 6 pereent of total employment. It also accounts
for 40 to 70 percent of gross fixed capital formation — a prerequisite for economic growth. Construction
multiplier effects create a value which exceeds the value added by the sector itself,

Investments in shelter and infrastructure programs are also supportive of informal-sector economic
activity. Squatter-settlement upgrading, in particular, can give an important stimulus to informal-sector
construction activity, while the provision of basic scrvices, especially water and clectricity, can increase the
competitiveness and productivity of informal-sector enterprises. Shelter construction has a low import
content, thus conserving foreign exchange; and it is also non-inflationary, the wage-level effects of in-
creased activity being negligible when uncmiployed or underemployed labor is used.
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Finally, many of the inputs to shelter can be organized without dependence on national budgets which are
under strong contractionary pressure for balance-of-payments reasons. With responsive enabling legisla-
tion and a supportive governmental role, the private sector, both informal and formal, can take the pro-
gramm’ng lead, and it will be developers, cooperatives, community groups and individuals which will
assume the central role in shelter construction and improvement.

It is clear that the economic future of the developing countries is linked to the growth and development of
their cities and towns. It is my sincere hope that the agenda for action that will cmerge out of your delib-
crations will provide the direction and guidance necessary to ensure that the human settlements of the
developing world will be both prosperous and productive, and will not fall into an abyss of squalor and
decay.
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Tie CoNTRIBUTION OF SHELTER 70 NATIONAL ECONOMIC DEVELOPMENT

by James W. Christian, Ph.D.
Senior Vice President and Chief Economist
United States League of Savings Institutions

One cannot begin to discuss the contribution of shelter to national economuie development without recog-
nizing the longstanding controversy over this subject in the economic literature. As most of you know,
housing has not enjoyed a favored position in the theory of economic development, a fact that has made
the task of those working to expand the housing delivery system in developing countries much more diffi-
cult than it otherwise weuld have been.

This is one of the issues I will discuss in my remarks today. After reviewing briefiy the orthodox develop-
ment theory that is the genesis of the neglect of housing in development strategies, 1 will present a few
reasons for including housing among the leading sectors of development programs.

Included among those reasons is the ability of housing investment to induce financial development. In my
view, this is such an important clement of the development process that it deserves special treatment.

The final section of my remarks will deal with policy considerations affecting housing and national
developnient strategies.

Housing and the Classical Theory of Economic Development

In very broad terms, the classical theory of economic development does not so much argue against housing
as a leading sector as it neglects to specify how the market forees upon which it relies so heavily are to be
activated and guided toward national development. The error of classical theory is one of omission, rather
than commission. This void has been filled with a variety of partial theories and well-intentioned — but
often misguided — government policies that, taken together, have created a controversy where none
should have existed.

Housing can justifiably be included among the leading sectors of a national development strategy. To
establish this thesis, let us begin with the principal elements of classical development strategy.

L. As originally pereeived, developing countries suffered from a superabundance of labor: far too many
workers were cither unemployed or underemployed in the agricultural sector and conscquently were
carning incomes that scarcely provided for their subsistence. Thus, a general improvement in produc-
tivity could be achieved if the surplus agricultural labor could be shifted to the industrial sector. There
they might carn low wages by international standards, but wages that were still much greater than they
were earning in subsistence agriculture.

9

But how could an industrial scctor be developed to receive and employ the surplus workers? These
countries were, in general, tought to be too poor to save; they therefore faced a shortage of capital for
development.,

3. Thus, the first ingredient of a development program had to be a transfer of capital from the rich coun-
tries to the poor. This capital transfer would take the form of loans and direct investments from govern-

ments, international fending agencies, private sector banks and/or multinational corporations.

4. With few exceptions, however, these capital transfers had to be repaid and repaid in hard currency.

N

How could hard currency be carned? By producing for export. Export promotion thus became a central
feature of the carly development strategics.
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6. As the theory went, the exporting industries not only carn the nard currency needed to repay the foreign
loans ud invesumenis, they also would increase domestic cployment and raise personal income and
business profits. Individuals would save at least some ol their higher income and business firms would
reinvest their profits, thus creating a domestic pool of capital 1o replace foreign investment.,

7. OF course, an increase i imports from abroad could be eapected as this process built momentam. But
the type of imports coming into the country would identify the most protitable lines of production for
new domestic industries. Import substitution thus became another central feature of carly development
strategies.,

Well, whar about housing?

As we have noted, developmient strategists built their grand design most significantly on the premise of
surplus labor in the agricultural sector, labor that could productively migrate 10 a developing industrial
sector withou' producing labor shortages. A development strategy geared to international trade — export
promotion and import substitution —— would naturally envision the new industrial sector being located in
or near port cities or transportation hubs. This reral-to-urban nugration would, of course, create a need
for additional housing, which “the market’” was presumed to be able to provide,

And that is abour as far as the carly development theorists went in addressing housing for the surplus
agricultural workers migrating 1o the urban industrial centers,

To some extent, it can be said that the market did provide. There are, of course, cities in the developing
world where people gnite literally have no shelter -- they sleep in doorways and on the streets. But the
informal sector of the ecconomies of developing countries does provide market solutions to such problems
as finding a roof to put over one's head.

Those solutions, however, are not alwavs pretey ones. They are manifest in squatter settlements lacking
potable witer, storm sewerage, sanitary facilities, schools, police and fire protection — in short, they
provide shelter but constitute an urban infrastructure overwhelnied by rural-to-urban migration.

surely this is not what the classical de clopment theorists envisioned when they assumed that the market
would provide.

They also assumed, however, that the market would provide for financial development. And penerally it
has not.

Morcover, it is much more difficult 1o excuse the classical development theorists for neglecting financial
development. I pesonal saving and business profits did rise as a result of export promotion and import
substitution, how would the financial system develop to mobilize saving and channel resources 1o pro-
ductive enterprises?

Commercial banking has, of course, existed in developing countries for many vears and within the
miformal sector, rotating credit societies anu smiall-scale, short-termy financial arrangements have de-
veloped. But in general, **the market” has produced few, it any, full-service domestic finaneal systems in
developing countries; conscious effort, sound public policies and capable management must be applied.

These shortcomings of classical theory can be remedied, but the omission of prescriptions for tacilitating
and supporting the development of the domestic financial systemyis a plaring defect, regardless of whether
one is deeply coneerned about housing or simply interested in general economic development, Indeed,
one can hardly imagine how sell-sustaining economic development could proceed — even in theory —
without a thriving domestic financial system,

Surely the market would have been able to do a better Job o meeting housing needs it greater attention had
been paid to domestic financial development.

Without the institutional infrastructure to mobilize domestic saving, most developing countrics have con-
tinued to have low aggregate propensities 1o save.

And without the institutional infrastructure to channel financial resources into profitable enterprises,
capital has tended to be reinvested in old-line industries and sent offshore for both profit and safety.
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The neglect of domestic financial development has forced many countries to continue relying on the lacili-
ties of the international lending agencies, foreign banks and foreign capital markets to finance their devel-
opment programs. It is in this continuing dependence on foreign funding that one can make some sense of
the opposition to housing programs in development strategies.

Given the fundamental assumption that developing countries were capital-short and that foreign financing
was required to initiate or aceelerate the development process, it must be conceded that housing investment
could not directly generate the foreign exchange needed to repay hard currencey loans. Thus, on a project-
by-project basis, one could not directly justify the use of foreign exchange to finance home construction.
The same cowld be saifd for the financing of urban infrastructure — potable water, sanitation facilities,
public transportation and so forth,

Housing and ity associated infrastructure really should be funded by domestic -—— not foreign — saving,
Aceepting the togic of this view makes domestic financial development an essential element of any strategy
that includes the improvement of housing and urban living conditions in developing countries.

We will return shortly to o further discussion of financial development. Our next task, however, is to ex-
amine the case for housing as an instrument of cconomic development, to offer some justification for a
conscious effort 10 support and facilitate a market solution 1o providing shelter.

Housing’s Contribation to Economic Development

No one really questions the fact that shelter is, along with food and clothing, one of life’s three basic neces-
sities. No one really questions the appeal of providing a safe and sanitary living environment for the
citizens of a country. And few would question the contribution of housing, particularly owner-occupied
housing, to a nation’s social and political stability.

But housing’s contribution to cconomic development is not so readily accepted, in part because the issue
has been detined too narrowly,

Many cconomists have argued that housing is a consumption good and, as such, should not receive alloca-
tions of scarce capital resources. Others argue that, even though housing is an investment good, it uses far
too much capitad relative 1o its contribution to Gross Nationa! Product. Although neither of these objec-
tions to housing investment is compelling, the lack of broadly-based thecretival sunport for housing
investment has allowed them to carry the issue.

Rather than attempt to rebut these narrow arguments against housing, we will instead emphasize the
broader aspects of housing investment that fit nicely into a strategy for domestic economic development.,
These are the following:

First, housing construction is a labor-intensive activity, capable of absorbing substantial amounts of rela-
tively unskilled labor. Such activities must be highly valued in labor-surplus economices.

Second, housing is linked to a variety of other industries, most of which require minimal imports and
which are also labor-intensive. Building materials, such as lumber and bricks, usually can be produced
locally, giving rise to domestic industrial growth, Beyond building materials are textiles, furniture and
houschold fixcures — all housing-linked industries that can prosper with relatively small amounts of
capital and limited imports. These linkages provide a demand basis for industries that never would have
been identified as profitable opportunities by import substitution methods.

Thus, housing's low import component is a special virtue. Both export prowotion and impor* substitution
typically require the use of the best available technology. After all, world trade gives no competitive
quarter. To compete eitectively, particularly in the realm of import substitution, domestic manufacturers
must employ state-of-the-art technology tn production. And since most developing countries do not
produce such technology at home, it must be imported from abroad The most fundamental macro-
cconomic analysis casily reveals that the larger the import component of a particular type of investment,
the smaller will be the multiplier on Gross National Product of that type of investment. Housing, with a
small import component, has a relatively large multiplier effect. (Sce Appendix A for a demonstration of
this proposition.)
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Fourth, when the distinction between rental and owner-oceupied housing is made, it becomes clear that
homeownership provides local governments with a broader tax base upon which 1o raise the revenue for
the construction and maintenance of urban infrastructure.

Firth, and especially important, housing can be a powerful engine for domestic financial development.,

Housing and Financial Development

Much has been made in the cconomic literature of low saving rates in developing countries. Indeed, the
presumption of capital shortage leads (he classical development strategy to require the transfer of capital
from abroad to set the developnient process in motion. But relatively little attention Las been given (o the
possibility that saving rates appear to be low in developing countries because those countries lack financial
mstitutions that are structured 1o mobilize domestic saving. Without an eftective financial systen, in-
dividual savings flows instead into Jjewelry, gold bars and other stores of value that are counted in the na-
tional income accounts as consumption, rather than saving,

Commercial banks have existed in- developing countries at least since colonial times, But thev have oper-
ated primarily in suppoit of commerce - they are, after all, commercial banks. And for a variety of sonnd
buisiness reasons, they generally have not sought (o develop a deposit base in the houschold sector or a loan
portfolio devored 1o the credit needs of the houschold sector,

Soatis that in most developing countries, the houschold sector remains the Largest untapped — or incom-
pletely tapped - source of saving for the ceonoImy,

To offer o partial desceription of this situation, Appendix B contains a crude measure of financial devel-
oprient for maore than 100 countries, This measure is the ratio of currency in circulation to the total of
currency and deposits in financial institutions. The higher the ratio, the more likely it is that houschold
savings are held in sterile hoards where ey can serve no productive purpose in the cconony, Conversely,
the lower the ratio, the more likely 1t is that houschold saving has been mobilized and converted into
investarent that supports and sustains the azrowth of the cconomy.

Phe data show that coantries generally regarded us already “*developed” have currencey ratios ot less than
10 percent, while countries generally regarded as “developing™ have currency ratios that range upward
from lows of around 15 percent 1o as high as 70 or 80 pereent.

By deving up the hoards of sterile saving, the process of financial development reduces the currency ratio
= households keep asmaller part of their liquid assets in the form of currency and a larger part in deposits
i financial institutions, where those Tunds can be brought to bear productively on the nation’s broader
ceonontic developiment objectives.

Opening the doors of new financial institutions, however, is by no means enough to get houscholds to
exchange their holdings of currencey for the institutions’ promises to return their money on demand or at
some time in the [wture.

Fhe high currency ratios shown in Appendix B tend to indicate a wack of financial institutions actively
seehing deposits from the household sector. But high currency ratios also reflect an element of houscehold
distrust of financial institutions and a pereeption that financial institutions ave no mutually beneficial
relationship o orter,

A financial institution must at least offer the safety of the depositor’s funds and some reward, cither in thie
form of the paviment of fnterest or in the form of services rendered, such as effecting payments. A business
firnn operating in the foomal sector could scarcely do without the services of a commereial bank, even if the
Hrm had livde occasion to borrow,

The same is not true of individual houscholds. Houscholds in most developing countries make most of
their payments in cash - they are not heavy users of cheeks or eredit cards. And as far as reward is con-
cerned, intormal sector financial arrangements, such as rotating credit societies and ““curb’™ markets,
typically vield tar higher rates of return than formal sector financial institutions.
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Rotating credit societics, as their name implies, offer access to credit to participating houscholds. Even
though such credit is typically on very short terms — a few weeks or months — this access provides an
inducement to save that most formal-sector commercial banks do not.

Housing finance institutions thus fill an important gap in the financial svstem. ‘1 hey offer relatively long-
term credit for kome construction and home purchase, in addition to safety and an interest return. Access
to credit for housing thes provides the additional inducement that many households require to moeve their
funds from cash holdings and short-term rotating credit socictics into deposits with a formal-sector
financial institution. In the process, individual saving loses the sterility of hoards and becomes economi-
cally productive.

Initialy, this saving flows manly into the financing of home construction and home purchase, but the
repayment of home loans assures the continued presence of those savings in the domestic capital pool,

Inasmuch as the relationship that a houschold establishes with a housing finance institution is often that
houschold’s tirst relationship with any kind of formal-sector tinancial institution, the availability of credit
for housing can serve as a bridge to the future financial sophistication of the houschold sector.

Houscholds generally will not make the leap directly from informal-sector financial relationships to the
support of stock issues, bond issues and mutual funds, which are among the retail elements of the sophisti-
cated financial systems that we associate with developed cconomies. Households have demonstrated,
however, that they will take the step from informal-sector financial relationships to a housing finance
institution, primarily because of the inducement of the availability of credit for housing. From there, they
will learn how 1o take the next steps to financial sophistication.

Homeownership makes apparent the usefulness of life insurance and hazard insurance. Pooling and secur-
ing individual mortgages can provide a low-risk, high-yield asset for trading in the open market. Indeed,
a secondary mortgage market holds promise as a catalyst for the development of stock and bond ex-
changes. Housing finance can therefore contribute to future financial development.

Finally, to the extent that arrangements for housing finance succeed in mobilizing the underutilized funds
ol the houschold sector, housing finance fills — rather than drains - - the domestic capital pool. Thus, one
ot the key arguments against housing as a leading sector in economic development — that it competes for
capital with more productive development projects — ceases 10 apply.

Housing finance cannot, howcever, realize its potential without the availability of affordable housing.
Housing development and housing finance are mutually reinforcing; together they constitute a powerful
lorce for the development of the domestic economy.

Yet in far o many instances, housing and housing finance are restrained by the policies or national
governments.,

Policy Considerations

One of the ironies of the implementation of classical development strategy is that the market might well
have provided if government policies had been cast in the role of support and facilitation of market torces
rather than in the role of direct intervention or of restraint.

Squatter settlements stand as cloguent testimony to the ability of the market to provide shelter. Individuals
and small, informal-sector contractors can and do build shelter units. They cannot and do not construct or
maintain urban infrastructure. That is a task that only government can acconiplish.

Could governiments choose to focus their efforts on providing the infrastructure and on supporting and
facilitating the development of informal sector-builders and materials suppliers? Would a policy of this
sort validate the classical theory’s view that “the market' would provide? I submit that it would.

In so many instances, government policy has preempted the role of small-scale enterprises and stunted their

growth by attempting to meet housing needs directly and at standards that exceed the ability to pay of many,
il not most, urban houscholds.
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To compound the problem, these solutions have often been funded with scaree budget resources.

Would not a policy of supporting and Facilitating the development of housing finance institutions, mobi-
lizing the latent saving capacity of the houschold sector, prove much more cefficient and etfective?

Housing has a place — an important place — in national strategies as an instrument of domestic cconomic
development. Housing finance provides an essential means -— through savings mobilization — of funding
housing investment.

Government has a critical role to play in supporting and facilitating development through these channels
— a role that involves the provision and maintenance of urban mfrastructure, of enforcing contracts
regarding land tenure, land transter and loan repavaiient, of promoting the establishment of housing
finance institutions and regulating their activities 1o assure the safety and soundness of their operations.

Indeed, government must come 1o view its broader policy purposes in terms of harnessing the chiergy of the
market — particularly as it is manitested in the informal sector — for the purposes of domestic economic

development.

As this conference goes forward to consider a new agenda for action in shelter delivery, 1 hope that the
views presented here will prove to be of some value,
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A FrAMEWORK ¥oR HousING MARKETS AND HOUSING FINANCE

by Dr. Richard Pratt
Chairman, Merrill Lynch Capital Markets

I'would like to talk about iny own experience in housing finance. When 1 went to Washington in 1981 as
Chairman of the Federal Home Loan Bank Board, the government organization which regulates the
savings and loan industry of the United States, S&Ls were going through a very difficult time period. The
S&Ls had enjoyed two or three very good decades from the fifties through most of the seventies. But they
had been making mortgage loans for 30 years of fixed rates and borrowing money for very short
periods. That works only when you have price stability. When inflation surged in the United States and
prime interest rates went up to abour 21 percent, the S&l.s were holding mortgages bearing an average rate
of around Y perceat. It was mass suicide, like lemmings running into the sca. We had (o close or nlerge
some 900 institutions in the two years | was there.

The government had said that S&Ls could not make variable-rate mortgages and the rate that S&Ls would
pay on savings accounts was regulated. At the same time, restrictions existed on what the institutions could
invest in,

We thought that the S&Ls had to have more freedom so we went through a period of deregulation. Vari-
able-rate mortgages were permitted, savings and deposit interest rates were freed up, and the S&Ls were
allowed greater discretion in making investments.

Housing as a Market Activity

My experience in Washington reinforced my personal view that housing does not and should not transcend
cconomics, that housing should be viewed as part of the economical market system of the various countries
in which it exitts. The belief that housing is mainly a market and economic phenomenon suggests that
inadequate housing is mainly a problem of inadequate income. I agree with Dr. Christian that infrastruc-
ture is not adequartely dealt with by a market system; but with that exception, I am convinced that the best
hope for improving housing is to rely on the market to increase income through economic development,

Housing should be allowed to compete with other economic activities. Laws and regulations that hold back
housing should be erased unless they furnish some other overridinz social good. Zoning restrictions, build-
ing standards, or laws which interfere with land tenure and the ability to transfer property ~- all of these
legal impediments which discourage development, sale and financing should be dissolved.

Subsidies

Most of the housing subsidics schemes which I have encountered have resulted in poor economic develop-
ment, poor equity in the distribution of income, and in many cases a low ability to produce housing. The
burden of proof clearly is on those who believe that subsidies are needed, that there is something special
about housing which requires subsidizing housing at the expense of education, health care, production,
clothing or transportation.

Housing can have an important role in cconomic development and perhaps merit some special encourage-
ment for that reason. Housing certainly does develop labor skills: and the employed are going to generate
more social benefits and less social cost then the unemployed. Housing stimulates the organization or firm
to produce materials. Firms which largely produce building materials can learn to produce other types of
materials. And housing can certwinly support the development of capital markets.
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Housing Finance

Let’s talk a little about housing finance directly. My business is to supervise people who lend money,
mainly on mortgage assets. We daily make decisions on $1 to 3 billion dollars on one- to ninety-day loans that
are based entirely on mortgage assets. 1 am responsible for a very small portion of my firm; that portion
represents a substantial activity that is based solely on the value on mortgage instruments. That kind of
mortgage-based lending is not the same as lending to homeowners.

The asset value of @ home is one thing. Another is the ability of the individual to service his debt. The
ability to service a loan, in turp, can be facilitated or hindered by the housing tinance systeni. In the United
States today a person may pay something like 10.25 percent interest per year for a 30-year loan, with pro-
tection from interest rate changes for a very long time. The ultimate investor in that loan, the person who
[inally provides the money, may carn 9.25 percent on it. The | percent spread will be divided between a
loan originator, someone who goes out and finds the borrower and makes the loan, and a loan servicer,
somebody who takes care of that loan every month and sees that the payments come in. The I percent or
so may include a loan insurer who guarantees that the loan will be paid on time. So, there is a very efficient
system where all of these operators take out maybe 1 or 2 percent of the capital amount of the loan as a rent
that sees that the individual gets housing finance.

Another important factor in the housing finance system is the state of the property market. If the indi-
vidual cannot maintain the mortgage loan, can he or she easily sell the house and transfer the property to
another person? In a country that has less development the picce of property may stay in a family for
generations, or at least for many decades. In a highly developed country, the average urban family may
move every five to six years, and there is a market that can move that property.

Related to the property market is the attitude toward tenure, Can the lender take possession of a property?
I1 religious, social or political principles say that you cannot dispossess a person of property for failure to
meet his debts, then we have a problem in using the land or a building as security for a loan. We might still
make loans to individuals for housing, but we shouldn’t make them on the basis of the property itself.

There are savings institutions, there are mortgage bankers, there are firms that do nothing but make mort-
gage loans but have no money of their own. And there are investors who are willing to provide the funds to
people they trust, to seek out the borrowers and make the mortgage loans. These are the mortgage bankers.
Commercial banks also make mortgage loans. The mortgage market in the United States is as large as the
U.S. Government debt market and all of the government agencies put together. The mortgage market, in
terms of formal housing finance, is several times larger than all corporate borrowing. It’s a huge market,
and one that works quite easily. Obviously, you don’t need that kind of a market to have effective housing
and effective development. But in a large country with a large private capital market, that sort of market
will develop

While housing finance is difficult in good times because of so many competing needs for housing finance,
when Tinancial institutions are feeling great pressure, it may be even more difficult. In the United States the
government guarantees federally insured savings accounts up to a certain amount. Our financial institution
systent would have gone through some very destructive times in the absence of that insurance. It really kept
financial stability in times of great difficulty.

How do you keep risk and the discipline of the market in a system where government guarantees either the
loan or the deposit? Usually that has been done by risk sharing. The government normally only guarantees
only a portion of the loan. Therefore, the person who is responsible for evaluating the credit and collecting
the loan can incur a loss and he takes the loss before the government steps in with the guarantee.

In terms of a financial institution, we require that the owners of the financial institution put up capital, If
the institution does a poor job of managing its resources, the owners will take a loss before the government
comes in and makes good on its guarantee to the depositors.

Uncertainty creates an important problem in financial markets. In order to reduce uncertanty, constraints
that keep the s:stem from working well can be reduced; the government can help to reduce the cost of
information. The cost of informatior. is so great when you are trying to know the risks associated with each
individual circumstance. Government intervention in the form of some guarantee on the loan or guarantee
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ot the savings account makes some sense, but only in partnership with the private sector - by having
private business involved and private risk tikers putting some of their own capital at risk.

There are o couple other risks in housing finance associated with the development of secondary markets.,
Standardization of documents is crucial. The Federal Home Foan Morgage Corporation in the United
States provides that morteage lorms will be made on standard documents. There are probably 100,000
different tvpes of morteage loan contracts in the United States. 1 becomes impossibly expensive 1o try 1o
deal with thiose inany sort of secondary market. So, you sav, hore's what the docunient will look like,
here's the way we will proceed 1 there are difficultios. 1ere are the standards that vou will be expected to
meet. The fender only has (6 say that loans are made o Federal Home Loan Mortgage Corporation docu-
ments and the fean then s cadeable, Standardizaton of informaiion is the first step in the development of
the secondary morteage market

Fet me now spend a moment telling vou about myselland wmy firm, which is a very large firm, and what we
do i the housing market. 1 became an economist for the United States League of Instred Savings Insti-
tutions, recurned 1o teaching at the Umversity of Crah, and worked from tine to tme in many developing
countries. Then 1 became Chairman of the Federal Home Loan Bank Board, which regalates the savings
and loan systemy of the United States, supervising about $torrillion. 1 also served as Chairman of the
Federat Home Toanr Mortegee Carporation, the secondaiy market company I've told yvou about, and
Chairman ot sie Federal Savings anel Loan Isurance Corporation, which guarantees Savings accounts in
the hiited Stares, From there, Tawent to Wall Street in New York where I head up a portion of Merrill
Pynch,a faree capital market fivm that deals in morteages. The firm thouebt thut there was cnough oppor-
bty i the mortgaee narke (o isutily asking me to put together o portion of the firm that deals with
nothing but morfeapes.

