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INTRODUCTION 

Tile National Association of REALTORS" is pleased to publish the Proceedings of the Second Inter
national Shelter Conference held in Vienna, Austria, September 10-12, 1986. This Conference was a 
private-sector effort in support of the International Year of Shelter for the Homeless proclaimed by the 
General Assembly of the United Nation. The objective of the conference was to produce an authoritative 
private-sector statement which would dclie 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 In.ternational Shelter Coalition. We would like to offer our gratitude 
to each of the following groups for 1hC support :;id participation they have given: 

Cosponsors: 

International Union of Building Societies and Savings Associations (IUBSSA) 
International Real F.siate Federation (FIABCI) 

Supporting Sponsors: 

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

Associate Sponsors: 

Affrikan Union of Building Societies 
Building Societies Association (UK) 
Caribbean Association of Building Societies and Finance institutions 
Canadian Real Estate Association (CREA) 
Cooperative Housing Foundation (USA) 
FIABCl-Netherlands 
Interamerican Hlousing Union 
Mortgage Banker, Association (US/\) 
National Association of 1-lomebUilders (USA) 
National Council of Savings Institutions (USA) 

The Conference brought together a coalition of senior, predominantly priva'.e sector, housing profes
sionals from 32 countries. Tie 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 includel: the United States Agency for International Development; the U.S. 
Department of Housing and Urban l)eve!opment; the United Nations Centre for Human Settlements; the 
World Bank; the Development Assistance Council of tile Organization of Economic Cooperation and 
Development; the Canada Mortgage and Housing Corpora:ion; and Ministers and high officers of several 
housing ministries and agencies in developing countries. 

The Conference produced the Vienna Recotnnendationson Shelter and Urban Developlent which are set 
forth in this document. These recommendations were subject to intense -nalysis and debate prior to their 
presentation in the Conference 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 capacite:s. The National Association of 
REALTORS"' Board of Directors, on behalf of its 750,000 members, formally approved the tecom
mendations in November 1986. The Canadian Real Estate Association and the International Real Estate 
Federation have also adopted the Vienna Recommencations .nd they are in the process of being acted 
upon by the other sponsoring organizations as well. They are also being widely circulated for formal 
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adoption by other public- and private-sector shelter organizations throughout tile world. The ViennaReconmendations are offered as a contribution by the sponsoring organizations and conference participants to the global policy dialogue on housing. It is hoped that they will serve as a sound general basis foran effective partnership between the public and private sectors in specific national situations where housingis a serious problem and where a sensible framework for action is desired. 

It is fitting that the itenna ,.colnmentdatio,.s' suiould be offered on the tenth anniversary of the VancouverD)eclaration on !luom St/tl,ents. The e,perience of a decade is now behind us and its lessons have beendistilled. NCw directoiois based oii today's changed reality are now in order. 

The Uon feicilcc paper" presented during the conference and tie debate which occurred, are recorded inthese procecditus. 'Ilieir content is rooted in long and successful experience, and in common sense. As suchthey givec Credit to fle In;erutiional Shelter Coalition, whose purpose is to issue authoritative policystatelellt., to ional andi iternational bodies whose financia! and program policies affect housing and
related indutl ie,. I his result is achieved here. 

I)r A. [{\cCut ',e Iirector of the NationsDRiuichaudran, Unit,.d Centre f'or Human Settlements(tHABIIAlT), pout, ,mn that the International Year of Shelter is designed to mobilize all participants in theshelter- process. In sh.rt, it seeks to forge effective public/private partnerships in which governmentswould "en: b1ic" mid support the acti "ities of those actually providing shelter and infrastrcture: the
people tm '1dylemd a wide varictV of formal and informal private-sector operators. 
The National Association of REALITORS' and the cosponsors believe that homcownership and security oftentire are \ital to economic and social ptogress. Hlousing investment is crucial for economic growth.I loisilig securely held promotes greater savings. People with a stake in their en iroolment will improve it.If govcriitmieiIs \ ill help remove the instittional constraints affecting the availabilitv of housing - mainlyland, public setvicc and finane -- individual iit iative and private-sector responses will be called forth. 

The staff of the iniiernational Division of the National Association of REALTORS" and of FIABCI-USA -.ohnlI lowcy, MIiriam Meyer, and Etina Wessels -- worked hard to organize tie Shelter Conference, tof'ramc its aLeida tigitly, and to attract to it as expert and thoughtful a group of experienced housing
people as one tight organize. N\R was also ably represented by its then immediate past president,Robicrls. Ile opened lie Con ference with David anr important statement about toNAR and its commitmentmeeting the shelter challenge. Another NAR past president, Ralph Pritchard, participated in the 
preparatory group and contributed significantly to the lively debate whichMassachluselts Institute f"Technology was 

occurred there. Thecalled 1iupoii f'r help on antwo major papers: analytical pieceexainlining tihe thLesis that housing cont ributes gureatly to economic development and a paper establishingthe nted Ifor a New Action Agenda in tile international arena affecting shelter. These papers were ablyprepared iunder ihe dir ectHion of Albert P. Van 1-u.ck, Visiting Senior ILecturer at M.I.T. with tie help and
a""ulcl'ltary of' high-calibre graduate students, distinguishied practitioners and other facuItv meibers. Dr.
John '\. Tuhcillo, i1ow Senior- Vice President for Real Estate Finance at 
, the National Association ofREAIiIO'CRS' provided invaluable assistance as these papers wre being prepared. They have made asingular con tribut ion to the literatuiire of tile field. The quality of tie remaining papers speaks to tibeextraordinary level of tie other participants in tire Shelter Conference to whom we owe our deepest thanks. 
The "hi'."aIU ilter'Pret'ation.v presente(l here, however, are those of the authors and should not beattri)ute(l to their re.spective ouranizations.We have taken the liberty of summarizing and editing man), ofthe prese'rtation 5. II'e have tried to cone' the essentialpoints and apologizefor any errors wetm ." na' havena tle 

We now have tine V'ienna Recomnemhitiots. on Shelter and Urban Development which we believe to beone of tile niost succinct and compreheinsive documents in tile housing field with respect to policy formulalion. We believe tie Vienna Recomnmendations will test well when applied in the crucible of' experience. 

William M. Moore 
President 
National Association of REAL TORSI 
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SECTION I 

INTERNATIONAL SHELTER: TOWARD A NEW AGENDA FOR ACTION 

by Alfred P. Van Huyck 
Visiting Senior Lecturer 

Massachusegts Institie 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 d;scussion o 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 r!P ,opment ;n light of 
the ten years of experience since the United iJations Conference on Human Settlements (HABITAT) held 
in Vancouver in 1976 and tie dilferent 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 interpationally 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. T1,e new agenda should seek effective ways to expand the resouices available for shelter through 
increased efforts to involve the private sector and individual initiative. It should focus on establishing 
shelter production systems which respond to market forces. 

Tin,VANCOtv-It DIckLARA-lON ON HlUMAN SE-rrT'I..NTrs 

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 field participated in a parallel 
informal conference, known as the HABITAT forum. 

This gathering was the first worldwide event of"its kind in the field of shelter and human settlements. 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 Conference 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 achievinig solid rates of economic growth measured in GNP, 
poverty was growing among substantial parts of their rural and urban populations. This was the period 
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when the so-called "trickle down theory" ol' development was brought into question. In the development community, professional and political leaders called for alleviating poverty and achieving''growth with equity." 'Fle "Basic Needs Theory" began to emerge. 

As 	 one response, the United States Congress passed the 	 1973 U.S. Foreign Assistance Act, oftenreferred to as tie "Nc% 1)irection',," legislation. This action marked a shift from develop;..cut assis.'Ancethat focused on basic infrastructure, capital-intensive agriculture, and 	industrial growth strategiesconcentration on 	 direct poverty assistance to a
("the poor majority") through nutrition and health prograns, population and human resource development. 

At tie World Bank, a similar shift in ocus toward a "basic needs" approach was occurring. In his 1973address to the World Bank/lNIF meetings in Nairobi, Kenya, then bank President Robert McNamaraadvocated a direct attack on poverty ivsues 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 international events prcceding the Van,..ouver Conference greatly influenced the 	tone and content of thedebate and he discussion of the participants. 

2. 	 The lcononmic Sefting

)espite tlie 1973 oil price increases, the economic setting at 
 the time of HABITAT was generally favorable. 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 \\ere positive except incertain sub-Saharan African countries. The debt burden hadnot 	 begun to make an 	 impact on economic performance. The London Inter-Bank Offered Rate(I.IBOR) \\as only 6.5 percent in 1977. As a result, there was widespread optimism among developingcountry olficials 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 developed to developinig countries could be achieved. In addition, the flows of' private batik loans wereincreasing as tie international banking community recycled petrodollars.
 

The overall economic situation, combined 
with the relaxed access to the world's credit markets, andhope for increased concessional assistance from developed countries and international donors, contributed to a widespread confidence on the part of developing country officials. They believed that thepublic seclor could play an ever-expanding role in national development efforts. 
Fhis confidence was clearly evident in Vancoi ,er, where the focus was on the public sector contribution 
a; sheller and itiniall settlements. 

3. The Slile of Ihe ArtThe early 1970}s was also a period when the state of the art and 	policy issues concerning shelter andhuman settlements were in rapid transition, at least amoog the international donor community whosethinking dominated international discussion. A consensus was emerging among the donors. It waswidely recogiiized that public sector housing programs (with their stress on "walk-up flats" and publicrental housing) were failing to meet the ne,"r, of the rapidly growing urban populations. Donors
generally agreed oti a list of development priorities: 

" Shelter assistance should be directed exclusively to the poor. 

* Self-help cotistruction was to be tapped through the use of' "sites and services projects" and "settle
ment upgrading projects." 

" Conditions such as tinrealistically high building and service standards were recognized as impediments io lie completion of projects and they needed to be reformed.
 

* 
Cost recovcry froi piblicly-provided shelter and infrastructu needed to be increased. 

" Projects should bc replicable, which meant they should be affordable to the target groups for whom 
they were intended. 
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The Vancouver recommendations substantially reinforced 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 
implement ation. 

The Vancouver )eclaration on Human Settldements 

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 part;cularly the deterio
ration oi housing conditions, infrastruct tire, 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 1 nuaai settle
menls, particularly in tie developing countries, and for the disadvantaged poor. Views of shelter condi
tions of tlie poor were vividly presented via films, photographs, brochures, and in tihe speeches. The 
HABITAT loruni was propelled with a deep sense of tile plight of the poor arid the urgency to address 
their needs. It sought to increase the flows of'international assistance and to improve tile priority of shelter 
and human settlements in the global development effort. 

The rhetoric of the Vancouver Declaration reflected tile tone of tie development debate of that period. 
[here were refereaces to "the establishment of a just and equitable world order" and to the fact that 
"adequate shelter and services are a basic hunian right." The document saw "tile improfvement of the 
(alitV of It.ilian beings as tie first and most important objective.' IIIshort, the Declaration was a call for 
governmental action and the financial support of international donors to improve conditions for [lie poorest 
cit izenis. 

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

The'Vancouver Action Plan 

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

1. 	Settlement Policies and ,Strategies 
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 stressed the need for 
achieving "more equitable distribution of benefits of development" among people and regions. 

2. 	 Settement 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. It 
recognized the failures of' past "master plaining" efforts and recommended more flexible 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'financial 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 recoumnendaions recognized that, "The needs ... are nearly alvays greater t han the 
capacity of public authorities to provide them," and that, "People have tradition ally provided housing 
and rudimentary services for themselves." This section of recommendations supported tile view that the 
role of' the inf'orrnal 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 uneven, most countries now recognizethis fact. The issue today is whether this role for the informal sector is a positive contribution to development or 	merely something to be tolerated by governments. 
The many recommendations reflected indirectly the shortage of available capital and stressed appropriate ctc.chnologies, labor-inteusive technologies, traditional materials and approaches,Conicern \rit Itnaintenance and operating costs.	 

as well as 

In 	hotisiutl, it recomuumiended an incrcased pu.blic role in renting"; "low-interest loans, loan guaranteesand stubsidics'; and "provision of inf'rastructure, on a partially or totally subsidized basis...". 
The recotmimendat ion.s covering infrastructnrc compolenlS
comniunicaiou, 	 such as wvater, sanitation, transportation,and social services (health, education, and recreation) all were written from the perspecti'e olF scrving the residential settlement with speciftic emphasis on equity of access by the poor andby disad van taged urban ocatioi.,. There was no contnection made betweenand 	 the role of' infrastructurecooulic devclopmenl requirements of either agriculture or 	industry (other than concerns about
polltion). 

The recotmlendations, while reflecting the need for reduced standards and iiore innovativeplroacc, still continued 	 aptle underlying themes of public-sector control and expanded implementationroles. No mention is given to the institutional capacity or the sources of the increased finance needed tocover th,' Icl of*subsidies called for in .ilmost all aspects of*infrastructure provision. 

41.Iand
TIe re. menda tions on land are among the most controversial of the Vancouver Action Plan. Thelone is set in lie preamble which starts: 
IanI,h e,.. l() 	 i, unique naltfr' tld tire cru,:ial role it plays in selmlanctmitrolled h\ indiiduals anId 	

ft' a eninlm%, cannot ie treatedubje:i 	 as anl ordinary asset 
it 	

to Ite rresstires aid inefficiencies of itiifIN11,11(l1 l ' 1t1it iol id concen 	
markeh Private land ownership is also a principalration of wealth anid, theret'or.,, contributes to socialhlVC0t 	 injustice; if unchecked,i 11;j01 Ol',,l'e ill t1C P ltitillL alld ilnijerlC irtatiolt 	

it may
ot 	 dt.,Cietopn)[ent scheries. 

The spccitlic stmhsets of 	recomnendations echoed the tfienie by calling forcontrol" 	 public "surveillanceover land management, 	 orrecapture of' "unearned" land value increases by the public, publiclandowtiershil when justiftied in securing "socia;ly acceptable patterns of' development," and L.'nd
ret'orill. 

\\ha1 apparently w\as toremost in tlie minds of the participants at HABITATof laud to low-income 	 was to ensure the supplyurban and rural households at affordable prices and to ensure that land wouldnot be a constraint on public-sector development activities. 

5. 	Public Parlicipllion

This section 0, tile recommendations 
 idetilified public participation as the essential right of citizeninvolenent in the development decisionnaking ,rocess. It outlined in the broadest possible terms all oftle ways ill 	 which citiZens should be inf'ormed of' and be enabled to give their viewsbeing mimade on all decisionsby the public sector which af'ect the people. What is inherent in these recommendations isthat they arc concerned solely with 'lie right of' the people to discuss the planning and execution of thepublic sector developtent process. They are not recommendations to the public sector on how the individual citi/en and tle priv;'Ie sector can be e'couraged to play a direct role in the development process
itself*. 

6. 	Insfitutions an( MianaenliThe recommendations concerning institutions and management focused entirely on the public sector.As iight be expected, they stressed the importance of good and efficient management practices and theniced to develop a mutually supporting network of' institutions covering the various levels of governmentamid fuietions, albeit with appropriate ref'ereiices to the desirability for coordination. 
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Vancouver Recommendations Reexamined 

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

The HABITAT Cenference did influence subsequent practice in some areas of shelter and human settle
ments development. It was a milestone of' sorts in codifying a number of trends which have become widely 
accepted:
 

" 	It 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. 

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

" 	 It endorsed the need for national policies even if the content of such policies might be quite different 
in the current context. 

" 	Many of the specific sunbsets of recommendations highlighted well-reasoned approaches to improving 
public sector perfornmance ard responsivenes; to development issues. 

In general, the Conference reflected the setting of the 1970s and responded to many of the subthemes of 
that time such as the cnvironmznt, the energy crisis, and the role of women. There are, however, some 
criticisms of the Vancouver Aciton Plait 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 (lid not exist or needed to be controlled lest it "derail" the Action Plait. 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, impotant, 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 Lip 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 agenua 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 required 
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..'lected 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. 

4. 	 The Emphasis on EqtIity Rallher Than IEconomic 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, equaity objectivces decoupled from sound economic growth cannot be achieved in thelong term. National case studies abound with evidencc of this realitv. 

5. 	 TIle Assutmplion of Project Approaches

flb 1iinderlying assumption 
 was that developInent would
projcct 	 be achieved through discretc project-byactitics generated hy the public sector. There was at best only passing referencegoverninet iAs 	 to tile role 01";tfacilitattor of devlopnent ptocesses within which a broad spectrum of'private entitiesand ittdixidual 0tt,hCiolds can play a usC'ul role. 

lie 	ex;perieicc of [lhe 1t1 decade has slto\\I that tle projeCthy-project approachreplicable at scale, and 	 is too slow, is notis too e\spisive in ternis of [t 1 capital and nttiagemnll. Approaches nust bemade at t, national, rcional, and local SVstetl levels to be effect i\e. 

6. 	1 nlrderstanding of MlarketsThe recollulIdatiOlls Onl lndand shelter showedio uttde",RtaildiiLg of hOw markets function and theirinteraction \\ii lillic activities. ll'caui of 	 this failure to understand the market, many ofrecotninendat ion[s, itifipliCtCtnted, could 	 the
\\edl ha\e had the perverse effect of making shelter and landless available and less aff'ordale to low0- iticote t.irget groups. 

JIM. CHIIAN(;.:I) I)I. I C(;.fI',lI.Ni-T*.X. 
The issue of ho be t to address tile increasing levels of poverty in the developing couttries continues to bea concern ot 	 goxemient and international dotior aeticies. What is different in the newassessment 	 debate is theof tlie best Means to reduace poverty, and hc selection of appropriate instruments and instiutions to undertake the de\elopment tasks. Untiderlvig the debate is a strong consensus, drawn fromexperience theof' t ie last te ll Years, that there Iustl be positive econontic growth if nations are to have artyhope of redressing the isst0es of po\rye .tialSocial eqtlily. 

The Changing Instiluliomid Climate for Iheveho)menl 
In tile early 1980s, signs of a reassessient it approaches to development became apparent. In the 1981Wforld Bink levelopmtal ]teport, the focus shifted to the world economy, stres.;ing the needand ituternatioital adjl',ititteit to economic for national

-sho cks." Since then,nteed improve 	 the stress has continuied to emphasize tileto macroeconomic perforniance, struwtclral adjus:lenl, eslerltal debt issues,managemlent 	 instittl.rional, ald trade and protectionism. Collectiv'ely, these new
emphasis alitong tie itts 

concerns represent aI realigniment ofratietiis which are belie',:d to affect economic growth and poverty reduction. 
The agetnda of tlie Ilaor intertati i naligs of the early 1980s reflected similar movementsdirect "basic nteeds" approaches. The ('alctll Summit 	

away from 
centered oil a discussion of trade, coimodityprices, ieidustrializaioit, energy, and iionetary and fiscal matters. The ThirdDellii (ioitttonwealtll Ileads of Government 	 [outeConvcntion, the Newmeeting, the Carteg,.ia Croup iteetings and many others allconcerntrated on tle debt crisis and world e,:otonic trends and issues. 

new senseA,\ of pragllatisin entered tle discussions among governmetnts a d international donors. Therewas a moe asy frou t te rhetoric of tle 1970s will its emphasis on the Nesw International EconomicOrder" anid hopes for lilassixe transfers of wealth from the developed to the developing countries.view that ilihe deveopitli! 	 Thecouti ries could raise the standard of living of their poor masses quickly andwitlhout national sacrifice \anished from tle debate of the I1980s. 

The Changed i'Eonomie (onditions 
By tile early 1980s, dexelopiig cotnit ies were e.xperiencinlg tile impact of the world recession.deetopii Countries Itad failcd 	 Nany of tileto adjust dotmestic prices il response to tile first oil price shock inelecting to sUbsid;/e doLttiestic COItlsunlptiott instead. Therefore, 

1973, 
1979 was desastating. (Cotplcd with 

the second ioutnd of oil price increases intile etier., crisis was aeXl it 
sharp decline incommodity prices and theearnings of inaNy of tile developing countries. Poor agricultural performance in many countries ledto rapid increases in food illtiports, the price of which was rising and adding to negative international trade 

posit iots. 
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The abundance of international private credit during the period appeared to be an easy way out of tile 
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 1.1BOI, rate was 16.6 percent compared to 6.5 percent in 1977. The debt burden 
associated with the servicing and future costs of borrowing reached unprecedented proportions. 

1Ii 1981, growth ill per capita (GNP or all developing countries was only two-tenths of' one percent and, 
when tlie still-substailal ro\tli of the East Asia and l'acil'ic nations was subtracted, it was clear that 

lans dveloping coutries were experiencing negative economic growth. Particularly hard hit were tile 
CItliries of' ub-.,ualan Africa ,und latli, America where negative growth persisted for over a decade in 
iMaiiy couri! riCs. 

II response to tlese cxtraordiriary ecoiomic conditions, the International Monetary Fund, the World 
Bank, USAID ald other do iOrS have been riegotiatin!, structural adjustment agreements with tile develop
ing counutrics ill tile deepest difficult ies. One of tihe prices of this economic recession is a sharp decline in tlie 
ability of these countries to address poverty issues. 

In spite of falling interest rales, tile emergence of the developed countries from tile recession and some 
improvement inrdeveloping country export positions, the final chapter of' this economic crisis has not yet 
been written. Evcli with I flexibility on debt reschedulitg and firmi resistance to tile new wave of protec
tionisin swccping the United States and Europe, it will take time to find ways in which many of the poorest 
and most disadvait aged developing countries can regain acceptable levels of ecooomic growth. 

Another key lesson froni the 1970s has been that those countries which used their available domestic 
satviIns arid in r cml itioial capital transfers Ifor predonminantly public-sector activities and enterprises did 
substantially worse than those in which tire private sector had access to the majority of the investment 
resources. 

In settirig tihe new agenda for shelter and himart settlements, tie economic conditions of tile 1980s and the 
lessons of the 1970s must be taken into account. 

The Sheller and l niman Settlements Debate 

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

In the 1970s, the issues centered on how to make shelter affordable to low-incorie groups and service Lin
planned sellelments through upgrading, on methods for allocating land plot . fairly in sites and services 
projects, and on cost recovery. In essence, the issues were at tle project scale. The goal was to find means 
to make projects "replicable ' ilt that developing countries could undertake more and more projects of 
similar types as they gained experience. Thic main clients of the donor agencies were public-sector 
itnstitutiotis ill the developing countrie.'. 

The irlt.rINiational deba te has shifted its focus to tile city as a productive entity: the means for improving 
urban inanageniert skills, issues of urban efficiency, and how to mobilize financial resources on the scale 
required. lhe debate has changed from how to make shelter projects work to how to make the entire city 
work produict ivelv Is an engine for national development. 

A new ara of itiquriry is developing regarding the interdepcdence of urban development and macro'co
nomic policies. Efforts are being made to define ile role oflmarket towns and cities in promoting sustained 
agricultural and iIdUSrial growth. Analysis is focused on determining tile spatial i'-tpacts of macro
ecoiiotImic policies. 

Undelviig this trar sition in tile SCale and focuIS of the debate on shelter and trmat settlemetts is fle 
assumplil tlat tire issues of poverty might be better addressed th;rough tie indirect instruments of 
enhanlced emnployment opportunities aid imIcreased income. This approach to job creation and economic 
grokNh would lead countries to abatdor their "welfare mentality- of tile past. The new view would 
suggest thatias incories expand, the poverty-level population would have a broadened range ol' 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 isonly starting in many of the developing country governments. Injficl, many.governnil.s have neveridlh,responde( to th/e recommendationsfor iodijication and change o'fhe Vancolver Action Plan. Icry,ft,for examnple, ever ad1ohpted sites and services and upgradin4 as l1t/ Sbstitute.s for contitnued eljbr/s atstandard heavilv, subsidized public housing of the old A'in1ds'. In part, this relLctance rClccts the politicalcommitment often established at the time of independence to have the government be seen as the providerof housing and services for the poor. It also reflects the widespread view of governments that the poor areincapable of providing for themselves or paying for shelter and services. WVhen shelter and service provision are couched in this political franework, economic considerations Md the obvious lack of availableresources are not taken imo consideration. Any new agenda for shelter and huima settlements mustaddress 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 tile changing environiment within which the shelterand hunman settlements debate has been developing since 1976. It has briefly evaluated the strengths andweaknesses of the Vaincouver Action Plai ag;iinst the experience of the last ten years and the broader international economic tramework. In so doing, it has established the case for the need for a new agenda. 
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SECTION 1I 

THE ECONOMICS OF SHELTER IN DEVELOPMENT 

by Alfred P. Van Huyk
 
Visiting Senior Lecturer
 

Massachuselts 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 satisfaction. The definitional questionm 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 1o "optimum" ievel of resources which should bc in'cstCd in the housing sector independent of 
many other macroeconomic, 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 area 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: 

* 	Housing construction, as a share of total construction, has a positive effect ov economic development 
with a multiplier effect of around two. 

" The inflation effects of housing depend on overall inflationary pressures in the economy, and the 
amount of financing for 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 impoCted inputs and since housing is not exported it 
has a negative effect on the balance of payments; however, luxury housing requires more import 
content than low-cost housing and therefore the balance-cf-payment effect 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 of 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 housing 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 generation is important. 

* 	Housing is frequently used as an income-generating asset for households, particularly lower-income 
families, through the use of renai 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 "conSUruptive"good. and a 'productive"The key issue for housing policymakers, therefore,housing investment is how to emphasi;,e the productive use ofas a contribution to national economic development at whatever aggregate levelhouSillg investInerlt is to 1)P.
 

The third part discusses tile overall issues of housing 
 finance. It stresses that housiu' tinance sholdd bedirectly linked to national capital markets and allowed to compete equally (of investment with olherproductive sectors.
 

Since total savings in developing countries are

tile use of savings by 

finite at any given period of rirne, the competition betweentire public and private sectors is a signil'icanl factor ia fluencing overall nationaleconomic developmcnit. A World Bank stundy of' 38 conuntries shoyved that there was a positive correlationbetween ile level of savirrgs used by the private Sect Or ad tihe ovCrall eCOrrOitic growrth of the country. 
Housing finance instititituis slIluId be ercouraged to mobili/e savings frolcompetitively. \W"here goverinmentls impose caps 

tlie household savings sector on interest rates ott savings and lending in the housingsector, housing iiaa', institutions lend to be marginahied. 

Most directed credit prognrlls operated bv governlient s ill housing are usc.l to subsidize housing, whichdistorts tIre use of capital ard penali/es the ovcrall economry.
 
Rentatd's definition of ile thce-tieled housinglarket str ssr
finance and tile tac 

the lirited penetration of* formal housingthat the vast majorit of' horsin utrris are built bv tle informal sector without formalfinancial support.
 

'Fihe robiii/ation of hotrsehol.i savings through 
 forIt1al financial institutions should be encouraged. Thereare significant 'sa\ings held in t'iproduct iVe a+sets such aswhich, if nIlohili.ed, would add 
gold and jewehr', in the developing countriesto the totll national savigs levels and conr'ibute to tile economy. Evenlower-income groups have potential for savings rirobilization i ' their specific requirements are ilet.
 

It is particularly iipitant 
to clarify file level and role of subsidies in the housinghousing subsidies are sector. Public-sectorcomnitiOltplace evert iii programs suppotrted by tite international donor comiimunity.Tie failitre to achieve cost recovery (even at subsidized levels) also adds to he total subsidy level in publichousing progrars. Si[sidies itt housing are generally all inefficient waytie poor. They o fteniorce corisu 
of obtaining income transfers totiop of housitig services greater than that which tlie poor would electfor theniselvcs.
 

The foriltI segletll suin 
 ariCs solme of [lie hotusing issues which need to be addressed by tire public andprivate sector i order to increase the productivity of housing investment in a count ry context.
 
The development of a 
 viable htoIsing finance system is prerequisite to sustained growth of houLsinig investment related to lie overall deepening of' financial markets. The developn cnttions requires a suipportive of housing finance irrslitupolicy nid regulatory enviroinent, tlie ability to mobilize resources and
provide seCntviy for deposits, and efficient overall managetent.
stpleitentary facilities As tite housing finance system deepens,cart be provided such as deposit insurance, mortgage insurance, and ultimatelysecondary mortgage irtarkets. 

Of critical importance to tlie housirg
deposits and 

finance system is the utilization of' market interest rates ott bothloans. Innovative firraircial inst rumirent s are useful itt matching lending lerris toneeds of' low-inicome borrowers. tile specifliclIisofar as housing ltillance institutions call serve lower-ircortie grotrps,they cart broaden their riarket for nobiliziltg savings. 

The informal finance markets which exist in most developing count ries offer an opporttnity of linkage forformal-sector housing finance institutions if innovative policies and approaches are developed. 
The development of a viable housirg finance system
productivity of' housing 

is only one key cormponent it ticreasirg tieinivestmrirent. Or hor areas which llced to be ittade eficient arid supportive to housing
investment include: 

" improvement in tile efficiency and equity of land markets, reduction of inappropriately high land use 
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standards, and increased efficiency in the rules and regulations controlling land transfer, titling and 

registration. 

* the provision of secure land tenure for all income groups. 

" the provision of intras ruct Lire. 

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

" increased productivity inthe production of building materials. 

" increased productivity in the construction industry. 

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

Til.: )E.BAr: DVER Stu.''n,'i ECONOMICS 

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

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

The Capital-Outpti 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, sheltle is seen 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 t'iat the ICOR for the construction 
industry i.s lower than the ICOR for the "housing services" industry, a difference created by a lower 
impnited level of employment related to final output in housing than in other construction. Moreover, for 
construct ion, tle Measurement of final output is in value adde-1, while for the housing services industry, it 
is usually neasured by the rent or imputed rent of'a dwelling. 

The ICOR arguient is not conclusive about the relationship of housing with other forms of investment. 
The JCOR concept in relation to more general issues of national development planning is under question 
because of imprecisc and inaccurate data in developing countries, and flaws in the measu.,ements of
"outputs." There are also questions about the large variations recorded in ICORs by country and over 
time, which lower tie confidence in their usefulness as a general measure between sectors at a global level. 

The housing ICO-R concept has been particuIrly attacked because rent alone is an insu~fficient 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. KaisurII, lE.'contomw Effects of Housing Investment. Urba-i Institute, October 1984, p.14. 
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But all il, :,side, the widely held view of economists that housing is merely "consumption" is likely to 
persist in spit. '%fthe evidencc to the contrary. 

flowiing as a Basic Need 

Advocates of housing programs over the years have often resorted to tile simple statement that housing,along with food and clothing, are the basic needs of uankild. As such, housing is a worthy recipient of
investment support for essentially "s,clarc" reasons. 

The "basic need" ew had political support in many iicly independent countries in the late fifties andearly sixties, witnessed by various policy statmcnents to thK effect that "safe, deceit, and sanitary' housing
is the right of all citiens. 

It is, of cot r.se, corCct that silelter is an e-scntial elencnt i Iltiman existence. The basic need advocates,however, take this f.act and cOnvert it into a govcrn1lment obligation to its people to supply "minimumstandard" housing. It is this implicit conimitntw of government responsibility for hoosing which is 
debatable. 

The I'all'otivr f)eclrailiol oil n Sett/enLts ed tfie basic need approach as follows: 
/Adctqualcshelcir service, :ic it hikscitr! twiir ghriciit which pla:c,,iloblipatioll oil ( m tFIoniiciiis Io by allensuire lhii ataidinnmen 
pet.oplcbcgiinil ,with tiiCio ilss'i! llce to c 2iC it dv~iilav'id thii )ugh11,cidcd 'rtiiriliiinc'sno ,clf-hctp i,ict coaiitiiiiiiy ,Clioll. 

Ihe 64 specific recomnmendat ions madc illthe ancoticr ,1clion Plun, illsupport of the Declaration, relate
 
to 1his premise of go vernien act
;oll in support of housing. 

The basic nCCs approach rcquircs tli quantification of what the "need" for shelter is in the particularcountry. Illcountry after country, this has bCCn done by forecasting population well into the future,usuatly the year 2(MR), and dividing by a presumed average household size. This yields an estimate of the
ntmbCr of ncws' shelter unit; -required" so that each new household will have one 
unit. Next, this estimateis adjusted for losses in the existing housing stock and some calculation is made for tle existing "deficit"

illthe hoiising sIOCk Which, depending on the dcfinition adopted, can cover reduction in overcrowding and

in the 'planne'd" elimination of' housing iiiits conidered substandard.
 

The Iotal housing needs generated by this simpl., mathematical approach can be quite staggering, partic
ularlv when compared to "official housing prod(ucIion'' estimates:
 
In Ftp'l ill!975, toc c 'nili miilcct en piccp lncclltI,.uWdclicitI.-4 illiolld t.it a illiis. In Algeria, itie govL'rnnIIcIt catcIulated
1h I 100,), lli' pC Winl it"Itlihcd t."lsit plOdtucti(in Cs!tiiiii hch w 25,(M) ulits per ycar. K llIhcthinUI sC ic iCLt Naliolis partic
iialC ill the "ilCPk'" ,.ilphy t . ! 11- ,iglobitl fie "tolsiii
\%ith cstiiiile Ithai deficit"was increasing by four Iofivemillion ttnhi,it tpCl \Tciti ill ;cu iiAS ouf 9)t cchpinig CO Hi ics. 

In reality, the gloomy projections of a massive housing shortage worldwide is simply a result of' the 
formll use" to genenrate the estimates. For example, the 1976 Eigyptian Census indicated that new
additions to the housing stock%had kept pace fully with Iew hotschold formation and that there had been a
slight iuprove iciit in tie persons.per-roo Il ratio between 
 the census periods. These data are in directcontrast witi tie governmnct's estimate of a massive 1.4 million-unit deficit. The reason for the enormous gap was that the goverimimnt's deficit estimate had failed to include informal-sector housing stock oii theproduction side and had included only public housing and private housing which had obtained building
permits. Similar :'Csults \%rcrc fotiund in a wide selection of countries. " 

The census evidence indicales that concerns about an absolute housing deficit problem may be misplaced.More important is concern about tie qunality oftfle housing stock. What creates the "deficit" in the mindsof' governmients is that a substantial proportion (t1'tie existing and newly constructed housing stock falls 
be!ow a andards test'."'"'minimum 

2}I,'\tttI
Al: tU iicd Natio,, (",ullfe oincce l Ittiiaill Sc !delciiK.s%iilic c' , (aiada. May 31-Jinc 1I, 1976, p.7. 
1Philippe . AF.ie.,. IIeuoi jn. , lhi,.t'i,'nl: .1A ( 'ros ( iiintri, ('ouu tcriron. Ph.D. Thesis, Massachusetts Itiiiti of Tectinolopy, 

.la titiary 1981. 

411)(. 
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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.
IT,the latter case, it is the minimun standards requirements of public-sector shelter investments which 
hauvc resulted if the nccd for large subsidies and the lack of replicability ofttheir projects at the scale 
req uired to impact the prcsinmed "needs." 

The basic i,'eds approach to housing cannot serve as a useful basis for relating shelter to national economic 
dev,'elopicnt. [Hi co.,l of a shelter unit which meets the minimum standard as set by government, when 
multiplied b Ih o:alestimate of inits required, results in an enormous investment requirement. This will 
always be an in vest merit target many times more than a government could provide, and many times 
higher thaii tile :ast majority of the population could pay for (even if the capital investment could be 
mobili/ed). 

lousing Productivity Theories 

Several researchers have beer, intrigued with the concepts of social cost-benefit analysis for housing, and 
the "productivity" gains of improved housing on the occupants.5 

Essentially, the arrument is advanced that improved housing leads to increased worker productivity,
improved hcalthh conditions, increased educational performance, and decreases in crime and juvenile 
d lineiI c I Icy. 

The statistical evidence dcveloped in these studies in the United States and in some developing countries 
neither sutpported nor refuted this hypothesis. Significant improvement in work productivity as a result of 
better housing was obser\ Ld in two Out of' four cases. Improvement in health was observed in two out of 
seven cases. Iunprovnenlit in education effectiveness and the reduction in the crime rate were significant in 
one of 'ourclses.' 

A more recent variation on the produciivity theory of housing has been advanced by research sponsored by 
the National Associat on of' REIAliT()RS". 

This rescalch takes the position that, "Greater security of' tenure freely arrived at provides for greater
economic and social prog1ress." It compares honieownershii, to rental hoasing in the United States, and 
conclude:, that hoineosniership provides significant economic and social incenties to the occupants
 
colpalCd to roll:stattus.
al 

The study found thathomeowners woi k longer hours and achieve more production for each hour worked.
 
Moreover, horeowner:
 

* saved 163 percent more than renters of similar income categories; 

" saved 5)percent more than renters for other forms of commercial or industrial investment; 

* were 28 percent more likely to make repairs on their houses; 

" spent 35 percent 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 community aff'airs than renters, had less vandalism 
and crimes against people, and cijoyed improved "'family stability." 

t(iecie, I,r ii, \W'tI.I
Itt I1,19 77 -S). 

' olslla :A.%ioulad: 5 rc FI i'. Ihiyck; I' ciaNMc('ilrnc, luc Contrihution to Nationul IDevelopment Strateivie. Niassa
chuscll, htslitii g,, Icpalnl:nt of Lrban Studies and Pianning, May 1986.c oi I cchnoh1o 

7
.1ack ('arlson, I:nttomtu 1t1( .S'cciol /'rn~rs: T' Role of Iloone ()wnetshi and Other Florm.v oISecure hlnture, paper presented at
 
TheCth1lertaltit ,. of Rt-At.TORS' Washington, D.C., November 2, 1984.


,Shiitr i'ronfer"1ci, Naical .AssociationI 
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William Doebele expressed the same concepts in the developing country context when he wrote:'
 
It is through f ieacquisition ot)a stitall parcel (4 land that people cai establish Ilielsell e, ill 
 all tilban CCOllOIlV. It is on tfik picclthat they engage in "brick-by- brick" capilrli,ati ut, ieradtl accumulaling tilte ltilcials Io a house ot, ill latlr srt e:, the additionoh a rental unit that n1otoilv brines thcuul incotc, bitt add, to 1w heoustit stock .)Iflie cil, nillltul the is,, o1" public muds. (p.2) 

.Nior'o er, tcsols ,hIi are not alc to otlill land and clealC heil Ln\i shic er arc 1111ch 11orC ',ul dlttle 0 COllO li,: \icisitutides.|louse o nerillip is, tot lile poor, olw Ot b stil,, iniman c polrci1,', atlaills tle hil/ll s ot tltelrtllillet clll uwtll, ill healtlhh, ullne,
pectcd C\p .lc anid fle othr lirealimtn couwrilylcric s (0t ile' lie , oiO f lie ccollolllicil blt ctlc. (p. I)
 

The produttctivity line o1 tgnfu1cih for increased prority I'0r htousitig itivlst t .2'tlt, 
 while t10t cottclusive, has 
a logical underpintit if' cotimon sense. Ile real prtoblcm is not whether it is correct but rather, does it 
justify increasing the level of ittvesttcnt floviigt ilto lhe shelicr sector? 

Philippe Attne. ntmlmrlized this issuc ill his ilhieis f,, ftfowh.,: 

Alt etficieltly ecticra ,e l c %kill takeil csi l ooiitco t rit 'ailable ttsolccs alld ill so doing \%ill \cih tle bhetclit, of* inucreasitng
ttitilllt\el', tOlllottsllcolltlillplioll lheopport cost,. ileaillt l t llll. (t Lti11' so. No lar lclrtlI ltl 01 COUrces oalt'AShousing tot te ipoor cait h made \ithtlto orciirrc Otititdul clcvhl , it' ile ourcotuC ha, b~cit reached by a filly efficiclit tlIo-

Cation Itll hauiitIl. 

tot nalliple, a propoteli t of flile ishotttC 1ti61iir Ifitaudadl ltie ttrl that flIepool shotld Coti )ltIn oeIll \icn, a itItltt ll IoIisiuedo in allthaill thev a etf ictrly tlieltlcd oitlcoilc. Ill slipolI ot this 'ic\\, .le o C+uld hta ils\ \itn ld risellditciud l oker puou(licollsitlrab i conditionis ititprolicit lloltillt l e.. t lit :-stliott could \ell be cotrCCt aInd slill lile luealloica iOll cou01ld not be jiutiiiet
Oil eftliciCoc, 'It1iiiMl. hi', is bectaus lt ile reuti cl.s tI' c to ililpioM. htlsiilg m st hel itoulaitna o'l tell oli t u., lt exatmpt':,icetliilitre, nMhuch inlpuve.s nit-ke+ ploditl (lte
food or htii sth uli 'ilt. It ilie real ttiott ai\ml it t11 etticietitl. gei .rat(e equti
lilitIlIn is Li -, liLn tIe 1toss ill pr lt rll t\thi l ile ec tl d et\fildit t. til ltook or heill'tl cati. Otl\tni\dits the ittp e u llt illllro 
\nork,. ilt i itl\,d liscd Iioll flte atlli ira;ioiill of b'olsinll co ldiliioi .' 

This argutment is valid if the only choice available is betweetn altamatiye forms of* cttsnLption: however,
others have argIed that if households cart be induced to convert sa[vingsll'frOl unproduct ive ISSets (SUch asgold or jewelry) into housing investment, real gains can he obtained."' This would be a way of' increasing
the efficiciwy of' the allocation process as well. 

lousing and (he Urban Economy 

Another line of argument has been developing in recent years which relates shelter investment to urbani
zation to national development. 

Rapid urbanization is occurring in the developing countries. Almost half the populations in developing
countries will live in urban Ilaces by the year 2(XX), requiring the accommodation of approximately Ibillion new urban ilizens. In spite of these alarming projections, inuernational donors an(td many of the
developing countries have not yet begunto perceive the importance of' the urbanization pocess to their 
nlatic nal economies. 

Despite tI hIt igl correlation between urbanization and rising (I)1', governments of developing conttries

have persisted in attemptiitg to suppress tirban growth rates. Part of' the reason 
for this is the conventional 
way of thinking abottt economic growili, with its 1tad it ional reliance on sectoral performance. 

Yet, lie World Bank has cotncludcd Itlat at least half the total .I)) of the developing cotntries is produced
in cities and lioiws. il India, with only 24 percent of' its population :n urban ccnters, over 60 percent of 

\Williail A. toelelh, I.nd I',lr ,1d Shellter. paper to I'c publidhCd ill a hmttCOlltitlu hook bNRodwiin, ct al, 1985.
 

l'thielilp e h. \tite /, Ilmlu ittlg Iu'Aewmet t: -( "ot, tl'( M t
.I (At'm ompari.mn, tth.1). lissetllail, ltatltlv 198I.
 
tttl*llc, \W . (lnristiati, /11otim,, I'lttrns' for Itelo'h i/nt 
 Cowui"tries. ilteruatitiii l hittiOil Of Ihnildini_ SOciliCs id . isium s Associt

liolls, (hicago, Illin is, 1i80. Ie¢rt atud R .atL, /Iotnsimii,, dtl /iui1W I hiniti j t i lopnhnit C'otutnr 's. Ill llt!um al U tiott 
of tBuilding Sucicli:s td Savitg,, Associat it.ons, (hicago, Illinois, 198-1. 

"Michael A. (uohcut, "Adtfss to the I'leary c.. tile Ninlt, Sessioti tl ile tnited Nations ('omissio out Ittttmi Settlemnts," 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 GDF1. "I

The sources )f these extraordinary contributions are well documented: 

* 	Cities have a )igher ret urn oi investment achieved by the external economies that occur with agglom
eration. 

" Cities call achieve economies in in frast ruct Lre service provision, comMUnications, transportation. 

" Cities can provide a wider range of job opportunities, including the informal sector. 

Clearly, economists and policymakers cannot treat tie economic contribution of urban places in isolation 
from the residc,:ntial sector. This was stated quite directly and colorfully by Harvey Knox, who was the 
Mayor of San )iego, California, in 1951 during tile Korean War. lie wrote the following in his letter to the 
U.S. Senate commit tee concerned with housing: 

tii, cit lh ilck ihiplalies, ailpIdItcs Icquile ltI jIfIt\cr, iltaliptter rclqtiics housinig, no house, i) manupomer, no airplm es. (Qtoltd by 
A Ic,', 1t81) 

Rapid urbanization generates a need for new housing stock. H-owever, it does nt necessarily foilow that 
ile 1louSin e sector should receive a larger allocation of' resources than an efficient market would generate
given effective demand. This is particularly (rue in the allocation of Itblic-sector resource,. !n the 
literat ure on housing coomics, researchers usually do not separate put:liC .sector investnelt from private
sector investment in housing. Il macroeconomic terms, it probably makes little 1heoretical diff'eirence, but 
tle opport tinitV costs of capital are quite different between the two sectors. When the public sector elects to 
invest scarce public resour-ces ill housing cotistruction, it means that other publicly provided goods and 
services will receive less invetmctii. 

Since tihe private sector cannot efficiently provide certain types of' goods and services suich as 
inl'rastructtire, it can be argued that tile public sector should not invest in housing constructi.mn peryse, but 
only in thoset Ihings which tie private sector cannot provide. 

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

''his part has reviewed the macro-theories about housing investment. It has shown that the traditional 
economist's view that housitig should be a low priority because of its supposedly poor ICOR performance 
can be seriously questioned. However, the adsocates of' the "basic needs" approach to housing add little to 
the debate because tihe capital costs of shelter are toc large to be met on a "welf.are" basis at some 
presumed miimum standard. The research on housing prodicti,,ity and social benefit analysis is probably
valid in principle in spite of tile methodological problems encountered, but is essentially irrelevant in terms 
of housing economics. 

The more recent justification o' shelter as aii essential coniol;c'ielIt of urbanization, which in turn is critical 
to national development, appears to make tihe best case for why a concern \,itIi shelter is essential. 

In the segment which follows, tile economics of housing will be assessed in order o betie." understand 
exactly ho.' shelter cont ribut,s to national economic development. 

1211ertrand Renaud, op. cit. 

"Alfred 1'. Van IHuyek, New Directionsfor Nalional Sheller and St'll'ment Policies, "paper for IYSII Advisory Group Jkle,ting onShelter, Seltlement and Economic tDevelopment, United Nations Headquarters, Aptil 24-26, 1985. 
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Tilit; NA'IONALI EONOMIC IMPACT OF HOIJSIN(; 

Maniy scholars have attempted to determine the "optimum'" level of" housing investment. This literature issummarized by Aunez in his thesis: and includes the works of Kuznets (1960), Eckaus (1973), Strassmann
(1970), and 1ItHIs and lrebler (1977). 

Anne/ reports that, - '.11authors found income, measured as Gross Domestic Product (GDl)P) per capita,tile itnost important variable in explaining variation in sharethe of' housing investment in total
product ion." Iltaddit ion, ltost concluded that demographic variables are important. 
While there ,tr, ,ieil'icant litnilalions to each of these studies, there is a clear pattern that the sharerepresented liv re',idnL'iilal contruction rises with per capita GDIP. Strassmann, however, suggests that thisdil'feretce nav notI. she,oetcrttIe is los-income countries may not capture housing investment outside tile
illol li ,v( olt ill Ineir datld or basc. 

Sit.filar findi', hasc IeCt establihed front analysis of tile entire construction industry. Moavenzadehfiids that the conriht iiiiop of construction to 1GDP in tile developing countries rang'2s front 3 percent atlie loss cr end tn 8 percent It the higher G)P per capita levels. I le goes o to cite research by thetiter,,it\ ( ie Iti irotmincintal Research Group ill 1972 which concluded that, "Time-series data show(hat coltlt rtit iot actl itv increases faster than per capita income, with each change of one percent ill percapital (I1)1P accontipallid by a 1.2 per'cent change in the per capita value added bv the construction 
sctIor,.'' 

Noa Ce/,adeh also ruiited out a higher income bias toward residential construction, with residentialCousttctioiiisi ing front around 28 percent of all construction at a per capita (iDP of US$200 to nearly 40percent at US$2,XX). Constrtiction accounts for about one-half of gross fixed capital formation in thede\eloping coiittnics. It is unlikely that all squatter housing is included in these estimates. 

Income Effecis 

There is evidence thll construction has a significant income multiplier effcct. Simulations of the UnitedStles eculoitot" have shown construct ioit nmultipliers of about 2.35.' Studies in developing countries have
shown ntitlt iplicr eff'ect s only slightly lower. 

Inflalion Ef1fects 

lousing it\.stc nittlhas bee crit icized as being inflationary. Economists have debated this issue at lengthwilhot an. clcar-cut .-tclttsiotns of general applicability. The general theoretical argument has been sumInit/ed by tie llhll Istititte 
as follows: 
Iihciiit t l lC I ii l''d hII f l dL'd IM t1011Sll_ i', k'le1CCtd ill tile price o'illtohi li tie price o!


1 Li C' . I tkC LtCilll 1i lict i iL ieaetd l em i flue ictl 

oltu V0 jutIN 

nisie t,i housnii iiputs, and fie price ot 
icill' ill the price tc\cl will depend oil tile supply elasticitiestofIhc d oel I l icilil tk. lht10 diNt tj

iN I1 if 
ikl, l''ttt kt'ii lkl icallv linwllc'd or c\ternallv titilliced. tc iitportaice of this alter poiitkldii,'cs k"i Iiin nccd, .llld tiie prices ill other sectors a-re tle\itle, price increases Iestullig ftoi increased dettland 

it I ll itet, %%ill polmIl , c, ci to soiie dT'"c ) falli g priccs in tiose sectors where deminilid dhrinks.hlousini i" t'it'i,ji ila On tle other lia d, if' ileccdOi, i iiic ol'li le'd [lot .ctilr. (p.32) 

Icreascd htsing iivestlieit can create shortages in building materials and constrtiction labor, but theiupward ef'ect ott prices ws'ill le related to the current capacity utilization of the construction sector in the 

i lhiliple t)F . lille,u Ip.tit i . I J' (folf/arson, Phl.[) IThesis, NI assacti usrt I sits e of lech riology, 

:I1,1,p.5). 

'I leodt ;L'li I/h ("ottslrtc11i hlotIlt(io' att,' . ro' u 1 w-Cmit She.l('e,'/lur. April 1985, p. I1. 
ilhid. Notc: Multipli c cl' , itnleed, tuiitt ItLdito tie higin inli de\eloping countiries excep that leakages caused by undenuitilized 
collS ciho d t'IV I l diia llt \tpicall.' meLgrealc th,in inl tile tUnited Stales. 

' latitlNd I. Kalsilli, hi limf lic /:// ' l'/tg ,Itii'i' ' ntf. t Ill ii Inqituttt e, Oclober 1984, p.32. 
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economy and the flexibility of' attracting new suppliers. During slack periods, housing investment can be 
counter-cyclical and can be used to stimulate tile overall economy. 

It is very difficult to separate the inflationary effccts of' housing invcstient per st, fron tile broader 
domestic and international liflationarv effects working on tHie ecoioiv,. lis causality issuc lial been s.',:n
by some" froin a different perspective. Since housing is considered a hedge against inflatioil, increases III 
housing demand ii1t be siewvd as a reaction to inflationary pressures withiitia contly. 

Iulance of, PI. mIye Effeclsn 

Another concern of' ecOiOilims wit housing itivetnIlleilt is its effect ou tile balance of payllents. Most 
housing itivestlileit includes some forcigI CXchlallgc colliponients, either directly or indirectly. Since lie 
housing unit represents a ioll-exportable good that abscrh s donileslic >esources, i! would appear Ilat 
housing cotiributes to the balance of paviiit problelns xlpericeCCd by ImIOSt developinig counrties. 

It is clear that lie impoit coluponlt for housing will sary eloriliously cotilly to countlry depeiding oti a 
wide variety of' 'actors. [le country-spccific estiiatus for tile ilnport content of' housing inveslnlelit can 
range fron 1(0 pecci to as high ais 40 percenl. 

The level of ililpors for housing should be a Inaller of, careful study and review in each coUlitly situation.
 
W1,herc sufficienll iiarkets are a'ailahle, 
hou.,iing produtlioi catil create opport ulities for tie development
 
of itport substitiutiotn induistries. 
 It also should be atconcern of local policy wlither or hiot to limit tlie 
imnport of miterials, fisturcs, ald e1Uipliiel for luxtlry housing, siglficanlt licltols since l,;ury housiag 
will have much higher illiplrl compolncills tan low-cost housing. Appopriate policies call be established
 
to conserve foreign exchange by ililiting luxury housing inports while still iporting tlie essenltial
 
materials required for neetlhg low- aid iioderIate-l)riceC! hiousilng requireilelts.
 

('hristian has dleveloped a siiple Model (sLc Appendi.x A) which delnllst rates tfliat illvestmelllts with a low
iiport componett (silcias hiousiIg) have a lorc po\werful effect Oil econolic growth lthati investllelis wilh 
high-hiport cMipotlelits. 

Emloym~nent Eff eel 

World Bank datia sliosvs that construct ion labor accounited fr '7.4 percent of total labor iii 16 dei.eloping 
countries, but only 3.2 percent oft he total labor of 12 low-incolme developing countries. The saite samiiple
showed that ill tile 16 higher-icolnie countries labor productivu y ilt construcion, estimated as the conlri
bittion to (lolP, averaged abot USS22,5(X)'per capita down to an average of S2,6(X)per c!pita in lile lower
income con lries.' 

l.abor is second only to building niateriials as aill inpult to construcltion, ;ccountiig for between 19 nld 27 
percetlt of' tile total vallie of conistruction.' It is patticularly ilportanlt i' a source of' etiiploynciil for 
unskilled workers. A study in tlie Ivory Coast lil 1970 found Ihllat le itifortnal sector accounted for 6'.0 
percenlt of t lie 104,23) workers itt the construciion sctor as a whole.i 

The Nalional Building ()rganiziat ion ill Itdia eslinaled titl at investllent of RsIf) tillion (Rs9.8=
US$1 .(X)) ill buildin construction ii 198( generated 1,623 person-years of' emnploymtent. Thi iswas divided 
itlo ott-site enilploynient of 420 person-years of itnskilled labor; 20-1 person-years otf skilled labor; and 999 
person-years of* indirect etniplovrlent. off site ill lie building iaierials and other support sectors.'' 

'(i1. (hiI1Ie, IH)Ii 1,i, m /il'o. I 'ilof / ow-l11 nt ' lehiu Iliii IoOleU Jtohi Ilopkinl 'rcs , 1976. 