W hine Towr dreas o activity, One is a research area where we have about ten protessors who spend their
e stidving morteaves and how ey behave as finaectal instruments. We also have a group that trades in
governmeat swaranteed mortgages, trading abowt $1.75 billion a day. We will buy or sell them. A salesman
in San Franciseo will pick up a phone, call o building and loan society in Calitornia which may want to sell
B30 million of morteages. My salesman will pick ap the phone direetly to New York where a trading desk
with about 50 people sit. The trader will tell him the price that we will pay at the moment for $300 million
of mortgages of woeertain tvpe.  that's aceeptable to the customer, he will say the deal is done. That trans-
action has no paper assoviated witl, it $300 million has moved merely by two people picking up the tele-
phone and trusting cach other. Tha paper exchange will take place later.

Wealso trade Toans that have not been secured by a government security on the same basis. This is mnose
anabvtical. And finally, we turn mortgages into securitics.

We now have 13,000 tfinancial institutions in the United States. The current debate is whether they should
be dereeutared turther, Deregulation will lead 1o a decrease in the number of financial institutions. A lot of
institutions will disappear, We're going to have bigger, broader branching facilitics.

How docs all of what |aid relare to the problem of housing low-income people in the Third World? Well,
Fthink there are some key points. The thing that we can do for even the poorest people is to stop causing
them problems. Find wavs that will allow then 1o use (heir own instinets and abilities to get the best hous-
ing that dey can eet under the systenvin which they live. 1 think that’s the place to start, We need 1o find o
way to hive building materials sobd with lower markups or better delivery; and we must secure tenure on a
picee of land, however marginal it might ber those Kind of sieps really help. We must deal with realistic
sotutions. T would say the only thing that is clear about the United States or any developed country is that
they rook o system that wasn't efficient and made it cfficient. That is, housing finance in Europe or the
United States was ar one tine in the sanie place that housing finance in developing countries is today. The
Drocess went fronr an expensive process (o cheap process. | think one must recognize cconomic reality
and try o Tacilitate that reality as best one can. One shoula not put his or her own prejudices above the
people’s real desives. Inmany places not having a home, while certainly uncomtortable, is not the bipgest
proklenmy the people face. 10s getting food, it’s getting education, it is investing in the hnman capital which
their children are, i think there are places where liousing is the wrong place (o put money, and that we should
simply stop doing the things we are doing to hurt people who are providing their own housing.

I my expericnee in working in developing countries, the question which always came up was whether the
system itself was the problem. | guess that in both developing and developed countries, the biggest single
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problem is the dedication to doing things the way they've always been done. This is alimost universally the
problem. It is much casier to do things the way they have always been done, especially il the culture is
oriented toward that sort of thing. There may be people who make their living from impeding progress.
They have a good incentive 1o want to continue to do so.
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Resource MosiLization. Houvsenonn SavinGs ann Housing:
Tue EMERGING AGENDA

by Dr. Bertrand Renaad
Housing Finance Advisor
Operations Policy Staft, The World Bani:
Washington, D.C.

This shelter conference s an Opportunity to examine some important aspects of resource mobilization for
housing in developing countries and (o contrast problems and opportunities in the late 19805 with the
experience of the previous decade. Because of the relative brevity of this particular session, I should like to
focus on the linkages between the performance of national cconomies and resource mobilization for
housing. Instead of asking how more resources can be channeled into housing, we want to examine how the
mobilization of savings Tor housing by houscholds can raise the contribution of the sector to improving the
national cconomy.

The three main points that we shall discuss are:

First, how changes in the imternational context and the burden of foreign debts are making domestic
sivings even more crucial to capital formation and growth in the late 19805 than in carlier decades,

Second, how the experience of various countries is increasingly dispelling the myth that the poor have no
nargin over consmiption and in any case do not respond to economic incentives. In that context, we shall
discuss our greaten understanding of the negative indirect impacts which some public policies can have on
savings mobilization and on financial development.

Finally, we shall discuss the crucial significance of housing finance institutions and the supply of financial
services for the development of the sector in spite of the fact that so much housing is built in the informal
sector ot developing countries without the benefit of institutional financing.

Current International Context and Role of Domestic Savings

Savings are the foundation of capital formation and economic growth and there are four sources ol savings
for a national cconomy: houschold savings, business-sector sa- mpgs, government savings and foreign
savings; over time and across countries the houschold sector is the most important and consistent supplier
of net savings to the rest of the cconomy. Currently, reliance on capital inflows (o speed up growth is con-
strained by the fact that so many countries are experiencing debt servicing difficulties and better ways (o
raise domestic savings are the highest priority.

¢ In sub-Saharan Africa and much of Iatin America, average per capita facomes have fallen below
their levels of 1970 and 15 years of economic development have essentivuly been lost.

* The cconomic disturbances of the last few years have subsided somewhat, but the world economy has
not repained its momentum of the carly 1970s. Development is not making rapid progress again.

® As the avached tables and charts show, major changes in savings mobilization took place during the
period 1973-1982. During that decade there was a sharp increase in foreign finance going to develop-
ing countries. As a result both the gross and net debt of developing countries increased sharply and
their outstandiv e medium- and long-term debt increased tenfold between 1970 and 1984,

* By cvery measure, the debt servicing ability of developing countries has deteriorated, particularly
following the two oil shocks of 1974 and 1979,
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* I the rapid integration of the world economy and of capital markets over 15 years is a new phenome-
non, cconomic history shows us that this dramatic growth in capital movements is not entirely un-
precedented. In fact, in relative terms, the volume of international capital flows has often been larger
than in the 1970s.

e In the carly 1900 Great Britain, the leading capital exporter, invested S to 10 pereent ot its GNP
abroad, while France and Germany invested 2 to 3 pereent of theirs, Capital inflows were also very
farge. In Canada, they averaged 7.5 percent of GNP and accounted for 30 1o 50 percent of domestic
investrent; during investment booms they accounted for 50 percent of gross domestic investment in
Argentina and Australia.

* Globally, net cipital inflows into LDCs during the period 1960-1983 represented 2 to 3 pereent of
GNP and 1010 12 percent of investment. After 1973 these ratios rose to 3 1o 6 pereent of GNP and 10
to 12 pereent of investiment.

* There have been enormous differences in the impact of borrowing among developing couniries and a
few well-managed countries of East Asia have shown that an ahsolutely large debt is not necessarily
synonvimots with a debt crists, Debt servicing difficulties, if common, clearly have been caused by
combinations ol poor domestic policies and a deteriorating world environment. Since small open
cconomics cannot controb their environment, inappropriate irade and industrial policies have been in-
strumental in turning relatively farze debts into heavy burdens.

* In addition 1o poor domestic policies, the structure of financial flows also contributed to the differ-
ence between outcomes in many 1.DCs and earlier historical episodes of large capital movements. In
recent years, loans have outstripped equity financing, there is a high proportion ot floating rate debt,
foan maturities have shortened considerably, and higher inflation and interest rates have front-loaded
debt repayiients.

Several general conclusions emerge from the experience of the last 15 yedrs:

* A better balance between domestic savings and investment must be achieved in order (o keep reliance
on foreign capital inflows within reasonabie limits.

e Forcign capital inflows must be used 1o support sound domestic investment policies and not as a
means for governments 1o borrow their way out of poor industrial policies and bad investment deci-
sions as wis (0o often the case in more affluent yuars.

o We can contrast the Jogic of forcign capital inflows (FCI) with that of domestic resource mobilization
in simple terms. The cost of foreien capital inflows is a future outflow of national income for any
country whether we are speaking of the United States or Latin America. FCIs tend to raise the ex-
change rate and to cause exports of goods and services 1o lose some competitiveness. On the other
hand, reliance on domestic savings allows a growth that is less at the merey of foreign influences, less
inflationary and more stable; and it obviously reduces the strong constraints generated by sharp
variations in the cost and the volume of foreign capital. There are tradeoffs, but it clearly take a high
degree of national consensus and good management to generate high economic growth based on large
foreign capital inflows.

* A look at domestic suvings performance (Table 1) and debt conditions (Table 2 and Graphs) shows
that the problems of mobilizing domestic savings and improving investment levels will be particularly
severe in Africa for the foreseeable future — that is, until these countries regroup and implement
consistent and realistic cconomic policies as shown by the comparison with low-income Asian coun-
trics.
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GROSS DOMESTIC SAVINGS AND INVESTMENT IN PERCENT O1

Year

Low-Income Economies (5260)

China (3310)
India ($260)
Other Low Income ($1H)
Sub-Saharan Africa ($210)

Middle-Income Economies (S1,250)

Fower Middle- tncome (37.40)
Upper Middle tncome (51,950

Oil Exporters (S1,000)
Oil tmporters (51,460)
Sub-Sahuaran Atrica ($680)

High-fncome O Exporters (318,250

Industrial Market Economies

Fast Luropean Non-Market Economics

1960

TABLE It

1908 1965

Source: World Bank, World Development Reports, Various Years

1970 1975

GROSS EXTERNAL LIABILITIES GNP

All Countries NA NA
Major Botrowers NA NA
Low-Income Asia NA NA
I ow-Tncome Africa NA NA

DEBL SERVICE GNP

All Countries 14 1.7
Major Borrowers 1.5 1.8
[ ow-lncome Asia 1. 1.0
Low-Income Alnca 1.3 1.8

GROSS FXTERNAL LIABILITIEN EXPORTS

All Countries NA A
Major Borrowers NA NA
[ ow-lncome Asia NANA
Low-Income Atrica NA NA

DEBT SERVICE EXPORIS

Al Countrics 9.7 NN
Major Borrowers 155 143
[ ow-lncone Asia 18.3 151
Low-Income Africa 5.7 KR

GNP ABHION DOLL ARS)

All Countries 373.2855.0

Major Borrowers 22555064
Low-Tncome Asia 75 1119.1
Low-Income Atfrica 17.2 1.7

GROSS EXTERNAL TIABHILIES (B TION DOLL ARS)

All Countries NA NA
Mijor Borrowers NA NA
Low-Income Asia NA NaA

1980 198

19%4

S GDP, 1960-1984

1960 0 19841
Suvings  Invest. Savings divest. Savings Invest. Savings Invest,
17 19 19 21 22 19 23 21
233 ARl 28 25 30 I 10 0
14 17 22 24 20 23 2 24
Y 1 2 15 7 s 7 16
13 (N - 6 15
19 20 22 21 - - .2.5_ 21
4 15 l6 17 - - 16 17
21 AR 2 2 - - 26 2
1Y 15 21 19 k1Y) 27 25 22
19 M 21 22 21 27 21 2
- - 20 19 - — I8 14
- 53 19 62 24 16 0
I T T T T B Y
TABLE 2:
TRENDS IN SELECTED DEBT INDICATORS, 1970-1984
1978 1980 19K 1982 193 1ond
30.8 2.6 356 411 47.8 49.2
0.8 KRN} 35 41.9 48.7 50.7
19.4 17.4 18.2 20.5 20.9 221
40.0 49.5 S-S 57.9 64.7 79.2
2.7 RN 34 Y 4.1 4.5
29 1] 32 2.8 4.0 4.3
1.0 0.9 0.9 0.9 1.2 1.2
1.6 2.5 24 2.4 2.5 4.0
Is1.5 1313 43.8 171.0 187.7 NA
220.3 189.4 195.7 2336 2534 239.4
240.8 194.7 210.2 240.6 268.4 243.5
2128 2256 276.4 1359 3931 NA
13.5 125 13.7 6.1 16,2 NA
210 17.9 13.0 21 20.7 20.5
12.5 10.3 10.0 1.0 4.8 13.3
8.5 Hhd 12.2 13.6 149 NA
1257.2 17499 1862.5 1794.7 1670.4 16829
758.0 1025.0 11328 1056.0 V66,0 979.3
155.8 2109 2200 226.8 2451 24400
8.8 S48 382 551 527 434
RERA| 5708 662,13 736.9 926 827.8
RRRR 32 397.2 REAN A70.8 496.7
3.2 6.8 4001 46.5 SE3 54.0
M2

Fow-Income Africa NA NA

Source: World Bank, Debt Tables, 1986
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® There is a major shift of emphasis underway in financial development strategies from credit to sav-
ings because the development of domestic financial institutions depends in part on a threshold level of
national savings which excessive foreign capital inflows have tended to suppress.

® The critical evaluation of past credic schemes both in the rural and the urban sectors is leading to a re-
evaluation of the role and potential of household savings. With the failures of heavily subsidized and
regulated credit programs both in terms of increased investment and more equitable incorne distribu-
tion, financial policies now need to pay much greater attention to savings by non-wealthy households
which constitute the majority.

Households and the Mobilization of Small-Scale Savings

Three important questions are shaping current efforts in mobilizing domestic resources. First, are families
in poor countries incapable of saving? Second, do yeu need subsidies and controls to promote savings mo-
bili: ation? Third, what do we know about the cost and benefits of various programs?

With the renewed interest in raising domestic savings, it is now recognized that it was not true to say that
the poor have no margin over consumption for saving and, in any case, do not respond to economic incen-
tives. The real problem has been that such savings not only have been ignored but often unwittingly dis-
couraged by public financial policies aud programs as well as inflation. In the urban sector and in rural
areas, experience shows that when given the appropriate vehicle for savings (such as improved tenure or ac-
cess to good income-producing tools) even very low-income houscholds will restructure the flow of their
meager incomes and frequently reduce their consumption in rather dramatic ways.

When it comes to financial savings there are three crucial elements to the demand for financial assets:
transaction costs, vields and liquidity. Transaction costs appear to be very important to small-scale savers:
they affect the flow of savings that comes from the income that is not consumed as well as the stock of wealth
that families have succeeded in accumulating over time.

In the most primitive 2reas of the least-developed economies where financial assets are not available, saving
can only take place through immediate investment — that is, the accumulation of physical assets. The
availability of currency not only permits households to escape from barter but also increases efficiency by
lowering transaction costs and separating saving from investment both temporally and spatially; this has
been an experience that international )zrders have had in their early low-income housing projects when
they experimented with the supply of construction materials instead of construction loans. Of course,
problems arise when the issuer of the currency (the government) debases the currency over which it has a
monopoly to finance cheap ill-conceived (i.c., unproductive) public investments or an internal or regional
conflict.,

The benefits of financial deposit facilities are different from those generated by currency when safe, liquid
repositories of funds also offer reasonable yields. The efficiency gains from these deposits come from bet-
ter information on investment opportunities and the pooling of risk by an organized financial system. An
cqually important point, too frequently overlooked during the last decade, is the favorable distributive im-
pact of offering a positive real return on the savings of the small savers. One of the indictments of directed
(forced) subsidized credit schemes, whether in industry, agriculture or housing, is that better-off borrowers
have been subsidized by small-scale savers who have oo often received a negative real return on their sav-
ings. On the positive side, countries which have controlled inflation generally have enjoyed an improved
income distribution as well as a substantial development of their financial system (Taiwan, China, Korea in
the 1980s as contrasted with the late 1970s).

Analyses of small-savers programs have found that their success and benefits depend on four related fac-
tors: (1) whether savers are aware of the risks they incur when depositing at a financial institution: (2) the
extent to which deposits are (explicitly or implicitly) insured and the extent to which such insurance leads
financial institutions to constitute riskier asset portfolios; 3) the extent to which interest yields on deposits
rise with risk; and (4) the extent to which depositors are risk-averse. Whether risky loans are made with the
funds mobilized is extremely relevant o the savings decision of modest- and low-income savers. Confi-
dence, once lost, is very difficult to regain, as shown, for example, by surveys which were part of feasibility
studies for housing finance institutions in some West African countries. Small savers live close to subsis-
tence; they are particularly risk-averse and sensitive to transaction costs.
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Transaction costs for small savers depend on whether financial institutions can profitably provide ex-
panded branch office networks and other services that keep deposit liquid. Branch office expansions and
other deposit services can have highly variable benefit-cost ratios depending on whether they are the result
of overly simplistic regulatory policies combining forced expansion with controlled deposit rates or
whether they lead to an actual decrease in the resource cost of providing reasonable yield, Fquidity and
risk to small savers. In the first alternative, a pattera described by some financial analysts as inefficient
Sregulatory avoidance’ will generally emeree and involve a substitution of non-financial services for fi-
nancial ones. There is concern with the emergence of such . situation in the commercial banking svstem of
India and some Latin American countries,

A last important factor of success of small savers programs is very ‘amiliar to the housing sector; it is the
“reciprocity’ created when a tinancial institution lends 1o its own depositors. Originating from the univer-
sally practiced informal rotation credit associations, the eventual success of mutual financial institutions
and savings banks, credit unions and other tinancial institutions depends on whether they can profitably
lend 1o the same clientele from which deposits are mobilized. This problem appears to be more significant in
rural markets where deposit innovations often suceeed more rapidly than lending operations, by comparison
with more dense urban markets.

Housing and Financial Institutions

If there has been a myth among more affluent people and many macroeconomists that the poor cannot
save, there is an equally interesting myth circulating among many students of housing markets in develop-
ing countries. It is the myth that housing finance institutions are not really crucial to housing markets be-
cause so much housing is being built in the large informal sector of every country without apparent institu-
tional financing. It is a peculiar reasoning to infer from the present lack of housing finance services that
they are not needed.

As the preceding discussion already suggests, honsing finance services are not available for a combination
of reasons: deliberate national policies which attempt to ration households out of financial loans; inappro-
priate regulatory environments; the lack of financial infrastructure to handle financial risk properly (fore-
closure laws, morteage insurance, liquidity and interest rate risk facilities, as well as other housing con-
straints); and the indirect impact of public lending programs at heavily subsidized rates.

The development of an efficient housing finance system is very important because the residential capital
stock makes up a dominant share of the total national capital stock of every economy; housing is one of
the most durable investments, the most common, and it is growing very rapidly in periods of strong urbani-
zation. Unfortunately, the generation of this capital is oftea quite inefficient due to the lack of appropriate
sector policies and small, inefficient housing finance systems. There are therefore macroeconomic reasons,
financial reasons as well as sectoral reasons, to improve existing housing finance systems.

Because time is running short we can only mention briefly why housing finance services are badly needed
and how they can have a very positive impact not only on the performuance of the sector but on the national
ccontomy. There are many reasons why a household would want to own a house: The transaction costs of
frequent moves are significant; the quality of the servicss is very sensitive to its use; housing is a major sav-
ing vehicle, particularly in unreliable savings markets and intlationary environments; in rapidly urbanizing
countries it is one of the assets with the best rite of return; it is often used as an income-producing asset
with rental and subletting; finally, it is an instrument of social mobility.

In spite of the myth that it is not really necessary, esternal financing is a superior alternative to the incre-
miental housing investment which is imposed on the informal housing sector. As was stressed by recent
studies of housing markcts in Cameroon and Zaire, **Methods of financial savings determine methods of
construction and not the reverse. ... They determine the dominant type of urbanization in African cities.
..« Changing the financing system would change these cities.” All over the world a housing unit is worth
between 3 and 5.5 times the annual income of the family which occupies it. It is an asset that is generally
impossible 1o acquire through a pure-equity rather than a debt transaction. Moreover, incremental housing
does not climinate the need for a large equity transaction for the core asset around which the unit will be
expanded.
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The effective development of a housing finance system will require well-designed deposit and lending in-
struments. Suceesslul policies need 10 recognize also that housing is not the exclusive preoceupation of
houscholds. Small and well-off savers have many purposes ror savings and want to allocate their “*wealth”’
among a range of assets — income-producing assets — such as physical capital, money, financial assets
(various types of saving deposits), inflition hedges (gold, jewelry) and eventually housing as their major
asset. The structure of this portfolio will change aeross income groups and within cach social stratum along
their life-cycle. There is therefore no reason 1o expect that a single type of deposit schenie or single type ot
mortgage loan will meet the needs of every Family.

Over the last 15 years a considerable amount has been learned about the dynamics of housing marfets in
developing countries. It is now time to work on the constraints affecting the sound development of tinan-
cial systems for this major domestic sector of the ceonomy.,

The structure of the agenda is fairly clear. On the demand side the problems are: low, irregular and now
talling incomes in many heavily indebred countries; poor collateral caused by unelear land titles, unser-
viced neighborhoods and nonconforming buildings; fow rates of return on housing caused by rent control
ows and disruptive Lund use Jaws.

On the supply side, improvements are needed on: the inadequate financial savings from houscholds; the
improper pricing of long-term mortgage instruments, particularly under inflation: the frequent use of -
nancial systems as animplicit tax insrument to finance “priority” public-sector activities and the penilica-
ton ot small savers; well-intentioned but poorly designed, regressive subsidy programs which undereut fi-
nancial institutions and prevent them from developing efficiently; fragmented systems with inadequate
regulatory frameworks and embryonic or nonexistent financial infrastructure clements. The task is awe-
some, but many countries are already working on changes under the combined pressure of external credit
constraints, domestic credit changes and rapidly evolving financial technologies.
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PoLicy AND ProGrAMS FOR URBAN AND SueLTER LENDING:
e Next Decany

by Ping-Cheung Loh
Director, Water Supply and Urban Development Department
The World Bank, Washington, D.C.

I Gin pleased to be here today to speak on behadl of the World Bank. For 40 years the Bank has been
trying to help the developing countries in improving their standard ol living, achieving sustained economic
growth and alleviating poverty. In the wrban sector, we believe that the experience of pact efforts provides
important lessons that ali of us, from the public and private sectors, need to consider when formulating
strategies to confront the many financial, cconomic, social, institutional and human issues that the
developing world tuces. One lesson, above all, is that we must work together, we must develop consensus
on our objectives, and we must base our strategies in realism born of experience.

This conterence has brought together a special group of people, people from the private sector, people
from government and the mrernational agencies — people with good ideas and fresh perspectives on how
to approach urban development problems. Your insights and reflections can be extremely helpful to us at
the Bank as we plan for the 1990s. Tlook forward to the discussions of the next few days and to benefiting
from your thoughts und wide experience.

In my remarks thas alternoon, T want to focus primarily on three questions. First, looking back across the
last ten vears, where have the efforts of the past brought us today, on the eve of the International Year of
Shelter for the Homeless? Scecond, what is the environment, particularly the economic environment, that
we will have to work within in the years ahead, and what constraints will we face? Third, what will be the
priorities and goals of the World Bank's activities in the urban sector during the next several vears?

So, fet me begin with where the experience of the past has brought us, and I am referring here not just to
World Bank initiatives but to all of our cfforts colicctively. Ten years ago, we embarked on a period of
experimentation in the urban sector. The HABITAT Conference in Vancouver helped lay the groundwork
for trying new approaches. The World Bank was just beginning its urban program.

I the years that followed, many institutions and individuals from around the globe, including many of
you here, have contributed to a worldwide learning process. We all tend (o be painfully aware of cur
mistakes and of how much more needs to be done, but we should not forget the progress that has been
achicved dering this period. Tn the mid-1970s, cities in the developing world were still basing their policies
on ideas that we now know would never have led to permanent solutions to the rapidly growing problems
of cities and towns. The bulldozer was being used to clear slums — where upgrading of slums would have
done more good for more people, particularly poor people. High standards were being adopted for hous-
ing, transport, water supply and other infrastructure — where lower standards would have enabled cities to
reach larger numbers at lower cost, instead of a fortunate few at high cost. Governments were trying to be
the primary providers of complete new housing units — where they could have been more effective con-
centrating on infrastructure and leaving the construction of housing superstructure to the occupants and
the private sector. Large subsidies were common in all public-sector services — where reduction of
subsidies would have helped curtail the spread of nonreplicable strategies and the inefficient and inequita-
ble use of the Himited resources available,

We have made good headway on these issues. The forees behind the old, unsustainable approaches are
clearly much more on the defensive today than they would have been if we had all remained silent a decade
ago. And we have learned alot in the process. Take the coneept of sites and services, for example. The idea
thar the public sector should Tocus on the provisior of sites and services for housing rather than construc-
tion ol completed units was a controversial new proposal in its day, and helped shift government efforts
away from expansion of public housing programs. Now as we have gained experience with sites and
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services projects, we see their shortcomings, and the need 1o move even further in the direction of Tow ering
standards and mobilizing the potential of individuals, local communities, and the private sector to solve
housing problems.

At the World Bank, this process of “Learning by Doing’* over the last ten vears has involved us in g broad
range of lending activities, rescarch, and policy dialogue with our borrower countrics, Since 1972, we have
financed 130 urban projects in 60 countries, for a total of $3 billion of external assistance, wirl wnother $13
billion contributed by the countries themselves. Our projects have affected over 1000 cities ad towns in
Africe, South Asia, East Asia, the Middle Last, and Latin America and the Caribbean. Our urban lending
still remains a small fraction of 1otal Bank lending, and alwavs will be small relative to any measure of
what is needed. But we are trying to do what we can. And we hope 1o be always open 1o new ideas and
always learning.