.tiins V. (Ctliklian, I/i ( ton/Ibittonl Shlter to ,\'wa nral F'onolnic l).'v'hl,p 'n, addri, io i h Second tilicinalitUvut Shelter 
('olief-c'ice. Vicna, A.' ,iria. SeIic'tl tsl'r ItI, 1986. 

'tFli',iso t. I tInolid, / Col eruc!u' t /Ihuhusfrr.\oId lla k, 198-1, pp. 17- S. 

MO' NTrLtOIn/ildl. O1P. 'if. 
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Other sludies confirm 
I 

the generally favorable employment effects of construction. Data assembled by tile
Urban Instit ute ' for Mexico showed that the direct and indirect employment effects of construction permillion pesos invested ranked the sector sixth among 15 industrial sectors. A Colombian study from 1972
found that more eniploymen! was generated illcost ruction than ill ainutfact urin, for ainequal invest ment. 

The typC of housing cotns ructed has a significani effecl on the kind ald scale of labor requitcd. The UrbanInstitute assentbled sitidies fromn Mcxico, Colom1bia and Peru which showed that less expensive, single
fainly hotl:,im-, Leera~us ilore enlploynlent than nore expensive, ntulti-fantily, timlti-story housing.I lowever, tie more e.pellsik lousing generates more indirect employment, i 

Ivein motvImo%,\-income urban workers. employmentlleffects of COnIStructionI arL strong; self-built housing
is not I pical. WVorld Bank data from 26 sites and services projects showed that the maj oritv of household
hired sIiiall coiltraclors to prl'orn major building tasks." -1tiis would suggest that even low-1incole house
holds scein to havc higlher than expected opportunity costs for their labor. 

hIe key point I,,ithacapital and labol are interchangeable it construction. It is thus important for low
inlCoHle cotitlut ies tO select policies and technologies which emphasize use of labor over scarce capital
resources (par:icitlarly fo reign ,:xclaineel . Capital is ofen substituted for labor iniconstruction because
lmaitaers wish to ,avoid perceived probleius %itlI large labor forces such as unions, strikes, and other worksloppagcs; also. initial designs ar, frequently oriented to capital-intensive construction rather thanm labor.
Moreover, capital is sometimes iudervalued thbroligh suibsidized interest rates, and accounting systems fail to 
record tlie trite costs of capital sLch is depreciation, breakdown losses, and maintenance costs. 

Ilhmising and Linkages 

Housing has very stronge back ward linkages 1t tle building materials industries for such products as stone,soil, clay, cement, iron and stcel, processed wood, glass, etc. Moavetizadeh cites a 1980 study of I1developing ,'ontories which calculated that ittermediate inputs to construction equaled 55 percent of' the
value of1the scctol's output. It is ilportant io consider the structure ol' the building materials industry in
Order to ClisinlC lC ureatest pro)ductivily of houising itnvestintit atid contributioin to national developineit. 

[lie ftor\\aid linlkics of houtsinig ilvestllleil are inoe d(ifhcull to calculate. Essentially, forward litnkages

are thC i)atcrinis if Cti'uIiin plio 
 created by tle production of inlerniediate goods. Soie consider housitig a

"fiished .ood Allid a."COliStItmptiot'" good without forward liinkages. IHowever, 
' thCCfoie regardless of*
theory, cotllilitoti ,eis diclates that households are strongly molivaled to purchase furnitture, equipment

anl I'ixiutrcs for thcir holics, atid this process can have a strong positive effect on many itidustrics. 

Ilonlcowiship atonig lo\w-iilconli lhotiseholds usually means tlie continued upgrading of tihe home
 
!iouih expanso and improveietim iniquality over ttle. This process contributes to demand illthe


CeCotioiniv iII 7Cl/nril aid particularly supporls nicroen terprises which lend to be the suppliers of the
 
nlalcrials iii [his Ipgrt.adiig process.
 

Housing, Ien als, and lone Enterprises 

ILow-inctone lowinlg is often used to generamte iicome for its owner-occupiers. This call le in tihe form of
reniCMal inconie froti retting rooIs or-from locating small enlerprises at the house site. These activilies can 
sigliificalltlv aig lietif tlie income of tlie ovrilers. 

It is exlreind. h con1tt0i to tfind Xmcisive provisioni of room rental acconmodalions within low-income
seill ineil iiilie developitig count rics. This process is not well documented by case studies nor does there 
appear to be a comprehensive data base. However, itusof'ar as households are able to provide room rentals 

'-'I oltM. Ial~m~a, opJ.c2. 
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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 f'amilies 
with little or no drain on doniestic resources. 

A good example of this is the I!elwan upgrading project in Egypt, financed by USAII), 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 homeos, ners report 
that the rental income is in excess of tie loan payments.' 

The experience in a Malawi sites and services project has .een similar in that household.; have built their 
own structure and rental accommodations for one or two leailts. The rental incone h as been sufficient to 
repay tlie capital cost of' both their own unit and the rental units in just over five \ears." ' 

Besides rental income streams, there is widespread use of the residence as the location of' home-based enter
prises. This is a phenonenon in (lie developing countries in all regons of 1he world, and is exemplified by a 
recent study in Peru. 'hh Strassmann study, based on data collcted 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 hone-based enterprises which accounted for 40 percent of lthe toal 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 pro fitable). 

Insofar as tile Strassmann findings are typical of' other developing countries, and such is likely to be the 
case, housing lakes on some of' the characteristics of construction of' factories, offices, and stores which 
economists view much more favorably as contributors to national development. 

The Urban Instit ite f'otind several lactors which repeatedly are found to influence the size of the economic 
effects of housing investment." They inz'lude: 

" the type of housing investment 

* the scale of housing investment 

" the import content of' housing investment 

• the opportuniy cost of' housing inputs 

" the source of housing finance, and 

" the tiief'rame of housing investment. 

In order to evaluate the impact of' housing investment, policymakers need to determine how these factors 
are likely to influence each effect they are concerned with. 

The old argument about housing investment as "consumption" rather than productive invest ment seems 
to be largely an irrelevant issue. In economic terms, housing falls within the definitions of both "con
su mpt ion" and "prod uction." 

H-ousing must be viewed Is being a productive investment in economic terms since it produces housing 
scrvices even if only measured by "rent," as economists are inclined to do. The more important question 

1511nCIvicws hy AIhCd 1'. Va t iyk, Egypt, 1985. 

larot M.I d Kaistira, op, 'it. 

W. Paul St rassman, 7ptes oj Neighhorhoods and ilome-Bayed Enterprises: Evidence From Lima, Peru, unpublished nianu
script, 1986. 

181larold II. KihLra, op. cit. 
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is how productive is housintg investmieint compared to alterinative .:vestiicm? For itis here that theo llecr 
lraditional (colioi.,I 'i'\w :mLns housting a lo, pilliii ,a.The c iIdenc from all sourc,.-s is fragmentaryand ihclichili.hv. While llltlve. .pecihc' citat t., ,.l be drawn fron the literattre which support theconlcpt, lh;tthlOtllilwk 
1*1 str(,' t i ,at leat as l)rodlC i,e aS llIilv th r illi I II, in reasucts h a.s COnl,'+,.I! r lI ile' to ii <lte1t, eirrployriertt generatioln, aild its b ie v,ard :,,d forward Inkages, tile case is 

unlikelyaxat~ a ~ vrslis sa Ikfllt i";il.~ trtsd l 

,'AtHel.ltwl .c',,itlan be el:c l ldcd tia rdllcV of plannersIl",' stratetgies-, aiMCd ,,\h,.thle lrmI1ot hlOtSillgr", tt is : , "pI ijn) .x'*i;,:" IhutL.ei,,Cme!, is tbroad coll-latioll belwee ftle level of' housing investlleliet flte s'l ti pr ,)ii ( )alid ,f' the country. [Ihmore in]terest.ie; l UestiOil, therfCl*ore,, is hoW t0CiSIu htt li ';i C vIel f inset.mcll flowie nto sector ;I1most 

l ,irsIt.e ii tll_, :ttlh dislibtitio ()' 


i theli oll'ill)L, Cl'ticielitlv iltize.d and 
n, 
 obleneits to the population. itis at this iliore nticr+o-levcl that

the se,lect ii i rcoiics Cat a stetuf an t differece1Cs iII the overall performance of Iile housing sector. 
'.Vhratl :,;cetilil inth:tlnlnsill, i Csijlclllen t1mit be Iliade illsIpplIoI t Of tilenIrbaliZation proces..; therefore,lite most impotl tai iste is t)CIIU r , 11the i,sle tlelnl is llade as C iciently Zs possible. 

Ilon t,,+I-,,,-,uI.
 

\httiall,, all e,,prt, it) h It-,h++- cxviiitn ca nd cc lollnlls , the itobili/atitM (f' resot rcCs through thelillatlcial sis.,xI,, hsKiltIll-- cril.",t t etll.,& optum it ifa stois houil sector. 

Rniaitd CiLrecet "i, e> o Ilsing, makers Ii ("nmeroI'i alld /aire to illustrate tile point:nethod I of i l. l , ,La . ie oll'lrllile IitldL tl ou t elitioa and not the reverse . .. tiley,determinethk dlu lill
it t%1),a ) i it+.li/a;lloll iln.A'ica til.. ..t'i " 1 ' ..ft itt the financial svStell vould change theseIiC,,. 

tdt;1i;;[t. htieholo ,wlilawill evutrtt.ill; 
, , 

achicev the l.el f hotsii, services that they canifftmld . , li-a t l edit will accelerate tile ral of 'otll t I sl hctio;in,,Ser\ices.uilllplioll 


a', a,_,h.. ",,,
t t +a+ hat itbot the istiltltional inf'raStrUCtlC t mibili.ie domestic sav'illg mOSt dCvelop
cottltllis have oill$. t e.cont i01tted to Iow am galf plopelsilit t-av'. 

Ilhtes C\pllt isbliexe that it is ial hiusing financeksSli to litnk to the national capital markets. (Christian,It)SOf; tid, -1-;Rl t I antd Ioleat, 1985.) Ithhousing l'ilance is kept leparate through public policies whichtl.upt ti ll elp 1",'\",dl.si an ! lenilh'diIQ rIats b vlowcapital marelt rates, the financial sector is lessCfl'ic.ietut
hC:i,, capitakl Ca-'tiotl cannol+ot be shilfed to where thle highest rettrit is possible, and housingIttaree i itlos e kept otlthe ttargiit of capital markels.
 

.A"lI,'l nctbrxcd, i ost of 
 Ire devcloped coultri s there is no finanlcial constraint to housing proviston, so Iltl,tohl ..ts..at I llt itoht ail a l,filalcc wIlen they purchase the house..
 

hi,,is tot case itll
is lie tu dcxlopIiit Cotlltlis WliTre tire to01tl po1l of national savings is small andilrleiblc at arty vni pliod il' tie. Natiomal platnners and mitnistries of" finance, recognizing this, willallocate credit to tl tfotal dcxClo)pnteitl ob+jeclives, ich rtaCrly irChlnde hotusing.
 

I lcncc, the ho tisili sector isheiqueitly deliberately placed at a disadvantage ilnmobilizing resources. 
 Thisis part of' the ,,plalaliolt f,r tie wde variatce illtie levcl of housing investment allolig countries with 

It'1cilld IRtcitld, .',' C A 111hia1ii , 1Ionns'Iholtd .uvllligand IIII i FldMs, l-llalikinld ('0111nL, ,. V.'i,ila,A\usfria, 11, 
oav "l llte. .t'l',, idl. Ith1i,SlICt.'c SC'Olld trit..-Sepwilllbet I980. 

"\Viltrl "l illW If lloll illII -It' ,\ f ttl t'. \,';it litz .lC, s j'iltivt It)5iS. 
", \\ ,'J .]ll . ht11liatnl, I//wt ")I11ll o/lll~
l VieI'I'f tllllNa to:' ioalh o lll " 1),.1'i']¢lmlltl, oddlt.sC-'OIL' ii iW 

t [ie¢ Sc'ondL 1ltl(cuillionlal.Shelter*ll.', ,ll I , / . I u1, if)i n.
 
4 
Nltlk i'hot;lil,] I/onlw1 h /nllw pitpcrn1,W11Mcll rcd Advior'Ir the IYS1 , Cloup Meetitt', UNCIIS, April 2-1-25, 1985, 
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similar GDPs. This phenomena is called 'financial repression' and means that tinancial services, incrlud
ing housing, do not grow as rapidly as expected because of public policies and regulations, such its spec
ifying the use of' nominal interest rates below inflation rates or the real cost of capita: 

Financial repression of the housing sector is both unwise and unnecessary. 1-lomeownershil is a high 
priority to households of all income levels and thcy will save in order to obtain a dwelling uLit . (h,n1Cli4 
this savings eftort through housing finance institutions (as opposed to savings maintained in improductle 
assets such as gold or jeevlry), will (feel.en tie entire capital market and increaw tlie total pool of national 
savings. ()f course, one danger to tie housing sector is that such pools of sa'ngs \.ill he taken by 
povcriniertt for other forms of' public-sector investment which may be less product iv'. 

l'e con'tilion for savings and the allocation of credit between the public and private sector is a critical 
issue af'..cting overall national developmentt. A World Bank study of 38 developing countries has shown 
that there Is a high cerrelation between the share of credit available to the private sector and overall eco
notic gro th. A one percent increase in tile real rate of growth of prIvate-sector credit \.Uas associItCd with 
(iNP growth of .34 percent per capita." 

Since tile hotl,chold sector is a major source of surplus savings for tile economy, there is implicit corn
petition in the demand for credit betweer tle Ihousehold borrower and tlie governici . any countries 
operate government sa,'ings banks, post office Savings SChlemes, and other i;rogranis to direct household 
savings into various fotis of1 govCrrrnelnt paper, aind away fromi private sector lenders. 

This means !crierally that husing finance inst itutions (particularly those in he public sector) are lorced to 
be sriall, specialized institutions dependent on the raising of their funds on a "wholesale" basis often 
througli government 'directed-credit" schemnes that provide for some present level of investment to be 
directed inito tile housing sector. Directed-credit schemes include tihe use of' retirement furds, commercial 

ank loans, forced savings plans, or a special tax on wages. In most cases, the funds generated by directed
credit 'hliCriStl'CretLued to subsidize housing, distorting tile use of capital and penalizing file overall 
ecoitOrity. 

IIfforts by governient to separate out tle issue of housing the poor froii the entire housing sector are 
nisguided, as tie growth of the housing finance system cannot be separated frorn tile overall financial 
sector. 

The Three-Tiered Housing Market 

P,'rtrand Renaud identified a three-tiered housing market .7 The first tier is the Iigh-q ualitv, private market 
which usually has access to a formalized housing credit system to augment its own resources. For examifle, 
private developers typically resort to pre-sale and pre-financing by the buyers and equity sharing arrange
nient with those who contribute the land. This limits projects to upper-incoie buyers., 'Tlie 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 f'rom public and private enterprises. The 
third, and by far the largest, tier represents the lower-income group which provide their own housing, 
of'len through tire in fornial sector. 

Renaud illustrated tie three-tier market concept through data collected in Tunisia for the period 1975
1980. lie concludes: 9 

Itc'rtral Rcnaud, Ioming and Finurncial Institutions in Dereo/Ping COuntri.'s. International union of Itilding Societies and 
Sainpgh Associatir ns, Chicago, Illinois, 1984, p.26 . 

('Keith Marsdcn, Irjivate lnterproie Boosts Growtlh. World Bank Working Paper, 1985, p. 2. 

'Iertriand etatud, op. cit., 1. 15. 

8Itcrrland Renaud.I Ilnin.'gShelter. World Hank Report No. D1)1.92, Noembcr 19S5, p.5. 

"Ik'rirand Renaud, op. cit. 
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WVhat is lillolsi tiil is file tinlelC 1011eld'c simile iilllions
ci Ililli'ijiir-st nmolili/inp., ie'soulrccs foar Iil ng:iiz
liitillillal IfillaninClle
reprcllteis oill)'77'r'f t ICeccihiL'pi ifil ili lc lcl, raiioItI rkise oii t ) 34.4o of pulic eciur ili nc'.ilieii lljti0t.7n'of l0ldlhhtill~i It public scC' r ,hilicsic. it L'\ChlIdte 1 
, [itslli i1.ii j "iil ili- l . I$iIi ic'i tlii l t iiiuioI I ii 11) 11.-"'0. 

A similar pittellril eie.res f'l-olrot ail lt iilother Countries. Fliiincial institutrions provideCpercent 01 li u irieI rianciiC ill ltil l 
less than 33

1 );.-pciccii ill ith I'lhililppines (1977); and 2( percent ill
Port iLeii ( 1976- 978). ' 

H lousingiIFiint'm, ill :lings Mobtiliztion
 

Chl'istlili flitis
lCvClopCd a crude miasur of' I'iiiinciai developiiit for mlOrenicasume.s t le atio than 100( counttries. lieolf iol cmurencv il circulatioi 
ills(it tit iols. lie 

to flile totil of CulirrcY and deposits illfillancialhielir the rFlli,lie n101 lCely i is that liiouseolld
Forlls vlicli avilnes are hfeld in lililprocllcticcolit ribui-c litlie to he ccolloilv. Converw., th ,l0.cr the ratio, he :'iO. ikClV it is Ihith oIsihold lii ! lial,hCCII roiiidl aiid cOniCrteli iitu inv0llstrilleit that suppoltis tirowth oftihe ecolunii. lie colidce, thal lotil CIcloped countries halvC ratios of' less thali I()percnt, while eveC'llill.cou ric, ha\ca uii elul i.wc Uiimard 1r10o111 llnldlllItMS Oir IS1percent to ats iil as SO pelrt. 

lie ollchold Ccltolis resi ipolihlc lo[ -101t) 6( pC-ce'it ot dollliCsic saicQs.1t ilrCr'ase the II is licfre.'01-C V'lrN' iimpl)Ortllnltlie !CCl (d ruis1Oi'luuld 
sasiri. s late" alric l 

C'isiere its efticicit allocation to ilivtelleiln. If iltltional , tile i l 
tar say'iilii" re iliiCn, it 

f lpitlll-ilaiuC SisCiens ill he poor. lhe iiohiliaitlltt of solulllit0oist rlldertkeac cli',Cprorotion ;iilloriosac rs. ltitilllct saviips, a litnciil irnterriteda mu,,[ pri i C ihe le ldCr 01 idle ke cLv
hids with ihirc lemeits: 

" Sect16hf 
•11 indsiillst she ilacis;t ais arliamc!c';sile ililie itistilitiOli ats inl the hanLs of ltife owliers.

"Rewa'.rd 

lie ilstilutioli illlst ofTie aiclteil. corlpC SiltiOl fOl'r use ltile of l't'nds either in the forrilitaet or inl of'prmiisiOi o*t1,lilliicial services. ihe rate of linterest mnisl promise solle real retiUlln aboveilia'li on aid !i"llold cuiri lt lil ionforhe scl fnrLds i savin's mkets. 

* Access to ('rldifavcrs \tili lterllbe houseliholds who ieed access '.) credit; trereol-r, lie hioader tire ilistintlion's lend
iil u t cil,ilie laerTr is likely to he its deposit base."ii 

)rte rpro).,i techilitti thll ilcts all th ese criteria is contractlie lal Sai\'irts Ipla1n with illdividllIs.wkould coririlit Ile irdividiial 1 ci\Cl 1 hisICel of's'ils over tillc it prormisell tr fo it of' a spccilicholsiliu
I 1 iil lll1 ConIrplCli liOf fle siVill&'s roira.ill. 

11',Chouiiiii iaic, inustit urtiont has tire atithority aid tile credit raililg, it cart also raise 1'hindtsorL-ICErii by issuiing) tiis. thi hia Iliste advantage of' rmatclrirg its debt matuirities wyith itsrirakirro tilen1ces splead lCilding prograil l andreicab Not mnyrv hotising l'inaice instittiiIrs ill dcvelopiri2 cotuntries
Call prCCtllV ltakc ad;llllte of this approach becaulse the capital 
tlre 


it.irket, are nIarrw. 

\Vliat is critical, ("Icoul-sc, is that lilsille Cilfilce il',tilti ions Ko able to obtain i relurn otilIliir assets inexces o t0111Mtiita OilildCoirlC)osits. [iis ilrtmost possilC illiatellvir()llillieiit l' aximrnurtm f'recdo, wherelhicocrill Iri kt sets tlie rates Ol htll CIdI)oSils id llIs iirponll se to eliand. 

I oo otcl, ecr\ci relrily sopliicilteCd 'ilrilCial sectors 
call he rio ili, 

illthe dcveloping world ignore tie savings thatCi lllliw loser-inrconre roips. A 1982 stiudy I))Mulkh I .' i1'i IUDC() it liali .sho\eCL 
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that households with average incomes of US$38 per month were able to provide nearly half (43 percent) of 
their housinlg from their own savings, with the remainder provided by loans fron I'riends and relatives (40
percent) and oilher son rcC, ( 17 percent). TIe st udv concluded that Ihe opportunity to obtain housing was a 
strong 'ctor in tie lilobilizaiion of low-income household resources." 

The Indiall study their calculated thi. low-ircoe UL0ro1l) who obtainied housing inrcreased their savings from 
zero to, 6.3 percerrt of, their lontihlly ilicllc de.spite the fact that their monthly payment for housing 
increased from 5.8 peicert ot incone bcore the purchase to 17.9 percettt alter. R\eritid cited similar findings 
from cases in [lI Salvad or and Mo10rocco. 

Interest Rates 

All analysts recognize tihe central inmportanice of interest rates on the development of housing finance insti
ttions, anid the ulccessitv of'using market interest rates in the housinV finiance sector. 

Poorly desiged irtcreI r:itc levels.policies, below market "init savings mobilization and bave four unde
sirable coris.e; uerrees: 

" lhcy hle a nregatise imnpact on inrcone distribution. 

", lIhey distort resoutrcC allocation. 

" lhcy alTec tile viability ol the financial itstitutions. 

" "'lly blrtirt ri-ceitivCe . 

A policy of los--intercst k tlls typically leads to a concentration of a small number of relatively large loans 
to better-ol'f horlchM.. I lead.Is to .xccss demand for credit and therefore rationing, and prohibits the 
itstitutioils 'rout CotmpttitI- illcapital malrkels., 

hIle tniost lfieiCltl htOusing finance instittions are tile most fle.\ible, a characteristic missing fron admin
istered rnlnkets. lie coll.vetcional, fixed-ratc, level paynient nortgage is well suited to borrowers withl 
stable incoeies large enotrgl ,obuy or build conplete housing units. As such, it is the mortgage instrumnent 
that lind,, its widest ontapol!,.moellL Salaried, riiddle-inolle fmlilies. But tile inst ruineilt is not vell 
adapted to lows-inicote I'anilies or those With volatile incones. I lousinrg finance institutions limit their 
market s\,iefl tires oTer only oe t\pe of Illorigagc instrumlCt t.'[his, itltutrn, reduces tile opportunriity for
 
;avtrrtks riobilizat ion becarise oi'!In lirk b11Crern depositors arid access to credit.
 

, 'orlsofTIre arc iar o.ir llortva,, instruits, th:t offer alWider muarket appeal, including the vari
able paytlliclrnietrl1ga.e, tlre lovll-olirontoage, the graduated paytietlt iriortgage, tlie blocked-colpen
sating balaiCC triotriga ,e, IL hiiig gially'-escrlat17rtgaa tId ,,011rt . 

llrfort mr1alclv, while these novatis, itsL,trulirctts call deal wili a variety of economic conditions and 
pro'idc a nor: appropriate response to hot It t lie lenders' ard borrowers' needs, tiley,tend to be complex to 
unrderstarld arnd administer. 

ilousing Subsidies 

The use of housing subsidies iln public hrousiig prograis has been tile sutbject of intense study. Most public 
housing programs include an element of subsidy to make tile housing unit, which the government feels is 
the miinrnur acceptable urii , afTordable to a targeted beneficiary. 

''I t d R ilaud, op. it..tla 1984.
 

rIlHCIIItIrL-ltl
td, O/p.Ci.1)1,p.77-79. 

''id. 

I'.hmes W. (hirisia ,op. cit., pp.27-41. 
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Subsidies can enter into tile hOlSinle delivery process in nt:!Iv orlSlc of Ile Illost COrtiiioii ale nu1)derpricing of land, provision of oi-site or off-sire infrastructurc, pro isioni of the dsvllin unit (constructionand/or buildiiiti materials), or use of' below-mnarket iniier ! illcs on conlsirut:tion Illace and/or loll-teirt 
m11ortgage fijan cc.
 

Less obvious iorrnls of subsidy are ihru stulh Int failure to include tle overl
l tl [hillS c;1 j cost of lie publiceuti.v itidertakinti the protect, waiver ofl' ihe f'es for IhildinL' peri,
% 

it,CIL. Mich piItt de\Clo)Cswould h ase to pandid "lolietili+s \aivers of ta\;!!iol oil the CompOlllpIeteL 1iiiIh,.
 

Perllaps lic ar tliest ,ubsid i,svtie 
 ailure of tile public ,.ltitv to obtain tilt' till co t ttl, s, to , clicht isentitled ulder the term, of III,: sale or lease. This fortil of ,libhdl is lpartit..ttlrl, llut'tltikl"Ithf d i i t .ilel'itsthose households s,h lia, already henelited fronl tile pro\ lioll of tile unit aid I.ic nit ii! .,idie,. I alsOunderllirtes file ahilit of the public institution holdirie cial andt1e t'iula illtrt tlelll, l ts ;dtilitv too tprollee holo+ilrl pto.ililioll.
 

Ililt. IIt'lic 
 i ll o lial dillo !,C I CS hittlt'i\ ,kLI lvc l I htI[+, I )IOi !lIMIIIs havet. t.otllsk[+, ItlIv so)IIl,1I lo+IC(IIICC file Itn d 
of slihliic, iIl I\tsed ill tile hlOtiSIl projects which tlt:v sponsor iil tile tc\Clopithz couillics. lowecr,lccciiit Itmlit,,s hasc '.,h11,5\n Ihat, tlspitcll this polIc; Or,.t.ie c , \\O iM 111m k t io.clts silosv aIlih It' ci of 
slibsitly. 

Gmostlticit sllCIid, aru,of coulse, Ik)t limited to htuilit, bun Can Ill i'oMiid in ltany publicly pro\ idegoods, IILI ',esices. Sn bitiics artICpiv t raIIsfrc, hl.ineti urops.
tilcrelorc, tlaillslt 

G moseri ilnl -proviLCd sIbsidie, are,'dt lt: Ibtt.l thos. L t whoLtISliel[ toCosillllk'llt sIVirltS aiiL I itose whoreceive tl ' stl til\ , Ilisof;I, as tlie subsidy is tlargleted and i'espollsive to a tlt'lar go\crilitiit policy obiective(slich ias ileOiC r.,edist,ribliol to tile poor) MIl is ;ffordable It) t 't.e i,1,u, ti)r i., ilolthili_ inhcrently
W ioll! 5.it Ih s, l sid i ,. 

itsig aW h'ita kt, l luiiou "uhidii s Irattli of palli,:ilalr 'otllCerll Is thatl lto ,,iII is, a hii-cost ilitC (asOl)ljoseL It f.ood al t Clotthilv, MiCI arecllclslled ill Iluci sialler itCclilel.ils). I l "tllr. tend,sdit',be lIIrgc toill ahsoilte lclrils and, thelclore, litited ill tile Iuii cleit.'ilri.s liciheslci1h 
)of .II ,l\5 C:r bc served,ill lildin of limritetd rcsources ltdi(lie enierallv lIto, priolity t tosCwtllIt'lls tmtldtlIlt houlisillg


sect or.
 

Most gosCrilticits hac al ililhnirl-stai lart for tile tlksCsiilte ttlil to be pitle\IdC.I, 111(t1t' dif'feOi.ceheisecil tilt'cos o at lhiiit slaidard t\uIiItt lillit anid tile pcrcesied lecv of I'l \ lIICiltgro that lie lar+-etp t.'ll aItfrti to pay Icolies dIth/'L tile tC'Il 0f stibSidy prot\ided. ,sllttiSiriet tile tandardhigiher imll Ifiat wlici lie bI)'efit.,iarrS \%olI IrOViti Ior h its 
it

leIIlse!es hl)(ItCIeperntli h,+, 'ip is of tet.large. ( 'onUiuttMtlirtg this, lit level ofleiit' k sci 
elv

payeii below w\itat .lI cletiit lg'' plrict oflfttd to aillotihcrv;sc qualifieid iicinels of the lire t PrOUp WoUlt he WilJ to pay.
 

I-irlkprocess, 'tr ics tovertCo\rtMlpti Of ilt1sinr 
 servkices by [ile targetd berteficiury t.,'oup art.I 1ihiere-fore, disorls tie allocation of imisinl! reotlrt:c.s andt. lowcrs tile efTiciencv of, ho1 -i, besctor. I'lis Calilit,,trutetI ill a tlvpoi lli cal example as I'oll, s: 

1IWf oIrhIce0dIi"l.i+,.Ill sl 11rIlltldO tI ' h01tpIll"Illico o ll is ' +  11IILII 110(111111'. 11 tri(hC+ I'M CIIII'Iit'illill c fiIIlitCSIll till1I III' LttU1t IbIIoe tite, rorsin.,I gl i.to 0i~ Th IIttS iuItl_0Ht+01 0 IIA.ytl]ll;i I IL.' ea the,111011t1111"S1,uh'111t 0I I0 HIMll(, IILt1 
I 1 I 0, I vrcl L'tIM I C\ik)Ill<+,pI11i,11 1

, 
I111m idilli, mlIl i il, d Illlcotllit 1IC LVl' 11, ill i%tl rnA XhLt+,:,l30I( II \\hI', t' ht01101, 1dSh 1, 11ll lt ll lll , 

tlliciollI- i Mary,, lt.hop IIIIe i .' fi ali h 1d 11 ' I 1tit" ll I t','I hI .']~ ih tbI wite .toll'+1 " d , t ' r 's el itd i11,+ ,II ,l,u': (Ill hIIl: [I 1SII(C I I I I rli +'pc]ilIl l~! I\I no+ i-p 
ellllisI. 
--

,ll utua , to a, li n it
lll l I 

l +;\ 11b i III Ii k mdtI h ,l k,.rl . I1111S '1L't \iiC0
l t h ot d wtill t.It'11 IIH,++I11ht1u,1h Lu a 10 ,1111,, ] ' " tit'1 ll S I ll y em;'-cl l - 11 , ' t ilh l iS It .'~ 1SIh' W M .t II p 1;k l leCl I 


\kwuld lIll +h lo it + ' '  
l o It)+ ha~d dw< Icttll ilkll+,it * 

I'lh+s f'ol- , ,icon,+tul l m l ol + hotusne ++eritc,+, "hotwht ah~out I,,%-tlhe hotlsin l , ' sytem leads tlhekl ,,\,,typht.'al Ih.t11c icial\v tto "t+aphtalim " tilt- ,,uhb klyv h\ ,,t t lIII!+or re'we lill (lie hollt i( .,,h l t) aOhi Vila
ilcttme htt,'rsholth. lo tile eterl that tilte (tartgroup rtI'tb,,, a cash suisidv tlrtiur thi, slelil, art hibe 

trie'', 'orMi lank. 198i 

'
t
,\lht I'. Vail I tlv,.k, prt'cll io ll thile A it) . Ihi Sector \otkshop, 1982. 
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argued that the govcfrimeni's objectives are realized; however, the transaction costs of this system are 
extremely high and the efli.ciency is very low. It isa poor way to provide subsidies to the target grou1p. Since 
only a few hlsdlolds call rcive these beiief'it\, substantial inequities arc bli iluti the system. Most 
otherwise eligible houeholds will not receive any beieits and yet all low-incomie households bear a 
portion ol the iicotime traistci to the extent thcv colitribtlet to ovfllllleieit Sa.Vin!S. 

Noinethelets, the prsiim of Sul,,idi/cd holtisll! ik a politically popllar initiatie of many goverunments
anid, iC spite 01 r.asoiicd .coittic arLnlt to tic contrary, i. likely to conItinue il some hom. 

'lhcrelorc, 1t more realitic isSuCs to hC addrtcid .

" Subsidies Sliould ie huilt into 1e c.iittructiol J+ .cuss (through writing down pait of the capital cost) 
rather thailatthe ti'iaiciii! pilOcsL (so at iterest aic structures are itot distorted and caln respond to 
market rate chanL~cs). 

* 	The physical stliiharUs ofI provision should be reduced to the point that they are essentially affordable 
to tle taritl grolip. 

* 	The prices clhauged ildt lie telrti and Condit ions ot repaymeint should be set at a market clearing price 
Ifr all otherwi.c cligible ituenubers 01 the target group. For example, savings will differ among house
holds withIi tle sauc level of ciirrllii incomie and, therefore, the ability to make down payments will be 
difflerent. 

" Cost recovery shulu he i a high priority so tluau no ttnilleided subsidies are included.men 

" 	The ILc,'el of agrgate ,isidy to be p)rovidCd should be carefully calCtlated so that it is measurable 
and specificallv targmed lto acthieve tile government's objectives by providing housing services to the 
widest possible iillnbc of cligible beieticia, es. 

I)evelopimeni ol HousingI Finance Institulions 

If substantial progress is to be iiMCle oii prosidig housing for all population groups, it will be essential to 
build a viable systel of' housing finance intitlutions in the developing countries. 

Renaud lists tlie tactors critical to tlie development of housing finance systems as follows:2', 

" 	A supportive polic environment and regulatory role ol governmen 
This is most inport ant am shoul d have trcee objectives: improve competition, increase efficiency, 
and stimulate loll-tcrill tiaicc. 

" Level of income an(d developmenl opporlilnilies 
As per capita incoie riscs, tlie role of t'iimncial services increases and new development opportunities 
are created. Ii very low-incomc countries, it is difficult to assign a high priority to housing or to the 
development of hoising fiiance instit utioiis. 

" 	Encouraging appropriate institutions
The select ion and development of-appropriate inst ittutions in response to the level of development and 
requiremeiniis of' a givcii natioinal situation is important. Early decisions regarding housing finance 
institritioiis are likely 1to) frllle lie options for growth of the system. 

" 	Specificity if, low-income housing neels 
There is freqiiently coitisioii bet,,ween "public policy" toward housing Ir the poor and the housing 
finance sector. I lousing limuce insliititions need to be encouraged to deepen financial services and, 
thuerefore, it is clesirable to separate le coFustret ion fu nction 'rom the firancial function as the types 
of' services are very different. "Nowhere has the con fusion o1 public policy objectives between the 
expansioii of a s'iab Ic hotusitg fiinace systeii and tihe distinct and specific needs of public programs 

211tertr and Rinaud, op. cit., 198.1, pp.77-79. 
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for the lowest-income groups been as harmful as in the setting of inadequate interest rates for theentire housing sector.' '21 

Renaud also identifies a series of specific problems associated with the development of housing financeinstitutions. Housing finance ins)tutions must deal with households on the lending as well as on thedeposit side and this leads to sU'V;"atial risks and high transaction costs compared to the size of the loansinvolved. The institutions generally borrow short and lend long. They are extremely sensitive to inflationary environments. The maintenance of public confidence is essential. It finances long-term fixedinvestment, consurneo by owner-occUpants iinstead of being sold on open markets. 22 

Boleat identifies four types of housing finance systems or mechanisms hy which funds can be Iransferredfrom those with savings to those who need loans. 2, 

I. 	 The )irect System

Funds which house buyers require are 
obtained directly from those who have available funds (friends,relatives, etc.). Also included are builders and/or vendors o 	building materials who sell directly on adelayed payment deal with the buyer. This is usually done through a "markup" above the price for cashsales whith can be calculalCId on an inputed interest rate over the payback period. 

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

3. 	 The Deposil-Taking System
Institutions, which thein normal course of their business take deposits, make loans to house purchasers, I),,I1operations generally being done at variable rates of interest. The institutions providingthis service can be either general commercial banks, savings banks, or specialist building societies
savings associations. 

or 

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

Boleat stresses that learning has been slow in the housing finance sector. He believes this is so because, byits very nature, housing finance tends to be local or at best a national activity. The flow of informationamong housing finance institutions in different nations is irregular at best and, therefore, the lessonsnot transferred. The main 	 are 
World 	

source of international information is provided by donor organizations, like theBank and USAID. The improvement of' information flow should be one priority in the deveiopment of' housing finance institutions. 

Christian stresses the importance of improving the management of' housing finance institutions in order toreduce the transaction costs and, therefore, the spread required between the costs of deposits andlending rates. ie stresses that potential gains in efficiency are 	
the 

possible in savings administration, liabilitymanagement, loan administration, asset management, administrative cost control, and maint 'nance of'capital adequacy. ierecommends that each housing finance institution have a well-developed growth plan
and management strategy. 24 

As the hoi,ing finance system develops, Christian suggests that the phased development of supportingfacilities can be considered. He identifies mostas important the need to establish a secondary source of 

211bid., p.38. 

221bi., p.44.
 

2 3Mark Bolea, "Housing Finance Institutions," paper prepared for the IYSH Advisory Group Meeting, UNCHS, April 24-25, 1985,
pp.3-5. 

4
2 James W. Christian, op. ci., 1980, pp.55-69. 
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liquidity in case of' "ris'" Ol tile inst itutions. This is best provided by a central authority which is notsubject to vithdrawal pressures. Otiler supporting facilities which can be introduced as tie financial system
becomes more dcveloped include: 

1. Deposit insutrmice which can be provided by governuicnts based oil [renlu inis paid by institutions. 

2. 	Mortgage insurance based on prenliuls paid by the borrmcr to provide protection for the institutions.
This would facilitate loans, to lower-income Uto1lps Md to Sup[port itinovat i'ele\' lending approaches. 

3. 	 Itt later stagces, as svstetus maltrc, consideration can gici! to of secon.arv mortIb.e tie establishlment 

gage inarkets ili order 
 to 	 provide additional liquidity to the nioritgagc-originating institutions. Theprccotditlouis tor establishing a secondary utortgage market include I viable network of' primary insti
lutims and tle availability of' investlntcnl balances within the capital in:lkets. File key to success is to
formulate an attractive packae in order to attract the investment balances. This might involve provi
siOll of iinortga:ige ilsUrllCC so that 'le debt rullienlt traded illills' the secondary market is a claim against
the insurer or the guarantor, not a claim against the individual mortgagor. 

4. 	 Since many nations have snch small overall mortgage markets, it may be possible to consider the devel
opulent of international secondary inortgage markets on a regional scale. There are two such institu
lions already in existence: f ie Ceiral Amcrican Bank or Economic Integration (CABEI), and the 
iter-Aimerican Savings and Loan Bait, (BIAPF). 13oth groups have encountered some difficulties, but 
have survived for a number of years as relatively small institutions. 

L.inkage to Informal Finiance Markets 

Boleal has described informal financial markets a!,follows: 

hi 	 iost desclo llicountillies, Ihcre are in tornial totalig credit societis and ;miings clubs. These exist under Ivariety of iames, butIaSicall otiei . iii ,iiiku avs. In (Ic case' of Iolali:g credit .,t.liC, eInt.ierS Ciiilrifibtle a set each i\eek itonth, andanltouiln orcLacth in il otleI cie 'thas tie right o life ftiiiis ilidr sitlle estalished piocediui'. ln Africa and (the Middle East, lotsare 
1rCqliCll I tlra l I0 dcid,: \he ias, ac ,esst hll' lir al! n"i h fIuds. and '. interest is charged. lit A sian conitric,;, interest is generally
Chtarued :iid access io ifiiitS is dCt'iiiiiliHCd t' bids itlher thallhy dri\iiit,,lts. Slicl hillstititbuiling in lilt 	 ns ire very similar in ntatuttre tO earlyociens 't ;nitcd Kinigdomui, aid siiiikir iniiiilions i illit cotill ri.s. 2 

These ilformal credit societies arc successful because tihey are based otlfamily or community groups with
whtich people identify: they require lo paperwork or collateral; tile\, are not regulated by government; and 
they use groutp pressure to ntainaiin a good recovefy rate. 2"' 

They are consiiraiiied, however, because they iIu.t, rmilill stuall (Usually fewer than 1(X) persotns involved);
catt raise oily litniled capilal; catl offer only short-t ert credit; aind tmay not have a wide enoutgh base to 
diversif'y risk.' 

These societies are ttajor itfortial sector tools for htousitlg devClopttlett . The challenge is to link them to a
wider, tiatimial, housing fiti,race systemn. It the words of' Renaud: "To what extent, and unde'r what condi
iotis, car houtsing 'itLantce imtst ittionts grow oti of tie extensive interpersonal networks which represent
 

up to 80 percet of housintg invcstiet resources?'
 

There arte preseitly a tnuiber of' barriers that .'-parate forial housing f'inance institutiotns front the infortnal sector. Most housitlt, fitiance ills! it itt ions have qualification policies ott borrowers (such as
adequate level of' iItColie, stable emlploytnteit, salisfactory collateral) which low-income households cannot
mteet. From the infornial-sector borrowers' point of' view, lie institution is often not attractive as a source
of' finatnce because of Sulch things Is high iniuiliii loall sizes, high down paymteitts required, long 

2SMark llolteat, op. cit.. p.6. 

2"lbid., p. 15.
 

2711pil.
, p. 16. 

281Iertaili Renaud, op. oi'.,p.23. 
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maturities, fixed amortization payments, inconvenient office locations, and compl.x terms and conditions
which are not understood by the borrower, 

('Iihristian has done extensive work ii 	 the methods wvh ich might be employed to link the informal crediLsystems %%ith fornial hoLsilg fineanc inst ittitions. He outlines three basic approaches open to formal hous
ing fitalice st t i 

I. 	 Outreach Programs

This approach includes 
 the t-,e of' mobile branches to 	bring fian,.ial services into low-income areas;paying comlissions to eimployees who generate new accounts anld service loans for informial-sectorhouseholdtLii rimi their ofT-duty hours; and development of a netw >rk of "agents" within the informal 
sector to serve a-interrlediaries 

2. 	Niutual Accuils
This approach wot!d iclude efort, to attract mutual accounts inl the nanme of the. community or illformal savings socict v with Itle "represen, at ivc" responsible for collecting savings; the institution makesloans to the group tild the Lollections become tie respoinsibility of' the "'representative. 

3. 	 Affiliation
 
This approach is based on C,+'stlhlishing rotatiig credit societies 
 as 	 "affiliates" of the housing finlanceinstitutioin illa fliatit.r similar IL)t Hie relationship of' correspondent banks. The rotating credit society
provides le knowledge L' the local iarket and the formal-secto itistittition provides management
advice, accounitiing services,I ild toaccess a larger pool of' loanable fkinds. 

These techniques reqItire a mature housin finanlcc institutiLiol and a supportive public policy environment. 

The ciilterpicc illenstiring the maxiinii contribution of housing to national ecLotflic development is theestablishment of 	a viatble housitng finance systeti capable of mlobilizitg household savings. The first step tothis end is the linikin, of housing finance to tile national capital markets. Governments should support this
 process by Cnsuritig tfiat tivre is no 
"'itmtncial repression- in 	tle hoLisiig sector and that financial institt
tions are allowed to CoipetLe effectively Ir savings mobilization at market interest rates.
 
Experience has shown that vrealer access to national saxings by the private sector has been liniked to higher
rates of overall economic growthii. Iso'.ir as the public sector is involved in housin., it should react tomarket I'orces. It is particuilarlv important that subsidies be liilited and carefully targeted to low-income
 
groups.
 

It is 11ot enlough , hoe\rver, to set positive policies supporting housing fitliance tiiobilzation. Specific stepsmust be taken to establish vizale housingv iailance institutions, which merit public coiffideice, and deliver
This requires irnovative maaagement whicli seeks to actively respor:d to 

•e fficieit fItiaticial services. 
demand and develop links to tie informal fiiancial markets. 

"tIhid.,
p.23.
 

.laics W. ('hrisiia, op. il.,p.71. 
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III'l(VlN(, lIM)Mii Ci I II 0 r IF I--Vi-SI I.i II L'lM'IN 

fhe alegregatc level of housiig invcstlnient i,of toulee, a major (,Cterlnihlalt illthe quality and quanlity of 
ilie housing stock. I-lowcver, (lie productiiit o holsing investincnlt will he il considerable measure be 
deterniineCd by the otier iipuis essCInial to th11hoW,inlg CldisCerv SsstCies sIch as land and tenure, infrastruc
kilr., building nlatcrials and coistruction, and building rc'mulations. 

Ilouisiiig and Liand Marketls 

Mol discussions ofI lhe cco nonlics of shelter exciudC thC iSsueo0f laild (viewed as a lIon-depreciating asset).
In rcalit v, le lisin market and tie land markelt are intertwiied. When the urban land market functions 
infl'icieit ly, uiuall\ because of inappropriale public policies, tle housing market also will be inefficienl. 

Wherc houcl,holdls have :lo clear potenial lor obtainiig secure tile to aild oil which to construct their 
hoelCs, thrc ssill he a disIiiccnlive toward saving I'ohoullng insestineit,. The lack of sCCe laild tle aiid 
tCilre i) ;iln a mnajor problen ill obiailinig access to housill finance. 

lniefficicil atud costly rgIulatulis and procedures, inadcquate cadasiral sirve,'s, and long delaiys in proces;
ihw Iduiiil! pCrmils, all add unncccssarily to ili costs of housilig and thereby reduce tlie pioducuivity of 
liousing iteslicit. 

BeyoIid IihcS, icilseC of high k'nd ise s lan..u'ds (c.g., uinnecessarily large plot sizes, road rigliis-of-way, or 
c-l,itce retltuireicniCns) Will add it, the co. )!'residential consturiction and lower the productivity of 

housing ilvestintni when rit.asured by the to;u: populaion serve'd. 

tlstilice ,leet.' that the tirhaizcd !and racllof' dCveloping country cities will more than double between 
19801and 2(X. ;1'this .uiorinnous growl is not handled efficiently and effectively, it will clearly have a 
itncialive impact on thlie productivity of housing investimeni and, indeed, all aspects of tile urban ecolnlomy.
Scrious efforts t. iiicritasci lie produciivity of ho using ilveStlimenlt must inclide careftil review of' he urban 
tand narke, 

The'('ri ical Inlorhinct olfSecuilre Land Tenurilre 

Ior all households, tile right to own andior use property as legally dlefined is of critical importance to their
 
social aind cconomic xell-heing. Aniong low-incomel households, "secure" 
 land tenire is oftent lhe differ
cice bet vcon ipeCpeual dCpedecc, and "narginialit v" aid some degree of economic independence.

S'ecure tenure is a prerequisite to obcaitiiinl access to credit through ile forial housing finance systell.
 

Sitid teInure is closely aisociaicd With ltiStoIiC'l l)reCCei,:t itl the social/culture tradition sof the country. 
hieco ,'c Is aill lattd tetiUC forms COUny-it-o-coint ry, and generaletltrruslls arlr&v of 	 var yillg from1 

Ito
IriiciplC ale diifLIult 'oiuiat.lC. 

Appropriatc land teiunc sy,stems ate best defined by policy criteria applicable to a variety of syslemis: 

1. 	 Eff'liciency 

e system)oes ilt elicoulrage a smootliy fiunciio ning land iiarket that permits the maximum produclivity 
of land and is responsive to narket dCnnalid and changes il tihe urban formf? 

2. 	 Fqui,y 
Does tile tcnurc access toisstciil provide rcasolablc laind for houtsiig, busilness and olher needs to all 
groups (parlicilarly low-income groups)? Does lhe teInure Syst ei allow tlie putblic sector to recaptire
increases in land saltie brought ahotit lrotugh publi: ilvesillen? 

3. 	 ('onlpauilixI 
l)oc, tile nure svyelnl integrate well witl other ecollOlicic developniiCii aid tlrban land policy inslrUt
itititis, SuCh isthe dCvCheluInl plan, taxation, and [lie mtantagenent of' public services? 

\\Vittiani A. I)OLctCIC, I'Otl\ iid Stictl.r," n/iMr tWI, ubliVtl'it ill fi ta corli1ing book ty Rodtwiii Cil.t 1985."IMilt 
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4. 	Conlinuity
Does the tenure syStem avoid, to the extent possible, abrupt "breaks" wii~h the cultural and political
system which led to existing tenure arrangements? 

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

" They doi not result ill the iost efficient pattern" of land use. 

" They reinforce existing inequalities of wealth 'and opportunity. 

* They are "mechaiiically" ill-adapted to the needs of rapid urbanization because of cumbersome
methods of rcgistration and recording, clouded titlcs, transfer taxes, lack of ade+tltate powers of' 
expropriatiln, and inefficient institutiols. 

donOt rO \ide" "hev 10 sufficient clarity of -ownership rights to altow tie use of fhe land parcel as 

collateral for obtaining firlaicin. 

While deficiencies and ircqualities of existing tentire arrangements are easy to observe, corrective actions 
are diffictlt to ilplement politically and teclically.2 

ilousing and Infrastructnre 

'he cconoitlics of in frastrmetUre, like larid, isoften viewed independentlyI frot housing, vet it is in reality akey factar affecting housing investment productivity. III many countries, substantial amounts ofihousing
stock lie dormant because essential infrastructure has not been supplied. The stream of benefits from the
housing investineit are postponed, carrying costs iouit, and productivity is sacrificed. 

Most urban centers iII devclopirwn count rics have very large in frast ruct tire deficits ill existing settlement areas. The effect is to lower tlie inceit ie to households to invest in tile improvemlent of their units. It has
been shown in nianv stidies of upgrading projects that alter completion there is a large additional invest
iierit generated ill tle iriiproverlleit of tie housing units. 

The failu re to rekluire in frast rtict tire for new land areas as tile, are developed will increase the price of suchkind when it is serviced later, thereby raising t lie tilt iritate cost of the housing units. This acts as a disiicen
tive to tle mobiliatior of housing investiteit since sufficient serviced land is not available to stimulate 
effect ive demand. 

There arc several widespread problems with infrastrucn tire provisions inl tile develop~ing cuintries which
nced to be addressed in an' effort to imiprove flie productivity of housing investmert. These include: 

* tile use of high slandards of provision which limit tlie stipply given tine high capital costs per unit of 
service. 

" tile tise of subsidies ill pricing policies whic i.ake cost recovery inadequate to finance futtire inicre-
Imlenlts of service. 

* overlapping and inefficient inst itut ional structures anlolli tIe entities responsible for infrastructure 
provision. 

•I ton low a.priority given to rnlailniellarice of existig systems arid services. 

IHousing tmd Iuilding legulations 

Another aricui in which the productivity of housing ini coul be improved is through ile adoptionvestrilenit 
of apprl nae and efficientt buildinig codes and coristruction standards. Many developing countries in

'k uInd iIIia II )ctwlc, ,' ("/P.Wr in /'rogram Up gradingI'rouecis t I'ithin the C( ith w of Natinal 
ILand1I'ohc;. 'At) ( ,In1c., Scptcl'Chtw t982. 

AtId P. VaI I h ,cII II CI l/mr 1 
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herited their building codCs an1d sitandards ai [Ile tine of iidepeu. dencC or adopted them iany 'ears ago
from Western itldeh; of (Ile pre-war period. As a resul, housinl coisi rlircition built itothese codeS and
standards has not capitrecd itle cost savinus proimised by new techniologies, nancrials, and techlidLtes. II 
someC csCS, the codes even re.qCuire iie Use of inpIOrtdCL imaterials when local materials could adequatelV
sUbsiitutc. Carcl review of thef'bfildin.e, c.O(CS could rCduIc the CS per s UIrost C 0teterof conventiolil 
]lOtIiliil
CoIISt l-UCiOll. 

The typical biilditie cocles also vor-k to excliide fo,,Cr-iticoiii L'ttllls 11oi a;thiCvit' IVcal hiotiSitig htc.liSe 
lhecole SiaIdud, are too high to) be alfordable to howcr-illicotie grtllp . III Ile vast llt.joiivIol cases, the 

codces and stantjards are igiiored byvlm,-illcolllc lcoplc uut of 'it>si htss ever, tlhis Cat ha e a lalpell
ing effect on IhCII housit tivc-t tnent beCa i placs them il "illcal statitrs'' which may Imean insecure 
tenure, 1it aCkcNS to credit, and !to opp)OrilV 'tv ill riuct tire povisiot.lfl;tu 


A careful re,,ic\, and redraftig of the codes anid standards for lihusittzg coituctiott can make a contri
butiton to improving the prodtuctivity of IOtISitIti illvc,,..nIS fkOr al! incomc gt hOLps and cttCategories of 
hotisil. 

Produ'ikily in (otistrution and the Blillittg Malerials lndustry 

The product ivitv of' the 'ousinittclioti ,ctor atid the efficileCy of lbuilditig matriaI s deveTlopteinl represcnt 
all area of signi ficiit potential housing cost Saviigs iii hol i the' formal and informal sectors. 

ssIessC, it 

Itumaterial resources, and d termine the appropiale mix betweei 


Eclh cOnlity will CCLIo its own reqilt.,lllts for buildiig utaterials, its available indigenous build
imported niaterials, import substitution 

strategies, and local product otltl. Doiestic productin will be preferred over imports, but mall low
income COtilttlies need to avoid investinitl ill ifiercuilly UitCecononliial cemeto oro.tedl plait which Caninot 
take aI rdjliLae of c.ojiotitiCs of ScalC. 

The bilildilig Ilialerials indusirv lends itself' to ill fornal-sector productiott and 'mall-seale enterprise which 
interact with lie formal sector at various ICvels. There' is cois iderfble Ihal buildingevidence fismall-scale 
nmaterials productiou can be competitive. [or example, aistudy ill (iambia in 198ff ca.lcuilat.'d thatl ISmall
scale brickiaking plant (3(X),(XX) units per year) produced at U.S. 29 t nts per unit while tlarge-scale plant
 
(10 iillioi units per year) produced at U.S. 43 Ceitis per unit (Nloaveizad ell, 1985).
 