Consider now my second question: What will be the environment we have to work within in the vears
ahcad? The world cconomy reeently has been through deep recession, associated with the oii price shocks,
massive inflation, and very high interest rates of the past decade. Conditions have improved now for the
industrialized countries. But the developing nations remain burdened  with CHOMNOUS MACroOCCcOnomic
problems, including the huge overhang of international debt. Severe resource constraints and aifficult
terms of trade have become a grim and persistent reality for the developing worid, and for the poorer
nations espectally. In some countries, especially in Africa, real per capita income has been declining signifi-
cantly. The outlook for world economic conditions in the next five years offers little hope or rapid -
proveraent. At the World Bank, we expeet that most of the developing world will continue 1o face Yarsh
circuimstances and severely limited resources in the 1990,

Closely related to these economic trends is another issue. Many countries are or soon will be undertaking
MAJOr MCFOCCONOMIC policy changes, know: as structural djustment, These changes will have profound
implicatiors for every aspect of their cconomy, including ihe urban sector. Policies on foreign exchange,
trade, subsidies, and agricultural pricing that have long been out of touch with economic reality are being
reformed 1o establish a better basis for stimulating cconomic growth. And countries that try to put off or
reject such reforms will undergo painful structural adjustment anyway, of a different kind; they will see
their cconomy weaken further and (heir living standards deteriorate. One way or the other, the result will
be greater pressure to reduce subsidies, more limited availability of foreign exchange, and fewer resources
for new public investments.

We must not close our eyes to what this means for us in the urban sector. We must be willing to approach
urban concerns within the context of national development strategies, and to see that overal cross-sectoral
objectives will come before urban-centered goals. We must accept that the share off resotrees going Lo cities
will not increase. We must acknowledge that in some cases the urban share should actually decrease, con-
sidering overall national objectives. Our job must be to make the urban sector a partner in development,
not a special pleader for extra public funds.

This will mean developing a berter understanding of the connections between urban development and
macroccoromic growth. Over half of Gross Domestic Product (GDP) in the developing countries either is
produced in cities and towns or s dependent on urban processing or transportation. In the next few
decades, the urban share of GDP will rise even higher, passing two-thirds and ultimately three-quarters. In
Brazil, it is alrcady at 80 pereent. I the urban economics of developing countries can be made more
efficient and productive, their national ceonomies will be more efficient and productive, and this can help
fuel the sustained cconomic expansion they desperately need. At present, citics and towns in these
countries are extremely inefficient relative to what they could be. Producers, workers, and consumers face
unnecessarily high costs because basic infrastructure and services are inadequate or poorly maintained, or
because incentives for improved efficiency are undereut by deficient governmient policies. High costs mean
lower profits, lower returns on investments, fewer jobs, and lower cconomic growth. Lagos and Cairo are
the most obvious examples, but there is significant potential for greater cfficiency in places like 1.ima,
Bombay, and Shanghai as well,

These considerations should have a key place in the strategies and priorities we propose. In the carly 1970s,
urban policymakers focused mainly on alleviation of urban poverty. More recent efforts have stressed
improvement of urban cfficiency. We must think of this shift not as aturning away irom a concern lor the
poor, but as a sharpening and deepening of our understanding of how we can best achieve alleviations of
poverty, given the important role that cconomic growth must play in raising living standards.
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Ll believe that this efticieney sssue must beinthe Toretront in our discassions with colleagues outside
the urban sector, as thes review oseradl countey privvities. Let me assure vou, from my own expericnee, we
st expect iourh guestions and have vood solid answers, 1t will not be enough o sav that a laree propor-
tion ol GOEP by produced o cities, We will have o he subject 1o the same eriteria and scratiny as other
sectors, Dake then we wall Bave ro be sure that cach new insestiment and new policy we propose will hive
ereater henehits than costs and o betier aption tiun other possible waes of the sime resources inany

seclod,

Lhere s one more ispect ot the chatenne convnonment that we st heep in mmnd. Urban centers and urban
populations are expanding at extraordmanty rapid rates in deseloping countries, and will continue to do so
well o the est coptury. Wl hear alor of numbers tossed around on this point, and some people
Woitae whiad T believes wall siioe with vou my onwan view . I 1984, the World Bank, in collaboration with
leading demoviaphers trom around the world, undertook a caretul review ol the evidenee on population
tends, consadenny recent developments e el vares, death races, family planning programs, and migra-
tion. Fhere s no doubreevonunder conservative assumptions, that the total population of the developing
world will more than double wathin he next 60 vears unfess we have some catastraphic event ol un-
provedented maenitude as aoesult o armed contlict or new diseases. Vhe wrbain shaie of 1otal population is
more dithicudn to predivt, but swe can say this much with certainty: 1 the urban share does not continue 1o
merease as i the past, it il only be becanse cconomic Tailures of disastrous scope have oceurred, far
more widesprewd than the worst sitnanons today. Assamine things do not eet as bad as that, the urban
suare e lihely to e to over SO pereent within the nest 60 vears. Putting these faets together, we must
expect that the number of people Tiving mourban aeas will double within the nest three decades. There is
no eseapitie s prospect. Soowe must ask ourselves: Wil the infrastiucture, services, and jobs needed 1o
sepport these people beom place? Andbwhat mast we do 1o assure tiat it is?

Phat brings me to o thed quiestion: What will the Bank be aiming 1o do in the vears ahead to help meet
these chudfenpes 1 betieve the Bank shoold focus on three broad objectives. One is 1o help improve the
polcies that underfie arban development stradeeies. Another is 1o help strengthen the nstitutional
developrent that - necded o implement and sustain more effective policies. The third is to continue to
expand the fenenciad asosiance we provide throueh our Tending program, buat with more concentrated
cinphists on supporane pobicy and msttacional development objectives.,

With veeard, Hes to poliev reform, our top prioriny will be to assist countries in developing a sound
frameworb Such o trimework niast start from an understanding ot the points | have alicady mentiosed
about where we have comen the past ten vears, the changing environment, the constraints we must aceept,
the importance ot arban elficieney and productiviey, and a concern tor alleviating poverty, A good frame-
work must ainclude replicable approaches 1o the provision ot infrastructure, shebter, and transport,
sensible division ot Libor berween the public and priviste sector, and o baliance between new investment and
the maintenanee of exsting assets. Central 1o each of these elements muast be a plan for mobilizing the
necessary resources for botle capiial and recurrent expenditures.

On strenethening ol dnsnedional development, we, like many of vou, remain concerned that so many local
govertmeni instintions e the developing comtries lack basic capabilities required for efficient admin-
itration. Clien, oo, privadesector institutions are not well developed vet. The Bank has been devoting
meceasing wiention to these sues e reeent vears, under the heading of improving urban managentent,
Presioustv, Brom the time we tist began working on urban problems in the 1970s, our loans concentrated
Aty oncanstruction ol facilities and related investments, particudarty for shelier and transport. Now we
have shitted tomerease the share of our lending ailocated 1o institution strengthening. This has meant
supportig: eltorts to improve municipal finance, maintenance and operation of urban infrastructure,
development of ind mamapement systems, and training ot local officials. 1 see this trend continuing in
future. Strenethemne of isutatons must mean tiking on the ditticult task of human resource develop-
ment in the broadest sense, and not just reaining narrow iy detined.

oo et s tasther o the division of labor between local and central government, and inter-
sovcecpnentad ek relationshopss Bcient wrban maagement and municipal finance policies require
tat docad concmmients have the authority, capacity, and revenue taising power needed 1o carry out their
pesponsbihities citectrvely s Many developing countries are overcentralized now and need 1o be helped to
decentralize The phasing of this transition needs 1o be carefully plannied, since many local governments
tequie aperading o their capabilities before they can handle maior new responsibititics.
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While acknowledging the importance ol urban nmanagement, we also understand that solutions 1o insti-
tutional probicins are necessarily city- and country-specific. There are no universal prescriptions to urban
problems. We maost be fiexible and adaptive.,

As we work 1o promote policy reform and institutional development, we also intend 10 increase our
Jinancial assistunce. Requests for assistance hay e mereased and eftforts are underway 1o prepare new
support to i wide range of countries in Alvica, Asia, and | atin America, Our current plans call Tor eApPiln-
sion of the totd amount of our assistance from ST50 million per vear on average tooover S1obillion, The
nember of loans we make will increase too, from the current average of 12 projects per v,

Our lending program will place expanded emphasis on maintaining and geting naimum teturn from
already existing assets, and will not simply involve ereating new assets, We will be seeking o complement
and be consistent with broader initiatises outside the trban sector, including stractural adjustment and
resolution of the debt problem,

We will continue to provide project-by-project lending, as well as some policy-based lending on hroader
sectoral issues. But we will be directing this lending 1o carclully chosen objectives, One objective will be o
stress efforts that have a substantial demonstration effect — demonstrating new approaches that the
borrower country can later extend elsewhere without further Bank involvement. Another objective will be
to sharpen the poverty focus of our assistance.

Falso attach particular importance 10 dassisting countries 1o develop a better division of labor between the
public sector and the private sector. In my view, better handling of the public/private question is crucial
for the success of everything we hope to achieve in the urban sector, In MUANY countrics, governments are
trying to do too much now. They should be leaving more for the private sector, and should be helping
credte an environment that permits private initiatives to take root and grow,

Let me illustrate what 1 have been saying about our objectives by referring specitically to the housing
sector. We plan 1o continue 1o work toward reducing unaffordabie standards, increasing cost recovery,
and diminishing the public sector's involvement in direct construction of housing and on-site infrastrue-
ture. We also intend to concentrate more on land issues, Land is obviously a vital resource in urban
development and will cone under tnereasing pressure as rapid population growth continues. It is also an
inefticienty used resource in developing countries today. Better solutions are needed on issues such as land
registration, land development, clarification of tenure and property rights, property tax valuation and
collection, and land market transtfers. We will be looking for ways in which these activities can take place
more elfectively, at lower cost, and with less delay and risk.

In the arca of housing finance, we will be expanding our efforts to assist in improving the mobilization ol
resowrees and referm of credit progrms and mtermediary institutions, Policies that lead (o subsidizing the
financing ot housing frequently distort financial markets, fail 1o achicve their intended purposes, and
hinder progress toward greater cfficiency and equity. Subsidies are widespread now, cmbedded in
mortgage interest rate policies, taxes carmarked for housing, regulatory controls on banks, creation of
special government housing banks, and support of government credit programs. We will be looking for
ways (o help cor atries find better alternatives to current approaches. Often this will involve reducing
subsidies, or shifting to less harmtul forms of subsidies in cases where subsidization cannot be climinated
entirely.

I would also like to mention that a new entity called the Multilateral Investment Guarantee Agency
(MIGA) is being established as an aftiliate of the World Bank. It will provide guarantees, like a form of
insurance, to cligible private and public investors against certain risks in investment projects. Qualifying
projects can include, in the housing area, (a) investments to establish or strengthen mortgage-finance insti-
tutions; (b) engineering and construction services (o public or private housing development activities, espe-
cially services promising improvement in the efficiency of housing production: (¢) other services essential
to the development or marketing of housing accessible to medium- and low-income families; and (d) in-
vestments in the local production of housing components, supplies or cquipment. | have brought with me a
brochure describing this new tacility. Copies are available for anvone interested in taking one,

We believe that by working together with you, with HABITAT, and with other members of the international
community, our efforts can be increasingly effective, We are looking forward to the meeting of the De-
velopment Assistance Committees of OECD on aid coordination in the urban sector in October, because we
believe an important opportunity exists 10 improve the process of urban assistance.
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Last December, the Bank hosted wmecting on urban assistance, attended by prominent ofticials from over
40 developing countrics and representatives fron over 20 other institutions, includine many people who
are aere today. One conclusion from that meeting was that all of us need 1o do more and we need 1o do it
dasterand betrer, Our progress so tar in the urban sector has been productive, experimentad and thought-
provohing; we hine learned a weat deal But as was sail in December, and | share the same view
completely - the nest step i addeessing urban problems must be a substantial step, much lareer than wha
we hinve undertaben ~o tars The stabes are eetting hivher every vear. The need 1o provide services and
manaee cities nore cicienth s becoming more urpent. Our next step must be surctooted, too. We must
hirow where we are zoines why we are poig there, and what is requaired of national povernments, city
soverniments, the prvate sector, and esternal aeencies.

Wowll need aoshared vevon ol the future, to pick our wav through the pittalls, That vision cannot include
privileges tor relativels smadl groups while thie poor majority remain unserved. T cannot include subsidized
interest rates to house o minoriey while stams proliterate. It cannot include housing standards that are not
alfordable, or intrastructure strateeies that we not replicable. B cannot include ignoring the potential of the
stnatl entreprencur and the Taeer private mvestor to contribute 1o meeting urban needs. It cannot include
policies that alow the users of public services o pay htle or nothing tor them, while others go without. It
cannot anclade Biilure oo deal vicoroushy and effectively with abysmally poor maintenance o1 valuable
b assets and wead local government institutional capacity. We must lind practical, feet-on-the-ground
answers to these problems And 1o do that, Tsubmit we will need to be prepared to take caleutated risks and
to et our stelhits hiely,

Foree thase of vou who can bring additional resourees to these tasks 1o join with us in the analysis and
researeh neaded to tind solations 1o the challenges before us. This year, the United Nations Development
Prograony, HABFEAT, and the World Bank have established a new joint program to support research and
technical work 1o improve urban deselopment strategies for the 1990s. This program cannot and should
not reach s all potental without the involvement of others, including the organizations represented here.
Wewant vom wdeas and viewpoints to help guide this importane new beginning. With vour help, it can
Bave womaor impact similar o the UNDP-sponsored Water Decade Program, which is carrently working
m A0 developmy countrics with financial support from 12 donors, HABITAT, and UNICEE, Initiation ol
anew urban proecam oo recornition by UNDP that urban issues must receive additional artention in the
yeins ahead s aosign thar people outside the urban sector are willing 1o listen more closely to what a!l of
s here bave tosin s Weanust not et them down, This window ol opportunity will not stay open long, so we
must move guickls

Fetme close by coming buck to where Istarted, We must work together — the private-sector organizations
of the developed world with the expertise and new perspectives that you can offer; the public-sector
feaders of the developing countiies, with your extensive experience; the international agencies, especially
FEABEEAT wath aes vital role in the urban ticld; and the bilateral and multilateral aid insticutions, includ-
e the World Bank. There is no time 1o lose, ‘The International Year of Shelter for the Homeless is an
Huportant opportunity. Fet us use it as an occasion to renew our thinking and continue learning together.

hank vou.
WORILD BANK

Lending for Urban Development Projeets: 1972-86
(In current USS millions)

1972-73 1974-73 1979-83 1984-86 1972-86

# $ it S i $ f $ # $
Fast Africa - — 7 1173 7 113.6 5 82.7 1Y 1138
West Africa ] 8.0 2 2.2 3 78.8 7 201.8 13 REDR
Lurope, Mid. Fast,

North Alrica ] 2.3 4 VARG 7 2350 7 151.7 ] 481.0
Latn Amer Carib, | 20.0) 9 220.0 17 769.9 11 6476 I8 10581
Fast Asia Pacitic ] 16.0 6 1591 1 576.0 8 055.3 20 14064
South Asia — 17O O JU8.2 4 283.0 4 7522

TOLALS 4463 32 8124 S1 20715 42 20221 129 49523
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HousinG ProGRress in DEVELOPING COUNTRIES

by Peter M. Kimm
Deputy Assistant Administrator for Housing and Urban Programs
U.S. Agency for International Development

Urbanization and ihe consequent need for shelter in the developing world are increasingly important
issues. We have already heard an excellent oresentation from Dr. Ramachandran of HABITAT on the
scale of the problems. Urban growth rates continue to jar the imagination. By the year 2010, urban
populations in developing countries will surpass rural populations, These nations will also sce a dramatic
shift in the incidence of poverty. By the year 2000 more than half the destitute will be living in urban
places. This rapid urbanization is creating unprecedented pressure for shelter and related public services.
Water, sanitation. health care, and education will be needed for more than | billion residents.

Urbanization is not an optional matter to be addressed sometime in the future. It is an urgent issue now
and must be treated as a priority development coneern — one which is shaping the very pattern of national
cconomic growth, the settlement of vast populations, and the social and political stability of many coun-
tries. The donor community is beginning to acknowledge the profound influence the urbanization process
is having on national economic and social development. A consensus is being formed that improving the
efficiency and productivity of cities and towns is essential for fostering economic growth. Cities currently
contribute over half of the gross domestic product of developing countries; by the year 2000 they probably
will accoumt for over two-thirds. And as the locus of poverty chifts from rural to urban areas, cefforts to
alleviare poverty must increasingly be directed ot meeting the basic needs of urban populations.

At the U.S. Agency for International Development, the lead responsibility for addressing these problems
rests with the Office of Housing and Urban Programs. For more than 20 vears, we have been providing
assistance in shelter and related urbanization through our Housing Guaranty Program. Relative to all U.S.
assistance programs, the $150-200 million per vear that we provide is small. On the other hand, this effort
— which has amounted 10 over $1.5 billicn in toral assistance to more than 40 countries — makes the
United States the dominant bilateral donor in the sector,

What I would like to do today is just make a few points about how we sce the shelter problem and its
solutions. First, let me describe the Housing Guaranty program and liow it works. In essence, the HG
program is a mechanism for channeling private-sector loans from the United States into shelter in develop-
ing countries. We provide a U.S. Government guaranty to the private lender. Most often the direct bor-
rower is a central bank, finance ministry or other governmental entity that provides a host country
guaranty to repay; in ceffect, it gets to use the dollars and it absorbs the exchange rate risk. An equivalent
amount of local currency is then made available for shelter financing through intermediary lenders. Some-
times these intermediaries are national housing institutions, but increasingly we have been working to bring
private banks, building societics and savings and loan associations into the projects.

In fact, our roots really iic in the private lending industry. When we began in the carly 1960s, our geo-
graphic focus was limited 1o Latin America and the Caribbean. Our carly 2fforts, and one of our great
suceesses, was (o assist in the creation of the private savings and loan system throughout Latin America.
This system has experienced significant mutations, but it is still going strong, mobilizing resources and
investing them in housing. Today we are active all over the developing world, supporting and working with
private lending institutions in Africa, Asia and the Near East, as well as the Americas.

Our projects are developed, implemented, and managed under the direction of a worldwide staff based in
seven regionai offices, working as an integral part of the AID Mission in any given country. In addition to
the $150 million in shelter loans that we make available, we have other grant funds which we use to support
our capital assistance projects. This support takes the form of training, providing supportive technical
cooperation for project design and implementation, and conducting rescarch and project development
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activities. Many ol our shelter projects are also enhanced by our leveraging of other AID resources —
Development Assistasiee and Economic Support Funds — for boih technical assistance and capital devel-
epment.

These are the basic mechanics and tools of our program, but they do not begin to deseribe what we are
trving to accomplish or hovs we endeavor to meet our objectives. To understand what we are really about,
we need to fook wlitde ar our history and examine the lessons we have learned. In the more than 20 years
that ATD has been working to provide shelter for the poor of the developing world, we have learned a great
deal abour what works and what does not. We began with a set of preconccived notions about the nature of
the housing problem and what needed 10 be done 10 come o grips with it. Our position today, and the
policies pursued by the United States and by many developing countries are in some wavs diameerically
opposed to the notions with which we began. As we have gained experiencee, our view has evolved into one
that puts imcreasing reliance on individual and private initiative and sharply redefines the essential role for
sovernment action,

When we began nearly aquarter ¢ acentury ago, developing countries had an image of appropriate
housing based o many things, including what they saw and learnea in the developed countries and what
had been built i many of their cities duing the colonial period. These aspirations led to the construction,
sometimes with donor assistance, of the well-known housing projects, some of them for government em-
plovees: projects chat were built 1o very high standards, that were built by government bureaucracies, and
that required substantial subsidies even tor the relatively well-off people who would live in them. As the
realities of population growth and urbanization became apparent, so too did the impossibility of even
seracching the surtace of 2 housing need with this strategy. The economics were clear; scarce national
resourees could not be made available for deep subsidies for shelter in sufficient amouunts to have any real
impact without seriously undennining broad economic development objectives. And even if all the donor
resourees ane could muster couid be devored to shelter, the problem would still not be solved.

Socin the 19705 we all moved away from project or estate housine and into what we called the *“basic
needs™ stratepy. Our attention turned to providing shelter for the very poor. To accomplish this, new
models were developed: sites and services, slum upgrading, and core housing. These techniques allowed us
to provide at least minimal services 1o a vastly larger population of the poor. Although the housing was
nonesistent or minimal, it provided familics with the opportunity to meet their own basic shelter needs.
Families had their own private space; they were soon protected from the elements: and they were served
with water and basic sanitation facilities. For them, even the most rudimentary of shelter was an improve-
ment over what they had before or could have hoped 1o attain without some assistance.

Through the basic needs strategy, we have made major accomplishments. We have not just assisted in
housing the poor; we have helped to reorient the thinking of host countries about what shelter solutions are
appropriate and what they can afford. We have used our Housing Guaranty program o finance projects
worldwide that emphasize the provision of minimal adequate shelter to the largest possible number of
familics. As important, we have focused our assistance on serving poor households — those with incomes
below the median for the country. In doing this, we have helped to demonstrate that it is feasible to
develop shelter solutions for these tamilies. We have also shown that if the proje ts are designed appro-
priately, poor families can become homeowners and they are a good credit risk.

This strategy, however, still was incomplete. The shelter problem was growing more rapidly than we and
the other donors could hope to finance solutions. Even though projects were built to much lower stan-
dards, residents still were the benefictaries of residual government subsidies. Sometimes land was made
available at below-market prices. Sometimes financing was at interest rates that did not reflect the true cost
of money. Or perhaps infrastructure was provided withoue adequate cost recovery through assessments or
user chirges. And government bureaucracies continued to play too prominent a role in the process. Their
direct involvement in lending, construction and other aspects of project design and implementation fre-
quently precluded the narket discipline that could assure the most efficient allocation of resources to
shelter. For these reisons <= continuing subsidies and direct government involvement — the projects
lached replicability ar the seale needed. As long as these conditions persisted, new projects would always
require: new allocations ot donor and host country resources, which simply were not available in the
quantiy needed.,

All this time, the key 1o the solution was becoming apparent. Government efforts aside, the vast majority
of the poor in the developing world were in fact housed. The facilitizs may have been rudimentary, but
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people were able to obtain basic shelter through their own initiative and through the sometinmes mysterious,
but clearly effective, workings of the informal sector. Land was being made available, credit was being
obtained, and housing was getting built through mechanisms not fully understood, but which were pro-
ducing shelter solutions of a sort at a far greater rate than government-sponsored programs.

This was not really a surprise. For all of us, regardless of our economic or social status, one of the most
important things in our lives is where we live, IF we move or change locations, we will devote o significant
amount of time, energy and effort to where we are going to live. We saw in orr work that people were
prepared to make enormous sacrifices to provide themselves with a decent place to live. In some low- and
moderate-income neighborhoods, people with incomes of $1200 a year owned houses worth more than
$12,000, more than ten times their inconie.

Putting all these lessons together, a realistic strategy for shelter in the developing world emerges. The strat-
eey begins with the premise that individual energy is what is needed to solve the problem. Then the appro-
priate government response is 10 act as a Juctitator and solve those problems that the idividuals cannot
solve themselves. We see these problems as falling into three basic categories: the availability of land with
seeure tenure, the provision of infrastructure, and the avaifability of credit.

Of these, perhaps tenure is most important. We have seen that if individuals have clear title and secure
tenure -— i1 they understand that whatever effort they put into their shelter will be theirs — exceptional
amounts of savings are devoted to shelter. This ereates security for the family, contributes significantly to
capital formation in the country, and increases the health and productivity of its population. To the degree
that government energies and resources can be channeled in those directions, then housing finance insti-
tutions, cooperatives, private entreprencurs and above at’ the individuals themselves will see (o it that
appropriate shelter is produced.

All of this, then, has brought us (o our current strategy. We have, through our Housing Guaranty program
and related assistance resources, a couple of hundred million dollars a year that we can bring to bear on the
shelter and urban problems of the developing world. We use these funds to enter into policy didlogue with
developing countries in an effort to talk to cach other and to work toward strategies that will do the job.
This policy dialogue focuses on the national approach 1o provision of shelter for all. The basic idea is to
adopt a series of policies which, in their totality, will set in metion the foress that will pui the supply of
shelter into some sort of equilibrium with the demand.

The most important consideration is the appropriate division of labors between the public sector and the
private sector; between the government and familics; between the municipality and the co cununity, within
the cultural and historic context that exists — the reality. Our substantial experience in many developing
countries argues strongly that government should expend its energy on the things that individuals cannot
do for themselves, The facilitative, policy function of government is all impartant; there can be no suc-
cesstul shelter program without appropriate government participation.