Simall bitilding inaterials plant's are less dependent ot large markets, Cani uttilize sialler deposits of raw 
iaterials, andati mlitiaiti lower iransporiat ion Costs. The'y also tend to have mote lab or-iillluteisive tech
nlohgies a.ind for foreigin exclhatte.lower requttiitmns 

Fxperieice has Shttwit th at tlie building iateials iic.tjistmy will operate ilosi efficiently when itis itlatively
free of' gm eriitme tetilation aid relies matilv ott privat e-sector Sultppliers . Whcre governtincuts have 
a.tem ted to esitablishl iilolopolics ofr"coinlrol boal"s' over building llatetials, ilh-y have cralted ineffi
cielnciesn th disilibuiotl System, high prio s,aid the dcv'elopiemi of black markets. 

Appropriate s iidards for filie ipoduici'ion and USC o1' bUtildinglliatcrials Should eicllcolI e 0C efficient use 
of materials in cousniructlion, allow' filie use of tie lowesti-cost llaftrial which call provide anl acceptable level 
of' perfot imianice, and peritit t lie uiSCof' "tillporl"' itmaterials ill lmt-cost hotusinig. 

The Colistruct oltt indusiry ill inatty de\loping coULiItries sufe'CrS mfoilintadCiUIat alliilnel,,Clackniil, of 
skilled labor, collsiraining laws rUila ritis, distortiOilS,aiid on price IOtionIpIetfIiivC pratCices, iiaCtUalC 
access to Credit and ioreign ex.liatC, a id tlllevcll iccCsS to building materials. These con.i raimiilutinst be 
addressed by policies ald procCdure.,s thai nliuillatCspecilic boittlenecks, encourae efTficient iiatnagement, 
and stitulale coiltl ilion. 

lhe illaximil msc of' Iabor-irteuivemcMethods should Ile eincoturaged illlow-incomie developing Countries. 
This illay require slecific chaliges in labor laws aIid reguilaliois wAvhich ille prodiC li sc of laborCOila.inh s 
as a Substitutel for capital. 

)f particular imipoirance is [lie development (tf all efl'icicIt private-sector con triion industIry. Where the 
ptlibliC scCor does iimml title rtiSietiol ciierprises, ii shotuld lie held accountable for perforiance, without
sulbsidies of other sI)CCiatl tleattlllenl inherinilV iitinair to private Conpetitors. 
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be d, raA rm i icsin nih-o trbuin fhi-sn 'aif 

ikJnerniLcan iim'ahis dikcs'iong''rthecortrieursow
 
li~ 


be achieved, when'edra~re 
beweefi'lhepubic~ and pirivate sectors. This was th mjrr focus of t~he: Viehn ecom'mehdtons onShefi(randIUrlbanDevelop nen 'whic states in theganbr ' 

e 1, 'P affi le:l 
gTtcornrstone of ibis new14action agenda isthe recognition of the absolute necessity to foster cooperation betweecn the public andSprivate sectors and the evolinion of thos'aspects of nation building that each can do most efficiently.
 
RegardlciS of the political and humanitarian motivations of governments, national strategies MUSE reflec 
 the limited capacity of thepublic sector to meet "all of the developmentrequiremns ofrjhe people. They. cannot do the job alone. All non-govcrnmentalccoiipi atd huii~iusz?4mbflied n t~e mt~nt effort, ''cludingrs~uce~ the formal private sctor, the informal privaeSector, the nonprofit private Sector, jijivate associations, cooperatives, and community groups. All have a valuable role 'to play in 

I	 
,

''establishing an efficient anid productive development strategy. 

basis for effe'tivNulcpiaecoerto et ~ h
h~e anding and fulfillment of the responsibility incumbent on eachsector. Specifically, the, public secor has the responsibility to: 

Ensure that macroeconomic policies avoid market distortions aind are conducive to economic growtih through prikvate SecOr
initiative, 

' 

'A rEcourage the mobilization of domestic Finanzial resources and ensure adequate access, to domestic savings by the private 
secto r.,4 

*Support pricing policies of both public and private goods and se-rvices which permit markets to function efficiently.' 
*Emphasize efficiently in urban maniagement, infrast ructure provisioni, and land policy including the provision Of secure land ~ ' ~ tenure, and freedom of land title transfer;
 

*Restrict public-sector activiist hs hc 
 cannot be done effectively by the private sector and the people themselves.
 

Inturn, the private sector's responibility to the partnership isto:
 

balncte swnia nedfor operating profits with a response to social needs of all income groups,~
 
mo~bilize investment capital for housing and urban development, 


"~<"'~ 

accept prudent business risks, competitive principles and market results.,I 

develop entrepreneurship and inniovation. 


Public- and private-sector partnerships offer avariety of advantages:' 
-

-

1. They will increase the total flow of funds into the housing sector. 
'' 

2. They reuepublic-sector exedtrsby substituting private funds. 
4 

3. They can target funds to specific objectives.~ 
4. 	The4 can reduce public-sector admistavendrnaconot,
 

5They can tap private-sector management'and technical expprtiselI' 
 -

The key to SUCCCSS Of puiblic/private partnerships is to ensure that the objectives of both parties are corn-
- patible.,14 


.'-A~4~ 

There are opportunities for pbi/rvtpanespsin b'othf hosn f'--<-anpr~uc 
-

Inhosn finactepbi sector can pr6otide finance,dirmlty to householdsi but this approach oftenr-A,
,~maintains subsidies and: high administrative 'cost and suffers from cost 'ecmer pi obleuis. -Th.egovern-1' alsoca provide capital to privatho sing flAan in~titutiosfro-edn fr ifi .objectives.
-1The public sector can provide hoiusing.guarantees,'deposit insurance,, and' a'secoundary mortgage miarket to~ 

,,Ann~ Iecomnemlidatioo SllradLbD'onnI>dopted at the Second International Shelter Conference, Vienna,~. 
AutiSpebr12, 1986., ' y-,
 

)RoyccLdNicr, e1al, Pllblic and Pr! vate Se'ctor Parnrh 
 ips in Housing. echnical Sup~port Services, fnc., February, 1986> -, >- A 

- '>1.~ - K '. - 41<-.,- 4,I38:A 1~1-,11144<14 -~--l>-. 
1 '-1.AI,-
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support private-houing finance institutions. Government!, can purchase private-houi_ I igiance inStil
tional paper. The government can enter into joint equity arrangenients with private investors to establish 
housing finance institutions. 

Il housing production, public"privale partnerships can take ile Iorm of joint \enttnrc honsing project
developuient, the provision of sites and serviceS with h0Itotiswg construction vested in the private sector, and 
he enact ment of sirpportive tpolicies and regtilatiol,. Tl-urlkey projects sponsored by tlie public sector with 

private entreprencurs also hive scope to tap private resources more eflectivelv Ihal straight contracting. 

Pait nership, can be ;rade \\ithi the private sector at1the central goverlntent level or at the local eoverriicrent 
level which of'ten call Ie!t local needs more elTiciently. 

It is only through elTective public and priv\lic sector partnerships that developing countries can have a 
realistic chance to incet tie demand for lhouslg among all income groups, as well as effectively utilize 
housing investment as a dynanic contributor to national economic growth. 
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SECTION !II 

PROCEEI)INGS OF THE
 
SECOND INTERNATIONAL SHiETER CONFERENCE
 

September 10-12, 1986
 
Vienna, Austria
 

OtNIN RMIAIRKS IY
 
D)Avttl Rolilu'lut
 

I-imediale Piasl Iresideiil, Nilioniil Associilion of IIEA LTORS @ 

Almost two years ago, as I preparenI for my lerm as President of the National Association of REALTORS"), 
I had the honor of addressing the delegates of the Hirst Intcrnational Shelter Con ference hl.d in Wash
ington, ).C., in) November 1984. 1 ain truly gratified to observe that the private-sector International 
Shelter Coalition that took its f'irst steps during that neetiini 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 tle private sector in imeeiig the shelter challenge worldwvide. Onl behalf of the 
National \ssociation of R I.I'()IRS', I ani deliihted to be here and Io take part in what promises to be a 
productive and enlightening liceetil, . We have a difficult challenge bef'ore us, bill a iniq tie opportunity as 
well. \Vith lie constellatliol of housin Vexperts atlicred here today -- and with tile excellent preparatory 
work that has been (lone - I am1 coindent that ve call make a practical and important contribution to the 
International Year of Sheltler. 

Within the brief tii t would 00onw oii\OlilIpermitted lilt, this inorning, ike to share with you os te 
vital role of' h ;lieowiierli ip and ,.ecuriy of ten ure in promoting :conomlic and social )rogress. Inl every 
country, hc slielter indluasry accountls f'or a significan proportion - sometines as much as 30 percent or 
higher - of national oltlpul. The health of' that sector - and rate of growtlh -- is thirefore critical to the 
per fiormancc ofthe econoiy as a whole. The oltel-heard arguments of' economists thait shelter is an unpro
(luciive cOnslilliption good sihnplV do not hold uti under close scrutiny. Prof'essional research has revealed 
lhat given the prospect of' obtaiiing better shelter with secturity off tenure, people at all income levels save 
more, not less --- oil average about 165 percent more. Incremental, self-built shelter also adds to the 
national capital stock by mobilizing investments fron households which otherwise would save less and 
would hold their savings In unproducilve assets. 

The provision of beltter housing and greater securi'y of' tenire tlius restifls in more net saving, which in turn 
nleans more resources available for investmnent aid more economic growth, not less. The shelter sector is 
also a major creator of eiiploymeiit, both direct!y and indirectly, through the denand f'or goods and 
services that shelter develOpn)ieiil, iaintenance arid improvement create. Further, it provides an on-the-job 
training envirolnmelnt which cotributes to increased prod uctivity owerall. 

In addition to the economic benefits of' shelter which will be disc'us.sed and debated at length tliroughout 
the conference, a healthy shelter also generates considerable social beneflit. Studies performed iin the 
United States illhstrate that better housing aid greater security of' tenure are associated with greater family 
stability and reduced crime rates. l-omeownership leads to greater participalion in commutnity activities 
and in the processes of d!emocralic government. In the United States, there is convincing evidence that 
homeowners are more likely to vote than noii-honieowners and are more likely to voltnteer lime, money 
and services to improve lhe quality of' lif'e in their communities. Wheii people have a greater stake in their 
environient, they clearly will do more to improve it. 

It is tlhi important to proilote tile view oftile shelter sector as all engine of' econoiic growli, of emlploy
nient creation, of' investient and of' imlprovelilenlt in oitr st aidard of living. 'rie inportant task f'or all of' 

41
 



us is to better doCuuteil thi ,icase to plicymakers at both national and international levels to ensure thatthe shelter sector receive: the attention and priority that it deserves. 

What Call %,. do to protl e 1leOneownersIip and securiy of*tenure worldwidc? Perhaps most important,we niust itudcrstand what experience has proved tliue and time again. People calt build theirquite eflicicti lv provided that own housesthey are given access to the urban land market and t-, services and credit.(Ovr1utIuti', tItlStl i otl( of tile htisiitess of btilding, houses and must rcciognie that the task of' providingshelcr forI their Cili/ens is well heyond thei available resources. Instead, they must take a sober and realistic look 11taddte-sjtting tie ilstilttional cotnstraints that adversely impact tile main cOrtipOilents of the shelterprohieil -- laud, luhlic ,ervices and finance. Without scCuritIy of tenire, neither individuals nor privatesecCtot rtiat iost ll hIave the confidence to invest their resoMces, efforts alld skills in shelter constructtol, itaitaitelICe atid ittnpreriiunil. The development and distribtution of laud for IhoIsLiig is onecritical bottlenecks to Qhlter prodlition. Systems for tile efficient 
tile 

transfer of property need urgently to beestablished hcfore t ie potential of the private sector can begin to be fully lapped.
 

Approxitmately iwO-ilthirds Of 
 tlie l'anilies in tie United States own their ownincentives to hotuteowtie. s.hip is the freedom to 
homes. One of the principal

transfer title. Since historically the value of an Americanhtorm)e apprccialte at lest as Iast as the rate of inflation, tle owner enjoys an increase in his equity. Thispcinoticlon i.,,Ilie same as depositinlg itorte; in a sa\'ings account. This equity is then freely transferable toattot.Il nol e valuttblc holnc. Titus tlie pyraitlid of savings grow,. The 750,M)(X members of the NationalAssociatot1f Ri0A I OI()RS of tile United States are the pro fessionals who make this transfer possible.We v.outld like to see these saute processes established in tlie developing countries and we offer our
assistance whcre', er requesled.
 

National and 
 iiternational real estate organizati,.ns calt play a vilal role iil helping developing countriesInee Ithis cliallere --- first, in bringing our own perspective and range of knowledge to bear on the problert altd it,, soltrliotis; second, in disseminating appropriate solutions through international and bilateralcxchanigcs; third, by encouraging efeclie iv followup action. Ottr expertise, after all, lies precisely in areassuch as ideiitifing, assemibling and preparing land [or developtiteat aind arranging ;'or investment and
fiianicial back itg.
 

I look ,'or,,ard (1'er lie course of IIle 
 next two days to helpring identify ways in which tire private sector canbe more fitliy tapped ar1ci1toLes ablisliiing this Ihternational Sheler Coalition as a truly viable instrument ofsocial arid ecorottici change for tle heriefil of' lie tuiderlhoused and tile countries in which they live. 

REMIARKS BYOt-To ST811,E, 
President, Inlernational Real Estate Federation (FIABCI)
 

I am honored to welcome you here today oti 
 behalf of tire International Real Estate Federation. Myorganization, wili more than 7,(X)t members in 43 countries, has asked each of our national chapters tosupport tile airris of' this colfernce. We have asked for their conmitmnent: 

* to h)elp solve tile worldwidt housing problem;
 

* 
 to explore fiow more fortunate chapters carl help those in the developing world create systems essen
tial to solving tlile housing problem; 

* to help mobilize pri\aLc institutions in tle effort before ts; and 

to stay !ie course and to keep ilie housing issit. -!i\,e and under constant examination. 

Among tile sponsors oft itis conference arc housing-related associations from Asia, Africa, Latin America,the Carihbea, .itlrope aid North Arierica. There is here today a truly International Shelter Coalition. It ismade up o! people Iaid organizations which assemble and develop land, establish and convey title, buildand sell houses, finan ce c'nstrmciion ard mortgages. Collected here today are both practitioners andtheoreticians. This distinguished assembly is being asked to define and debate the features which anynational system pret ending to address housing needs must embrace if progress is to be possible. 
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Among the critical iSsues to be explored, I suggest, is the need to develop methods to strengthen, structure 
and improve the private development professions in the developing world. We illiSt examine how to 
improve the legal, fiscal and financial interlace between public regulators and priva!e producers so that 
private imitative canl be turned loose and more shcher can be produced. 

It is olteit said thatl !he priv:te sector Canti, oLt ill not, respond to the housing problems or low-incticl. 
'amilie,s. Ilow true i ilssertiol is this' Is tile private sector respolise inadequate? If so, wtti ark. the 

coistraitls which presni t i ren ;tkinig it tole active role iii this atena' l)ocs the public ectort facilitate 
p~rivatc icti. ot Is it an iipediment? lhese are centlral quCstiois which I hope we Will sce Cebated here il 
this conference. [he Internittional Year of Shelter provides the perfect context illwhich to set torth tile key 
issues and princip+le- which Will dominate the shelter acge t-ifor tile remainder of the cciitUrv'. In Nairobi inl 
April 1987, mI~emblerS aid obServer CountriCs of tlie United Nations Commission oI liumal Settlelniens 
will meet to discuss strategies to dcal with tile shelter problem. ()ur con flceICC bCrC toL,' Ir)viidCe an 
opportunity to ftorluiate a set of'views which are reasonable aid Irt)lical and ,Wvhich desclibc a blend of 
public alld private actiotns appropriate for dealin, with the housing problem. 

Let tilestc,-e, thlt we have before us an11opporttity to influence both the loler nllidoutcomle fOrthe 
deLbatc. Tlie cliaminels for dialogue arue olpen -- certainly mole .hala they were i11976. We have outsaulditie 
individuals here 'roi the developing \vorld w-,ho are expericnccd experts ()in tile issue of htousine int liu 
respective couttries. It is to these individuals that we look to actually frfamIe the agenda for thie tt rc, 
drawing Ot heir o1I for inspiration and reflection. All too oftetl the debate oil thewnlnational e.periences 

probleimi of shelter bCcotmes dcominalted by Western perspectives and those of the international aid agencies. 
But tlie piloblcn of' hou-;ing, especially low-ilick.,aC housing, is at its grcatst., in places such as Calcutta, 
Mexico Cily. Ki ngstoni and Manila. Solving the shelter problem is essentially a domestic responsibility and 
s9titotis utst ie tramed within the level of' each natiot's resources and iistitutiolal framewor'l. We ieed, 
however, to establish how the private sector aitd private associations cail help cross international lines and 
join forces. lhe aid agencies represented here also need to hear how their policies and assist ance cait best 
help to support , cotsoii(late and institutionalize niationial solulit ins. 

g tie issOcialotis I believe, assert that private owlieiship or at leastAs a trul, relreseited here would, 
secure tetlure is essetial t,any successful hottu-iit - effort. We should debate this assertion and then force-
In lv advocate this proposition if it is indeed valid. Similarly, we should explore the characteristics of stic
ccssftll matioital detvelopmelt since it is truC that successful development requires organization and assis
tance that are financially autonomnous with independence of action and freedoni to innovate. Let us
 
explore these propositions.
 

REMAIRKS BY
 
I)R. WUI.1)1r:IN.:R OSII.RBIRAUC(K
 

President, lnlernalional Union of Building Societies 
•and Savings Associalions (IUBSSA) 

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

It was in \Vaslhingconl, D.C., oit November 2 and 3, 1984, that the International Union, FIABCI, NAR and 
the International Cotmcil for Building Research, Studies and I)oCutnentation, Sponsored the first linter
natioial Shelter ('on'crence. This was a pioneering effort to attract greater private-sctor initiatives into 
the developmnent of shelter, finalicia: neclianisnis, land policy, setilleient planning and security of teniuire 
which would provide housing for families all over tihe world. 

The Union is committed to helping solve sheller problems. It has provided, and will provide, assistaice to 
individuals and countries wishing to establish savings aind loan iistitutions for tlie first tlite. It iakes 
experts available with skills in the developImnCt of operating systeis, the traini,, of" emiployc.s and tle 
writing of laws and regulations. Members of' the liternational Union frequently offer persoins from 
developing counutries tlie opportunity to obiain on-Ilhe-job training and experience initheir inaional 
systemns. 
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1987 is the lrtcruiatioiil 'ear (4 Sllcttr for the illicleni , here are twko b-illioji people ljluuil'+rs,, Ii[om,poverty, utlrlploinlt anid lack tf'at ehelter. By tie yeai 2(XX), it' presctl pof)Irrifaiocoiltinue, the Iure " ill he Wsl1tover ilirc billion, a prospect 
Irends 

too grirr for is to co itelmplalte. I cite Barbara\"ard', vorlsn il ile eve of tie I labit (ojiterrice in VaicoUVr iii 1976: 
A i lile III lk l kih ', .I li1i Ihtk'i IIIIII" It'll dI ill i l tI if] ,hLII I it Ci i l'Itc 1Ittt1u 101,11h l iri',. 

Toli st \%01(k .C111ll.',Cib I , h ().
 

\ li10,,
irlrttltinI piceorr_lii lii Imr li e"tal)lislhiill tot'peace ill uttlidhi , . 1 I r its lii.rilailtanice thei inl;"ie
Itu i,, tildtle. ,ocial and eciOij' dtiparitie,. Il a \orlda wit i, ip ii. it ikii( a stCadil' palaillollll ilipoltance thati 

for rirbair and 1!ilm li 

those inIhlpublic anid priva e sectors responlsible

> i o set hii. ll ,
I ecri t to h 'ol
rir i e lips rprogre s.
seltlcriiclit polic\ <, Public aid lriale
:nd plto,riii cannot be ft'llc'ci
I, it ceatcd or adllinkitcd ,pa aiclv. Setlemrienit andUl iii l cy dcii. ,:iclrtta l:rr
'crl oili:i iiaitiiil alid inter natioin:.l le [lie _ 
ilhrd I , ri2of liatit al
s lll coalil ion, %iih cl:atiicie iti.s t he tiiilla il;ilSlicir (.'rrlil inl al heiCd lici'
tlday.
 

Itttili.5 I,,i li,tic 
 tril lilcallcilli 
Ai.c' alC ftoltitio lirlirl Ii1,., soiat ics. Ililesbik, to! 
i ie :i.rIC't, tlsC!e lilirU is tiee tlil, hlildtiirl,! 
 real c l+ic credil r r ,eseiti1e.Xcellerit-\a-il t (0' IrIt) 

ll 
i ptts'illtttt l)th is i,,,lit d C01atrii111liil\"'6 of p ople. 

Ihis riihl to ;dcqitl , ltti
liutiii.
i foind a place ini ncally allrstilit tilo. 
< s of' the slates intile\Vest anI iheflyrs. the ieili/iai itrri h rul r,,,Iris iclri,,olI'fLreir'Itlet trim rati onal econilt ic I'aicilities aid local 

Conit imiri.
 

With Inllieaidt iidtl bd'statelck ,
'iisiarr
 , bV geiiriVitwcrlllth
lorim'lcltys savirr antI
relayiiillii hL iim c:t\ ci ]t,,i ie ilulfi j s<, hc pol)tliltitli irc rali, , ttl.tl tLimp li r
diltsocieties,
ille gr Ilellan Ihe ]ltelit. \ u'r.hnip I Itiric-'tilrijl<provides amnv
t4l umsis for poilitical siabilily air I'or cili lls'
palticilaii illIhc aili' ilI-,t hi rCtliillliixil\.
 

lFmu35 v s, I iawe stiietl
W d r bltler hiliiri l i iilie ai Ior iiidlc- a!rid ow-incolne group.tuials nti.be heshenieed iiu, ,iill
hro' rig, self-helicp ard privac itrii at ixes a id governrineartal incentivesIfor special .!roip1), (I' Ile polat ionli.I'hle Ille pliate initiative, the less governirimerits will be called ol to
sp'eitl limilted piblic intds for hiluisil-.
 

\" licsicl ()Ilil lie lie ii iiiirrl I jilirni, I (irt(spur ipossi ilitic t cou pe.rat milvittli o rrlllicitlal aindprivkalc trIiii/llio iunc xc lice, liil, ii ri.lpal ii , unti re,ioixini [lihe c, iptl.cd andI colntrieswiitcietl din lIrtilulin ,l eirt ii hmltillcu,hianiii,.,rnmrlpik, ,Iiirks .ti lhanksini 
h . u l,e l piiii iiiaric, irstitit minis.
 

1o ;warii trnl vttilk,. it ire oials'trtce, step fry step: 10 t )' arid rlatet il NO
_.yir 
 ios of whvi"'indi 'Ilem s ' to 'iilrritlmi lc, rllctl Iil. Why llu'sirl.v? flow to satisl'y t ileneeds of' a iallaur people aspossible,? lt 1tilow popli owe slhip? Aeltilie people able and williliuu to save a cerllaill arioitI forbeiIte llrilii Il iI? I)c i t orral helior iii iictiil ,vstelll work? How callca oopelratioll e re'lie'? 
Ilsolil! Ihe ,lrc iclpollli s at air iienliti m)al ili le Cielitis adi lic etisc' , .l level wc are pinning ourhopC, Oi I ivac ililiaai , liCti, 'vCr ilre necesary as bit-,e lirimaitrions requirte lie governelllllcllts oflie \rtt r0t-lic' public itlining iltIlt' shelter s.ctor. Nieib-ers of tre Ilc'itir aiorral Union iinimiore than67 t.ieare pr tier> xvilh waiomir c -,c tothey earn"10l teca enicourage tile adotfioni of appropriate shelter
policies aid proglll'.. 
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TIII, WOII.I)\Ii)': SttlElTE.Ri CONDIIION TOI)AY 

by I)r. Arco(i Rainclihaidran
 
,',xecuiive i)ireclior of Ihe Uiiiled Nations Center
 

for iul.-uan Settlemenls (HAiBITAT)
 

L.et me take tilercspeiibihitv, oi behalf o!"all the Iparticipants in this ionriftrce, for thanking all the co
sponsoring institutions vho hve llade this Ill,et il possiblc. lhe first shelter conference in Washington 
opene( ip several of (1sctsISiori, alnd tfills con ference gives the opporvxry coristrmt i\e lifICS l'ollowup ns 
tunity to iuild ol those first id.l and identif. practical actions frtimlproving the world shielter sitiation. 
As le.xcuti e Director of' theIiUited Nations (Cntre lor I ltnnati Settlements (HABITAT[), xxhich provides 
the oreuaiit,+e secrlcariaIt for tie lriteriiatiotal Year of Shelter for the I lonilels.s (I YSH-), I shall be looking 
Ifr id ea.ts from tiu conlference to strernthel theliltul'in Sottleneirts pro;raiil throughout the world. 

As pnt YSI %vC hive beenoIftie Iic proramn, organizilt ;utbreioiilil goverrnICtai [lt iti),S to disCUsS 
national lllonill policlies id to l'orlitilatc priorities for tgov'lrnmeinial initiatives. We are now in the 
po)c.ss of selttig l)tIaslries ofr c'iotial mecting's of IoiuVCevrrumeIntal orrtni/at;outs, principally those 
focused oil grassromits opler;ti tinS, to Laiti tlie benli ofiheir experiences and to mobilize dheir support for 
the INfSli. 'l'eref (re, xv. welcolnli this contribution by ,'IAI3CI, NAR and IIISSA to the ploinoticin of 
ptivxlte-swtoi SUtpp)I)OI !or' thc program. 

There has icen, perhaps, ,oliltillitial rnliiliderstaiding of the largeil ".rop of tile IY.Sl I and of tile re
sponlsibh or ,raliitalit'iis that wxe wish to see piuticipatilr ill IYStl c'forts. On ote hand, sorie people 
appeato believe t h tie 'I I is directed toward the pronotiotn of increased governmental programs for 
pilblic Ionsini , dchlivr'r\. ()11t]I- otlici hand, some peoplc perceivetei YSI I as a charity drive by volntary
agCticic, to proside reliel to dclprived Mid dcititu te poptilat ltis. I rnust emphasize that it is neither of 
ties, tlingis. [heI 'SlI is a Ir.lnilt'workfor inobiliziri, flie resources of' all participanis intill- shelter sector 
to hriiu' about concretiCe hol1itu. inrp'rnertlltc or ile majoritN of the world today. We tapltn people ill ill 
the capacilies of -i. of"tiose illbotih tfle public aid private ,ectors who can contrihutle 1o our goals. This is 
\vv I place iIuuportance tileOttieIIK 01 this tttetiug.realt oil 

The fact that this coiference is taking place at all is, I think, aillindication of somei',of the shifts of enphasis 
wve have seent since IIlITArF: tie Linitle Nations ('onferenice on IHtnan S , was held inet tlerellis, vhich 
Varcotiver illMav 1976. er is actually not a long period illthe developmtiernt of hunman Settlements,Ten years 
and niost oI t lie problems idenifried inVancou'er are still withLis, although sori them art.eof appreciably
iore cutle tIhey wet'e I lo)ever, \ears is i long tenough time for LS to appraiset lhetoday tlltir then. tenll 


wolkahilits' of Ilie Solutions proposed Ib the \"allconver Coll 'er.lice, and I thhik ve caln agre that Some
 
rethinking is required in ctixamn arr'evi.
 