A critical clement s the encouragement and support of the private sector, which almost everywhere is the
principal engine of economic growth. The private sector is the proven, cffective producer of shelter. By
maximizing the role of private-sector institutions in the provision of credit for low-income familics, we are
attempting to expand the availability of long-term housing finance. By providing opportunities to private
individuals, as well as developers and contractors, the production of housing for low-income families will
be most efficiently achieved.,

Sccond, we work with the countries to adjust their view of * 2 mini num appropriate standards for
shelter should be. If basic needs can be met in a home of 20 :quare meters to be added 1o later by the
accupant, then it is not only a waste of scarce resourees to build at 40, but only hall as many people can be
helped. 11 we can provide adequate water and sanitation by clustering facilities, then it is wasteful to pipe
water into cach individual unit. Appropriate standards, along with the use of appropriate, low-cost and
indigenous building materials and technologics help to assure that the project is alfordable to the intended
beneficiaries. And atfordability is the key to cost FCCoOvVery.

Third, we work with the countries to develop policies that will assure project cost recovery. This is critical
if we are o achieve project replicability and produce shelter solutions at a scale adequate to meet the
growing needs of the developing world. Cost recovery means climinating interest rate subsidics, charging
market price for government-owned land, and recovering through appropriate charges the cost of pro-
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viding basic infrastructure and services. To the extent that we increase cost recovery, we can serve many
tore poor families. It government is to ubsorb some costs, it should do so consciously, considering costs
and benefits, cconomics, politics, and cquity. Every time we design a new Housing Guaranty and then
negotiate the loan terms with the host country, these issues are brought to the table.

Finally, we use our assistance leverage to help beneficiary countries improve the institutions, public and
private, that impinge on shelter and urban development. We recognize that the full benefits of private
initiative can he realized only in a supportive environment in which the basic public responsibilities are
exceuted cefficiently. We strongly encourage the building and strengthening of institutions which serve
people locally and in which toey can participate. We are supporting both neighborhood, cooperative
organizations, and municipal sivengthening and decentralization, which are receiving priority in countries
of every region in the world. We have been a strong voice in insisting that national housing agencies and
financial institutions deliver the services they are chartered to perform. To advance these goals, we provide
extensive training to policymakers, senior officials and key private-sector actors on various policy and
management isues related o shelter, tinanee and urban development.

We believe, very deeply -— and have figures (o support this beliet — that by following these principles, the
world shelter problem is resolvable. Tn o single generation, perhaps 25 years — within the limits of the
resources that are now available — an adequate, if bare-bones house for every lamily is a reasonable,
achievable goal.

To this end, we are actively participaing in the activities of the UN’s International Year of Shelter for the
Homeless. The designation of 1YSH is an important milestone in the world’s efforts to house the poor. It is
a call to the developing countries to examine their shelter policies and make renewed efforts 1o expand
housing opportunitics for the poor. Through the mechanisms established by the UN Centre for Human
Settlements in support of 1YSH, donors and recipients alike will be able to share their experiences. These
channels of commumication will serve as a medium through which new ideas and successful experiences can
be exchanged. Countries can learn from cach other and accelerate the realization of shelter improvements.
We have been and will continue 1o be active in this process.

The designation of 1YSH s also a recognition of the relationship of adequate shelter to the physical and
psychological well-being of disadvantaged people. 1t is a reminder to us all of what we are rcally all about.
Perhaps nowhere has this most fundamental aspect of shelter been more poignantly expressed than in an
carly novel by V.S, Naipaul, who may be the most powerful writer in the English language today. This
novel, 1 House for Mr. Biswas, is clearly antobiographical, and Mr. Biswas is Naipaul’s father, a middle-
aged father of Tour who is terminally ilf, his thoughts as he lay in his bed turned to the house he has
struggled to )y for:

He thought of the house as his own, though for yeurs it had been irretrievably mortgaged. And during these months of illness and
despair Be wis struck again and again by the wonder of being in his own house, the audacity of it: to walk in through his own front

pate, 1o bar entry 1o whoever he wished, to close his doors and windows every night, to hear no noises except those of his family, to
wander freely trom room to toom and abour his vard. . . .

How rerrible it would have been, at this time, to be without it . . . to have lived without even attempting to lay claim to one’s portion
ol the carth; to have lived and died as one had been born, unnecessary and unaccommodated.

What we are all really trying to do is to provide everyone with his or her opportunity to lay claim to a

portion of the carth. As we struggle with strategies and debate policies, we should never lose sight of that
ultimate objective we all share,
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NORTH AMERICAN SHELTER SYSTEMS:
LESSONS FOR DEVELOPING COUNTRIES

T CananiaN ExperiENce

Presented by Raymond Boivin
Senior Viee President
Canada Mortgage and Housing Corporation

Adequate housing is a top priority for the Government of Canada. Housing conditions as measured by
widely used indicators such as tamilies maintaining their own houscholds (98 pereent), houscholds with
exclusive use of water, toilet and bath facilities (98 pereent), avere > number of persons per room (0.52
pereent), crowded houscholds (4.3 percent), home-ownership rates 03 pereent), all indicate that by inter-
national standards housing conditions are eood in Canada. This paper will review some of the policies and
mstitutions that have been put in place in Canada 1o achieve these results.

Canadians have a great deal of faith in the ability of the private sector o provide almost all the housing
needed. The Federad Government sees its role essentially as the provider of the framework (fegal and insti-
tutional) within which the private sector can best operate. Thus, in Canada, the private financial mortgage
lenders provide 97 pereent of the funds needed cach year to finance new houscebuilding. Also, 93 pereent
of the housing stock of 9 million dwellings are privately owned. The remainitig S percent are owned cither
by governments or hy private nonprofit organizations to provide adequate shelter to low-income house-
holds with the help of varying degrees of subsidy from government.,

Housing and National Economic Development

The potertial of housing to contribute to national cconomic development has often been played down by
those experts who consider honsing a consamption good that does not contribute to the creation of
permancent jobs in the same way that heavy machinery and factories do. It has been estimated that cach
dwelling unit built in Canada creates 2.5 person-years >f employment. in addition, because housing is built
mainly with locally produced materials, it requires little or no expenditure of foreign exchange. Thus,
during the peak year of housebuilding in Canada which occurred in 1976, new dwellings started totaled
273,000 units, and residential expenditure represented 6.5 pereent of GNP, Houschold formation has
declined since then and so have housing starts. Residential construction in 1985 nevertheless still repre-
sented 4.25 pereent of GNP, as housing starts leveled off 1o 165,000 units in that year (up from 133,000 in
1984). In addition 1o zew housing, we have found in Canada that additional jobs are created in housing
through the rehabilitation and renovation of the existing housing stock. This renovation and rehabilitation
of the existing housing stock now represents over 40 pereent of all expenditures on residential constrietion
and this proportion is expected to grow still further. Rehabilitwion end renovation of the existing housing
stocks is more labor-intensive than new residential construction. Thus, whi'e §1 million of new construc-
tion would create about 25 jobs, the same $1 million spent on renovation and rehabilitation would ereate
about 50 jobs.

These job ereation abilities of housing have often been used in Canada to stimulate the cconomy and help
pull it out of recession. During the 19705, the stimulation programs used an innovative mortgage lending
technigue to bring the housing produced within the reach of med,um-income families. During the 1980s,
an up-front government grant was used as the incentive 1o greater houscbuilding,

In Canada it is recognized, however, that in order to he able to use housing’s job-creation capacity to its
fullest, it is essential to have a well-developed capital market, through which savings can be channeled in
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sufficient quantitics to finance both housing and the investment needed to finance plant and machinery as
well as other business activities. The policy in Canada has been to encourage improverments in the mort-
gage marhet, thereby improving access of borrowers to housing finance. But the actual distribution of
capital market funds between housing and business investments is determined in the capital market, on the
basis of the ability on these different sectors to pay the required interest rates to borrow the needed funds.

Role of Private Sector in Housing

The private sector builds all the housing units produced in Canada each year. All of the 5.5 million home-
ownership units are privately owned. With respect to rental units, the private sector owned 3.1 miilion
rental units, or 88 percent of the 3.5 million total rental stock. The remaining 400,000 rental units are
owned cither by governments (200,000) or by nonprofit organizations (200,000). The private sector thus
owns 95 pereent of the total housing stock in the country, and 88 percent of the rental stock.

The private sector also provides almost all of the mortgage financing required for housebuilding activities.
Only 10 percent of the total $155 billion mortgage debt outstanding is held by government agencies. The
proportion of mortgage debt held by the private sector is expected to increase still further in future years,
as only 2 percent of new housing starts are currently financed with government funds.

The housebuilding industry in Canada is a very competitive industry. This competition helps to keep the
building industry efficient and able to produce housing at a cost that in relation to income compares favor-
ably to the cost of housing in most other ¢ountries.

In order to assure themselves of a consaant supply of land for their future building activities, most of the
larger builders have built up a large supply of serviced land. These private land banks suffice not only to
provide the land needed for their own building operations; they also sell off part of their holdings to the
smaller builders as required by them. The builders in Canada have formed strong trade associations to
represent their interest. The builders of homes are grouped mainly in the Canadian Home Builders Asso-
ciation (CHBA) and the builders of apartments ir: the Urban Development Institute (UDI).

Effective Institutions and Housing Markets

A great deal of emphasis is placed in Canada on the development of strong mortgage lending institutions.
Measures to promote mortgage lending include providing mortgage insurance to increase the supply of
mortgage funds and to improve access to housing, widening the band of private mortgage lenders by allow-
ing more of the existing institutions (especially banks) to make mortgage loans, encouraging the develop-
ment of a more active secondary nortgage market, encouraging the development of a private mortgage
insurance industry, introducing changes in NHA-insured mortgage lending terms designed to maintain an
adequate Tlow ol mortgage money during periods of monetary restraint, changing mortgage lending terms
to better adopt them to periods of rising interest rates and inflation, and introducing policies to protect
homeowners from abrupt changes in monthly payments. As a result of these policies it has been possible to
minimize funding by the government.

Public mortgage insurance was provided to the Canadian mortage market in 1954, with the introduction of
the National Housing Act (NHA)-insured mortgage loan in that year.

Sinee the inception of this program about $70 billion in mortgages were insured under the NHA, of which
$37 billion are still outstanding. About one-third of the housing starts in Canada since 1954 have been
financed under this program.

When the NHA mortgage loan insurance program was introduced in 1954, the major private mortgage
lenders were the life insurance companies and the trust and mortgage loan companies. The biggest finan-
cial institutions, namely the chartered banks, were not allowed to make mortgage loans, because these
loans were not considered to be liquid ¢nough for a bank. When the NHA-insured loan was introduced in
1954, bunks were allowed to make NHA-insured loans. The chartered banks’ mortgage lending powers
were further expanded in 1967, when they were admitted to conventional mortgage lending also (conven-
tional mortgage loans are those loans not insured under the NHA).
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Further efforts were made 1o amplify the supply of mortgage funds through the cncouragement of an
active secondary mortgage market. Provisicn was made in the 1954 NHA legistation for all types ol
investors to buy NHA mortgages as long as these NHA mortgages continued 1o be administered by an
approved NHA mortgage lender. The opoortunity therefore existed for invesiors not in a position 1o orig-
inate and administer mortgages to buy such mortgages from NHA approved lenders. It was hoped that
through such secondary mortgage market purchases, additional pools of savings could be made available
to the mortgage market. Two large pools of savings that potentially could be tapped in this manner were
savings accumulated in pension funds and estate trusts and ageney funds administered by trust companices.
The opportunity also existed 1o sell mortgages 1o other corporate or individual investors and 10 investors
outside Canada. Special etfforts were thereiore made 1o stimulate greater secondary mortgage market
activity. In 1984, as an additional measure 1o stimulate secondary mortgage market activity, legislation was
introduced to allow CMHC 1o provide a guarantee of timely payment on mortgage-backed securities, as an
additional method of reaching new investors. It iy hoped that through the use of mortgage-backed
securities new investors will be brought into the morteage marker willing 1o provide long-term fixed inter-
est rate morteages, which the present groups of mortgage enaers dependent on deposits to fund their mort-
gage portfolio are not able to do. We expect to have this new mortgage-backed securities program in
operation by September 1986,

As a result of all the measures taken (o improve the mortgage market and to integrate it more closely with
the capital market as a whole, Canada has one of the most diversified group of mortgage lenders in the
world. These include specialized mortgage institutions (trust companies and morigage loan companies),
general financial institutions (chartered banks and credit umons) as well as contractual savings institutions
(life insurance companics and pension funds). These private mortgage lenders now provide 97 pereent of
all mortgage funds.

Steps also were raken to permit the emergence ol private mortgage insurance companies. Three private
mortgage companizs became active in providing mortgage insurance 1o the mortgages lenders. By 1978
these private mortgage insurance companies were doing more business than CMHC. These three priviate
mortgage companies merged into two companies in 1978 and into one company in 1981.

The encouragement of a wide range of mortgage lenders has made the mortgage markei in Canada very
competitive. All the major mortgage lenders are trying very hard to maintain or increase their share of the
mortgage market. This has led the mortgage lenders since 1983 1o offer borrowers more flexible lending
terims and to reduce the costs involved in transferring a mortgage loan from one lender to another. All of
these changes make it easier for borrowers to shop around for the best interest rate and most convenient
mortgage terms.

In addition to a well-developed housebuilding industry and a well-developed mortgage market, a strong
marketing network is also needed to sell the new houses produced annually and the cxisting homes coming
up o sale cach year. A strong network of real estate companies or agents is particularly important in the
sale of existing homes. 1t is estimated that during 1985 about 100,000 new homes valued at $8 billion were
sold while the value of exising homes sold was four times as large in terms of units — 400,000 and three
times as large in dollar terms at $24 billion.

Private Property and Sccurity of Tenure

Private property rights are well recognized in Canada. They are beyond debate and are not an issue here.,
The Federal Government, however, has the right to acquire property needed for wider social purposes,
such as to widen roads in built-up areas or establish new roads i new areas. Well-established procedures
exist to ensuze that when the Federal Government exercises its right of expropriation, the owners of the
property subject to this expropriation are paid a fair market value for their property.

Sccurity of tenure for renters in Canada is regulated by the provinees, not the Federal Government. Each
of these provinees has some form ot landlord-tenant legislation that basically guarantees the landlord’s
right to receive the stipulated rent on time, and also guarantees the landlord to be indenmified for any
damage done to the rented premises. The tenant is guaranteed enjoyment of the rented premises.

In addition, in 7 out of the 10 provinees rent controls are in effect. Basically the intent of these rent
controls is to prevent exceptionally large increases in rent. Typically, this provincial rent control legislation
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allows increases in rents about in line with increases in the Consumer Price Index. Increases higher than
that have to be justified to Rental Review Boards.

Government and Privaie-Sector Partnership

The role of government is to provide a framework of laws and institutions that encourage the private sector
to doits job well. In framing the laws and institutions, government consults with all sectors in the econ-
omy, including those active in the housing sector. The dialogue between government and the private firms
active in the housing sector takes place mainly through the trade associations that the private-sector firms
have established to represent their interests. Thus all the three important branches of the housing sector —
the mortgage lenders, the builders, and the sellers of real estate — have established trade associations
through which they can convey their concerns to government,

Another way in which the Federal Governnient helps the private sector to do its job well in promoting
market-oriented housing is in the collection and dissemination of housing-related data needed by the
private sector to plan its housebuilding operations. These daia include statistics on starts, completions,
vacancies, housebuilding costs, and mortgage interest rates. These statistics are published regularly for the
use of all parties interested in housing.

The Federal Government has also made efforts to give the private sector a greater role in the provision of
social housing, namely housing for low-income households, that requires a subsidy from government to
make them affordable to low-income households.

The capital funds for social housing units are provided by the private mortgage lenders at market-deter-
mined interest rates in the form of a National Housing Act mortgage, fully insured against default by the
Federal Government. The government provides a subsidy equal to the difference between the operating
costs (including mortgage repayment) and rental revenues received from tenants whose rents will be based
on 25 percent of their adjusted household income.

The government also encourages cooperative housing. Thus a proposal is currently under development
whereby the Federal Government will permit cooperatives to finance new cooperative housing projects
through the use of Index Linked mortgages. The rmortgage balance outstanding will be adjusted each year by
the percentage change in the consumer price index. As a result, monthly mortgage payments, and therefore
the occupancy charges of their co-ops, will increase cach year bv about the rate of inflation. (The actual
formutia used is inflation minus two pereent). The Federal Government will insure these mortgages against
default under the National Housing Act.
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Tue UNITED STATES EXPERIENCE

Presented by James Stimpson
Deputy Assistant Secretary for Policy Development
U.S. Department of Housing and Urban Development

Americans in the United States take pride in their homes and in the sophisticated housing production,
marketing and financing sys'em which has produced one of the world’s best housing inventories. | should
like to review the importance of housing in the U.S. economy, the structure and size of the housing con-
struction industry, and the growth and development of our housing finance systeni. I will conclude with
what I believe are important lessons from our experience which would be useful for developing countries,

The Significance of Hausing: Size of the Stock

The American housing inventory has expanded greatly and improved significantly in quality over the 40
years from 1940 (o 1980. [n 1940 there were 37.3 million housing units in the United States, including 34.9
million occupied units and 2.5 million vacant units. By 1980, the inventory had increased another 52
percent to 88.4 million units, of which 80.4 million were ocrupied,

In the 40 years between 1940 and 1980, the population of the United States increased 72 percent. Over the
same period, the number of occupied housing units increased 130 percent. This faster increase in house-
holds occurred because average household size was steadily declining from 3.8 persons per household in
1940 to 2.8 persons per houschold in 1980, Meanwhile, houses were increasing in size. Thus the
phenomenon of crowded housing units has all but disappeared. In 1940, 9 percent of all occupied units had
more than one and a half persons per room. By 1930, under the more stringent definition of more than one
person per roony, only 4.5 percent were found to be crowded.

Housing quality also improved greatly over the period. In 1940, 44 percent of all units lacked some or all
plumbing facilities, i.c., hot and cold piped water, a flush toilet, and a bathtub or shower inside the
housing unit for the exclusive use of the household occupying the unit. By 1980, this proportion had fallen
to less than 3 percent, most in rurar areas. Other housing quality indicators show the same striking im-
provement.

This improvement in housing quality was largely duc to rising rea! incomes resulting from a growing,
vigorous cconomy. Other factors were also important, however. The improvement in plumbing facilities
and other equipment was encouraged and in many cases made possible because of investment in public
water and sewer fucilitics in communities and neighborhoods that had lacked them. With the infrastructure
present, residents could tap in and obtain potable running water and eliminate wastes in a sanitary manner,
Investment in other infrastructure — eleetric power lines, gas. telephone, paved roads — also improved the
quality of life and encouraged the upgrading of dwelling units.

One of the most important trends in the United States has been the growth in homeownership. In 1940, less
than 44 percent of all houscholds owned their own home. By 1980 the proportion was 64.4 percent.

An adequate supply of niortgage credit at reasonable terms and a good supply of reasonably priced
housing are fundamental in making homeownership possible.

The Federal Government has had various roles in assisting in the supply and financing of housing. One of
the most important for the encouragement of homeownership as well as the provision of rental housing has
been mortgage insurance under the National Housing Act of 1934. Under these programs, the lender is
insured against the risk of possible default by the borrower, with the borrower paying the mortgage
insurance premium. As a result of the insurance, millions of borrowers who otherwise would not have
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qualified under the lender’s standards have been able to obtain mortgage loans. Similar programs, sonic-
times involving direct Federal loans, have been developed for veterans of military service and for rural
areas. By 1983, out of the 27.8 million single-family owner-occupied houses with a mortgage loan out-
standing, over one-fifth, more than 6 million owners, reported that their mortgage loan was covered by a
Federal insurance or guarantee.

Production of Housing

During the 19505 and 1960s total housing production, measured by starts of conventionally built units plus
factory shipments of manufactured units averaged just over 1.6 million units per year while the average
increase in houscholds was just over 1.0 million per year.

Federal involvement in total housing production has varied widely, particularly in multifamily construc-
tion. From 1979 through 1982, when privately sponsored construction was low, Federally subsidized new
construction was 30 percent or more of the total, Now, in the shift toward housing vouchers and away
from subsidized new construction, subsidized starts still in (he production pipeline are only a few percentage
points out of all muttutamily starts.

New residential construction is an important part of all construction in the United States. 1t accounts for
one-third or more of all building and non-building construction.

Investment in the existing housing inventory also represents an important contribution to the national
cconomy. From 1980 1o 1983, between $45 and $50 billion was spent cach year on maintenance and
repairs and construction improvements.

Investment in new production and in the existing inventory are the major components of fixed residential
investiment in the National Income Accounts. In 1983 through 1985, fixed residential investment accounted
for beiween 4.5 and 4.7 percent of Gross National Product, and 27 to 30 pereent of Gross Private
Domestic Investment. Residential investment has a much wider effect on the national cconomy in generat-
ing emplovment and adding to the Gross National Product through its linkages o other activities.

The Housing Construction Industry

Residential builders in the United States form a highly decentralized industry. About two-thirds of single-
family homebuilders build 25 or fewer houses per year, As many as 40 percent build ten or fewer houses
per year. Only about one pereent are large-volume builders who build more than 500 units per year,

As the residential construction industry developed, government response to it also developed, sometimes
supportive but more often regulatory and sometimes obstructive., Zoning ordinances, building codes,
subdivision regulations, and a host of other governmental requirements were imposed on the industry in
the puise of protecting public health and welfare and maintaining property values and the taxable base. In
a joint venture between the Federal Government and the homebuilding industry, we have been demon-
strating that savings of as much as 20 percent in new home prices result when local governments are
induced to relax their unnecessarily stringent reuglations and ordinances. There is a role for government,
but it must be supportive, encouraging the construction of good, sound and affordable housing, rather
than being obstructive in insisting upon obsolete materials and unneeded infrastructure investment.

Housing Finance

Federal insurance corporations were set up to insure depositors against commercial bank or savings and
loan association failures, The Federal Housing Administration was created to insure holders of mortgage
debt, including financial institutions, against delaults by borrowers. The Federal National Mortgage Asso-
cration was formed to create a national secondary market in mortgage credit by buving Federally insured
or guaranteed mortgage loans in capital-short regions of the nation and selling them in capital-surplus
regions, thereby balancing the supply of and demand for mortgage credit in local markets, and stabilizing
interest rates. This encouraged the growth of a form of equity investors known as mortgage bankers, who
originated and sold mortgage loans, but retained loan servicing for a fee. Along with protection for de-
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positors and lenders came regulation. The Federal Home Loan Bank Board was set up to charter, aid and
regulate Federal thrift institutions -— the S&I.s and nautual savings banks which wished 10 obtain the
insurance protection — in much ihe sane way that the carlier (1915) Federal Reserve System regulated and
atded national commercial banks.,

A the systeni evolved, thrift institutions becime insulated from capital markets through incentives and
requirements to nuhe foans or investments primanily in residential real estate, and through deposit rate
cetlings which favored ihrifts over commercial banks., When interest rates rose above the deposit ceilings
this created cyeles ol recession in housing construction, as depositors withdrew savings from thritts to
obtain better rates clsewhere, and thrifts were foreed to stop making mortgage loans, thus halting the sale
and the construction ol housing. Depositors who did not withdraw savings sutfered economic losses on
their interest carnings,

Fhe solution 1o these problems was the deregulation of the thrift industry. Deposit rate ceilings were
removed and thifts were empowered to offer new competitive forms of investment opportunities such as
certificates ol deposit and interest-bearing checking accounts, They were given many powers much like
those available to comimercial banks. Meanwhile the secondary market in mortgages bad been strengthened
by the creation of the Federal Home Toan Mortgage Corporation in 1970 for buvine and selling mortgages
without Iederal insurance or guarantees, and the division ol the Federal ageney known as the Federal
National Mortgage Association into o privately-held corporation with Government sponsorship still
known as the Federal National Morteage Association, major investor in mortgages, and a Federal agencey
known as the Government National Mortgage Association, to pursue the public policy aspects of
secondary market operations. The activities of these three Federal or Federally sponsored agencies has tied
the mortgage market closer to general capital markets through innovations in packaging and seeuring
morteage mstruments 1o attract a broader range of investors such as corporations, private pension funds,
and state and local government retirement funds. The innovations include mortgage pools and mortgage
pass-through securities issaed or guaranteed by ihe Federally sponsored and other United States agencies.

Conclasions: Lessons for Developing Nations
The principat conclusions [ draw from our expenience are these:

1. Institution building works. It is important to develop, encourage, maintain and preserve private saving
and lendmg institutions to provide both a safe repository and interest income source for savers and a
source of mortgage loans for home purchases. Without a reliable source of private mortgage credit ut
reasonable terms, sound and widespread homeownership opportunities cannot be provided in an
adequate manner,

2. Small-seate residential production works. It is not necessary to mount large production programs. Resi-
dential builders building fewer than 25 houses year can meet the needs of all markets, be responsive to
market demand, and fill special market niches. When eftective demand is great enough that economices of
scitle in production are possible, some builders of a few units will naturally develop into builders of many
units,

3. The best role for government is as facilitator and supporter of the private sector. A competitive private
sector can best meet the needs of the people, for ony cuterprise that does not do so fails to stay in busi-
ness. It is the public role to maintain healthy competition, 1o ereate the conditions for private enterprise
to flourish, and to imnovate and take risks to demonstrate new technologies and instruments when that
cannot be done privately.