The con frerice adopted 64 rccoiiendations for national action to develop and operate uilan settle
ierints hi a sit ritiOli olfrapid population growth id rllniizationr. As expected, population numltlbers have 
increased rapidly, aid le ls of urbimization hive risen over flie iast decade, but wlrat was not foreseen 
wyas tie cisastrois deterio (of itllmostalion econroinlic conlditions of tlie developing Colitries. .overn
rnen al prograis for hutinl i setlement hiave ot been adjuste(ld to the changed economic conditions wse are 
ficing; lieice, it se tlls clear from all available indicators thit hliiail settlcnenl conditions are (Iiterio
riling rallher than irmprovin. The HABITAT Conitrerrce did create iwidespread awvareiness of the prob
lunis of litiin setlelliicils and tf solie o1fthe possible soiltions. Attitudes toward huian s lllcmeiit 
iSUS liaxC ICILtreradicallV. 

Very f'ev coxern e itius, for example, still think that the only way to solve ileproblens of' shilis and 
scluatter Settlents ist ltiroagh demiiolition and relocatior'. Most governiments are aware of the necessity to
allocate increasirrly scarce resonr es with a clear view of' spatial irirlilicaliori.s. Yet, tIes, positive develop
ruenls are taking place in icontext where change - unplatnted arid tiiColiirolled chanilge -- is pi'oceedinIg at 
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an increasing pace. This is the 'ndamental problem that government,s, private and public organizationsand the United Nations system are confronted with. 

At the present time, about I billion people lack adequate shelter, and a significantactutially homeless, oft en number of' people are0c,. pying improvised shelter on streets in some of' tile metropolitan centers of'developing countries. In the cities of the developing coutries, 30 percent of the inhabitants, on average,live in slunis and squat ter settlenienlts: In sollic cities, figures of' 75 to 80 percentare not llcollinolI. It is also not 
living in such conditionsinuiisual to find a thotisand or more people dependent on water from asingle slandpipe aind having no acLCess to waste-disposal taciliti .s. 

In the past ten years, more than 350 million people in developillg countries have been addedlation of cit its. Nlost of them to the popuare below tlie poverNy level and cannot afford con ventional shelter or conveiitional water-supply, sewerage and electricity-service facilities. Most of' them have been added to the population of' slims and squaler settlements withill cities and at the periphery of cities. They have :,c coped, iintle Sense tha they have managed to find or build for tIhemselves some sort of' shelter, however inadequateand unsatfe it may be. They have survived against all kinds of odds - eviction f'rom the sites they occupied,lack of' assistance or overt hostility from1anthiorities, fierce competition within the infornual sector of' theecoinomy, lack of, medical care and education, and a condition of permanent physical precariousness. Their
shanty-towns have becoiiie tle city itself. 

Generally spcakiiig, prior to tle Valcouver conference the view wasdeficiencies of tile developing cot wries 
that the shelter and inifrastructure

would he made
ients merely 

up by massive public programs and that governhad to t'ollow conventional piocedures to meet the desired targets. IHowever, it quicklybecameiapparet that governmen tal programs could not even keep abreastdeficiencies would inevitably of' demand growth and tfatworsen huless innovative procedures were adopted. Flom this realization,was a short itstep to th e argument that program responsilblities should be divided among those best able tonicet hem and that tie most efficient role of government was to support tile activities of those who wereaclually providing shelter and inif'rastructtire, i.e., the poor themselves andoperators the inf'ornial private-sectorin the I', using and services field. This approach generally has been termed an "enablingstrategy" role of' goverlnlmelnt. 

As a result of' this chauge ill thinking, tie efforts of tie poor and of' th. inf'ormal sector ill constructing andoperating hunman settlements have been widely recognized: In some developing countries, a slow change istaking place toward tile adoption of enabling policies, and assistance is being provided to self-help andcomMility lparticipation efforts. Ilowever, there is an urgent need to give a sense of direction to all of' this:The bulk of' Ile populatioll of developing countries settles and consolidates wherever chance andtutity permit; the sites chosen - if' such a word caii 
oppor

moment 
be used - are simply where land is available at lheor where rooms cali be rented. '[le "lew world built on top of the present one" which was anticipatcd ill Valcouver is essentially of' this iattre. 

Over the period 1975-2(XX), tile population in developing countries is projected
Many countries have seen a demographic shift, 
to grow by almost 2 billion.


with natural population increase supplementing migrationas a source of' urban population growth. If'present trends continue, between 60 and 70 percent of thepopulation increase will take place in urban areas, where, by the year 2(XX),lation of' the developing countries over 40 percent of tle popu- over 2 billion pcople - w.'ill be located. The nuniber of cities indeveloping countries with more than 10 million inhabitants may increase many as 17. f'rom four in 1980 to perhaps asSome 40 cities could have populations of 5 million or more, and almost 3(X) willmillion. be above IAs the stakes increase, the need to manage cities, to provide services and to enable the urban poorto find adequate shelter is becoming more evident 
 than ever bef'ore. Action 
 needs to be taken beforeurbani: ation becomes overwhelming. 

Even in times of economic growth, such massive urbanization would strain administrative capacity,services and the social urbanfabric, but this phenomenon is occurring during the most serious and prolongedworldwide economic recession since Ihe end of the Second World War; and, despite some hopeful signs ofrecovery in some industrialized countries, all indications are that most of the developing countries will faceserious economic difficulties throughout the current decade and, most probably, welladdition te tile into the next. Inthis, current world recession is accompanied Dy an enormousunf'oreseen international debt and liquidity crisis involving i 
and, to a large degree, 

., just the developing countries but the wholestructure of the international financial and banking system. 
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Under the burden of tie $8W0 billion combillCd debt, any coum!ries of tile developintg world have had to 
face tile collapse of their models of ecottolitic develo'tleni t, some of which were praised only yesterday as 
suceesstiul examples.; of industrialization. Prosperous ()'C'oil exporters have drasticalil reduced their 
developlerl layout%, canceiu or postponitng indl'initely up to 50 percem of pending developmernt 
projects because of[lIc Crop in \world oil prices. Iven it' the volume of v\wrld trade were to expand, litost 
c.evelopiiie coutitric ,till vouid havc to use betvween 41 and 71 percent ol' the:r export eai nins to setr"Icc 
their oursit.rdineV debt, Willi little prospect of borrowine sufficient additional capital to allow for fluturc 
ecollolllic gowtih anld devulopien. Iti1s prccisel tdie nini dilciensio: i.1 asiwct of lhe clllell world 
econmiolic rcces.,ioii, accolirpanied bv stucUiral and teclnrological chalnte'-, which has led !o a basic crisis of 
coifidenice ill hoti developed mid developing cotunttries and Mlichi casts such a dlark cloud over tle ItfUlnc. 

These bare liigtlres offer, I anl certain, crurtili_ cvidenlce that we are con;'rotied by a p bleil o such 
magnitude that iotne of, ie tiatitnioll r-cipes can be of ally practical use. Additional financing might be 
muade available I'r lw-cost housing, aid a few people ritight be better off; pilot rehabilitation prograiis 
col' be launicied, tIld tlese Cxperiences ilight shos\ tile way to widespread applications; advances prob
ably will be registered iii uncrsliandirig tlie indispensable role of"cotiiinityttitv participation ill file success of 
settlenrenit prourairts; tile iilia'ioii o1' loil aailabt le building materials and collstruction teciniques 
alltiost certam will spread. Yet, none 'f these positive developimens cali ensure action ot tire scale 
rie.ded. 

Mlssie retakthioutgis il ictitis ofl perceptiott, itdersrandittg and policy foriniulalion are reulired in Ihe 
area of urbanizati itelf; what it is, what it inecalls, and whalt te straltegics are needed to exploit its 
potential anId avoid it. unvmalcd side eff'lets. ()nlv when ve have ithis utndcrslandiig cart we devise a work
able sti tegy based Otl tlie eiablit.2 con cept ol pltIlic/privatc cooperation. The search for such a strategy is 
essential, becausc tite developing cotim es mrust look toward their cities to pull them out of the current 
recession arid to provide tile dynianiisin forIt lture economic growthi and development. The key role of 
hulttta settllenments ill iiatolital ccolnotlic aind social developnent is self-evident. Cities are tie engines of 
econolic "ro hiarid l ire cradles of social chinge. They will provide 80 percet of' the annual increment in 
GNP by [lie end of tire ceitlrv arid, ais with ai prodtliVe tool, thic' nmust be properly used and ntain
rained to eltier'le Iteiltri,\aillttllii benefil. 

1i is cleal tihat if"cities are to reach ilte projectcd level of' otiput b tire year 20WX) to fulf'ill [lie development 
f'iirletuins veuredofl trhenrt, ulrbain proctli,,ir ariid efficiency imust it cicase over the tenting decades. Effi
ciently run cities will be vital to [lie ecotloitlies of developing conlitries: If' cities arid towns ate inefficient, 
produclivily Will sufl'er, wilh serio us CoIseC LneICreS cr-[ar ial economic developmnet. Cities caii be key

crealtOrs of, wealth," incubalors Ifor ininovationi, supporters of private-sector development arid cruciai 
sOLlCS of1'new rpllpiorlel, tilis geieraliig lie illCilc e with vich tihe Urban poor majority can begin to 
improve setl,enicil conlditolins. 

However, urbant ctieis which lack suficient inf'rastruct Lre to supply water and electricity and to treat 
\vastes, and which lack sulficient coniitunications and transportation networks, lace ilsuriountable 
constraints it) productivity' arid .colloillic growth. Flrth erlore, the absence of' basic services - such as 
potable water, sariit ation and electricity f the 30 percent of' the urban population ihirhabits shims, lr vhicharid squainer sclrllents -- iot only perpltimates irhart squalor and poverty and undcrnines social 

stability bUl also is debilitating to general public health, thius increasing the constraints ott productivity, 
since it is I'ron these slnlis aid squatter settleients that tie bulk of [Ihe unskilled and sermiskilled urban 
work force is drawi. 

Taking into account tire fur tire imnpact of uirbanizatiott, rlte Lirucial role 0ii cities i tile econroric growli of 
developing countries aid tire interrelatioitships aniiong turban prod-,ctivity and physical and sockI infra
strctiure, it mtiust he obvious that ulrbanr policy can to longer rely oil a sect or-by-seci or or pojecr-by
project approach arid [hat ait iew strategy f'or ilnproveitelt Of' liimart serf eilleenS CoriditiOliS muSt he 
colniprehtenisive arid based oi ia reiiz.tionl of tie intrcedepeidence oet ween all sectors of policy. Only such 
anl approach calliolTcr a reasolable chance of ,uicce>. itl tie face of' tite Liitenisiuns of' rlte challenge that 
will confronlt rs ill [lie coining decades. Moreover, stilt a new strategy [iust be forinulated with rlte clear 
tlidersi alldig liafri reI'lliinmriprovementi of setleullitil conditions \Vill depend on acceleraing economic 
de'elopmtent, parricularly ill Urban cciiens, aid on rite ability of autihorities to enable rite Urban poor to 
improve their shelter ,.ondiliolr,. 
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In the light of this, one priority action area for governMents is to achieve the greatest possible el'ficiency infhe operation and naint enance of the physical fabric of onur settlements, to ensure both maxinum levels ofproductivity and optinial social benefits. Too often have we seen massive investments in in frast ruct urelargely nullified by failure to operate the installations properly and by lack of' measures to keep them ingood condition and maximize their working life. InI this connection, I have in nind not only maintenanceworks to ensure peak efficiency o loperation but also rehabilitation of obsolescent installations at tile pointwhere their useful life can be economically extended. It is regrettably coinion to see re'iabilitation decisions deferred to the point %\herethey cease to be a viable option, so that agelcies are then forced intosignificantly higher expenditires jor total replacement which could have been avoided. 

We can all see that building deterioration has reached alarming proportions in the inncr-city areasdeveloping countries. Ill tile process, valuable assets are lost, 
of many

making the housing shortage even moteserious that it need be. The poor inanagemient of water-supply systems causes excessive losses of' water andenergy, thus depleting water resources and increasing costs. Neglect in tihe maintenance of sanitation andsolid-waste collection systems creates health hazards and increases pollution of the environmentcountries. in manylie road networks are deteriorating at a faster rate then they are being expanded, and tlte effecfive capacity of urban roads is reduced by tile lack of or inefficient implementation of traffic management,so that congestion occurs even in countries with relatively low car-ownershipitlefect'ive manageente ratios. InI some countries,leads to seriohs economic atid social consequences. It not1 OlV slows dowi urbaneconomic growth and reduce employment opportunities; through the lack of regular and preventive maintenance of physical in 'rast ruct tire, it also causes unnecessary capital expenditures at a later stage to rep!aceit once it has deteriorated beyond repair. Furthermore, tie inefficient operationincurs additional costs to both the pub!itc and tie private sector, capturing 
of' basic infrastruct Lre 

resources which could be used toexpand services or reduce costs to operators arid users. 

Good management practices will allow urban authorities to exercise their proper role as "facilitators" ofshelter for the poor. Thv recognition of the untf'easibility of' directly building housing for the poor is nowwide and general. The majority of governments are now convinced that the best results calt be achieved byfacilitating tie efforts of thte formal and informal sectors and of the poor in self-building and communityorganization. Ho\ever, tie 'enabling role" mtust be in active one. While we can accept that slums andsquatter settlements must be rehabilitated and improved wherever they happen to be, it would be shortsighted to sit hack and watch urban growtli take place on tile assumption tlia problems call be dealt withafter they have bce't allowed to develop. It is therefore of the ut most urgency that policies be implemented,at tile municipal level, to enable tile poor to provide themselves with their own shelter. Governmentsforestall the squatter probiern mustby planning ahead for proper land management, promoting self-help construction, reviewing existing !cgislation on laid use and tenure, improving land market processes, re,'isingbuilding codes and standards, encotraging tie growth of community organiazations and removing legal andother inipedinients to the growth of' if'ormal-sector activities in which the majority of' the urbaii poor earn
their livelihood -- iii many cases in their own honms. 

Such measures not only will allow governients to tap tile resources of low-income communities btt also,in a relatively short period of time, will lead to greatly improved neighborhoods and settlements. Moreover, community-based efforts to improve shelter and infrastructure will generate economic activity in the
buildng and related artisan trades, 
 thus making an important contribution to urban and national economic development. For, just as it is true that, iii the coming decades, the improvement of sheltercoiditions vill hinge on tlie pace of' national economic development, it is equally true that shelter construction and improvement can have a salutory impact on national economic growth.
 

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

Investments in shelter and infirastructure programs are also supportive of inf'ortnal-sector economicactivity. Squatter-settlenient upgrading, in particular, call give an important stimlus to in l'ormal-sectorconstruction activity, while the provision of' basic services, especially water and electricity, can increase thecompetitiveness and productivity of' informal-sector enterprises. Shelter construction has lowa importcontent, thus conserving f'oreign exchange; and it is also non-inflationary, the wage-level effects of increased activity being negligible when unemployed 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 areunder strong contractionary pressure for balance-of-payments reasons. With responsive enabling legislation and a supportive governmental role, the private sector, both informal and formal, can take the programm.:ng lead, and it will be developers, cooperatives, community groups and individuals which willassume 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 oftheir cities and towns. It is my sincere hope that the agenda for action that will emerge out of your deliberations will provide the direction and guidance necessary to ensure that the human settlements of thedeveloping world will be both prosperous and productive, and will not fall into an abyss of squalor and 
decay. 
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One cannot begin to discuss the Willribution of shelter to national economic development without recog
nizing tihe logst anding controversy over this subject in the economic literattire. As most of you know,
hotusing has not enjoyed a favored position in Ihe theory of economic development, a fact that has made 
the. task of"those workill1 to expand tile housing delivery systen in developing countries much more diffi
cult than it otherwise vould have heen. 

This is Oie of tile issues I will discuss in my remarks today. After revicwing briefly the orthodox develop
mes theory that is the genesis of tile neglect of ilusing in development strategies, I will present a few 
reasons for including housilg aiong tile leading sectors of development programs. 

lniicl tided allltig those reasons is tile ability of' housing investment to induce financial development. In my
view, this is such an itmiportant element of tie development process that it deserves special treatment. 

The final section of iny remarks will deal with policy considerations affecting housing and national 
dev.elopiett Strategies. 

Hlousing and tie Classical Theory of Economic )evelopment 

1 very broad terms, the classical theory of econlomic development does not so much argue against housing 
as a leading sector as it nIeglects to specify how the market forces upon which it relies so heavily are to be 
activated and guided toward nation-al 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-intentioivxd - but 
often inisgu ided ---governmnent policies that, taken together, have created a controversy where none 
should have existed. 

I lousing canl juslifiably be included among the leading sectors of a national development strategy. To 
establish this thesis, let us begin with !he principal elements of classical development strategy. 

I.As oriLinally perceived, developing countries suIffered f'roni a stperabtndance of labor; far too many
workers were either unemployed or inderemployed in the agricultural sector and consequently were 
earning iincomes that scarcely provided for their subsistence. Thus, a general improvement inproduc
livity could be achieved if lite surplus agricuttihural labor could be shifted to the industrial sector. There 
they mighlt earn low wages by international standards, but wages that were still much greater than they 
were earning iii subsistence agriculture. 

2. 	Blnt how could an industrial sctor be developed to receive and employ the surplus workers? These 
countries \,ere, in general, t:,ouglm to be too poor to save; they therefore faced a shortage of capital for 
development. 

3. 	Thus, tile first ingredient of a development program had to be a transfer of' capital f'roi tlie rich counI
tries to the poor. This capital transfer would take tlie form of loans and direct investments fronl govern
ments, international lending agencies, private sector banks and/or multinational corporations. 

4. 	WithIew exceptionis, however, these capital transfers had to be repaid and repaid in hard currency. 

5. 	How could hard currency be earned? By producing for export. Export promotion thus became a central 
feature of the early development strategies. 
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6. 	 As tIl, theor' vkcit, tieCe.\>Itm il!dlt lries not only earn tie iard currency needed to repay the foreignloans a,,d' ics>rtltn s, they also would increase domlestic employment ald iaise personal incoiie andbusiness piofits. lndiNduals woutld save at least some of their higher income and bnsintcs., firnis dreinvest thlir profits, thus creating a doniestic pool of' capital to replace loreign iivestillient. 

7. 	()f' course, ;n i icrease ill impots lrom abroad could e e.\pected as this process built Illolent lln. Buttile 	 lype of irilpolt , coniing into fhe country would identify ile most prof'iiable Iiiies of product ion foru10% doMiCst inidust vies. 1port substit ution thus became amother central teatltire of early development 
strategies. 

\Well, sshal ahot husilig?
 
A, we have noted , dev.lopi ilein strategists built their grand design most signilficantlv ol (lie premise of
surplus labor in flie airictltural sector, labor that could productively miigrare to t developing industrialsector '\ithl' ptoducii! labor shortages. A development strategy gealred to international trade -- export
prorliolion and import slbstit tiiO would naturally envision the new industrial sector being located illor leal olt cities or tranisportartion hubs. 'ITis rural-to-urbatl trir'attion wvold, of' course, create I icedfor additioural holliir, which "the natkct'' sas presumed to K able to provid.].
 

Arid ihal is about as Iar ,, ilie eirlkv development theorists \\ell ill addressirng lioisiii for 
 tlie stilplus
tifl 	ii ral;+er'ig s'orkers iligrat ii to tire urbII industrial centers. 

Io 	soie \teat, it can he said that tile market did provide. There are, of' course, cities ill tile developing
Yhere 

riftoilial sector of the econoriics of developing countries does provide market solutions to such problems
is fir di;i g a ro it)t put oser otie's head. 

IlroW so ltlioll, lr,,cCe, are rlot alsavs pretty ones. '[hey 

World w peoIpie quilt literally have Ito shelter -- tie\, sleep in doorways and oil tile streets. But the 

are mlariifest ill squatter settlerinerils lacking
potable wat{ertorIri sc\erl;ILC, salliltry facilities, schools, police arid tire protectiol - iI short, theyprovide +Shilierbt cs ISitw art urbuat illnfrastruct tire overwhrehnLIed by rural-to-urban mligralion. 

Surely this is iot ,.,rat ilie cla.,sicall de' eloplrcit thecorists envisioned when tie assuIi1ed tha thie market 
\\,to Id promvide. 

hhrey als aas",iied i,ht\ever, that tile market would provide for financial developrment. And generally it 
h;s iot. 

Motremcs e, it is much Ilrore difficult to excuse tile classical development Iheorists for neglecting financialdevelopmirent. If p ' sorial sit\ ifIg and business profits did rise as a result of' export promiotion and importsiibttiton, hito, wuld Ire financial system develop to mobilize saving and channel resources to pro-
I yli clie rprists.?
 

'ontercial 
 bankini las, of' colse, existed ill developing cou litries for iirariv Years arid within tieilfolr;il setor, rtire credit societies nro small-scale, sholt-term fiinaicial arrangenents have de'.'oped. t ii general, "tire iuitrket" has produced few, if' any, full-service domriestic financial systemis itl

t,\chopirL_ colilivies: cOnISciOt> eflot', sound public policies aid capable natlartgcrtiett riiuist be applied. 

'lhese shoricoinings (f' classical theory can be 	remedied, but tie orlission of" prescriptiois for flIciliratii 2aid suipport ig Ire devehoplitel of' tire dormestic financial system is a glaring defect, reg2ardless of 'whether
(rite is deeply concerned abot)l hiousing or simply interested itt general economriic developmrent. Indeed,
one can hard lv irliagirre hIo%% sell'-susiainirgi ecomOinric deveh11F l Lould proced - even in theory 
\\ilhout a thinvirig domestic finanrcial systeil.
 

SurIely Ic markt outld have been able to do a better lob o' nieelirig housing iteeds if' greater at rention had 
kerrl paid to dloriest ic f'ilrillaCil dC\ehopmlert. 

Without tile institiliorral inlfastrtmcture to miobili/e dormestic saving, triost developing countlies have Coll
filned to has e lo\ aggregate propeisities to save. 

And wi hol lie institutiiorial infraslricttlire to chamiriel financial resources into Irolitahle enterprises,capital has retided to be reinvested in old-line industries amid sent offshore for hoth profit a id safety. 
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neglect of domestic financial developImnt has forced many countries to conitiue relying on the facili
ties of the internatlional lending agencies, loreign banks and foreign capital markets to flinance their dvel
opinent programs. It is in this continuing dependence on foreign funding that one can make some sense of' 
the opposition to houisiri programs in development strategies. 

(_ive!] the fundnuLCtal Issu pLion that developing count ries were capital-short and that foreign l'inan,.ing 
was required to initiate or accelerate the development process, it mulilstbe conceded thatl housing inve;tnlent
could not direcliv gelierate tile foreign exchange needed to repay hard currency loans. Thuis, on a project
bV-proect basis, one i(i the usecon notI directly juslif of, foreign exchange to f'inance home construction. 
'Th lesame he for financing of urbancould ai l tliC inifrastruct ire - potable water, sanitationlifacilities, 
public tralisportation anid so fortIh. 

I liusing and its associaLed iifrastructure really should be fntided by doleStic - not foreign - saving.
Acccpting tlie logic of this view makes doineslic finaicial development an essenial eleitent of' any strategy
ihatincludes the iimproveimet of housing and urban living conditions illdeveloping countries. 

We will relUrll shortl1 Ioa I'urlher discussion of !financial development. Our next task, however, is to ex
ailinc tlie ca1se for housing as an ilst ru menlI of economiic developmrent , to offer some justification for a 
conscious effort to siipport and facilitate ai market solution io providing shelter. 

HIoisiig's (iloribution Io iLeonomii I)evelopment 

No one really questions the fact thiat shelter is, along withIfood and clothing, one of life's thiree basic neces
sities. No one really quesiions the appeal of providing a safe and sanitary living environment for the 
citizenIs of' a comi nt ry. Aid few would qlU1st ioll tlie contribution of housing, particularly owner-occupied 
hoLIusing, toaiatlion's social atid political slability. 

But housing's con tributiion to econoimic development is iot so readily accepted, in part because tle issue 
ha.is too narrowly.beei def'iniedI 

Maiy econioiiisis lii\e arguied Ihatihousing is a consuliption good aid, as such, should not receive alloca
iiolis of' scarce capital resources. Others argue that, even Ihough housing is ati investment good, it ises far 
tni mci capital relative to its contribution to Gross National Producl. Although neither of these objec
ioils to lionusiniig in vestlicrni is compelling, tihe lack of broadly-based tIheort n! for;tpporl housing 

invest icit has allo\ed tlicin to carry the issue. 

Rather tlhan altlclipt to rebutt lhese narrow arguments against housing, we will instead emphasize tile 
Iroader aspects of hotsing inivestnenmt that fit nicely into t strategy f'm domestic econonlic development.
 
These are tIle following:
 

IFirst, hlousing construction is a labor-iiitelisive aclivily, capable of absorbing substantial arnounts of' rela
lively unskilled labor. Such activities iust be highly valued in labor-stirpluh. economies.
 

Second, housiin is linked toia variey of other industries, most of' which reqlire minimal imports and 
which are also labor-iriteisive. luilding materials, such as luiber arid bricks, usually call be produced
locally, .viine rise to doliesliC industrial growtih. BIey'oiid bu ildii ig rmaterials are textiles, f'urnituire and 
household f'ixturcs ---all housirig-linked inrdtistries that carl prosper with relatively small alounls of' 
capital and Iiniied imports. These linkages provide a deniand basis For industries that never would have 
been idnl ifiCd as proit a l )0prt ulities by iilinr substttiluloi melthods. 

Thus, housing's low iinport coiiporent is ispecial virt lte. Bothl export proinot ion and inipor" substitution 
typically 1equire tlit, use of tile best available techliology. After all, world trade gives no competitive
quatller. I corillpei cifectiely, )articularly in tile realm of' irtport substitilution, domestic manulfacturers 
inust enliploy slate'of-tl-icar techlnlogy in production. And since iliot developing Countries do inot 
produce such technology 1t holile, it Illust be imiported from abroad The most fundamental macroecoolillic analy"is easily reveals that the larger tihe import coiiiponent of a particu!ar type of' investnienl, 
the smaller will be tle nrultiplier oil (ross National Product of that type of investmreit. Housing, with a 
small import copipnlient, has a relatively large mrultiplier effect. (See Appendix A for a derioistration ol' 
this iproposition.) 
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LotItlh, whell the (listiet ion between rental amd owncr-occupied housinig is illalae, it becomes clear that
hoineownershilp provides local governmCIi ts with a broader tax base ul)OI which to raise the revenue lor 
the construction and mtainiteniancme of urban in'rastrutture. 

F'ilth, and CSp)Ccially iiip'rtati, housing can be a posverful engine lor domestic financial develol)lent. 

lousing 'and Fianei,'l I)ea'elopmnvll 

Much has been made in the economic literature oI" low saving rates in developing countries. Indeed, thepresumnption of capital shortage leads the classial dccloplmlent strategly to reijuire tilie tratsfer of capital'rout ahroad to set tle deelmlent proces ili notion,. Blt relatively little attenttion has heein given to the 
possibility thal siviig rate's appeallr to be losw ill CevCloliig countLtieSbecatuse those cottnries lck linaticialinstittitimIS 1fhit are strticttirud to mobili/e domestic saving. \Vitliout ait cllective fimiaticial svsteni,
diidtial Viti hloss s,it',ICtd hlto jewelry, 

in
,old bars antd other stores of vilue thatl are counted ill tie ria

tiotml ill,,olitl ac(conitu,, a" cotlltitlpliol, rat her el saving. 