4. Infrastructure investment is important, and it is often o publie role. The provision of streets and bigh-
ways, water and sewer systems and other public services that cannot be provided so well by the private
sector s necessary o aid and encourage private development of sound housing.

5. Housing is an importan( contributor (o the development of the uational economy, creating employment
and wages in linked sectors of the economy. Furthermore, skills learned in building houses and developing
residential communities can be transterred to other types of construction such as commercial or industrial
building. Housing construction aids in the development of a trained pool of workers and managers,
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A PaniL View
Two Canadian Perspectives

Raymond Boivin (Senjor Vice President, Canada Mortgage and Housing Corporation, Ottawa, Canada): |
hope that my remarks will illustrate a number of features of Canada’s housing system which will prove to
be useful as we consider ways in which the housing experience of developed nations can be applied to Third
World countries.

Suceesses in this field are quite limited, and 1 am indeed pleased that a successful Canadian practitioner in
such matters has agreed 1o join me on this panel. I've no doubt Mr. Teron will have many interesting
insights to share with us from his extensive development experience in Canada as well as in the Third
World. Now, the role that the production and maintenance of housing can play m national economic
development is not open (o serious question from my perspective. In Canada we produce housing in all
parts of our couutry. Our present rate of production on a population base ol some 25 million is on the
order of 180,000 units per years. We carrently estimate that (o provide for anticipated population growtk:
and houschold formation we should be producing on the order of 200,000 units per year. 1 should notc,
however, that this requirement will change as our population aces during the next 25 years.

The labor-generation effects of our housing activities are considerable. We estimate that cach dwelling unit
built cicaines 212 person-years of employient — | ensite, Ly otrsite i related activities. The macro-
cconomic effects are also quite significant. Residential construction accounts for approximately 5 percent
of our Gross National Product.

The renovation of our existing stock will play an mereasing role in maintaining the housing sector as a key
to sustained national cconomic growth. Over 40 pereent of our expenditures for residential construction
are for this purpose and we fully expect this proportion to grow i the future. This is particularly note-
worthy because of the higher labor content of such work. We estimate that renovation is (wice as labor
intensive as convention and new construction. And we anticipate th.t considerable new employment will
be generated in this arer in the future. The housing sector has also proven to be particularly amenable to
use as a stimulus for broader economic activity. The most recent such instance was during the :conomic
recession ol the carly cighties when we introduced two programs to stimulate housing production and
renovation,

In today’s more healthy climate, there is no need for such programs and we no longer have them in opera-
tion. We have learned that stimulation programs must be developed with care to avoid introducing unan-
ticipated destabilizing effects. While public programs designed to stimulate cconomic activity may be very
attractive, they may prove 1o be il advised in the long term. This is because they can build up and then cut
off the productive capacity of the industry or create artificial demand, thereby destabilizing future
markets. We believe that the most appropriate and fiscally responsible approach lies in the use of the
public sector to facilitwe the efficient and smooth functioning of housing markets. Rather than rely on
stimulation programs, we recognize that it is essential to have a well-developed capital market, Qur policy
has been to encourage improvements in the mortgage market, thereby improving aceess to housing
finance. 'lt expound on this theme later.

Turning briefly 1o the question of the private sector's role in solving housing problems, we have tradi-
tonally relied on private production. The private sector builds all housing units produced in Canada cach
year. This applics both to dwellings built for ownership and to dwellings built for rent. Some 95 pereent of
the total housing stock in the country is in private ownership. The balance is split between government and
nonprofit organizations. The private sector also provides 90 pereent of the mor:gage financing required for
housebuilding activities. This proportion is expected o increase still further in future years as only 2
pereent of new housing starts are currently financed with government tunds.
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The housebuilding industry in Canadais also very competitive. This competition helps to keep the building
industry efficient. It enables us (o produce housing at a cost that, in relaton to incore, compares tavorably
to the cost of housing in most other ceuntries. As one should infer from my last remarks, private property
rights are well recognized in Canada. We consider them a foundation on which strong butlding, real estate
and mortgage industries are built. In Canada, 63 pereent of our dwelling units are owned by people who
ive in them, and of these over half have no morteage enicumbranee,

Seeuarity of tenure Tor the 37 percent ol Canadian households who reat there is reaulated by our ten pro-
vincial and two territorial covernments. Lach provinee has some form of indiord-tenant leaislation that
basically puarantees the indlord's right 1o receive the stipulated rent on time and the tenant s right to quiet
enjovment ol the rented premises.

As Ementioned carlier, T believe that the development in Canada of effective financial institutions and
markets may vield the most pertinent lessons tfor other countries wishing to benefit from our experiencee.
Weve placed considerable cmphasis on the development of strong morteage lending institutions which
provide the Tinancing necded to support the production and consumption of housing, We've accom-
plished this by introducing mortgaee insurance 1o inerease the supply of funds and to improve aceess to
housing. We have widened the spectium of lenders who make morteage loans and we have developed a
secondary mortyage mark-t. We also encouraged the developmeni of o private mortgage insorance indus-
try and introduced changes i mortgage terms o adapt them better (o periods of rising interest rates and
intlation.

Finally, we are just in the process of introducing a measure which will enable us (o graruntee timely
payment on mortgage-bucked securities as an additional means of reaching new investors. As a resull of
these mitiadives, we've been able to reduce the vohnne of public funds which otherwise would be required ta
finance the production of housing. Consequently, we've been able to concentrate the use of our TCSOUTCes
on the provision of housing o low-income houscholds at affordable prices. Our approach rests on our
ability to provide privat sector funds through the activity of private and public nonprofit oreanizations.

Both a well-developed homebuilding industry and a well-developed mortgage market are needed for a
smoothly functioning housing market. But these alone are not enough. A strong marketing network is also
needed to sell the housing. In Canada, this marketing network is provided by the members ot the Canadian
Real Estate Association. Such a strong network ol real estate companies or agents is particularly needed
for the sale of esisting homes. While it is estimated that in 1985 about 100,000 new homes valued at $8
billion were sold in Canadi, four times as many existing homes changed hands at & cost of $24 billion. The
majority of transactions on existing homes used the services of realtors.

My final comments relate to the partnership between government and the private sector in the production
ot housing. The role of government is to provide a framework ol Laws and isntitutions that cncourages the
private sector to do it job well b framing the laws and institutions, government consults with all sectors
in the cconomy. The dialopue between government and the private firms active in the housing sector take
place mainly through the trade associations. The Federal Government listens (o the concerns of the asso-
ciations when it considers making changes to housing legislation or institutions.

Another way in which the Federal Govermment helps the private sector to do its job well is in the collection
and dissemination of the housing data needed by the private sector to plan its homebuilding operations.
We provide estimates of future housing requirerients to facilitate long-range planning by the private sector,
We also monitor and provide information on current trends to enable private firms to make short-term
adjustments in houscbuilding programs.,

The Fedral Government has also made efforts to give the private sector a greater role in a provision of
soctal housing, housing for low-income houscholds that require a subsidy from government o make it
affordable. Private mortpage lenders provide the capital funds needed by public and privace nonprofi
organizations to construct social housing and the Federal Government provides the subsidy.

This leads me to my concluding remarks in which Twould like to offer my views on the lessons which might
be extracted from the Canadian experience. First, cooperation between the private and public sectors is of
paramount importance for a market cconomy such as ours. Lven if they have the will, T doubt that
governments have the financial resources to provide entire societies with adequate housing at affordable
prices. Second, the division of respansibility is obvious. Government and its institutions are best placed to
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ensure that the financial and policy framework within which the housing finance and construction indus-
tries operate functions smoothly and efficiently. It also uses its leverage to ensure that the poor are not
precluded from access to shelter. Third, the advantages of a strong residential construction sector are
evident from the amount of employment it generates and its contribution to Gross National Product.
Fourth, governments are well suited to conduct the fundamental rescarch and to publish the data required
to make housing markets function smoothly. The private sector, on the other hand, is responsible for the
production of housing in response to market forees. Strong residential construction and property mar-
Keting industries are necessary 1o ensure that this takes place. Fifth, our experience leads us to conclude
that the existence of a diversified mortgage lending industry will provide the single most important
incentive to the effective functioning of markets. And finally, I also believe that while the utility of stimu-
lation programs should not be discounted, they must be used with sensitivity so as not to generate unan-
ticipated spinoft etfects with unwanted consequences.,

The public and private interplay has worked weil for us in Canada. We have faith in the ability of the
private sector to provide housing. Because of our industry’s successes we are one of the best-housed
nations in the world. I hope that our experiences will be useful to those of you who are also wrestling with
the issues of this most complex, vet very rewarding, activity in your own country.

William Teron (President, Teron International Development Corporation, Ottawa, Canada): | spent 20
years in the private sector as a designer, builder, and developer — everything from housing 10 new towns. |
then became president of the government’s mortgage bank and insurance arm, and secretary in the Minis-
try of State for Urban Affairs. In the American context, I was Secretary of HUD during the HABITAT
Conference. Sinee leaving that work of six years, [ have devoted time to international work at FIABITAT,
the OECD and United Nations regional bodies. 1 became more and more concerned with what really
needed to be done in the developing world. The pancel today is supposed 1o reflect on the experience within
our countries that may be of use o the developing world. And while T was aware that Mr. Boivin, with
whom | worked, would describe governmental work (which really is excellent in Canada), | would like 1o
relate to the more human element of the Canadian experience.

One of the things in the Canadian experience that is possibly closest to the developing world is that Canada
itself is just emerging from being a developing country. It was a very rural society in the 1930s. 1 can tell
you that personally: [ lived in rural circumstances in what now is called a “‘no cash’ culture, There was no
money in the house. The house had a sad roof. The floor was of clay. There was no aid available. But the
people were resourceful, self-reliant, and creative. What they continued to do gave them an enormous
pride of accomplishment and the courage to emerge from a very rural society within 50 years.

Government recognized many years ago that a solid mortga.e instrument to attract investment to housing
is essential. So the government instituted inspections and a minimum standard to ensure that that product
was good. The second step was to insure mortgages. The people might go bankrupt, or die, but the houses
would continue as an asset.

Canadian housing mortgage funds are basically local funds that are savings recycled through the banks,
the vust companies, the pension funds, and life insurance companics. These lunds in Canada have ex-
ceeded the supply of mortgages for some time now. There’s more money than there are houses in which to
invest.

Lets turn for a moment to HABITAT. HABITAT was an excellent forum, but it was excellent in the sense
of being a forum tor public-sector ideas and ideals. There were no practical operational fundamentals. No
oncat HABITAT could tell us how to build one house with a $500 income parameter. I want yvou to tell me
how to build & house for $1,50). No one told me that at HABITAT, and we certainly haven't heard it here.,

There also was no coneept of the role of individual initiative. 1 felt at HABITAT that when people thought
in te.ms of a million or a billion people, they saw a million or a Yiliion problems rather than a vast re-
source. There's an enormous untapped resource out there. The people are not problems, they are re-
sources. They have one problem: affordability. You heard of Bombay's 4.5 million people. All the collec-
tive monies of all the profound institutions that are here could not afford to build sufficient housing in that
one location, let alone the world.



The disparity of national economes is great. How can we think in terms as a Canadiar., as an American, ot
providing a $20,000 solution in arcas where income is under $1,000? Such **solutions™ are noi relevant.
Nor should we borrow hard currency loans for housing. As in Canada, housing must be financed locally,

Affordable shelter solutions in developing countries should be without external foans and without subsidy.
We have seen small savings and loans develop in the coramunitios that had the contfidence of the local vil-
lage. They took in the money becanse the people had trust and contidence in thent.

Appropriate technology also s a must -~ modest technology that can harness the people as they are. It
takes ten yews to train i carpenter, five years to train a mason: but 1 remember when 1w voung that we
weren't trained carpenters, we weren't trained masons, but we built our houses. An cnormous resource is
out there. We need appropriate technology to harness local unskiliea labor using local fow-cost materials,
Then one can begin to generate local wages, local savings, and local loans. We have also designed and built
prototypes of smail houses, medical centers and schools, and tound that the components could be built in
ot day by unskilled people and that the structures could be ereered in one day by unskilted prople. 1 be-
lieve that that Kind of appropriate technology can, in less than five vears, enable unskilled people to do
wititout external loans and without subsidies. 11 we are serious about housing the poor, we hnow that the
dimension of the problem precludes reliance on excernal monev: but there is a vast unused resource in the
people themselves,

In-one country Hooked at sevings and at legislation. There were no instruments on the books to deal with
mortgages. So we wrote some legiskaion for them and watched it go through their legislature. In a <hort
time they floated their first mortgage bond of $27 million whereas, prior to that, $3 million was the most that
they were able to gather as nublic funds. Now that they have $27 miilion in private funds, they no longer need
the $3 million grant.,

So my agenda for action is 1o foster local atfordability, shelter without subsidy. Public funds and aid assis-
tance should be directed toward processes ratner than projects. In a competitive marketplace, private indi-
viduals can design their own housing solutions with these processes and thereby promote savings and local
investments for others to follow and do the same thing.

A West German Perspective

Dr. Ulrich Preifer (former Ministerial Direktor, Bonn, West Germany): Talking about the European
experience is something like & menu. Within countries we have sometimes three or four different housing
policies. Housing policy in Hamburg is different from that in Munich. So 1 decided to be very Hnpression-
istic, very subjective, and just give some examples that could be starting points for discussion.

Llive in Bonn. I go to London very often. On iy wav to London, 1 observe four different types of housing
policies. When you go from Bonn to Brussels on the highway, ven pass a big, subsidized housing estate
near Bologne for 10,000 people. It has a number of high-rises, built by nonprofit organizations and by four
or five investors. This estate now has a major crisis because rents are (oo high in spite ot subsidies. The
market changed. Competition from the privite market intensilied so they have vacancy rates, vandalism,
problems finding tenants. And the biggest nonprofic organization is the weakest. They have the highest va-
cancy rates, ighest pereentage of vandalism, and the most problems collecting rent. This one example sug-
gests that the small suppliers the small managers, are somehow more efficient. Theyv are in closer contact
with people. In housing policies, small is not only beautiful, small is possible and small is also etficient.
The small housing co-ops in Holland and our small co-ops are more efficient it managing housing than our
big nonprofit orgamizations,

Next vou come to Brussels. It you look at the Brussels housing stock, you find it a bit run down. Ail over
the city you see signs for rent. You have enough units. It vou were te move (o Brussels vou woutld have no
problem finding an apartment. Brussels never put many subsidies into housing. They have no rent control.
They don’t have all Kinds of improvement grants. They are small programs, but they are small compared
to the British or the German or the Austrian programs. So the houses are a little bit run down sometimes,
but you have quality structures., You see more or less the same conditions in Germany: no subsidized hous-
ing, no housing shortage.
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When you go to France on your way to London, which is onlv 104 miles away, yvou pass little industrial
towns. Next to the road you see big high-rises, vou see buildings which are 150 meters long and 11 fToors,
buildings subsidized by several organizations, They are perbaps 50 vears old and there's a second round of
subsidices already. The buildmgs deteriorated so fast that 4 second round of subsidies is needed. Experience
shows that if you start orgavizanons which produce housing by tapping public finance, VOU ever get away
from it beciuse vou are alwavs under political pressure., 1S very hard 1o kil old policies.

In Lurope we are ina pertod where we should Rl lots of okl pobcies iond programs but we can't. 1 worked
i the Ministry of Housing from 1972282, 1 think (he Minisiry should have been abolished sometime
around 1963 My main voal was to kil myv programs. Sometimes 1w stecesstul, bue in general they sur-
vive because there is alwavs o little stump or the construction industry needs subsidies or cniplovient is
needed, ete. Then we create new sested interesis, ' very hard to pet nid of them, even if vou have a
change in governmens adininistration. When vou start subsidized units, it very hard to pull out,

They are trving to pall out in Foeland richt now. In Felind they have along tradition of council housing.
There are pood examples and bad exanples. Oncdhe way o London, vou come 1o Canterbury. There the
councit housing is very prec v hecanse it's placed inan old town near the Cathedral, It would be o crime (o
build high-rises nest 1o @ cachedral like Camterbury, Fhe sivle is very modest and adjusted o the traditional
way of British building. But as vou come into [ ondon dlone the river vou see all the arcas of shums of the
late fitties amd carly sisties, most ot thenr in bad shape, Then again, T ondon pives vou other rood lessons
and experiences. It vou look at the taditional housing siock. vou have a higher pereentage of one- and
two-story buildings than anvwhere in continental Furope. Cities like Cologne have mavhe 70 to 80O pereent
m mult-family units. ondon has mavhe 60 to SO percent single- and two-family units. Different traditions
are nfluenced by old housing policies.

Fwill give vou & good exanple of policy. Inthe carly Niddle Ages cities in Furope, contrary to our usual
thinking, had a very high rate of populiaton growth. Cities experienced tremendous housing shortages. Ber-
lin's population erew 130 pereent within 25 vedrs inthe seventeenth century. And, again alter the so called
Seven-Year War, population nereased within 15 vears frany 90,000 to 130,000, But the pressing things at
that time were very practical. So tiey developed avery simple housing policy. They expropriaaed land in
the French areas, divided the land into small plots and zave the plots away free (o itmvestors who were willing
to invest within twe vears, 11 not, the Jand wis tiken away and eiven o somebody else. They provided
building muerials and o ~mall subsidy of 20 pereent of the construction vods. And this whole arowth
period happened without areal housing shortage. But the lesson was that the Stare was very efficient in do-
ing things the private market could not do. I provided cheap Tand; there was so Land shortage. No such
problem existed over aperiod of 300 vears, 1 shortage was no problem. \nyone could get a piece of
land it he wanted to build, But vou had 1o build, vou could nor specutate with the fand. You 2ot a certain
amount of services, ke building materials. 1his policy worked tor a hundred years. Later, the policy de-
teriorated becanse the State vot too involved with all Kinds of problems in the housing macket. But at least
inavery strict division of Tabor between h private sector and the public sector, the policy was quite suce-
cesstul,

Let us make a big jump ahead 200 vears. Glisgow is the city with the highest percentage of counceil housing
in the Western world. Pablicly owned housing is 170,000 units in a city of 700,000 people. 106 @ case of an
overdeveloped housing policy which creared a totally underdeveloped market. The city started a housing
policy it could not afford. Starting in the mid- F960s, they demolished something like 10,000 1o 12,000 units
per year macity of 700,000, They built new estates all over Glasgow. The estates are grey and ugly. The
grass is high. "There is 30 pereent unemployment in the estates hut outside the houses nothing is done. You
sense that the people are alienated rom 1he housing and the environment. You have a hig organization
which tries to decemtralize itsell. They really do try hard but the structure is wrong. You have problems in
producing the right services in an institutional setting Hike this. Again, it's an extreme lesson, but it is a les-
son to tahe seriously.

Let’stalk about systems of housing finance. When vou look at the German exanmiple, we don't really have a
system. We have something which developed over a period of 200 years. So we have mortgage banks which
started quite casily, and 1he morteage systemdtselt started 300 vears ago. The legal framework did not
change much over a period of 200 vears. [ he public land register, which was developed at ihe same time, is
more or less the same sinee that time. And ihe morteage banks had o certain pereentage of the market — in
Germany it's 20 to 25 pereent of the market, but ic's chemging, We have no sccondary market because our
mortgage bunks think they don't need one. They have a close relationship with their lite insurance com-
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panies, so they have no problems in placing their mortgages. The risk is very low because the markets in
general are very stable. But again the mortgage banks are barks which will lend in the cities. They lend for
rental units less than for single-family housing. So there was a need for a certain type of financing, espec-
ially in the 1920s after the big inflation. The whole market financing system broke down. The traditional
investor lost his wealth, which was a disaster for the housing market.

Out of this crisis came several interesting developments, One, for instance, was a policy to recapture the in-
flation gains of homeowners by taxing over a 20-year period up to the Second World War. | think this was
one ol the rare cases where government really took away the capital gains from the homeowners.

The second development was our housing cooperative movement. As the family lost its savings, new ways
to produce housing had to be found. The housing cooperative was one res, nse. Not only low-income peo-
ple participated in this movement, but middle-income people, well-educated people also participated and
created at that time very efficient organizations. Since the 1970s, our co-ops have more or less died. They
don’t produce anymore because it is more popualar and more possible to buy your own house nowadays.
We don’t need co-ops anymoie. But in the twenties this was a very successful movement

The third movement was our ouilding societies. 1t was not invented by state policies; it was invented by
amateurs — people who tried to solve their housing problem. They started at the local level. The building
societies in Germany and Austria were very small institutions in the twenties. Some of them were quite suc-
cessful, especially the building societies for civil servants. But in the long run, they developed into strong
institutions. In Austria, 1 think S0 percent of housing finance is provided by building societies. In Germany
it is 20 percent, but it’s going down right now. So they developed into a really big business organization.
We have 17 building societies in Austria. It took 30 to 40 years to develop building societies into strong
market factors. In the meantime, lots of the small building societies disappeared or became part of bigger
ones. So there was a tremendeus concentration. But in the beginning it was a very decentralized movement
combined with the local co-op movement, and it was a seli-help movement which later was subsidized by
the State. But the subsidy of the State was quite elficient because it helped to stabilize an institutional
framework for saving. And saving is a way of life, at least in Germany, Austria, Switzerland and even
Sweden. People are used to and trained to save for housing.

So my final lesson is develop a menu, Look at different types of housing policies. Don’t invent something
new; look at history, look at different experiments, evaluate them, and I think you will find success storics
which can be adapted to your situation. You can also find lots of failures and wrong policies. Again,
wrong policies can be excellent lessons.

A Bolivian Perspective

Ernesto Wende (President, Central Savings and Loan Bank, La Paz, Bolivia): We ask ourselves whether
the situation of developed countries can be applicable to the developing counties. I want to tell you what |
have seen happen in the last 30 years in Latin America. As a result of that analysis we can draw a
conclusion.

Before 1958, we did not have savings and loan associations in Latin America. If you wanted to buy a home
you had to save money all your life. When you had enough money to buy a house you paid cash. There
were no home-loan financial institutions. In 1958, USAID’s Office of Housing sponsorca the trip to Latin
Amnerica by a gioup of people from United States savings and loan institutions. The group thought that
there wasn’t much hope for the development of savings and loan institutions in Latin America because the
people were too poor, unable to save or, if they made any money, they were spendthrifts.

Nevertheless, the group went to Peru and succeeded in getting the first S&L legisiation enacted in 1959 in
Peru. After the Peruvian example, practically all Latin American countries established a form of savings
institution to promote savings for home finance. From this modest beginning, the S&L industry in Latin
America has developed considerably. It has used U.3. training and advertising techniques. The countries
have organized a very active inter-American savings and loan union. They have also organized their ¢ vn
regional housing bank with headquarters in Caracas. The savings generated by the different S&Ls amounts
to over 340 billion. These are important accomplishments.

88



The most important accomplishment, however, is that we in Latin America have proven that mortgage fi-
nancing can be raised with the domestic savings of the people. Before that we thought that long-term finan-
cing ceuld be only done by government agencies. So this is a very important realization: We can generate
sufficient resources from the savings of the proole to finance homes,

Itow did this happen? Why such an outstanding success? We must mention USAID’s Office of Housing,
Its loan investment program which guarantees loans made by U.S. private investors against risks has been
a seea capital source of grear consequence. This office has granted technical assistance to our organizations
as seed money. Institutional development wssistance has been most important. It has patiently talked to
different governments over the years, convincing them that it was necessary to establish and develop confi-
dence in institutions if they wanted to resolye the housing problem. So this office has been a very important
factor in determining ovr success.

Another important ingredient has been the U.S. savings and loan industry. The National Council of Sav-
ings Instituzions, the U.S. League of Savings Associations, the United States Savings and Loan Foundation
and hundreds of individual S&Ls all over the United States share with us in a very unselfish way their exper-
ience ol 200 years, their knowhow, and their financial resources. This has been a very important factor
because we learn directly from them their business knowhow.

The third factor which ©; rmines the success of the savings and loan industry in Latin America has been
the people of Latin America. These people were attracted to the savings and loan concept. They assumed
the leadership 1o establish these institutions; they followed up; and they put massive effort to sce that these
institutions were efficient. But the success of the savings and Joan industry in Latin America comes mainly
from the people who have regular income, who can save, and who can offer the security to borrow money
and to buy u home.