('timItIciatl banks has cexitCL il de\eloling cotLtie +,sat least siice coh.0ttia tiIes. Blt thC have O'el-
aled prifitari, il ,ttppol of 'tCittterc' .... they are, alter all, commlerc'al' batiks. Arid for a v']iety 01 sountid
htvimtes., reasons, h vey lterally limi c iiot sought to de\elcp a deprosit base ill tle househfld scctor or a loan 
port folio devoted to t lie credil neCCds of tile household sector. 

So it ik that il ilst dehlopiwi cntitries, tile hotsehold sector remains ite largest untapped o--Or ilicoin
pletclY ltappCl - soultre o0, savitt, for the ecomiolity. 

I () olTer a ialil dccriploi of' this sitmation, AptlendiX 1i coltaii, a crude Itteasure of fitajicial developlmiieit lor Illor. than iM(X) cotlries. This IteaCUr,' is the rlttio of curreticy in ciCilatiitit) the total Of'
cIrretiC' aMIl delpoits ill l'iialcial iilstitul ions. lie higher the ratio, the itore likely it is tlat household
s;is m,,in c held ill sterile hoards vhiere t',u ',vcall serve no productive purpose ill le ecoiioitvy. (onuversely,
he lwer the tio, tile more likely it is that household saving has been tobhilied and converted into
imes! tiitl lit the groselisu, ports and slstaiisl r of the ecornority. 

Ili1 data sJIo%\ thfiat cotlltlt ies getrall regarded a already "developed'' have currertcy ratios of' less lit
1( pcrcent, lic countries geiterally regarded as "developing'" have curreicy ratios fhat raigeit pward
lrotn low,, of arouttid Is' pcent to as high ;is 70 ttr 8(0 percett. 

By dlrviii tilp tle hoards of' sterile .sil,, tile prIocess of finticia! developnifert reduces the currency ratio 
-- householls keep a suialler part of [lheir liquid assets in tlie lorm ol currency anid a larger part iin deposits
ill finaitcil ilstlituli(is, "viere Ihose f'nids cali he brotighi to hear productively ott tle nation's broader
 
CC0ttiditic leveltpme'tl i ohclives.
 

)piliu tlie drors, Of ncw linaticial insti! tions, luwever, is b no teatis enough to geit loutschiolds toexchiiie heir olidings of' currenucy I'o [lie institutions' promises to return their money oi demrand or at 
sotMie lile ili liit iIlltrm . 

[lie high curcv at los SIowit ill Appelidix 13 tenld to indicate aic' ,:iCk o1' inanci.il instilutiOtiS actively
CekiUig dCpOSiI., fIrii th eI houieliold seclor. But high Currency ratios also reflect ;antelement of householddili ri o01' iniicial iliSlitsiliis and a perceptioni that l'iancial institutions have nim n atutallybenet'icial 

r'aiitst<,hip to olTer. 

.'\ linitcial illiltilin o t fleast offCrIt .iSt the salety of' the deljosiior's funds and some reward, either it tileforit ollf t, paiiiii oi ater.il or ill (Ile fIorlll of' services rendered, such as effecting paym lenls.A businessfhlii ojperti ic ii IaCto,, l set.oCCIr could scai'celV Lo wiltIultihe sCrvices i1'a icoltiiiercial bank, even if' tlhe 
liri hadlitl llc sccioltto hollrow. 

lhe ",[lu if Io tritle of iidividuail housc1holds. I lousceholds iii it(.st develop~iitg cotiiie itia.ke itO.sl o'their pavieimi.s it cail .. Ihey are not heavy users tf' checks or credit cards. Aid is I'ar as reward is con
ceritlcd, illilriual sctor 'iiaticial arrangeltictlls, such aS iOlalitg credit socieies a lid "ctrb'" markets,
typically yield f'ar higher rates of rc lurti ttan lortmtal sector fhancial instit ttions. 
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Rotating credit societies, as their name implies, offer access to credit to participating households. lven
though such credit is typically on very short terms - a few weeks or months - this access provides an 
in1ducenett Iosave most10lhat fornal-sector commercial banks do not. 

Ilousiiig finance i ttitunicIsthus fill an important gap in the financial system. 1 hey offer relatively long
te,-m credit for home construction adrlhone purchase, in addition to safely and anl interest ret url. Access 
to credit for liousing tlw; provides the additional indricetnen that lany households require to in,-c their 
fullds f'roin cash holdhigs and short-term rotating credit societies into deposits with a fornal-seclor 
financial institution. il the process, illdividual saving loses tile sterility of' hoards and becomes economi
cally productive. 

lnitiaily, this saving flows t'mnly into tihe financing of home construction and home purchase, but the 
repaviynllt of hole loans assu'es the continued presence of Ihose savings in the domestic capital pool. 

Inasllliuch as the relationship that a household establishes with a housing finance institution is olten that 
household's first relationship with any kind of' fornal-secio,- financial institution, the availability of credit
f'or housing call serve as a bridge to the future fillancial sophistication of' tle household sector. 

Ilouseholds gecnerally will not nake the leap directly from informal-sector financial relationships to the 
support of stock issues, blond issues and uitual funds, which are ationg the retail elements of' the sophisti
cated financial svstelus that we associate witIi developed economies. louseholds have demonstrated,
however, that tiey ,will take tle step froni in formal-sect or financial relationships to a housiv,' finance 
institution, primarily because of' tile inducement of' the availability of' credit for housing. From there, they
will learn how to take the next steps to fittalncial sophistication. 

I lonieownerslhip makes apparent tile usef'uIlness of' lifeinistirance and hazard insurance. Pooling and secur
iug indi vid ual Iortgages can provide a low-risk, high-yield asset f'or trading in the open market. Indeed, 
a secondary iniort gage market holds promise as a cat alysI for tile development of' stock and bond ex
changes. I lousing finance can therefore contribute to fiuture financial development. 

Finally, to tlile extent that arraigemeits [or housing finarce succeed in nobilizing the underutilized funds 
of the household seclor, housing Finance fills - ralher than drains - the domestic capital pool. Thus, one
o" ie key argrlmenis against housing as a leadig sector in economic development - that it compeles for 
capital wili inore productive development projects - ceases to apply. 

Housing finiance cannot, lowever, realize its potential witiout tie availability of' aTffordable housiig.
lousing development and housing finance are mutually reinforcing; together they constitute a powerful
force for the development of the donmestic economy. 

Yet in far too rmany instances, hotising and housing finance are restrained by the policies or national
 
go vern meii is.
 

Policy Considertions 

On, of' the ironies of tie 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 forces 
rather than in the role of' direct intervention or of' restraiit. 

Squaller settlements stand as eloquent testimony to file ability of the market to provide shelter. Individuals 
and small, ill'ornal-sect"or contractors can and do build shelter units. They cannot and do not corlsirtlct or 
maintain urban infrastrucitire. That is a task that only government can accomplish. 

('ould governmtilents clloo-,: to locuis their efforts on providing the iifrastrtLCtire anld on supl)ortiilg and 
facililating ile development of in'orumal sector-builders and materials suppliers? Would a policy of this 
sort validate the classical theory's view that "tle market' would provide? I submit that it would. 

In so many instances, governmcnt policy has preempted the role of' small-scale enterprises and stunted their
growth by attempting to meet housing needs directly .,d at standards that exceed th, ability to pay of iary, 
if' not most, urban households. 
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To COmlpOttld the pl-ehIIm, these Sollions have often beenill'ided with scarce hudtl resources.
 

Would [lot a policy o'sulpportiig and cilitating the devlopment ho
0I lioh ist intce instltti ois, nulk)i
lizin, (lie latent savipg, Ca acity of' tle household sector, prove Itmuch ilore crricinit and effect ive?
 

I otlsitn has a place - a imlJortattt place -- in natiao l strategi.s as ati intstitmiet of dolt. liceconolidevelopment. I lousiii l'inanlcc provides allessential n ---nans thr-oulgh attill", iiobiliZattion ---of dj'tIitg
housing iinest tell. 

-ioverullntt has a critcal role to play ii supporting amt Iacihitat ,de,.clopinmct thr-tigh these channels 
S.t
rle l t involk es tlie provision aid ititllttlanlcM of fasllSItU0ra lll'ttIrC, o! ett fcte cotltritsu

regardiii,, la d tenure, land transfer and loaul repa'tlelymt, of l)rolliotoilig the esrlilitiett of' housiig
finatc instittion and reillatidmw their activities to asstirs the sa ty and soundness of their oerations. 

Indeed, governt iieit tntist comeI to vicw its lroader. policy plirposes inl terms of hiatiie:s,,ite lie clitie of tlie
itarket --- patticulalv as it is maniflested illt lie inl'rnial sector -- for the puiposes of' dome;tic economic 
deve lopmnti. 

As this cottfcrence goes forard to consider a new agenda for action in shelter delivery, I hope mt thde 
views prtesented here will prove to be of'sone value. 
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A FRAMEWORK FOR HOUSING MARKETS AN) HOUSING FINANCE 

by 1)r. Richard Pratt
 
Chairman, Merrill Lynch Capital Markets
 

I would like to talk about my own experience in housing finance. When I went to Washington in 1981 asChairman of the Home BankFederal Loan Board, the government organization which regulates thesavings and loan industry of the United States, S&Ls Nere going through a very difficult time period. TheS&Ls had enjoyed two or three very good decades from the fifties through most of the seventies. But theyhad been making mortgage loans for 30 years of fixed rates and borrowing money for very shortperiods. That works only when you haw price stability. When inflation surged in the United States andprime interest rates vent up to about 21 percent, the S&Ls were holding mortgages bearing an average rateof around 9 perccit. It was mass suicide, like lemmings running into lie sea. We had to close or merge 
some 9(X) institutions in the two years I was there. 

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

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

[lousing as a Market Activity 

My experience in Washington reinforced my personal view that housing does not and should not transcendeconomics, that housing rhould be viewed as part of the economical tnarket system of' the various countriesin which it exi!,ls. The belief that housing is mainly a marke, and economic phenomenon suggests thatinadequate housing is mainly a problem of inadequate income. I agree with Dr. Christian that infrastructure is not adequately dealt with by a market sLvstem; but with that exception, I am convinced that tile besthope 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 backhousing should be erased unless they furnish some other overridin. social good. Zoning restrictions, building standards, or laws which interfere with land tenure and the ability to transfer property -- all of theselegal impediments which discourage developowe.,t, sale and financing should be dissolved. 

Subsidies 

Most of the housing subsidies schemes which I have encountered have resulted in poor economic development, poor equity in the distribution of income, and in many cases a low ability to produce housing. Theburden of proof clearly is on those who believe that subsidies are needed, that there is something specialabout housing which requires subsidizing housing at the expense of education, health care, production,
clothing or t ransportation. 

Ilousing can have an important role in economic development and perhaps merit some special encouragement for that reason. lousing certainly does develop labor skills; and the employed are going to generatemore social benefits and less social cost thiun the unemployed. Housing stimulates tile organization or firmto produce materials. Firms which largely produce building materials can learn to produce other types ofmaterials. And housing can cert -+inly support the development of capital markets. 
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Houlsilng F inance 

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

'File asset valtic of a holte is one thing. Another is the ability of the individual to service his debt. The
ability to service a loan, in tllrl,, can be facilitated or hindered by the housing fiance sy'steni . in the United
States today a person mhaly pay something like 10.25 percent interest per year for a 3t-year loan, with pro
tection fronl interest rate changes for a very long tine. File ultimate investor in that loan, the person who
finally provides the nioney, may earn 9.25 percent oil it. Ttie 1 percent spread will be divided between a
]Oall origilnator, someone who goes out and finds the borrower and makes the loan, and a loan servicer,
somebody \hIo takes care of that loan every mnonth and -;ees that the payments cone in. The I percent or 
so lav incltide a loan insurer who guarantees that the loan will be paid oil time. So, there is i very efficient 
systel where all of these operators take out Maybe I or 2 percent of the capital amount oftihe loan as a rent 
[hat sees that the individual gets housing finance. 

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

Related to tile property market is the attitude toward tentre. Cal the lender take possession of a property?
If' religious, social or political principles say that you cannot dispossess a person of property for failure to 
incet his debts, then we have a probleln ill using tile land or a building as security for a loan. We might still 
inakc loans to individuals for housing, but we shouldn't make then on the basis of the pioperty itself. 

There are savings institutions, there are mortgage bankers, there are firms that do nothing bill make mort
gage loans but have io nloney 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.Conmnercial banks also make mortgage loans. The mortgage market in the United States is as large is the 
U.S. (Governciit debt market and all of' the government agencies put together. The mortgage market, itn
Icrns of fornal 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 
vill develop 

While housing finance is difficult in good tines because of so many competing needs for housing finance,

when financial institutions are feeling great pressure, it may be even more difficult. In tile United States the
 
governutent guarantees federally insured savings accounts up 
to a certain amount. Our financial institution
 
system would have gone through some very destructive times in the absence of' that insurance. It really kept

'inancial stability in times of great dilfficulty. 

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

It ternis of' a financial institution, we require that tie owners of' the financial institution put tip capital. If
the institution does a poor Job of' managing its resources, tile owners vill take a loss before the government 
conmes in and makes good oil its guarantee to tile depositors. 

Uncertainty creates all important problem in fitiancial markets. It order to reduce uncertainty, constraints 
that keep ilie s' sten from working well call be reduced; the government call help to reduce the cost of'inforiation. The cost of' iif'ormatio, is so great when you are trying to know the risks associated with each 
individual cihcurnstance. Government intervention in the flornm of' some guarantee on fite loan or guarantee 
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or! ihe ,as inls aicOUil llak, Somie enise, but only ill partllncrsip with lie privatc sector -- by havingprivate fisiiiev, irlvtd and pri\arc risk iakr,, putlili! soiIc of their owl capital al risk. 

I here ir ,t c PlC otlicr liisks int hotliihs. ilatie associated with the devclopruent of secondary mtarkcts.Sialtlardi/ation of dtoctit.icus is, ciucial. iel lederal loirie I a in triat ('crporatiot in lie t.Jiite+Stil ,, it- that liorltiac IRitIs will 1h tuttle.lt'pnr o t iti ti (ft.iiiiitiits. li robabl. .0c,) 
dillereit sp&: (d too l l O ei Mtt Aics ll (ilit' Uniitetld it IflhCOttiCS ilirprssifly e\p(2uiiVC 1 ty(i\0tdel, itlih hf ,t ill ali i of "ccomilai' iiu'ket. So, \'i s' , l ' \hat tile ,cloCtillCtt wilt look like,liic,Ill( ,av,,ill plo ic i it llO aue t.liffi.tlti,'s. I .er al' [he sandards [flat you will be cxpccLd to 
met.ltllcilll [1'ideu ol, a ,'t lhail loall .';lade onI'Indl [te kl l thtell r.; Ir1 +;tIldaldia;iioll(+lu edral IIonic()I illItfw ml li tl is flhe.loallC'ifstMortgage (orpolatioll dociuS.tep ill le deved lpm+ent of' 

111lt_ wt'c' lld dI \ lt'l,!. ll t I. [ 

Let lite' lit)"\, "ptld a Il n.iel teliire vol't hi ll rIt,ell andlri\ I'iVi, ,vhich is a %,cry largtc 'itni, and what wedoi illu It honlsin' Itarl.. I becamrie an It lleorllroiistr Uniled State.s L.eague of Iiisiired Savings InstiltillirOls, I it'd, Ii teaClhiir!' at the lli\. ",itV o' I tiall, aiid wrrkd iroil inii to tihnc in niian, developingcountliC. ! licit I btcame (Chairiiuait of tie l'der.f Houe loan Bank Board, which regiulae., the savingtsiand hll ',teiC ,F Ii, + tr;ired Stat , mri taout $I irillioti. I also served is (hairmuan of tielFctkiii Iloult, I ( 1 h't (Corpotoltioll, Ile scolldal\ iiarket Comtipanty I've old vou aboit, and(halIIll;t (dt 1i I ,tdcrlul )a n1ps atl loanl lnlsrurlce ('orola ion, which guarantees savig's accounts illtie I llit,,,I sla .. llt here, I -CUt to \Vall Sitilet in New Y'ork whre Ilehead ip a portion of' MerrillI ulrwh, It kli,c Capital muarkct film Ila dc;l , Thea.e. tatiliity i lit itlo t''t' t 10a llil 
i rr TI lfi thouo!t there wase,ioiugh oppor'k it asiva iitour ue to+c, a portion ofp)[1e . fir. thaawidals \ilh 

' las .' l011 li,i oactisilv. I )ilc is a rLea areail hav1'' heI about tell profo,."rs+Of siplld theirw'hot
ini liir' ih lli atnid low Ill tas a.s hr;iiial instruenuts. We also htave a gioup tfrat trades ill.'os ,l 'ianuttld to'tita cs, IlNhabout M1.75 billion a tla.eurruIt We will buy or sell ithen. A salesmanill tSanIliIrisco \kill piC' up a phone, call a buidildr and loan society il ('alifornia which uav wvalt to se.llOWfX)millioi ol' t. NNltusale wm\ill pick up I l lephone directly to New 'York \where at trading desk\\ilt about i-(. sit. I lie tradel will tell him (lit pricpeopl, thait we will pay at the inonuen 'or $300 million 
off lilllirtiq!cof a t';iiu lVp. If 11ht', acceptalc to the custonmier, hie will say tile deal is done. That trims;lction h,, l, ,CI , ,\%,ill. it; SIM million las; moved iterely by two people picking up tlie telephote antltitin each otllicl. I al Ipcapr e'cltanur will take place later. 

We also Iade luiall, thal has-elot been 'Ccutittl bv a gOveri iiit l Seurily onl tile Sallie basis. This is lllor au ilslical. \ntd li rallY, \.t llptl:ioes(i t U rIll into securitics. 

13,000itWe iio\, ha l. limtirciial iiistilulions ini the Uinited States. The current debatc is wluther t e' shouldbe dlcrerulicd fuirer. I)cregtrltim will lead to atdecrease int 
, 

tilenumber of' financial iistitritions. A lot ofinsllltihoi \kill d si,r. \V\'le 1oisi to ll\, bigger, broader branching facilities. 

flow diec, all of \ talI"aid iel;te tomtlieprobletn of lotusitlul,'ow-inCone pCople ilnthe Thifd World? Well,
I nhink onue key poinuts.
lihcrc arc [lie thing Ihat "t can do for even the poorest people is to lop causingtlhenri
problerius. I il,,a's, that will allow tlt.hei to use tlieil owi instincts aitd abilities to get the best hous-Call ot iIdin
unittllht ie\i ts l tile s',stcll ini which tle\' like. I tlink tiat's tle place to start. We led to fiid a\ay Itoatu lilill, Illletials sot. \vilh lo\er iiiarkiips ofrhetcr delivCy; aind We Iliust securC tenure On ipiece ,i arid, ltt\cr uar,ilil itnuie hI be: those kitd of ,teps really help. We itiistdeal with realistics,,iriotus. I \\o1l1td say [ie Oinly thinut, that is clear aboiit ihe United States or anyiy developed country is; thatirev i ook a ,.ssim that \kasn'l CfTiciult and iMLdC it CficiCnt. [hat is, hrousinig finance il Furple(or 1hniltd S(tls \%s alone the
salltlile ill t(lie place thfiathiousiiig lintance ill developing countries is today. The)oIess \%Ct 1'1or1 in L\p'le-iv., proc,,ss io a cheap proc 's. I think olte lllist recgeile eittconoimic icalityaind Itr,' 1t IcililalC tihat Calil is best oie can. (')ne sfihnilu not put his or he o\\It prejudices above tiepeotlC's reI de suS. !II inally placs i-ro having Iria tc, while certainly unte'omfortablc, is nt tile biggestprolhti l lit'people lac,. It's geting I'0od, it's gt.'t iirgCdtCliM, it is iiivestliit ill fIte huiall capilal whichtheir chiltdreni are. i think ihic' are places where housing is thc wr iLplace to ptl Issy , i l that w esho ldsilliply stop doing tile thiiii,,wc ire doing to hrlt peopl ' aroi ce
pl ttinttiid nttotev, ltit w s.htou 

li my cfpcricit'c in workin in de\'loping cotintries, the questiotn wich always canic inp was whethirrf thresymcm itself' was the probnlvn. I pta'ss that ill both developing and developed countries, tife biggest sinigle 
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problem is [tIe dedication to doiflit things the way ticy'v'v always becln done. This is almost tnivrcsallv (ihe
problem. Ii is [liiCh eaIsiCr [(1 do things tie way ihey have always been done, especially if lhe cultire isoriented toward t hat sort of thing. There niy be people who niake their living, from impeding progress. 
[hey have atgood i iCeliv, to want to COmit inume tO do so. 
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RiEsOtJr(c 1 MOIiLIZAIION. H(OtSI,:III.I) SAVINGS AN) HOuSIN(;:

Till.: EMIN.IRGING A(;I,':NI)A
 

by Dr.Bertrand Renaud 
lousing Finance Advisor 

Operations Policy Stalff, The World Ran, 
'iashington, ).C. 

This shelter con ferencc is anl olipolrt y t.examine sonic irmporlant aspects of resource, mobilization forhonsijig in dsCVloqirig collltrics and to Contrast plrohlens and opporttnities in the late 1980s with theexperience of Ic prcviols decade. Because ol the rclatike brevitv of this particular session, I should like tofocu.s ol fhe linka,,.,, hetween Ilie pertoran,.e of national econormics and resource mobilization forhl)tsitcL,. li-tcacl of asking hv more rcsonrCes can be channeled into hOUsinlg, we wanl to examinle how theriohili/ation of savin es orIhoisitg hy households can raise the colribution of the sector to improving the 
niational ecoiioniv. 

Th: threce lain poilnts th1at We shall discnss are:
 

tirsil, ho\, chargc, in tOw mtcrnaitioal context 
 and the burden of foreign dcbts are making domeslicsavings venl iloe'crucial to capital f'riliatioll and growth in the late 1980s than in earlier decades.
 

Second, Ilon ihti 
 explcice of various countries is increasingly dispelling tile myth that the poor have nonrargi n over eovC,osiiiptionrd in ary 'ase dio not responl to economic incentives. In that context, we shalldiscuss our great ci tidi'rstaidiirg of the inegative indirect impacts which solic public policies calt have on
saviii,,esuohilizalion and on finaicial development.
 

Finrallv, we shall discusst(li lte
crucial significance of honsirg finance iristit ltions and tie snpply of financialscrviccs Imr ile developrcit A'tile sector irspite of' tlre fact that so much housing is built in the inforirralsector of' decloping cont ries withrout tile helef'it of' inst ittiorral finariciig. 

Current Intermional Context and Role of Domestic Savings 
Savings are tie foundation o'capital 'ormation and economic growth and there are four sources of savingsI'ora national ecollOilly: floSlrold savings, bnsiIress-sector sa'. ings, governmrent savings and foreignsavings; over lime and across countries tle honseihold sector is tile most important and consistent supplierof' net savings to tlie rest of' tire economy. (urrently, reliance otl capital inflows to speed up growth is coilstrained by tile I'act sO:that marry count ries are ex)eriencing debt servicirrg dif'ficltliCs and better ways toraise donrestic saviiigs are tIre highest priority.
 

" In sur-Salharan Africa 
 and much of' latin America, average per capita ;,,coies have fallen belowtheir levels of' 1970 aird 15 \,ears of' econoinic development have esscit i',ly beei lost. 

* T'ie economnic (list irlrbaices of the last few years have subsided somewlhrat, bit file \,orld economy hasnot reailed its irorit uitl of' tile early 1970s. )e'eloprmrent is tot mrak ing rapid progress again. 

" As lie attached tables and charts show, major changes itt saving,; mobilizaioir took place during tiheperiod 1973-1t982. )uriiig that decade there was a sharp increase in f'oreign f'iirance going to developilig coiitlriCs. As airesIt both llie gross aid iret debt of' developing countries increa;ed sharply andIheir o ilstanid ill' ediunlt- aild lon1g-lierml debl increased ten l'old betweent 1970 ald 1984. 

" 13y every rrreastire, tihe debt servicing ability of* developing countries has deteriorated, particularly
following the two oil shocks of 1974 and 1979. 
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* 	 Ii fle rapid int e1ration of' thle world economy and of'capital markets over 15 	years is a lcw,; pIhllonie
non, Cconomiiic history ,hows [is that this dranliatic growth in capital lloNelllnts is not eni.irely ntl
prccedentet. Ilifact, in relate' ternits, the voluen of"illernational capital flows has ot'len been laiger 
Ihan in the 1970s. 

" 	 in tihe carl 19(X, (treat Britain, hdieleadin capital exporter, invested 5 to 10 percent of' its (iNP
abroad, %iC 1anlceCC 1nd (.ernilalV ivlCeCL 2 to 3 percent of'theirs. (apital iniflows wrc also very
large. lii (a iiada, tlicy it\eraecd 7.5 percent of GNP and accounted 'or 30 to 50 perceiit of dolliestic
inVestntCl1; dnriiig iitetnlilent boonish the0' acCOulntCd f'or 50 percent of' gioS do0mesC;ll inic investll ei 
Arlgciit ii a and AUsiralia. 

(lilobally', Liet c;.pilit linflowS into il)_s Clnring tlie pCriod 1960-1%3 rCpreSenled 2 to 3 pcrc,21t of' 
(iN'i and 10 to 12 percent of iestineiit. Aflter 1973 these ratios rose to 3 to 6 percent of'(iNP and 10 
to 12 percent I'iv stiicnt. 

llihav CnrliiltoUs* 	 There bCCn Jiffelclies illile inipact of borrowing among developing couniries and a 
fcw well-iiimalaged conlltric of" Fast Asia have shown that an ahsoltel large debt i.i not necessarily

i oib Iilidbt cisis. l)ebi servicing difficulie, irC01omon, car, have been caused byi~tl at, 
colitbinliuiol o1 Poor doiestic policies and a dceterioratling world clvironietll. Since small open
ccoliUonne canillot coinrol t heir _livirOlllilit, iinal)plopriate iradc and indiustrial policies have been in
strtiiniiCill illltfliihl elatiCel lac_, debts into hcavy burdens. 

* 	 lliaddition to poor dolietcic policiCs, tlie strLcture o 'iliancial flows also contributed to tlile differ
en:ce b eciiuet0hlioie iniaiiv lDl(i's and earlier historical episodes of large capital movements. In
receiit years, loan have outstripped eCCquity liancilig, there is a1high proportion of' floating rate debt,
loan matuiiritics havc shortened considerably, and higher inflation and interest rates have 'front-loaded 
debt rlepalilcns. 

Several geiicral coiclusiois eirge I'rom lhe experience of' tlie last 15 years: 

* A 	better bitlaice bet weeni domestic savings and investment must be achieved in order to keep reliance 
ol f'orcigii capital inflows withil reasonable limits, 

* 	 Foreign capit t inflows inltist be Used to support sound domestic investment policies and not as a 
nin of' poor industrial policies and bad investment dccia 	lr 1 vcrilllllt to borrow their way oil 
siolit s was 1)oootteri lie case in more aflh'nll years. 