Bolivia is a special case where we are talking about low-income people. In Bolivia, 70 percent of the people
are illiterate. They live on farms. Eighty pereent of the country’s cconomic activities are concentrated in
the hans of the government. And up to September of .ast year, hyper-inflation was running 50,000
pereent per year. Bolivia depends on the export of tin — around 80 percent of its income of foreign cur-
rency. Now developed countries do not need tin anymore. They found glass and plastics to be more effi-
cient and less expensive materials. So, the price of time has gone down and now we are closing down the
mines,

That’s why the Bolivian savings and loans system works with the lower-income groups. When you are talk-
ing about lower-mcome groups, you have 1o be concerned first about cconomic development. You have to
be concerned about how poor people can generate sufficient income beyond that required to satisfy their
basic need for food and clothing so that we can ultimately provide some shelter for them. In one of the
papers distributed here, 1 read that United States households spent $50 billion a year on home improvements
only. Fifty billion dollars divided into the 200 million U.S. population is $225 per person. The per capita
yearly income in Bolivia is $220. This is a little less than what the U.S. houschold spends for home repair. So
we organizel the Bolivian savings and loan system after the U.S. pattern, financing homes up to 25 years
with a fixed interest rate. But now we saw the special problem of low-income groups. Our job was to help
them produce an income. No one else was doing it.

International donors do not have the ability to provide resources for these people in sufficient quantity.
This is the reason we have insisted that the Bolivian Government permit S&L.s to diversity operations so
that we can make economic development loans for people so they can produce income. Finally, after a long
struggle we have been permitted to do so. This is the only way we have found to help poor people obtain
shelter: Help them first to have additional income.

In conclusion, the North Amierican experience has been a good lesson which helped us establish our own fi-
nance industry. If we combine outside technical and financial help with local leadership, as we have done
so successfully in Latin America, the organization of a local home finance industry can be greatly
accelerated.

A Jordanian Perspective

Abdel Aziz Heikal (Research Department Manager, The Jordan Housing Bank, Amman, Jordan): I
thought that it may be of interest to present experience in housing finance from a developing country. This
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is the experience of the Housing Bank of Jordan, which was established 12 vears ago. It operates on a com-
miercial basis but in a partnership between government and tiie private sector. 1 have been working with it
for more than seven years.

The first principle is that government tunds allocated for housing finance institutions in developing coun-
tries are not able to meet housing finance needs. The experience is that those institutions which relied com-
pletely on government funds ended with failure and never achieved what was expected from them. In many
countries they let the housing finance problem grow more acute. Therefore, the Housing Bank in Jordan
from the very beginning started to compete with old financial institutions, including commercial banks, to
mobilize savings. The bank offered all kinds of accounts, soeght all sources of savings and funds: house-
hold savings, corporate funds, government fund , and even international funds. Of course, competing
with the 29 established financial institutions in my country, some 60 vears old, necessitated certain privi-
leges and protections 1o the bank from the government — for example, an income tax holiday and a guar-
antee of repavment in case the bank fails to pay back.

The second principle is that these privileges and protections alone will never bring success and excessive re-
liance on them will make the bank as inefficient as other government institutions. Theretore, the bank
initiated and developed appealing techniques and methods to mobilize savings. Some which have proven
very successful are the following:

* A military system for savings accounts combined monthly with advertising.

* Contractual savings promotions saying: Save with the housing bank regularly for a given period of
time and we promise to give you a loan to build a house and/or finance your kids’ university educa-
tion or a loan to get married.

* Opening the banks' doars in the atternoon hours, six days a week.

® Operating a wide net of branches covering urban, rural and even desert arcas. In this regard, it is
worth noting that opening branches to service very small urban rural and desert human centers per-
suaded people to pull their money out of the mattress and open accounts with banks without having
to travel to the city where commercial banks are located.

* Offering diversified banking services to clients — for example, collecting water, clectricity and tele-
phone bills and paying on behalf of the client and then charging his account. In addition, the bank
manages funds for the client’s account for reasonable fees.

* Offering various banking services to clients.

In bricf, the bank is looking forward to being a financial supermarket. The application of these techniques
and methods enables the bank to make 17 pereent of all lending and to capture 45 percent of savings ac-

counts in competition with 29 commercial institutions.

The third principle is developing a lending policy that is based on the following concepts:

The borrower in theory is honest and likes to fulfill his obligations. To keep him so, don’t lend him
more than he can atford to pay.

® The borrower should practice a bit in financing his home. He should save a lot before receiving a
loan. Thercfore, the bank does not finance more than 75 percent of construction costs and land is not

financed.

* Building standards are reviewed with the borrower to inform him of what costly items he may not be
aware of,

* Maturity of the loan is not an option of the borrower. His ability to pay in all cases 30 percent of his
regular monthly income determines maturity.

»
* Foreclosure and cviction of frequent defaulters are considered; but experience reveals that when the
bank proceeds seriously with foreclosure measures, bills are paid.
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* Low-income borrowers are entitled 10 get tong-term loans up to a certain amount within their afford-
ability at something like 2 percentage points below market rates. To help low-income borrowers, a
life insurance fund has been established in the bank. In case of the borrower’s death the outstanding
balance of his loan is paid by the fund within certain conditions.

The fourth principle is 1o lend to all income groups. Within this context the following activities have been
practiced:

* Lending to developers who are individual small firms or corporations at market rates as a contribu-
tion to the housing developer system and the production of new housing units.

* Bank investment in profitable projects with a special eraphasis on building materials projects, The
bank’s portfolio contains equity investments of more than 35 companies generating reasonable prof-

its which enables the bank to continue its cross-subsidy strategy and lending to low-income groups,

® Offering other banking services rather than just lending for housing. Fer example, guarantees, letters
of credit, transfers, money changes and very lately foreign exchange transactions are a practice.

* Approaching international lending agencies (o raise funds to be channeled into the housing banks,

These were the main features of the Housing Bank of Jordan experience.
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PriaMmBLE

We, the participants in The Second International Shelter Conference held in Vienna, Austria, from
September 10-12, 1986, associated with private-sector institutions and enterprises committed to shelter and
urban development ir. our respective countries, have prepared these recommendations on shelter and urban
development as a contribution to global policy dinloguc and as a basis for national action.

Thue Grosar, Neeo ror Econosie GROWTH Wit CQUITY

World urbanization trends project that over 3 billion people will live in urban places by the year 2000. Qver
[ billion persons will have been added to the urban population between 1980 and the year 2000.

This surge of urban population growth is occurring during a period of global cconomic crisis. High foreign
debt burdens, falling commodity prices, and low and negative rates of real cconomic growth make the out-
look bleak for many developing countries iin the short and intermediate term.

New policies and approaches are required if the global objective of sustained economic growth with equity
for all the world’s people is to be achieved. We believe that those policies must include emphasis on urban
centers and the shelier sector.

Today, more than half of the Gross National Product of the developing countries is generated in urban
places. We kniow that there is a strong correlation between rising per capita Gross National Product and in-
creasing levels of urbanization. The time has come to recognize explicitly the essential contribution urbani-
zation can make to national cconomic development.

Housing and urban infrastructure are prerequisite components of efficient urbanization and direct contrib-
utors to cconomic growth through capital formation, employment generation, and their strong forward
and backward linkages to the national economy.

The complex issues of urbanization, the provision of shelter, efficient urban management, and the need for
urban productivity and job generation must now be given equal consideration with agriculture and rural
development in national development strategics.

‘The Lessons of Experience

Our experience with shelter and urban development over the ten years since the United Nations Conference
on Human Settlements in Vancouver provides the basis for future development planning. The Vancouver
Action Plan introduced new and useful ideas, but failed to achieve its objectives because of the overreli-
ance on public-sector initiatives which exceeded limited capacities; the disregard for the need to mobilize fi-
nancial resources; the assumption of public-initiated project-by-project approuches rather than develop-
ment processes; and the failure 1o harness the potential of the private sector as a positive contributor to na-
tional objectives.

Itis time 10 establish a new agenda for action to unite and guide governments, the private sector, the inter-
national donor agencies, and the rest of the international community in addressing the growing v ld ur-
ban development crisis and the need for economie growth with equipty.

The Forging of a New Development Partnership
B

The cornerstone of this new action agenda is the recognition of the absolute necessity to loster cooperation
between the public and private sectors and the evolution of those aspects of nation building that cach can
do most cfficiently.

Regardless of the political and humanitarian motivations of governments, national strategies must reflect
the limited capacity of the public sector 1o meet all of the development requirements of the people. They
cannot do the job alone. All nongovernmental ccone - J human resources must be mobilized in the de-
velopment effort, including the formal private secter. - informal private sector, the nonprofit private
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sector, private associations, cooperatives, and comnumity groups. All have a valuable role to play in estab-
lishing an efficient and productive developent strategy.

The basis for effective public/private cooperation rests with the understanding and fulfillment of the re-
sponsibility incumbent on cach sector. Specitically, the public sector has the responsibility to:

* censure that macrocconomic policies avoid market distortions and are conducive 1o cconomic growth
through private-sector initiative,

¢ cncourage the mobilization ol domestic financial resources and ensure adequate acceess to domestic
savings by the private sector.

* support pricing policies of both public and private goods and services which permit markets to func-
tion efficiently.

* emphasize efficiency in urban management, infrastructure provision; and land policy including the
provision of secure land tenure, and freedom of land title transfer,

* restrict public sector activities 1o those which cannot be done cffectively by the private sector and the
people thiemselves,
In turn, the private sector’s responsibility 1o the partnership is to:
* balance the essential need for uperating profits with a response to social needs of all income groups,
* mobilize investment capital for housing and urban development.
* accept prudent business risks, competitive principles and market results.,
* develop entreprencurship and innovation.
We ook to the internadional donor community to expand its efforts in support of shelter and urban devel-

opment commensirate with #ts importance to national ecconomic development and the rapidly growing ur-
ban populations.

We note with appreciation the contribution of the international donor community in the past, but urge that
this assistance now be more evenly directed between the public and private sectors in support of the princi-
ples of partnership enunciated here.

Specifically, we urge:

* participation in the policy dialogue and reforms advocated here in support of the public and private
partnership;

* sustained support in the form of technical assistance, training, and access (o capital as catalysts in re-
sponding to the shelter and urban development challenge;

* assistance in the development of efficient and viable institations in the public and private sectors,
with particular priority to housing finance institutions;

e facilitating the widespread exchange of information and research on the experience of all nations with

shelter and urban development to learn from suceesses and avoid the failures of the past.

Finally, we urge the formation of an international private scctor coalition of associations, professionals
and individuals concerned with all aspects of housing and urban development to act as a foruin for further-
ing the principles presented in this agenda,
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Tue Action PLaN RECOMMENDATIONS

Each nation must deal with these fundamental issues in a way which reflects its own present status of ur-
banization, cconomic development, and condition of its urban physical infrastructure. While no one pre-
scription of urban action will be directly relevant to all nations, we believe that all nations will benefit from
careful attention to the development of efficient processes and the building of viabie and effective institu-

tions.

Each nation must seck a workable model of its public private partnership vhich is compatible with its cli-
mate and topology, culture and political system, and naiural resource endowments. However, we com-
mend to all countries and international donoars the foilowing recommended Action Plan as they frame
policy and programs for shelter and urban development.

The Management of Urban Development

With the developments that have taken place in the developing countries over the last decade the impor-
tance of Urban Management is increasingly being recognized.

Efficiently run cities are essential for economic growth.

The challenge to the practitioner, both public and private, must be to develop efficient approaches to
Urban Management in the future.

The following four recommendations require attention:

LA

B

O

Recommendation I
Shelter and Urban Policy Formulation

All countries should have policies affecting shelter and the urban sector. These policies must relate
to the existing econc.mic conditions and availability of resources within the public and private sector
and must contribute to national development cfforts.

Shelter and urban policy should be an integral part of national development strategy and should be
adopted ar the highest levels of government,

Recommended principles for action:

i

(i)

(iif)

(iv)

v)

Efficiency criteria should guide the location of economic investments in order to achieve high
rates of growth and job creation at the least cost.

The positive relationship between urban development and rural development and agriculture
should be recognized and facilitated in policy formation.

The private scctor should e encouraged to invest in housing to reduce the demand on public
resources and thereby allow the public sector to contribute more effectively to those scrvices
which the private sector cannot provide.

Investment choices should favor projects which achieve immediate benefits for users, in order
to avoid underutilized capital assets and accelerate cost recovery.

The development of disadvantaged regions can best be achieved by investing in those sectors

in which the region has a viable economic potential rather than supporting inherently non-
cconomic investments through subsidics.
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ILA

HLLA

HLB

.C

Recommendation 11
Urban Management and Planning

It is recognized that countries have many competing demands on available resources, narticularly
for agriculture and rural development, and therefore cannot meet  urban development
requirements primarily through central government investment. Urban centers need (o be allowed to
address their own needs for capital mobilization, management and planning through a transitional
strategy that overcomes the existing weaknesses at the local level of government.

Priority should be given to improving the capacity and efficiency of local government in all aspecis
of urban management, urban finance mobilization, and effective planning.

Reconmmended principles for action:

(i) Central governments should adopt decentralization policies oriented to strengthening local
governnment so that it can accept increasing levels of management, planning, and financial re-
sponsibility for urban development.

(i) Priority should be given to improving effective governmental procedures for the efficient
management of urban services. Attention must be paid to:

(a) training programs for local governmient officers and staff:
(b) local government personnel policies; and

(¢} career incentives and salary structures which are conducive to attracting able and quali-
fied personnel.

(i) Local governments should consider the development of private-sector infrastructure service
delivery systems. This has been successfully accomplished in a number of countries through-
out the world.

(iv)  Effective urban management requires isicreased citizen participation in the planning and de-
livery of urban services.

Recommendation IH
Urban Land Policies and Procedures

The availability of land at affordable prices 15 prerequisite for efficient urban growth. Although
most urban centers have adequate vacant land resources to support development, the efficient func-
tioning of land markets is often constrained by inappropriate public policies, inadequate tenure Sys-
tems, and inetficient laws and procedures for the control, regulation, and taxation of land.

The fundamental right to secure tenume whether leaschold or frechold rights is an absolute prere-
quisite to the stimulation of investment in shelter and economic activity,

National land policies should reaffirm the importance of secure land tenure while ensuring the effi-
cient functioning of land markets conducive to economic development,

Recommended principles for action:

(i) Nations should have in place or establish forns of secure land tenure for the people and inves-
tors which meet the tests of: creating efficiency in the land market; equity in the form of ac-
cess to all groups requiring land; compatibility with the social and economic system; and the
capacity for continuity over time.

(i) The land market should be subject to efficient public procedures which are convenient and af-
fordable to enterprises and houscholds (particularly low-income households) to facilitate land
acquisition, survey, transfer, and registration.
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IV.A

V.3

IV.C

v)

(vi)

(vii)

Governments should facilitate the supply of land for urbanization through the adoption of
policies which provide incentives to develop urban land for various uses in resnvuse to
effective demand.

Governments should ensure that urban land is efficiently and productively utilized through
the adoption ol appropriate land use standards (plot sizes, road rights-of-way, open space re-
quirements cte.) which reduce development costs and facilitate the access to land of low-
income groups,

Where government action, through investment in infrastructure, has created substantial addi-
tional land value for private owners, it is appropriate 1o seek cost recovery ol this investment.

The public sector has an obligation to mang e public land holdings cfficiently and effectively
in the achievement of urban development objectives.

Goverment intervention in private land should be limited to zoning, acquisition for public
purposes with just compensation, and in exceptional circumstances to facilitate access to land
for low-income groups.

Reconimendation 1V
Infrastrueture Services

Most developing countries are experiencing deficits in their existing infrastructure. These deficits
have severe consequences for national productivity. Countries are unable to meet the demand for
seevices for growing populations due to the following factors:

(i)

(i)
(iii)
(iv)

capital requirements;
inappropriate high standards and technology;
inadequate maintenance for existing facilities; and

poor cost recovery for both capital and maintenance requirements.

Realistic approaches to infrastructure provision should be sought which use appropriate technolo-
gies (o provide affordable services 1o all groups, thereby facilitating cost recovery.

Recommended principles for action

(i)

(ii)

(iii)

Planning

Planning for infrastructure investment should be multi-sectoral and coordinated to maximize
its contribution to economic development, and should assure the potential for upgrading over
a period of time.

Investment

Investment in infrastructure networks should be in response to effective demand and consis-
tent with capital available, thus providing immediate benefits to users and not creating under-
utilized capital assets. Wherever feasible the private sector should be encouraged to provide
services to save scarce public-sector resources.

Technalogy

Infrastructure investments should utilize appropriate technologies and standards in order to
save costs.

98



(iv) Pricing

Pricing policies should seck full cost recovery and ensure that infrastructure services are suffi-
ciently priced to serve as a disincentive to waste and overconsumption, but can usefully include
selective *‘cross-subsidy®” strategies.

(v)  Implementation

The public-sector responsibitiies for implementation should be restricted to planning and ten-
der procedures, thereby leaving responsibility for construction to the private sector. Particu-
lar attention should be given to the tendering process to ensure efficient and cost-effective im-
plementation. Overlapping of responsibilities within planning functions and service imple-
mentation must be avoided.

(vi)  Operations and maintenance

Emphasis should be placed as a matter of priority on the efficient operation and maintenance
of the existing infrastructure networks even at the expense of new construction.

Recommendation V
Housing Production

Housing finance and housing production afiect different sectors of the housing market; while housing fi-
nance helps create effective demand, housing production is essentially a supply response in the housing
market.

National policy in housing must necessarily keep both sectors in view when designing a comprehensive
shelter poliey. They are different sides of the same coin, and the private sector has demonstrated its
capacity to contribute to both,

Partnership and cooperation between the public and the private sectors is most needed in the area of hous-
ing production. Public-sector responsibility for infrastructure provision should lead 1o contracting proce-
dures that will develop the experience and capacity of small contractors. In turn, this expanded capacity
can lead to increased efficiency in the production of housing, and provide for the growth of building sup-
ply tfirms.

The key that unlocks this process is the provision of finance. Here, too, the public/private alliance has
proven fruittul in many instances. The scale and experience ol the public sector can be used (o establish fi-
nancing mechanisms that allow the demand for housing to be translated effectively inte real economic ac-
tivity. But private-sector institutions must become dominant. Public-sector efforts should all be designed
to create a system ol viable private financial organizations that will support the housing and building supplies
delivery system,

The following recommendations require attention,
V.l NMenagement of housing delivery systems

V.LLA Shelter is recognized as a basic necessity of mankind. In spite of dire warnings of huge housing
deficits, the evidence is accumulating from census data that the quality of housing and the density
per room is not declining worldwide and in some countries is showing improvement. These encour-
aging trends are being achieved not through public housing programs — which have built a small
percentage of the new housing stock — nor even the formal private sector, but rather through the
massive efiorts of the low-income people to provide their own shelter. It is the process of private in-
cremental self-building, that is providing approximately 80 percent of the additions to the new
housing stock in some developing countries.

The documented history of public housing efforts worldwide has been generally poor (with a few

exceptions). Public housing has often been overdesigned, expensive, of lower quality and required
massive subsidies. IFor the most part, it has failed to achieve acceptable levels of cost recovery from
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V.I.B

V.1.C

the beneficiaries (who frequently have been of higher income levels than the initial target group),
The project-by-project approach to public housing has been slow in production, costly in manuage-
ment time, and uncertain as to the availability of annual funding, Adequate administration, insitut-
tional and managcrial capacity to build and maintain public housing in sufticient juantity does not
exist nor should it be expected. In sum, the resources devoted 1o public housing could have been
better used by the private sector housing efforts, When the private sector can take over the home
provision role of the public autt.oritics, it should be actively encouraged, leaving the public sector 1o
concentrate on infrastructural facilities. Even the much more successful and appropriate sites and
services projects, sponsored by international donor agencies, have not overcome these hisic
problems.

The traditional arpuments of macroeconomists about shelter as an unproductive consumption cood
are not valid. Incremental, self-biilt shelter adds 1o the national capital stock by mobilizing invest-
ment from houscholds whichr otherwise would not save or would hold their suvings in unproductive
assets (pold or jewelry),

Private housing provision generates employment among skilled and semiskilled workers, and cre-
ates cconomic activity that will toster the development of small contractors and building supply
firms. In turn, the capacity of the private sector to satisty the need for housing at all income levels is
strengthened. Norcover, the process provides incentives to inerease productivity and income to
houscholds in order to obtain their own shelter and uperade and furnish it, thereby contributing to
backward and tforward linkages in the local cconomy.

A significant pereentage of low-income households also use their shelter units and plots s i base for
other forms ol microenterprise in retail sales, services, and manufacturing, Marginal businesses
which cannot aftord to pay for separate accommodations can flourish in the informal shelter
environment and meet the demands of low-income populations for affordable poods and services.
in ageregate, these microenterprises represent a significant contribution, albeit hidden  to their na-
tional GNP,

Tie formal and informal private sector must both be responsible for shelter provision. The public
sectoranust Jacilitate this process by assistance in the provision of the essential inputs of lund, infra-
structure, finance, building materials, and the establishment of a supportive legal and regulatory
environment.

Recommended action principles:

(i) National policies should be established to shift the responsibility for housing unit production
wherever possible to the private sector and divert the funds saved to the provision of land, in-
frastructure, and finance for low-income groups. The use of low-income settlement uperad
ing techniques is particularly to be commended. Such approaches should be established on an
ongoing programmatic basis rather than in the form of individual, isolated projects. Shelter
provision through the informal sector should be recognized as a legitimate and productive
contribution to national development.,

(i) National policies should be established to phase out public homebuilding corpordations, He
ever, governments should consider using public corporations for land development and infra-
structure provision in support of private contractors and homebuilders.

(i) Where public-sector civil servants’ and workers” housing is a political Priority, governments
should use cash housing aflowances 10 be spent on private housing provision rather than to at-
tempt to provide the housing units directly.

(iv)  The feasibility of selling the public housing stock to the occupants should be studied in order
to convert tirese unproductive capital assets into investment capital for national development
ciforts.

(v)  Governments should ensure that the legal processes for obtaining building permits, inspec-
tions, and approvals for housing are efficient and affordable to private-sector developers,
Special flexible procedures should be used to provide convenience to low-income self-building
houscholds to obtain legal status,
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(viy  The physical standards for shelter established by Taw should accommodate the full range of
house types 1o be constructed. OF particular importancee in setting all standards is 1o ensure
that they provide for the least-cost technology sufficient 1o provide the level of performarnce
required.

(viiy  Govermments should ensure that no artitficial bantiers o the smooth functioning of the hous-
ing market are put in place which inhibic the developnient and affordability of housing,
impair the retun 1o imvestment or othernwise act e unintended disincentives,

(viil) Housing policies shauld reject rent contiols™ which hive been proven to be disineentives to
maintaining and increasing the housing stock, Rent controls now presently in pliace should be
phased out over time, und should in 1o case be applied to new hoasing.

The building materials indusiry

Experience has shown that the building materials mdustry will operate most efticiently when it is
relatively frec of covernment reenlation and relies mainly on private-sector suppliers. Where govern-
ments hive attempted 1o establish monopolies or “control boards” over building materials, the
expericnee has been to create inetticiencies in the distribution system, higher prices, and the devel-
opment of black markets.

Each country must assess it own requirements for butlding matcerials, its availuble indigenous
building materia: =~ urces, and determine the appropriate mix between imported materials, import
substitution strategices, and local production.

National policies shauid encowiave the development of the buildine materials industry throwgh pri-
vate-sector initiative Wil comphasts on microesterprises.

Recommended action principles:

() Building materalds shouhd be considered as an inteeral part of the shelter and human settle-
ments development process and appropriate policies adopted o enconrage production and
distribution through the private sector unencumbered by regulations and controls.

(i) Appropriate standards tor the production and use ol building materiais should be adopred
which encourage the efticient use of construztion materials that allow the use of the least-cost
material which can provide an aceeprable level of performance, and permit the use of
Stemporary™ macerials i low-cost hotsing.

(i) Professional associtions shoul:l develop unifind standareds of building materials so that
specitications can be drawn with confidence, but guality control standards shouid not be set
artificially high, thereby 1aising costs,

(iv)  Experimentation and finance for new building materials should be encouraged with particular
emphisis on the distribution of information concerning innovation to potential users. A stari-
g point in this regard is o analvze available world experience with building materials tor ap-
plication in & given country situation.

Construction industry

The suceess of the shelter and human settlements development effort will depend on the effective-
ness and availability of a viable constroction industry. Approximately one-hall’ of gross fixed
capital Tormation and 3 1o 8 pereent of GDP is consiruction output. Substantial reduction in
construction costs can be achieved in most developing countries through the adoption ol appropri-
ate policies, removal ol procedural constraints, cncouragement ol efficient management and stimu-
lation af competition,

The construction industry is a vital part of the shelier and henan settlements development process,
Comprehensive strategies for its development through the encouraserient of private-sector initia-
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tive, removal of constraints, and the provision of finance and improved efficiency should be a
matter of national priority.

Recommended action principles:

(i) Government should seek to encourage a competitive private-sector construction industry and
as part of that effort public-sector construction entities should be reshaped and held account-
able for performance, without subsidies or other special treatment inherently unfair to private
competitors,

(i) Public-sector contracting procedures should stimulate fair competition, provide performance
incentives, timely award ol contract, thnely payment o contractors, and proper supervision,

(i) Labor laws and mandatory wage rates should be responsive to local tabor market forees and
conditions.

(iv)  Public contracting procedures should be designed to allow the participation of smaller con-
tractors and to ensure the widest possible competition,

(v)  Develop organized training programs to supplement on-the-job training for the skilled labor
requirements of construction,

(vi)  Support improved access to credit for the construction industry through the education of
fenders as to the specific needs, requirements, and risks of the industry.

(vii) Ensure that informal construction contriactors ire free from restrictive practices, are encour-
aged to develop, and have fair access to credit, foreign exchange, training, and building mate-
rials.

(viil) Encourage the use of lowest-cost construction techniques comnatible with performance re-
guirements. OF particular importance is to avoid industrialized building systems unless they
can be proved cconomically viable after rigorous analysis.

Recommendation VI
Housing Finance

The lack of housing finance resources is o major constraint to the housing market in most develop-
ing countries, While in many countries it may be necessary to protect and favor the housing finance
system to foster its development, housing finance should enjoy cqual priority with other national
needs, have full access to national capital and savings markets, and should in no case be subject 1o
financial repression.

The financial services necessary to support housing development include finance for land acquisi-
tion, on- and off-site infrastructure, construction, and long-term mortgages for the ultimate pur-
chaser. The sources of these financial services are likely to involve a variety of institutions in the
public and private sectors as well as informal networks. Each of these financing entities must mobil-
ize its funds from the four main sources of gross savings: the houschold sector, business sector,
government, or international transters.

Housing finance policy must address the needs of all target groups and not just those of the low-
income groups alone. In few countries are the finance institutions developed to the point that ade-
quate sources of funding are mobilized and allocated effectively to support the needs of housing
among all income groups. Typically, there are three-ticred housing markets: a small, well-financed,
upper-income market supplied entirely by the private sector; a small subsidized market of civil ser-
vants and middle-class salaried workers supported by public-sector housing activities; and, a large
informal housing market serving the poor.

Housing is an important sector in all national cconomies. Even in economic recessions, it represents

a significant percentage of annual gross domestic fixed capital formation but effective demand is
very sensitive to macroeconomic conditions.
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In addressing housing financ: issues, it is importent to recognize that there is no one prescription
that can be generally applied.

All countries should seek to develop housing finance polizies and institutions which are integrated
into their capital markets, that maximize the mobilization of savings, and seek solutions that stress
affordubidity, replicability, and cox: recovery,

Housing finance institations and policies

(i)  The development of the housing finance sector is a joint responsibility of the vovernment and
the private sector. In this cooperation, the contributions of the govermiment should be made in
a manner conswitent with market principles and economic efficiency. These contributions
should be done in & way thae will promote the long-term growth, development and viability of
the housing finance system, particularly its private entities.

(i) The development of housing finance institutions shoudd he a national objective with the rate
and scale determine.! by the demand associated with increasing levels of GDE and the growth
of the capital market.

(iii)  Governments should provide a regulatory climate couducive to the establishment of private
specialized housing finance institution:, by allowir.g them to compete effectively for savings
ani respond 10 market demand for loan rates.

(iv)  The full range of potential public/private partnerships in housing ;inance institutional devel-
epment should be explored. The government shouid sapport and encourage the e-tablishment
of housing finance institutiors by private groups, and, il such groups do not emerge, the
gavernment should consider establishing the institution itselr,

(v)  Newly established housing finance institutions should not be expucted to lend initially to
predominantly low-incorie 2roups but, with experience, they should be encouraged to do so.
The evidence supports the conclusion thut low-income gronps need not be higher risk than
other borvoveers. Techniqucs are emerging which allow housing finance institutions to lend to
Jower-income groups with acceptable transaction costs cven on small loans. Such technigues
should be made available to appropriate housing finance insticutions.

(vi)  Established housing finance inst'tutions should be allowed the flexibility to conduct their,
business in a manncr consistent with long-term profiiability. This includes the ability to
develop products and services suited to the various borrowing needs or its customers and its
own nreeds to raise funds; the ability to locate operations in the neighborhoods it serves, sub-
ject to maragemem capacity; and aceess 1o technical assistance and training,

(vii) There should be efforts 1o link the informal housing finance mechanisms found in most coun-
trics to the formal housing finance system.
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Four International Agency Perspectives

Joseph Wheeler (Chairman, Development Assistance Committee; Organization of Economic Cooperation
and Development (OECD), Paris, France): The Organization for Economic Cooperaticn and Develop-
ment (OECD) was established 26 years ago. It was an American initiative to persuade the Europeans to do
morc in the developing countries. A Development Assistance Commiittee attached to the OECD was set up
to promote this goal.

Today, the United States provides less as a pereentage of GNP ia deevelopment assistance to the rest of the
world than any of the cther members of the DAC. But it still provides one-third of the total aid, so the
United States is a substantial donor. The DAC has been a great success story from the point of view of get-
ting participation of all of the OECD mewmbers, which include Japan, Australia, and New Zealand in addi-
tion to the Europeans and Norih Americans.

In addition to seeking to persuade each other to keep our assistance levels up, we are all concerned about
efficiency issues. We are concerned about whether providing assistance in agriculture, health, or education
is the best way to pet the most product for a given amount of money.

one of the functional fields thar we are going to look at is urban development. Ga October 6 and 7, we are

meeting with 18 members of the OECD, the World Bank, IMF observers, HABITAT, ard three of the re-
gional develonment banks in Paris. We will talk about the same issucs that we are discussing here. And !
understand that Peter Kimm, whom ycu now know quite well, will be representing the United States at that
meeting. So, he asked me what we intend to achieve at that meeting. 1 said it’s an opportunity for you to
get your views across to other memhers of the Develapment Assistance Committes.

There is almost a unanimity of view amonyg the United Nations, World Bank, the aid agencies and private-
sector representatives of both devetoping and developed countries on a general approach to get at urban
development questions in the developing countries. 1 think ihat general consensus is very well represented
in the Vienna Declaration that you have before you. I am 99 percent behind it. 1 have some small reserva-
tions abows the Declarcrion. They are not really reservations in the sense that 1 oppose anything that is said
here, but a certain amouit of ambiguity was left in.

The Declarction speaks of the need to balance operating profits wirh a response to the social needs of all in-
come groups. 1 agree hat the way to provide more shelter and better services to the developing world is
through full cost recevery and full 2ise of the private sector. It scems to me that the burgeoning urban areas
in the developing world cannet afferd the inefficiencies which the developed couintrics tolerate with subsi-
daes, tax credits, and so forth. The developing countries live on a very thin margin. They are going to have
to makc enormously efficient use of very scorce resources. I have (o remind you that all of Africa together
has the GNP of Spain. That means that their budget capabilities are very liniited. Every program in urban
arcas must be cfficient if se-vices are to be extended to all of the people whe need to be helped.

It also seems 10 me that we need to be sure that we maintain focus on poor people as our target group. I'm
not saying that the upper 50 percent of income groups should not have housing. But it would be a shame if
we were o get ambiguous about the need m our aid programs to focus assistance on the bettom 50 percent.,

While the donor community should ¢ .pand its efforts, it is providing U.S. $30 billion of aid. That sounds
like a lot. Bur in your group here you have been talking about moving a couple of billion dollars a day. In
that light, $30 billion is marginal. We all know it is marginal. The aid agencies are not abie to provide
shelter to the developing countries. What they can do is facilitate the creation of a process for providing
shelter. They can help in establishing the financial institutions, the planning institutions, the land tenure in-
stitutions which will make it possible to have successful shelter programs. The point that | think you are
trying to make to the aid agencics is not that they should be spending enormous amounts of money on
housing and infrastructure programs in the developing world, but rather that they should be playing a fa-
cilitative role ‘n helping developing countries 1o build the insdtutions, the legal and financial frameworks
required so that people themselves can finaace their own develepment.,

L also think it’s important that the effort in the feveloping world needs to be prejudiced toward off-budget
approaches. Any program which requires more budget expenditures is courting its own failure. The only
way that urban development is going to be successful is to get it off budget. That means that when you pro-
vide electricity, you charge people what it costs. I'm reminded that two weeks ago | was in Hargasus, a city
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in nortl:ern Somalia. And it is harder to get from Mogadishu, the capital city, to Hargasus than it is to get
from Paris to Hargasus. It’s quite remote. There are 400,000 people there. Today they have clectricity
which runs from 6 o’clock at night until 1 o’clock in the morning. They also have a rule which says it may
not be used for industrial purposes. 1 contend that Hargasus would be better off if it had a system opera-
ting all day long in which customers are charged what it ¢osts to provide the service. Everyone would be
happicr. Similarly, about one-sixth of the city has water supple. Poor people who are not tied into the
water system supply are paving $2 a barrel for water in a society with & per capita income similar (o that de-
seribed by the gentdeman from Bolivia this morning. This shows thai poor people do spend money because
they must have the service. But we niust provide systems so that poor people can get those services as effi-
ciently as the rich now get than, It's a question of getting cost-recovery systems if the services are 1o be
provided.

What do the aid agencies need trom vou? I think that vou should be telling the aid agencies that a majority
of the people in the developing world will soon be living in urban arcas and that they should give more im-
portance to urban and shelter problems in their portfolio.

logrid Munro (Director, International Year of Shelter, United Nations Centre for Human Settlements, Nai-
robi, Kenya): The problem of shelter ror the poor embraces I billion people, a quarter of the world popula-
tion. Most ol them are in very poor countries. In some countries, 50 to 70 percent of the population cither lit-
crally are homeless or fivie in such appalling shelters and neighborhoods that we call them homeless. The
problem is bad and getting worse. We know that the only way to stop the increase in the numbers of the poor
and the homctess is to shift government policies, to adapt a businessman’s approach.

The Tnternational Year of Shekier for the Homeless is not just a year. We hope to focus all of these differ-
entactors” attention on the problem and what can be done about it. We arc hoping that next year we will be
able to sum up four years of intensive action aarong governments. I am happy to report to you that more
than 130 countries have actually tried out new housing solutions. Somie of them are trying to change their
housing policies. Sone of them have already done so. Governments are realizing that the kinds of things in
the Action Agenda we the kinds o things that have to %e done. The International Year of Shelter for the
Homeless is tocused on a plan of action before 1987, during 1987 and after 1987. We hope that in April
1987 in Nairobi, we will be able to ge: governments to agree to carry out plans of action. Then we will ask
you, the privace sector, and the United Nations system to agree to those plans of action.

My plea to you is (o help the small businessmen. There is fantastic activity in the slums. If we can only
harness that activity and that innovativeness! You have the management skills and the money to tic these
people together into real business enteiprises.

One more cor-ent on one item in the Plan of Action. The section on land in one of the first paragraphs
says that governments should make land available for the small owners and for enterprises. That means
spreading around land so that everyone has a right to own a little bit. In the last paragraph you say that
government should acquire land ouly if it is for public purposes; only in extreme cases should government
take land for poor people’s housing. Is there a contradiction? There are some other things like that which
you will sort out once you start acting and using this plan. To go from plan to reality, that is our emphasis
— that’s the emphasis with the Workd Plan of Action tor shelter tor all of the poor by the year 2000.

Dr. Michael Cohen (Advisor, Operations Policy & Research, Water Supply & Urban Development, The
World Bank, Washington, 1D.C., USA): As | listened to the remarks of Dr. Ramachandran, | thought of
the range of problenis that many countries are facing. 1 tistened to the policy prescriptions that were sug-
gested by Dave Roberts and how those can address problems in developing countries. Then | listened (o
Peter Kimm's deseription of how USAID has tried to addross these questions. | feel optimistic because 1
think that bringing these perspectives together perhaps means that we have learned cnough to be able to
shift our framework from attention on projects to emphasis on hasic process.

The poiicy framework here is very much what we have been trying to say over the last 15 years. 1 think it’s
consistent with our own interpretation or our experience,

In 1982, 1 was asked to do an evaluation of the Bank’s first ten years of urban lending. 1 went through
more than 60 projects amounting to about $2 billion of leading in 60 different countries. The evaluation
proved to be very contentious in the Bank. We could not agree whether we had done a good or a bad job.
As we went through different drafts of this analysis at all levels of the bank, no clear conclusion could be
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reached. We had not really defined the policy framework against which we could measure our own objec-
tives and performance. The fact 1s, our evaluation criteria have changed. We are now saying projects are
not sufficient. We must work at a larger seale, at the level of systems or processes. That’s an important
lesson. I might add that along the way we were able to produce truly affordable housing.

Some numbers were mentioned m this meeting. [ rememtier nrojects in Nigeria with a $1,600, two-room
house. I think that was a reasonable accomplishaient. In places like Madras we also reached truly afford-
able levels. The problem was that our work was not on a large cnough scale. So that’s why T 1hink we need
new delivery svstems and a different tramework.

The first framework really eoncerns urban management. Urban management is essential to maintain pro-
ductivity at the national level. The justification for that framework is macroeconomic. We arc talking
about efficient managenent, about institutional development, about operations and miaintenance — about
land policies, in other words —— apout the framework in which urban investment, not simply housing or
infrastructure, ocenrs.

Reflect on the significance of the Mexico City carthquake last year. Imagine if that carthquake had signifi-
cantly undermined the productivity of the Mexican cconomy. Imagine the implications that would have
had for Mexico’s economy, its debt position, its ability to service debt, the stability of the whole financial
system. Urban issues which used 1o be local issues now have global significance. Urban management is not
a parochial question,

The second framework to which Dr. Ramachandran refers embraces shelter itself — shelter provision,
shelter finance, the construction industry and the buildig industry. Now that’s very important. The
concepi which brings the two frameworks together is that of local resource mobilization, that in fact the re-
sources 1o improve urban management or to provide shelter will h e to be raised locally. We can’t rely on
external resources to solve what is essentially a local problem. Bui the external communrnity can help coun-
tries strengthen these frameworks and adopt realistic policies. The Bank has about $2 billion in requests
right now for housing finance assistance over the next couple of years. We need to figure out a Iramework
which will allow us to respond to those requests in a productive, cffective way. It's a professional responsi-
bility of giving good advice. 1 think that the Action Agenda developed here is a good starting point.

The DAC will hold an important urban meeting on aid coordination next month. This is important because
there are a number of donors who have previously provided assistance mostly 1o the rural sector, (o educa-
tion or to health but not for urban assistance. Next vear is the International Year of Shelter for the Home-
less. T believe that fact has provided very important political support in many industrial countries. The
game is changing.

Fatrended the meeting of the United Nations HABITAT Commission in Istanbul in May. There was extra-
ordinary political support for the International Year of Shelter for the tlomeless. What should the message
be in this particular political opportunity? We have to be realistic and recognize that the private sector
nust play a cerdral role in solving the problem.

Itis not only the Realors who are getting together. Over the next 18 months, 6,000 architects will be meet-
ing in July in England. Vocal government people will be meeting in Holland. The mayors will be meeting.
Suddenly all kinds of interest groups around the world essentially are debating the same questions. They
understand the stakes are high. They need to find a policy framework which can move us forward. This of-
fers a wondertul opportunity to build a coalition of groups who are all trying to address a similar set of
problems.

Peter Kimm (Deputy Assistaat Administrator for Housing and Urban Programs, U.%. Agency for Interna-
tional Development): The ideas 1 have heard expressed over the past few days and the action plan recom-
mendations of this group are totally consistent with how the Agency for International Develop ment views
the shelter problem and with how I personally see it. We are at a major crossroads in our thinking about
how to provide shelier for the poor in the developing countries. This conference and the actions that might
follow it can help us to head down the right path. We have come a long way sitrce I began in this business
over 20 vears ago, and even siace the Vancouver Conference 10 vears ago.

Our view of what governments can and should do has been altered by a vast body of experience that all of
the donor conmtries and multinational organizations have accumulated over the years, The inexorable con-
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clusion, which is becoming close to a consensus among the major plavers in the field, is that private, indi-
vidual initiative will solve the shelier probiem There is a role for governments, to he sure, but that role
must be carefully defined and circumseribed. And that is the essence of what 1 have heard here,

I would like to make two basic points by wav of summarizing the situation as I see it. The first is that, de-
spite the enormity of the shelter problem — und increasing population and urbanization will exacerbate
that need through the end of this century, at least — shelter is not a bottomless pit. We have the resources
now at hand and the basic knowledge 1o provide at least minimal shelter to all of the poor in developing
countries i our lifetimes, What we need are the right policies and the political will (o implement them,

And that brings me o my second pemt. The right government posture is 1o act as a facilitator; its role is to
create the environment in which action by the formal private sector, the informal sector and individuals
can be focused effectively on the problem. Governments should refrain trom the costly and inefficient ac-
tivity of building housing. This is the message 1 have heard at this conference. And it is the niessage that
needs o be carried from here back home. The next step s to pet the word out” and work for the govern-
ment policies that will direet public resources into their most elticient uses and make it attractive for pri-
vaie resourees to be devoted to the provision of shelter for the poor,
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APPENDIX A

(From The Contribution of Sheiter to National Economie Development, by James W. Christiag,
Ph.D.)

The following exercise demonstrates, in macroecconomic terms, that investments with low-import compaon-
ents have a more powertul effect o1, e;onomic growth than investments with high-import components.
Housing and many of the domestic industries to which it is closely linked have low-import components.
They therefore fall into the former category of investments.

Define a simple model of the economy as:

Y=C+ IP+ IH + EX - M

where:
Y = Gross national or gross domestic product
C = Consumption
IP = Investment in plant and equipment
IH = Investment in housing
EX = Exports
IM = Imports

Assume that 1P, 1H and EX are exogenous variables and that the behavioral equations for C and IM are:
C = al(Y)
IM = bI(IP) + b2(IH) + b3(C)

Solving the model to identify the multipliers attached to each of the three cxogenous variables (1P, IH, and
EX) vields:

b3 )
Y _ _.._(]_?_]..)_ ”) + ii")__ lH + .__._l____ 2
[-al(1-b3) 1-al(1-b3) 1-al(1-bY)

It is clear that if b2, which is the import component for housing investment, is smaller than bl, which is the
import component for plant and equipment investment, the multiplier on Gross National Product of
housing investment will be greater than that of plant and equipment investment.

It can be argued, however, that plant and cquipment investment results in export growth while housing
investment does not. If we therefore endogenize exports, making them a function of plant and equipment

investment, we obtain a slightly less clear-cut solution:

l.et

EX = ¢I(IP)
Solving for the multipliers on Y of IP and IH then yields:

y = (elbl) o (1-b2)
I-al(1-b3) 1-al(1-b3)

Now the term (1—b2) must be larger than (1 + ¢I-bl) for the conclusion to hold that housing investment has
a stronger multiplier effect on Gross National Product than plant .1ad equipment investment.

To the extent that plant and equipment investment is devoted strictly to export industries, 1P could possess
a higher multiplier, but to the extent that IP is devoted to import substitution, then both ¢l and b3, the
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import component of consumption, are smaller. Since b3 is common to both multipliers, it is clearly possi-
ble that a development strategy featuring both export promotion and import substitution may nevertheless
yield a higher multiplier for housing investment than for plant and equipment investment.

Morcover, whatever the relative comparisons between the multipliers of plant and cquipment investment

and housing investment, it is clear that housing investment has a large multiplier effect so long as it has a low-
import component.
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APPENDIX B

(From The Contribution of Shelter to National Economic Development by James W. Christian, I’h.D.)

Currency RaTios

The ratios shown in this appendix are the proportion of liquid financial assets (currency plus deposits in
financial institutions) represented by currency in circulation. The data are drawn from the International
Monetary Fund’s International Financial Statistics. Currency in circulation corresponds to Line 14a and
deposits correspond to the sum of ! nes 34, 35 and 45, In some cases, the data shown for 1985 are actually
the most recent data available — 1982, 1983 or 1984,

In general, the higher the ratio or currency in circulation to liquid financial assets, the less well developed
the financial system of the country in question.

Region and Country 1965 1975 1985 Region and Country 1965 1975 1985
Europe Mauritania 534 305 .336
Senegal 485 342 285
Aus‘-”d 210121076 Sicrra Leone 435 386  .364
Belgium 325 203 146 .
. - Somalia 414 387 301

Denmark JA23 0,073 .48
L Sudan 449 376 356
Finland 083 .057 .037 Tox 483 335 265
France 294 100 068 080 : : :
Germany 32 089 .087 ; \

Greece 316 216 134 Southern Africa

Ireland 92 091 104 Burundi 605 481 .082
Italy 41 .094 087 Congo 339 453 357
Nethenands 188 105 090 Gabon 521 300 190
Norway 83 143 082 Kenya 212 152 126
Portugal 221 285 108 Madagascar 463 449 34y
Spain Jd65 100 L111 Malawi 305 200 140
Switzerland 168 156 106 Rwanda 638 454 306
United Kingdom 204 147 084 South Africa 067 060 .050
Yugoslavia 200 124 075 Tanzania 354 311 323

Uganda 343 293 419
North Africa Zaire 418 365  .469
Algeria 527375 307 Zambia JA25 0 172 1149
Libya 352 254 184 . 3
Morocco 337288 265 Middle East
Tunisia 285 223 .18l Bahrain 245 (130 .087

Egypt 489 450 264
Central Africa Iran 202 137 241

. Israel 098 .086

ch':} 538 265 .182 Jordan 412 482 280
Burkina Faso 643 404 318 K . 149 114 073
Cameroon 444 297 1R82 I ul;vzul ']70 '210 ']00
Central African Republic 587  .554 715 -cbanon ’ ) )

Qatar 08 137 .099
Chad 7250652 663 ‘ . .

Ten Saudi Arabia 525 3716 243
LEthiopia 600 529 332 .

. . Syria 724 520 518
Gambia .621 556 332 Turk 330 21 123
Ghana 387 .351 483 urkey : ’ :
Ivory Coast 463 364 326 .

Mali 728575 468 South Asia
Niger 614 423 309 Afganistan 680 631  .717
Nigeria 423 243 214 Bangladesh .245 155
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Region and Country

India
Nepal
Pakistan
Sri Lanka

Southeast Asia

Burma
Indonesia
Malaysia
Philippines
Singapore
Thailand

Last Asia

Japan

Korea

Pacific

Australia

Fiji

New Zealand
Papua New Guinea

South America
Argentina
Bolivia

Brazil

1965

.439
591
.435
326

.803
.667
316
291
278
354

.089
299

.076
232
.078

744
.202

1975

.295
.405
.303
.256

814
244
.14]
.198
.188
195

150

.083
.140
.063
347

333
.455
113

1985

211
292
302
152

.638
190
.076
175
.143
.098

.087
123
.035
119

235
.850
.050
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Region and Country 1965
Chile

Colombia 274
Ecuador .376
Guyana 274
Paraguay .402
Peru 254
Uruguay 368
Venezuela 201

Central America

Belize

Costa Rica .303
El Salvador 255
Guatemala 336
Honduras .293
Mexico .174
Nicaragua .294
Caribbean

Barbados 11
Dominican Republic .384
Haiti .487
Jamaica 142
Trinidad & Tobago .132

North America

Canada .101
United States .080

1975

.181
.209
.233
192
.240
.301
291
.106

157
174
.187
211
.216
150
219

12
166
258
132
.095

.073
.073

1985

15
168
204
173
229
191
090
.062

135
131
.191
212
.201
122
.360

102
.198
.259
.09
.063

.070
.064



BIOGRAPHICAL SKETCHES

SPEAKERS, PANLLISTS AND Pueparatory Grour PARTICIPANTS

ANDRADE, IARI M.R.

Executive President

Interamerican Savings & Loan Bank (BIAPE)
Torre Phelps Piso 23 — Plaza Venezuela
APDO 51558 — Caracas 1050-A
VENEZUEILA

lari M.R. De Andrade is the Exccutive President of the Interamerican Savings & Loan Bank (BIAPE) and
President of BIAPE International Bank, Ltd. Prior to that, Mr. Andrade served as financial manager and
vice president for BIAPE for almost 10 years and as economist for the Central Bank of Brazil for 13 years.
His degree is in economics. He did post-graduate studies in economics, economic engineering and finance in
Europe and Brazil,

BOIVIN, R.J.

Senior Vice-President

Canada Mortgage and Housing Corporation
682 Montreal Road

Ottawa, Ontario

KIA OP7

CANADA

Raymond Boivin is a Senior Vice-President and a member of the Board of Directors of the Canada
Mortgage and Housing Corporation, a Crown Corporation with authority to act for the Government of
Canada in all matters prescribed by housing legislation.

Currently in charge of the Corporation’s Insurance and Asset Administration, he has been a member of
the Corporation’s Board of Directors since 1981 and was its Acting President from December 1985 to May
1986. Since 1954, Mr. Boivin has held various positions at the Corporation including Branch Manager, Di-
rector, Executive Director and Vice-President. He is a graduate of the University of Ottawa.

BOLEAT, MARK J.

Secretary General

International Union of Building Socicties
and Savings Associations (IUBSSA)

9 Savile Row

London WIX IAF

UNITED KINGDOM

Mark Boleat was educated at the Lanchester Polytechnic (first class honors degrees in Economics) and the
University ol Reading (MA in Contenporary European Studies). He is also a Fellow of the Chartered
Building Societies Institute. He joined the Building Socicties Association in January 1974 and was ap-
pointed Deputy Secretary-General in 1981, He became Secretary-General of the Association in September
1986. He has been involved in the work of IUBSSA for some years. He wrote the major study **National
Housing Finance Systems,”’ published by the Union in 1985, and he launched the Union’s journal Housing
Finance International, which he serves as editor. He was appointed Secretary-General of IUBSSA in
September 1986, He has been a consultant on housing finance for the United Nations and the OECD and
has given many papers on housing finance at international conferences.
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CHRISTIAN, JAMES W,

Senior Vice President, Chief Economist
and Director, lrconomics Department

U.S. League of Savings Institutions

Washington, D.C.

USA

Dr. James W Christiaa is Senior Viee President, Chief Economist and Director of the Economics Depart-
ment of the U.S. League of Savings Institutions. He is a Phi Beta Kappa graduate of the University of
Texas, where he received his Phul) in 1966. Dr. Christian’s experience as a monetary economist spans 20
vears ininternational as well as domestic fields. Prior to assuming his duties with the U.S. League in 1980,
Dr. Christian served as Senior Vice President and Chief Economist for the National Savings and Loan
League, Dircctor ol the International Division of the Federal Home Loan Bank Board, and Professor of
Lconomics at Towa State University. He has advised international lending agencies and national govern-
ments in more than 1S countries on economic policy, housing policy and the establishment of housing fi-
nance systems,

COHEN, MICHAEL A.
Chief, Hakistan Division
World Bank

1818 1 Street, N.W.
Washington, 1.C. 20403

Dr. Michael A Cohen is Chiet, Pakistan Division, World Bank. His immediate past position was Advisor,
Operations Policy and Research, in Water Supply and Urban Development Department at the World
Bank. He joined the World Bank in 1972 after receiving a Ph.D from the University of Chicago. Dr.
Cohen has worked on the World Bank’s urban sector activities since 1972, including policy, research, and
operations in 20 countries, including Nigeria, India, Turkey, Ivory Coast, and Philippines. He is the
author ol Learning by Doing: Ten Years of World Bank Urban Lending. He has published extensively, in-
cluding Urban Policy and Palitical Conflict in Africa, University of Chicago, 1974.

COLLIER, REICHARD DONALD
General Manager

Beverly Building Society

12.0. Box 1887

Flarare

ZIMBABWE

Richard Collier is General Manager of Beverly Building Society, Zimbabwe; Chairman of the Association of
Building Sociceties of Zimbabwe; a Committee member of the African Union of Building Societies and Fi-
nance Institutions and a member of the Executive Committee of the International Union of Building Socie-
ties and Savings Associations. He has worked in the Building Society movement in Central Africa for 32
vears and has developed an interest in low-income housing.

HEIKAL, ABDEL AZIZ N,
Manager, Research Department
The Housing Bank

Police College Street

>.0. Box 7693

Amman

JORDAN

Abdel Aziz N, Heikal is Manager of Research Department of The Housing Bank of Jordan. He obtained
his B.Sc in Political Economy from Cairo University, Egypt in 1968. Prior to heading the Research De-
partment of the Housing Bank, Mr. Heikal served as Assistant Head of the Accounting and Financial Plan-
ning Department of the Housing Bank. He was formerly Assistant Director of Research Department of
National Investment Company of Libya (1972-1979).
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HOWLEY, JOHN T.

Vice-President, International Affairs
National Association of REALTORS®
777 14th Street, N. W,

Washington, D.C. 20005

USA

John Howley is Vice-President, International Affairs, National Association of REALTORS® and Executive
Officer of the U.S. Chapter of the International Real Estate Federation (FIABCI). He took an honors degree
in Political Science/Economics at Rutgers University. He is also a graduate of the Massachusetts Institute of
Technology (MIT) where he received a Master of Science degree in Management Science and was a Sloan
Fellow. Formerly he served in the .S, Foreign Service working on international housing and urban matters
in many countrics. He was General Deputy Assistant Secretary for Housing and Deputy Federal Housing
Commissioner of the U.S. Department of Housing and Urban Development.

JAGUN, SAFIRIYU KEHINDE

Senior Partner

Oludemi Jagun Dosunmu & Co.

(Chartered Survevors, Valuers and Real Estate Consultants)
3rd Floor Banuso House

88/90 Broad Street

Box 87(4

Lagos

NIGERIA

A Senior Partner of the firm of Oludem; Jagun Dosunmu & Co., Mr. Jagun is a Chartered Surveyor (a
Fellow of The Royal Institution of Chartered Surveyors of UK) having qualified in July 1964. Prior to
joining the above practice in 1981 he served for a period of 17 years in the now defunct Nigeria Building So-
ciety which was later transformed into what is known today as the Federal Mortgage Bank of Nigeria. He
handled several housing development projects and rose to the position of Deputy General Manager
(Research and Project Development) before he voluntarily retired from service in January 1981. At the
present he is actively engaged in all aspects of real estate consultancy services including valuation of proper-
ties, real estate agency, project management and feasibility studies in respect of property development
projects.

KANIJA, JAMES KAMAN
Chairnian

Nairobi Homes Limited
P>.O. Box 48854

Nairobi

KENYA

James Kaman Kanja is the Chairman and Managing Director of Nairobi Homes Limited. The firm is a lead-
ing cstate agency, property developer, and management consultant. Since 1963 Mr. Kanja’s firm has
developed more than 2,000 homes. He is also the Chairman and Director of several companies which include
an insurance company and a financial institution which deal with housing development and financing. He
was educated in Canada and is a Fellow of the Institute of Directors.

KIMM, PETER

Deputy Assistant Administrator, PRE/H
U.S. Agency for International Development
Washington, D.C. 20523

USA

For over 20 years, Mr. Kimm has directed the shelter and urban program activities of the United States
Agency for International Development. In this role he has participated actively in addressing the urban
problemis of more than 50 developing countries. While trained as an engineer, he has specialized in housing
finance and national housing policies in the developing world and has written and lectured widely on these
subjects. In 1981 Mr. Kimm received the Presidential Rank of Distinguished Executive, the highest award
granted 1o a career government official in the United States.
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LIKAKU, VICTOR T,
General Manager

New Building Society
P.0O. Box 30350
Lilongwe

MALAW]

Education: B.A. (Econ.) Delhi, India. Customs Administration Course: (1) Wellington, New Zealand, 1968;
(2) Vienna, Austria, 1971, Fellowship with GATT in Geneva, Switzerland 1972. Controlier of Custonis and
Excise from 1972 to 1976. Malawi’s High Commissioner to London, U.K., and Ambassador to France and
the Vatican on non-residential basis 1976-1979. In 1979 joined New Building Society as Assistant General
Manager. From September 1985 General Manager New Building Society. Mayor of the City of Blantyre
1980-1983. Current Chairman of the African Building Society and Savings and l.oans.

LOH, PING-CHEUNG

Director

Water Supply and Urban Development Department
The World Bank

Washington, D.C.

USA

Ping-Cheung Loh, Director, Water Supply and Urban Development Department at the World Bank since
July I, 1986, was born in 1937 in China. He was educated at the National Taiwan University and obtained
graduate degrees in law at Columbia and Yale Law Schools. He also attended the Harvard Business School.
Prior to joining the Bank, he practiced law in Taipei. He joined the Bank in 1964 and worked in the legal
departiment as an attorney until his promotion to chief of the Kenya, Uganda and Tanzania Division in 1973.
In 1978, he was appointed Deputy Director of the Resident Staff in Indonesia. On his return to headquarters
in 1981, he became Assistant Director in the Eastern and Southern Africa Projects Department until his
promotion in July,

MEYER, MIREAM

Manager, International Programs
National Association of REALTORS®
777 14th Street, N.W.

Washington, D.C. 200035

USA

Miriam Meyer joined the staff at NAR as Manager for International Programs on April 1, 1985. She form-
erly worked for the International Division of the National Council of Savings Institutions, where she
served as International Shelter and Urban Development Training Advisor to the Office of Housing and Ur-
ban Development Programs/U.S. Agency for International Developmeni. Other professional experience
includes four years as a housing specialist with the Mas,achusetts Executive Olfice of Communities and
Development and research assistantships with International Reporting Information Systems (IRIS) and
with the office of Congressman Thomas Ludlow Ashley, former Chairman of the Housing Subcommittee.
She holds a B.A. from Brandeis University, and an M.A. in International Economics from the Johins Hop-
kins School for Advanced International Studies.

MUNJEE, NASSER M.

Chief Economist

Housing Development Finance Corporation
Ramon House

169, Backbay Reclamation

Bombay 400 020

INDIA

Nasser Munjee is Chief Economist and General Manager Human Resources of HDIFC. He studied at
the London School of Economics and the University of Chicago and is a monetary economist by training.
He joined HDFC at its inception in 1978 and has been concerned in various aspects of institutional
development as well as the emergence of housing finance activity in a development context. He has con-
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sulted with USATD as well as the World Bank on the shelter sector in Sri Lanka and Indonesia. He is a di-
rector of the Agakha Rural Support Program, India, as well as the Development Cooperative Bank, India.

MUNRO, INGRID

Director, 1YSH

United National Center tor Human Settlements (UNCHS)
Nuirobi

KENYA

Ingrid Munro is Director, International Year of Shelter, UNCHS, engaged in organizing a review of world-
wide shelter efforts tor low-income people. Formerly Head of Delegation of Sweden to U.N.C.H.S.
meetings, she directed urban planning and research efforts of the Government of Sweden for several years.
She has engaged in work devoted to solving low-income housing problems in the developing world for
MANy vears.

NORTH, WILLIAM D.

Exccutive Viee President

National Association of REALTORS*
430 N Michigan Avenue

Chicage, Hlinois 60611

USA

B.S. in Economics, University of Dlinois, J.1D. Harvard Law School 1959. General Counsel of National As-
sociation of REALTORS* 1970-1936: Senior Vice President of NAR 1980-1986. Partner in private law prac-
tice 1939-1950 and partner of Kirkland & Ellis and Reuben & Proctor law firms in Chicago. Active in real
estate-related legistation and litigation relating to zoning, rent control, condemnation, fair housing, liousing
finance and taxation, and other issues: Secretary General, American Chapter FIABCI 198,

OSTERBRAUCK, WILLI-DIETER
President

International Union of Building Societies
Richard Wagner Srrasse 13

500 Koln 50

WEST GERMANY

Dro Willi-Dieter Osterbrauck was educated at the Universities of Munster and Oxford. He has been Chief
General Manager of Bausparkasse Heimbau AG, Cologne. He has been Deputy President and President of
the International Union of Building Socicties and Savings Associations, Deputy President and President of
the Advisory Board of the International Assocition of Advisory Agencies for Property Investors
(1971-82), and Managing Dircctor of the Luropean Federation of Savings and Loan Institutions for Con-
struction. Fle has also served as the Chairman of the Committee on Land and Construction Legislation of
the Chamber of Comnierce of «© ‘ologne and Bonn,

PAREKI, DEEPAK S,

Managing Director

Housing Development Finance Corporation Ltd. (HDFC)
Bombay

INDIA

Deepak Parekh is Managing Director of the Housing Development Finance Corporation, Ltd. Following
an honors degree in accounting and auditing at Bombay University, he served four years articles in
London, took the exams and qualified as a Chartered Accountant. He has held important financial posts
in the UK., the U.S., IHong Kong and India in accounting, budgeting, banking and general management.
H.DUEF.CL s the most important private finance institution in India with long experience with low-income
housing projects. Nr. Parekh has served as a housing finance expert in several developing countries and as
chiel negotiator with external lending institution providing finance (o H.DI.C.
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PRITCHARD, RALPH W,
Presidert
Coldwell Banker Intornational
Residential Referral Division
National Association of REALTORS?®
FIABCI — International Real Estate Federation
12FE W, 22nd Street — Suite 723
Oakbrook, Hlinois (0525
USA

Ralph W. Pritchard is President of Coldwell Banker International Residential Referral Division. He was
President of the National Association of Realtors in 1980 and World Piesident of FIABCI in 1985-86.
Graduated with an ME degree frem Stevens Institute of Technology in 1941 and a member of Tau Beta Pi.
He served with Lockheed Aricraft Corporation as designer and with the U.S. Navy as ordinance officer in
World War 1. He has been involved in residential real estate development, appraisal and brokerage since
1949. He served as President, Board Chairman and owner of his own real ¢state finm, Thorsen Realtors,
Chicago’s largest residential brokerage operation.

PIEIFER, ULRICH

Consultant

5300 Bonn

Schios Strasse 22

FEDERAL REPUBLIC OF GERMANY

Ulrich Pleifer is a consultant providing assistance to developing countries in housing policy, finance, ur-
ban cconomics and housing markets on behalf of various West German ministries. Educated as an econo-
mist at the University of Munich, he taught urban economics at the University of Berlin. He worked in the
Federal Ministry of Housing and Urban Planning from 1971-82, ultimately achieving the position of
Ministerial Direktor (Assistant Secretary).

PRATT, RICHARD T.
Chairman
Merrill Lynch Mortgage Capital, Inc.

Dr. Richard T. Pratt is Chairman of Merrill Lynch Mortgage Capital, Inc. (MLMCI), a new subsidiary incor-
porated on July 27, 1983, within Merrill Lynch Capital Markets to meet the rapidly expanding demand for
mortgage-related products and associated investment services. The unit combines the resources of its Mort-
gage-Backed Securities, Whole Loan Trading and Servicing, and Financing Groups to create a full-service,
client-driven operation. Dr. Pratt has overall responsibility for Merrill Lynch’s activities in mo-stgage-backed
sceurities trading, relationships with federal agencies, investment banking and mortgage investment banking
functions for thrifts, commercial banks, mortgage banl ors and homebuilders. Prior to joining Merrill
Lynch, Dr. Pratt served as Chairman of the Federal Home Loan Bank Board from April 1981 to May 1983,
Until he became Chairman, he served as President of Richart T. Pratt Associates (““RTPA’), a financial
consulting firm located in Salt Lake City, Utah, which provided assistance to many developing countries.
From 1967 1o 1981, Dr. Pratt taught finance at the University of Utah. He holds an MBA aad B.S. from the
University of Utah and has a Ph.D in Finance, Real Estate and Urban Economics from indiana University.

QUIJANO, CVILLERMO
President

Grupo Sacasa

P.O. Box 8001

Panama 7

PANAMA

Graduated from Santa Clara University at California in 1960 — Civil Engineering. He has been in construc-
tion, financing and development activities since the ecarly sixties, with special attention to lower-inconie
housing. His company has built more than 10,000 nouses. He is a member of the board of directors of Banco
General, a privately owned mortgage bank, and of several other important companies.
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RAMACHANDRAN, ARCOT

Executive Dir ctor

United Naticns Centre for Humar Scttlement; (HABITAT)
Nairobi

KENYA

Dr. Aicot Ramachandran has been Executive Director of the United Nations Centre for Human Settle-
ments (HABITAT) since ity inception in 1978, Previously ke was Permanent Secretary to the Government
of India, Departmient of Science and Technology, Director-General of the Council for Scientific and
Industrial Research, and Chairman of the Preparatory Committee of the United Nations Conference on
Science and Technology for Development. From 1967 (¢ 1973 he was Director of the Indian Institute of
Technology, Madras, and from 1957 10 1967, Professor and Head of the Department of Mechanical En-
gineering and of Industrial Management at the Indiar Institute of Science, Bangalere. Born in Madras,
India, Dr. Ramachandran obiained a B.A. with honoss from the College of Engineering at the University
of Madras and was awarded a Doctorate in 1949 by Purdue University in Indiana. He served as a post-
doctoral fellow at Columbia University in New York, and at the Massachusetts Institute of Technology in
Cambridge,

RENAUD, BERTRAND

Housing Finance Advisor, Operation Policy Staff
The World Bank

Washington, D.C,

USA

Dr. Bertrand Renaud is the Housing Finance Advisor, Operations Policy Staff, at the World Bank. He has
been actively involved in policics and aperations at the World Bank for more than a decade. A citizen of
France, he received a degree of Ingenieur INA in Paris and a Ph.D degree from the University of California
at Berkcley. His experience outside the World Bank include being the Head of the Urban Affairs Division re-
sponsible for the urban policy program at O.E.C.D. in Paris, and teaching and research in the United States
and in East Asia on the economics of urban development. He has written extensively on the various problems
of urbanization in developing countries. His recent publications include Housing and Financial Institutions
in Developing Countries (1984) and coauthorship of country reviews of housing finance systems for the
World Bank.

REYNOLDS, LANCELOT F.,
General Manager

Jamaica National Building Society
10 Grenada Creseent

P.O. Box 552

Kingston 10

JAMAICA

Mr. Revnolds has served as General Manager and Chief Exccutive Officer of the Jamaica National Building
Society for the last nine years. A chartered accountant by profession, he is a fellow of the Institute of Char-
tered Accountants of England and Wales. Prior to joining the Building Society, he was a partner ir the ac-
counting tirm of Touche, Ross & Co. He is a past President of the Building Society Association of
Jamaica. Other past positions include Director of the National Airline, member of the Housing and Fi-
nance Committee, and of the International Union of Building Societies and Savings and Home Loan Asso-
ciations.

ROBERTS, DAVIL
President

Roberts Brothers, Inc.
P.O. Box 6217
Mobile, Alabama
usa

David D. Roberts, St., 1985 president of the National Association of REALTORS®, is President of Roberts

Brothers, Inc., in Mobile, one of Alabama’s largest real estace firms. At the National Association, he has
been a member of the Association’s Board of Directors for 13 years and a member of the Exccutive Commit-
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tee. He has served on many committees, including Professional Standards Political Affairs and Strategic
Planning. In 1979 he served as chairman of the Realtors’ Legislative Committee. Other real estate organiza-
ticrs ot which Roberts is a member include the American Society of Real Estate Counselors (ASREC) and
FiAGLCI-USA, the American chapter of the International Real Estate Federation. He also served nine years
on the board of trustees of the International Council of Shopping Centers. He is a graduate of Auburn
University, with a B.A. in gcronautical administration.

ROSAS, LUIS E.

Managing Director

Instituto Colombiano de Ahorro y Vivienda
Avenida 40-A 13-09

Bogota

COLOMBIA

Dr. Luis E. Rosas is Director of the Colombian Institute of Savings and Housing which represents the as-
sociation of savings corporations. He is a graduate of Brown University, where he received his Ph.D in Eco-
nomics in 1973 and a graduate of Williams College (Massachusetts) where he received a Master’s degree in
Economics. Prior to assuming his present duties, Dr. Rosas served as an adviser to the Monetary Board of
Colombia, as Director of the UN Institute of Economic and Social Planning (Santiago, Chile) and as Head
of the National Planning Office of Colombia.

SONNEVILLE, FERRY

President

P.T. Ferry Sormeville & Co.

Real Estate Indonesia (RED) — FIABCI
Gunung Putri — Bogor

INDONESIA

FFerry Sonneville is Presilert of P.T. Ferry Sonneville & Co., a real estatc development enterprise, and also
chairman of several companies in the field of construction, engineering and general business. He is Presi-
dent of the Real Estate Association of Indonesia, a member of the Board of Real Estate Indonesia, and of
FIABCIL. He helds an M.A. from the Rotterdam School of Economics (now the Erasinus University), and,
prior to his private-sector activities, served the Central Bank of Indonesia as an economist. He is currently
an advisor to the State Minister of Housing of the Republic of Indonesia.

STIMPSON, JAMES W.

Deputy Assistant Secretary for Policy Development
U.S. Department of Housing and Urban Development
451 7th Strect, S.W,

Washington, D.C. 20410

USA

James W. Stimpson is Deputy Assistant Sccretary foi Policy Development at the U.S. Department of
Housing and Urban Development. He received his B.A. and M.A. degrees from Rutgers University, and
his J.D. from the Catholic University of America. He is a member of the District of Columbia Bar. Mr.
Stimpson has extensive experience in policy analysis and in Congressional operations, legislative and bud-
get work in the U.S. Governinent. Prior to his present position, ne served for 10 years as senior legislative
analyst with the U.S. Office ot Management and Budget. He also served as Executive Assistant to the late
U.S. Senator Chiford P. Case from 1967-71. At [HUD, Mr. Stimpson is responsible for housing and urban
policy analysis and research and serves as U.S. domestic coordinator for the United Nations’ International
Year of Shelter for the Homeless. He is also Vice Chairman of the U.S. Federal Task Force on the Home-
less.

STOBEN, OTTO
President (FIABCI)
Schulperbaum

2300 Kiel 1

WEST GERMANY

Otto Stoben is World President (1986-87) of the International Real Estate Federation (FIABCI). He has
been in the real estate profession since 1950 and specializes in property management. He has been a
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FIABCI member since 1970. He was Vice-President and then President of FIABCI-Deutschland. He is
President of the German WNational Association R.D.M. in Schleswig-Holstein,

TERON, WILLIAM

President

Teron International Urban Devclopment Corporation Ltd.
4547 Clarence Street

Ottawa, Ontario

CANADA

William Teron is President of the large development company which bears his name. He is a builder and
former scnior public servant. He started his construction career as an architectural designer in 195¢, In
1955 he started his own construction company and for the next 18 years designed and constructed over
5,000 housing units, numerous offices, industrial buildings, shopping centers and major hotels. From 1965
to 1973 his main activity was building the new town of Kanata near Ottawa, Canada. The company also
designed, built, owned and operated high-rise complexes. These include hotels and high-rise condominium
projects. He served as President and Chairman of the Board of Canada Mortgage and Housing Corpora-
tion, the Federal Government’s housing agency and mortgage bank; and as Sccretary (Deputy Minister) of
the Ministry of State for Urban Affairs. He has worked with the United Nations Economic Commission
for Europe, the Organization for Economic Cooperation and Development, and the U.N. Habitat Confer-
enee.

TUCCILLO, JOHN

National Association of REALTORS?
777 14th Street, N.W.

Washington, D.C. 20005

USA

Dr. John A. Tuccillo is Chief Economist and Senior Vice-President, Real Estate Finance, National Asso-
ciation of REALTORS®, Formerly he was Vice-President and Director of Research and Planning at the
National Council of Savings Institutions, Washington, D.C. He is a graduate of Georgetown University and
received his Ph.D in Economics from Cornell University. Dr. Tuccillo has been concerned with housing fi-
nance with both the U.S. and abroad for over 15 years. He was a Senior Research Associate at the Urban In-
stitute, and a Brookings Economic Policy Fellow at the U.S. Department of Housing and Urban Develop-
ment. He was also on the faculty at Georgetown University. As a consultant to U.S. AID and the World
Bank, Dr. Tuccillo has provided advice on the housing finance systems of a number of developing countries.

VAN HUYCK, ALFRED P.

Visiting Senior Lecturer
Massachusetts Institute of Technology
77 Massachusetts Avenue

Cambridge, Massachusetts 02139

USA

Mr. Van Huyck is a visiting senior lecturer in the Department of Urban Studies and Planning at M.1.T. He
holds the degree of Master of Regional Planning from the University of North Carolina. For 22 years he
has been President of PADCO, Inc., a consulting firm specializing in the issues of shelter and urban develop-
ment in developing countries. He has worked in over 40 developing countries.

WENDE, ERNESTO

President

Caja Central de Ahorro y Prestamo
Cuasilla 4808

La Paz

BOLIVIA

Erncsto Wende is the President and founder of the Bolivian Central Savings and Loan Bank. He has been
active in the savings and loan industry for the past 25 years. Mr. Wende organized the Bolivian savings and
loan system and is one of the founding members of the Inter-America Savings and Loan Union and the
Inter-America Savings and Loan Bank. He also has served as a regional Vice President of IUBBSA for the
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last Y years. Mr. Wende also served his country as a Minister of Housing and Urban Development. He
holds the degree of Master of Economics from the University of Nebraska.

WHEELER. JOSEPH C.
Chairman

Development Assistance Commitiee
OLCD

Paris

FRANCE

Joseph Wheeler became Chairman of the OECD’s Development Assistance Committee in January 1986. A
gradnate of Bowdoin College, he attended the Graduate Institute for International Studies in Geneva and
Harvard’s Graduate School of Public Administration in 1949-51, carning a degree in Public Administra-
tion. For more than 30 vears he served in progressively higher government posts in the foreign aid field, in-
cluding extensive work abroad. In 1980 he was appointed Deputy Administrator of AiD and served in this
pasition until his retirement in 1982 (the highest carcer post in AID). He was appointed in January 1983 as
an Assistant Secretary-General of the United Nations and became Deputy Executive Director of the United
Natiors Environment Program at its world headquarters in Nairobi, Kenya. He served in this position until
his clection as Chairman of DAC,
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