S\Ve call coiltratlthe, loic of l'oreign capital int'lows (FCI) with that of domestic resource mobilization 
illsiiple terins. lh cost of 'oreign capital int'lows is a Ititure oilloW of' national income1for any
Ctillir whetihce \kc are speaking lA'tlieULited States or Latin America. lCIs tend to raise the ex
clalnge r. and to cause exports of' goody and services to lose some competitiveness. O filie other 
hland, r.lilice oili doiiest ic savinigs allows a growth that is less at thilemercy of foreign itfluences, less
ifillationary andi llore stable; and it obviously reduces tlie strong constraints generated by sharp
variatilso ili tile cost aid tlie volumeif f1oreign clpilal. There are tradcoffs, but it clearly take at high
degree of naintial conisensus aiid good management to generate high econoillic growth based on large 
Ioreigii Capital iiiflows. 

* 	 A look itdomestic avings perTorinance (Table I) and debt conditions (Table 2 and Graphs) shows 
that lie problems of' mobilizing doniestic savings and improving invest ment levels will be particularly 
severe in A frica for ihu loreescable I'nttire  that is, lntil these countries regroup and implement
coisistent and realistic ecolnomic policies as shown by lie comparison withIlow-income Asiail coun
tries. 
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tAIILE 2:
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" There is a major shift of emphasis underway in financial development strategies from credit to sav
ings because tile development of domestic financial institutions depends in part on a threshold level of
nationa! savings which excessive foreign capital inflows have tended to suppress. 

SThile critical evaluation ofpast crcit schemes both in the rural and tile 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 income 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 you need subsidies and controls to promote savings
bili: ation? Third, what do 

mo
,,e know about the cost and benefits of various programs? 

With the rene \ed interest in raising domestic savings, it is now recognized tiat 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 and programs as well as inflation. In the urban sector and in rural 
areas, experience shows that when give, the appropriate vehicle for savings (such as improved tenure or ac
cess to good income-producing tools) even very low-income households will restructure the flow of their 
meager incomes and frequently reduce their consumption in rather dramatic ways. 

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

In the most primitive . reas 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 swting from investment both temporally and spatially; this has
been an experience that international =r.i.ers 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 amonopoly to finance cheap ill-conceived (i.e., 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
equally 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) .,tibsidized credit schemes, whether in industry, agriculture or housing, is that better-off borrowers
have been subsidized by small-scale savers who have too 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; 13) tile 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 extreme!y relevant to 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 sniall savers depend oil whether financial institution s 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 ratio-, depending oii wheliher they are the result 
of' overly simplistic reglat orv ,olicics combining forced expansioln with controlled deposit rates or 
whether they lead to an actual dcreae in the re'ou rce cost of providing reasonable yield, ?'quidity and 
risk to ';,iall savers. II fibe first alteriatie, a pattcita described 1y some financial analysts as inefficient 
"regulator> avoidamicc" will gencrally emerec and inivolve a ubstitutiO of' inon-finaricial services for fi
nauicial ones. [here is concCrn wit Itic cnlicimice of such . situation ili the commercial banking system of 
India and s-om I.atii i A.n1 ricaui countrie..'cs. 

A last inporrlrit factor of succc,,s of small saers prograns is very !amtiliar to the housing sector: it is tile 
"reciprocity" creatcd a financial inst itutiowhen lends to its own depositors. ()riginating from the univer
sally practiced intoriral rotation credit associatiOs, the eventual success of iv1iual financial institutions 
arid savings banks, credit iniotis and o ther 'inancial institutions depends on whether they can profitably 
lend to tile saine clieiItcC froM ssIi clIcposi tsarc rnobili.d 'Jhis problem appears to be more significant in 
rural markets weicrc deposit innovat ions often succeed more rapidly thait lending operations, by comparison 
with more dense urban imarkets. 

Ilotsing and Financial Instiftutions 

If there has been a nyti among more affluent people and many macroeconomists that the poor cannot
 
save, there is an equally interesting inyth circulaing among many students of housing markets in develop
ing countries. Ir is tile ria really crucial to housing markets benthIthat housing finance institLtions are not 
cause so Iuchi hou.sing is being built in tile large informal sector of every country without apparent institu
tional fiianicinig. It is a peculiar reasoning to infer from the present lack of housing finance services that
 
tihey ire nir needed.
 

As [lie preceding discussion already suggests, housing finance services are not available for a combination
 
of reasons: deliberate natioial policies which atlferupt to ration households out of financial loans; inappro
priate reinilatory environmietis; the lack of financial infrastructure to handle financial risk properly (fore
closure law,,, IortagC inisi ranIce, liquidity and intereit rate risk facilities, as well as other housing con
straints); and ilie indirect inpact of public lending prograns at heavily subsidized rates.
 

The development of an efficient housing finance system is very important because the residential capital 
stock makes ip a dominant share of tile total national capital stock of every economy; housing is one of 
tlie most durable invest riterir s, t lie mnost common, and it is growing very rapidly in periods o f slrong urbani
zation. Uiforlu iatcly, tlie genierat io of this capital is otCal CfiLite inefficient due to the lack of appropriate 
sector policies and small, iniefficiCut houLsing fiiiance systems. There are therefore macroeconomic reasons, 
financial rcasois as \,ell tsscctroral reasons, to improve ei.-stinig housing finance systems. 

Because littie is ruiitiing slort we car only imention briefly why housing finance sersices are badly needed 
and how they can have a very positive irpact not only on tile perforniance of the sector but on the national 
-coiioiily. There are inally reasons why a I)uselihold would want to own a.house: The transaction costs of 
frequent nioves are signi ficant; liequality oflthe servic::s is v'ery sensitive to its use; houising is a major sav
ing vehicle, particularly ill unreliable savings markets and inflationary environments; inrapidly urbanizing 
countries it is one of' tile assets with tile best rate of return; it is often used as an income-prodicing asset 
with rental arid subleitinlg; finally, it is an instrtiiieIt of social mobility. 

In spite of tile iythI l itis riot really necessary, external financing is a suiericr alternative to the incre
mental housing invesllincur which is imposed oii [lie informal housing sector. As was stressed by recent 
studies of, housing iarkcts il ('neroton and Zaire, "'Methods of finanial savings determine methods of 
coiisrict iol arid not h i re, crsc .... .hey determine the dominant type of' urbanization in African cities. 

('haling (iethefiiliciiig svstciii would change these cities." All over tie world i housing unit is worth 
between 3 and 5.5 tirics tie annual income of tile fanily which occupies it. It is art asset that is generally 
impossible to acquire tiroighi a pure-equity rather than a debt transaction. Moreover, incremental housing 
does not cliininale flie need for a large equriit' transaction for tile core asset around which lie unit will be 
expanded. 
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The efl'cctivc developrment of a housillg finance system will req tirc well-designed deposit and lenlingstrutents. Successil policies need to recognizc also tiit housing is not 
in

the exclusive preoccupatio I ofhouseholds. Small and well-off Savcs have many pulposes tor S mvingsand wall to allocate their "wealth"amlong aIrange of assets -- inconic-producing assets - such a; pical capit.l, llnOe, financial assels(various types of saving deposits), iflllation Ildges (gold, jewelry) and eVentnally housing, as their major
'Pssetliestruct tre of Ithis port folio will chalee .crosstheir life-cycle. [here is thicrel'ore no rcasoil 

income groups and wIthill each social st rat .in alongto expect that a single tvpe of deposit schemeI,.: OrFi Sigle IpC of
1110 [gage loan will llet [lie lceds ofl ecr' fallily. 

Over tile last 15 years at,"-wrsiderable amount has been learned about the dynamics of' housing markets inde\veloping countries. It is no\ time to work on tlile constraints affecting tile Sound developmient of firlancial systems for t hI.S major domestic sector of tile econoly. 

lhe strIICt Lrc of tiht agenda is fairly clear. ()n the demand side the problems are: low, irregular and nowfalling incomes in namy heavily indebted countries; poor collateral causCd by unclear land lilies, unserviced ieighborhtood ai(l nioc'oiiforriiing buildings; low rates of return on housing caused by rent cont)lrol
law%.S ipt use laws.and d rsru ulid 

()n t le supply side, inprovements are needed on: the inadequate iliauicial saving+s f'rom household s" ieimr)roper pricing of Itug-terl liortgagc itist IlnIerits, particularly tinder inflat ion; tile frCquCnl use of finiaicial systens as an itriplicit tax in'.runerit to finance 'prioritv public-sector activitics arid i penIlalion of small savers: \s ell-intentioned but p[oorly desigtied, rcgrCssivC subsidy prOgraNils which undercutI inaticial institutions and prevetitnt lici fromi developing efficiently; fragmriented systems with inadequateregulatory 'rameworks arid eilbryoriic or rotnexistent fillancial infrastruct tire elemeniits. The task is awe-SoIie, [)tIlllllty coutlriCs ire already workinrg oil Changes under the combited pressutrc of' external creditCotistraints, domestic credit chiatiges arid raplidly evolving finaicial teciIologies. 
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POLICY AND PRO(GRAMS FOR URBAN AND Siii:I:InE LI:NIIN: 

NHt: Ni.\ IDi 'AD. 

lby Ping-Cheung Loll
 
Director, Water Supply and Jr)an i)cvelopiment Department
 

The World Iiank, Washington, I).C.
 

I :;n pleased to be here today to speak oil hehalf' of the World Bank. For 40 years the Bank has been 
trying to help the developing countries in itmproving tleir standard of living, achieving sustained economic 
growth and alleviating po,,ertv. Il the ur ban sector, we believe that tlie experience of Ipi- efforts provides
importanit lessons thal illof us, trout the public and private sectors, need to consider .,hen formulating 
s.rategies to :ollfIrott tile itiany 'inacial, econolllic, social, iiistitttioial and human issues that the 
developintg world faces. ()e lesson, above all, is tlat we mist vwork together, we must develop consensus 

y, Illitst of experience.Oil our obiectvl aLd We base our Strategies ill realism blt 

This cotlll reitce has brouilt together a special group of' people, people from tlie private sector, people 
flroill ai td tle lilt lrlitt onal agencies - people with good ideas and fresh perspectives onl lowgovelitt[lcit 
to app1roach0 urMI de\velopineittpoblems. Your insights and reflections can be e:tremely helpful to us at 
tle Baitk as we plan tor tI'eI 199(0s. I look Ifr'ard to the discussions of tie next few days and to benefliting 
1'1rout1 tl] widIe el eriCtice.yolr t htli-hts 

to plrimarily on 
last tellyears, whete have tie Clorts of tlie past blought IStodlay, ol tlie eve of tlie International Year of' 
Shelter Itkr Ie I lohtieless? ScCond(l, what is the environmient, part icularly t lie economic environment, that 
we will have 1t).tmrkwitlii illlie 'Crs ahead, and what constraints ,S,'ill\ve face? Third, what wsill be the 
priorities and goals otlie World Bank's activities iii tile urbatn sector durinig tlie next several years? 

It illtvretiarks ills afterilti, I ,tilt focus three questions. First, looking back across the 

So, let tle begin with i here tle eX\lerieitcl' of tle past has brought its, and I am referring here not just to 
World Batk inilialives bit to all of our effortts coliectivel . [fie years ago, we embarked oii a period of 
exl'eritimentation ii li utrlban sector. [lie I IABITAT (i'uference inl Vancouver helped lay tile groundwork 
for tiyiilg tiew alproaclies. [lie Vorlld Bank was list begilning its urbnl program. 

illlie vear that followed, really iistittititms tid individuals trom around the globe, inicluding many of 
youi here, have coiitribuited to a worldwide learninmg process. We all tend to be painfully aware of our 
misiAkes ati(i of how much titore teeds to be done, but we should not forget tile progress that has been 
achieed durintg this period. ii tile mid-1970s, cities intie developing world were still basing their policies
oii ideas that we now know wotild niever have led to peritiatieti solutions to tle rapidly growing problems 
of cities aid towis. Tile btulldoer was beiiig used to clear slIuts - where Upgrading of sltlnis would have 
done more good for tItore )eopCle, lMrticularly poor people. I ligh standards were being adopted lor lions
iug, tr1atisport , \\;itcr Supply and other inlfrast ructtire - where lower stanidards would have enabled cities to 
reach larger numbers at lower cost, itistcad of a Iort titate few at high cost. Governments were trying to be 
tie prilttarvy Its'idetrs of' coitipl't e iesw housing units -- wherc tie' could have been more effective con
ccitrtil igo n illrast iici tire aid leavinig the constructiot of' housing superstructure to the occupants and 
fle private sect or. I arge subsidies were coniinnon in all public-seclor services - where reduction of' 
subsidies would have helped curtail the spread of notireplicable strategies anld the inefficient and inequita
ble use of tlie limited icsotlurccs available. 

We have itade ioodg hawicad y oil these issues. The f'orces behind tlie old, unsustaiiable approaches are 
clearly liil1ch imlie tlllie delemisive today thanihwy would have beei if we had all remained silent a decade 
ao). Aid we IaC Cliecd i lot illtlie process. Take tile concept if'sites and services, for example. The idea 
ihtilie pulic sector should focuis oil the provision of sites and services for houisiig rather thail construc
tiot of'cotiipleted nitsi was a controversial tie\v proposal in its day, and helped shift government elorts 
away 'toi expatiiniti of public housing progranis. Now as we have gained experience with sites and 
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services projects, we see theih sliorcomings, aid tl needIIto ove even irtlher iill, i directioi of lo\,erniestandards aud Mtobilizing the polential of individuals, locatl comiunnilil, and file private sector to solvehousing problems. 

At the World Bank, this process o1 '1larning hy Doing" over tlre last ftell\cars has iivoklcd [us in a broadrange of lending activities, res arch, and policy dialticU with ionr borrower comtri es. Since 11)72, \,c hatvefinanced 131 urbain projects in(0counitrie,,, lot i total of S,hillion of extIrnal asistanc,, \\iih anotheI $"billion comtribluted by the cotlllie tleilvcs. Our projects have affe,ctecd ovcr 3,(XX) citis iaidolwns, illAfrica, South Asia, East Asia, the Middle LI'ast, and laun Allirict and tIe ('aribbeal. ()mr urIbanleidingstill remains a snall ftractionl of' total liaik liIdinie, id alwa\s will be small relative to rynIme;asurcwhat is needed. But arc lrying to do of's:, 
 \iar we can...\id \\C hop) to be always open to ie.,\ andidea"
always learnig.
 

C(Iousider noW mny Seonod uCstIonC: Will be
, What lie Clivironierit we haC to work wilhi n I the wahead'? The world ecotol V CCeiitIIV has been Ihroug2h deep recession, associated vi ih tlie oil pricmassive infliation, slocks,and verv high inltrest iltes of the past decade. Conditioiis have illproved inowindusirialized countries. But lhe for tliedeveloping natioiis reualtili burdened with CinorliOLs llacroCCOioricproblerms, including tie hutge overiatig of itilerniotal dht. Severe r'soulceteris of' Irade have ec'onit grii and pcrsis 
coris raillit arid uifficultltentreality for tile developing worhd,nations especially. Insotie countries, epceialv in Africa, 

aid fkr file poorir 
cauitly. The otillook 

real per capita income hias been declinili !, sigtiliI'r world economic cotnditions inithe next five years offems little lhopc ot rapid iriprovcaet. At tile World Batik, wu expect Ihal itlos of [,lie developing world will conitine t Iac hicircumstances and s'C'VC, lIniltd relsOtIlrcs illtlre 199)(s. 
Closely rclated to these econromic llreids is aniother issue. NMlny countries ire or sooii will beMajor iacroeconirric poulicy cha iges, 

undertaking
know:i as structulral ,djlistslitr1".These chalLcs will haveirlplicatiorcs for every prol'ollidaseect of their econromry, iicluding ifietrade, subsidies, irbani sector. Policies oi forcign excalinge-,,,lid agricultural pricing that have lg b ell out of touch With econiolic r'alily arereformed itoestablish a belter basis for stinllulaiilp, economic grostli. Arid countries that 

being 
Iry to ptlreject such 1fIorrel'Ors will undergo painiful structural adjlst mlit ayallyw , of, i dilereli kind; they will seetheir economy weaken fu'ther aiidIItheir living standards deteriorate. ()lie way or the oilier, tiliesil willbe greater pressure to reduce subsidies, liiore limited availabilitv of' foreign exchange, aid f'ewer resources
 

I'orliew public investntc s.
 

We muitlstnot close our eyes to what tlis illns for iusin the tirlbanisector. We mustUrban concerns withi tlie con 
be willing to aipproacho'at ioal'! levelOplintCii strategies, aid to seeobjectives will that overall cross-sect oralcome bel'ore urbaiii-cenlcred goals. We must accept [flat (ite share of resoturces going to citieswill iot increase. \We iiiLit ackiowledge tlirl ilisorie cases (lie 
 unrban share slotuld actunally decrease, considering overall national objectives. Otir Job must be to miake the ulrban sect or a partner in deve+lollrtil 

not -ispecial pleader for extra pulic funids.
 

This will uirean developing a better iiniderstaridiig of liie coniiect ions bet
ween urb;n developieit aindinacroeconoimic growth. Over hialf' of' Gross l)oiestic P~roduct (G)PI) illtile de\,Iopiig countries either isproduce¢d in cities and towns or is depeidet on ulrban processiitg or transportaiioni.decades, tile urban Ill 1It lexl fe',vshare of*(il)P will rise even higher, passing two-ithirds and ultinlalel:,' lhree-fu;rleus. IiBrazil, it is already at 80 percemrn. If tIte urban economies t)fdeveloping countries call le iade moreefficient alildplroductive, their nalioial eco oirllies will be nore tfficient and productive, arid tIhis catf'uel tie suslained hielpeconomic expansion they desperatcly need. At present, cities and towvnscountries initlieseare extremely inefficieni relative to what they cotIld be. Producers, workers, and Cotnisumiiers f'aceunnecessarily high costs bcausle basic ill fraIs cruttire
because iicenives 

and services are inadequate or poorly raintainied, orfor improved efficicncy are undercut by de'ficicit governenit policies. "I1igi Costs riieanlower profits, lower retuiris oil iivesimntiri s\\',wr jobs, aid lower economnic girow!]i. I.igos aiid ('iiro
tlie most obvious exanil)es, [utt Ihere is siglnificantll pOtlniail 
ire
 

f'or greater c'fficiericv itt places like Lirima,

Bombay, aid Shanghai as Well.
 

These considerations should have ta key place intle strategies and priorities we propuse. li fhil' rly 19 70s,u rbarn policyinakcrs f'ocu imiaiii ilai irbnalleviauti of' art\pov"ery . Nlore recent e.Ito isilprovement of iave stressedurban ef'ificiency. We must not as 

as a sharpening aid deepen inig of' our utniderstanidinrg of how


poor, but 
think of' this shillt i flunihg away\'i'rom a conce, irnIor Ilie 

\we cal best achieve alle\ ialiolis olpoverty, given the importani role hlat ecoiioiiic growihintis play il raiSihg lIivilg staldards. 
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\'hile acklo,,leclii , ile illporiirlce o nrhI nlalagelelit, wC als",o 11iderstai.d tha 5,Olltil iS1 il0,!i(til onal protiili ale l'cs'arilN' city- and coi II ry-specitiC. Thi.rce lit() ii ivcrsal prescriptios it) or 
problems. We must be fiexible anod adaltive. 

As we work to promotc policv Iefmili andd i t itlfioilll dh.\'ehliielmt, \%C alo iitciisl to incelaI''t oW. 

slippo t toi t sidc rllI2_ of,k.tillieS ill ,\'A.\sia,,, il I ,A . ()tll lilr l i' "C ll Im iCpall-AlliliiC'ii'xsioll of, the total .llloi of oiii ;isislailcc lioil .'75) million per year ol ; \ tcii i,cl 'id billoin. llti'll ber of iios %%c Iike soill illcrie too, fhoii ilie cirrcut mcrac (f 12 I ijctl pi Yc.i 
()ur lendtilw. iprt~ raill will p~lacec e.,pan,ded c pmliasi oil nlldIaiiling andlt V.c'liml, rniaviltuill 1 lllrn !Iolln 
alrcady c\isiiii asscts, and will ot silllply illsolsc cleat i1,Ie\s aiswls. We 55ill he wckimp to com ciie;Ie,ail he ttullsistcllt \ilh Ibim tlc il i is s OLSits i il urbiii se ctr, ljletlin,,IIIItrotl tr iiil titllsti a llland
re.sOltiIn Of' Ile ilCbI i Olell. 

WC Will cOIIiijuC to p)rovidC iproJecl-hy-projecl leningli!, well is Som,- polic\-hascd lendill ('11brtnldersectoral issucs. But wc wyill )e direct ing this leIding to carcrully doseln objectives. ()ne oh jcctic will he tostress effo'tsl Ihut have a siibstaiitial lemonstration effect -- lcmniistratlieIl\\ iiplroachics that filehorrower ckUoniii ' caitlat,Ctitl r e lsCwhCrCe ilthont! lurthcr Bank illsolvCIlitCII. Another obict will be 
to shiarpeii te iovcY'rtyv fcuI' o r ,l,istallic. 

I also allttach palicliillr inlpot illce to assistill c l'itICS t10lclop a ileItCtCr Idivision of' labor htwcejipuhlic SCCtor uiid the piviltC seCtor. II iii' view, htter handling of' the istiblic< piisarc tltlsioll is crucialfor the ,liccess of clervhilig \wr.hlope to achieve in tle IIIllball sctr.O, illali'Clll0 lriCs, gov.rlelit a.retrying to do too iumch flow. Fhcy should he leaving more for lie pri\ale Scctor, and should he heIpingcreate all cniloltllt tllat )erliiits prIVate inlitiati Cesto lake loot and gRo.Lt ic ilnsra whll I hivc Ibci salli abont (ill objectivcs by r'cftelrriigu Specifically to the housing 

1t nnsCeCor. We pill COnliiltlC 0 work o\\.ard rCliCni.! illilaffordal.ic slaldards, iniciellsillau Cost recovel''ry,aiid diiiinishiiM the inhlic ect'ors iuvol'iCciit iidiiect cOlisItrnetoill of' holisiiite and oil-site il'rastiructilleC. \We also inicnd to cot latzile more ol land issues, land is obviously a vital resource il Iilrbalndcvclopilcitll aiid will Collie iuinier iucrcasirlic pressure atsrapid poplntlalioln growth colit liics. It is also anillefficieily used resonrce iii de elopiing Coutrlies tolay. Better ,Solutionsalre ncedcd oil issues such is lald
iCistriat 1oi, land IleClopieiCii lar'tCiioII of tCliureC and property 
 ights, property tax valiation andcollcctiolt, and land iiarket traiicr'rs. \We will be lookini ini 

1moreC cfectCivcly, It low'r cost, 


for 1wayswhich these activitics can take place
ind with less dClay aild risk. 

Ill the arci o1" housin. filiajic,, oi. will he C'lpailll eftorls toassist illO lr ilpi-oiin ile ilobili/atioil ofres)ll.cs adRclfteriil of credi pllt lisl aid illciiediaiilsti liti uions. Policis hat, ldil to Sihsidi,,ing thefillailcilig o1' liou1iii f'reqiietl distort financial markets, fail to achiCC their iitCe pliurpose, ai(1hiiider progress toward gicater efficiency and eii ity. SnibsidiCS are wiCdCsprCad n1OW, emedCCdiliortiage iliterest rate policies, illtaxes caiitarked For housilli!, reg.!ulatory controls oil haiks, creation of
special governlint hiousilng haiiks, and support of govrliimlit credit prograis. Weways to help will he lookiig forco, 'itrics fiid better altcrlatives to cLirrCI ap!proaehCS. Of ll thiS will iivolve rdctlcingsubsidies, or liftilg to less harinful forms of' subsiiicdi in eases where suibsidiiation Caniot be eliimiiated
 
eitirely.
 

I would also to lialike iciiion lit a lew entlllVt callCl the Multilateral Investnlt (uiar.iilte Acnliv(N'IIGA) is )eing, established as an affiliate of [lie World Bank. It will provide gnaranlees, like a form1 ofilsuralice, to cligihlo privaic and publi ilivestors aainst certaii risks in invest niel projects. (ualifying
projects can include, iii the housitig area, (a) ilivest ntsilt to esiablish or strenltiiortgaLge-'iiaiic, in stiintiolis; (b) ciigiticring and Coisturction services to pulic or private hoising developmnt activitics, espccially services prolmising inliprovelliit iil il efficiency of iousing product ion; (e) other scrvices essciliilto the dCvClollmeliti or iiuirketing o," housiig accessible to ilediuni- and low-income familes; anlid (d) investmlnt.,s in tlie local pioductioi of' housing colpontlitsu, Cqliluiit.snpplies or I hive broLhl wiitil Mibrochure describiili this new facility. Copies arc available For anyone interet]d it taking oic. 

We believe that by \\orkiinc togetier with yol, with IABITAT, aiid with other illtenibers oft lie iltcrilat ionalcollilluity, onr .fTorls Caill be incre'.singly effective. We are looking forward to the imeeting of the )eveloplit \ssiaitc (oiitees of (-CI) oil aid Coordination in tlie urban sectr orin )lolicr, becatisebelieve all importanit opportuntity exis s to improve the process of 
we 

urban assisiaice. 
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HOUSING PROGRESS IN DEVELOPING, COUNTRIES 

by Peter M. Kimin 
Deputy Assistant Administrator for Housing and Urban Programs

U.S. Agency for International I)evelopment 

Urbanization and ihe consequent need for shelter developingin the world are increasingly importantissues. We have already heard an excellent resentation from Dr. Ramachandran of' HABITAT on thescale of the problems. Urban growth rates continue to jar the imagination.populations in developing countries 
Bv the year 2010, urbanwill surpass rural popLlations,

shift in the incidence of poverty. By the ycar 2M) 
These nations will also see a dramatic 

more than half' tie destitite will be living in urbanplaces. This rapid urbanization is creating unprecedented pressure for shelter and related public services.Water, sanitation. health care, arld education will be needed for more than I billion residernts.
 
Urbanization is not 
 an optional matter to be addressed sometime in the ftture. It is an urgent issue nowand must be treated as a priority development concern - one which is shaping the very pattern of nalionaleconomic growth, tle settlemnt of vast populations, and the social and political stability of' many courtries. The donor community is beginning to acknowledge the profound influence the urbanization processis h,.ving on national economic and social development. A consensus is being formed that improving theefficiency and productivity of cities and towns is essential for fostering economic growth. Cities currentlycontribute over fralf of the gross domestic product of developing countries; by the year 2(XX) they probablywill account for over two-thirds. And as the locus of' poverty ,:hiflts fron rural to urban areas, efforts toalleviate poverty must increasingly be directed z~t meeting the basic needs of' urban populations. 

At the U.S. Agency for International Development, the lead responsibility for addressing these problemsrests with the Of'f'ice of' I-lousing and Urban Programs. For more than 20 years, we have been providinga'sistance in shelter ard related urbarization through onlr Housing Guaranty Program. Relative to all U.S.assistanc., programs, tile $150-2(X) million per year that we provide is small. On tile other hand, this ef'f'ort- which has anmounted to o,'r SI.5 billioni in total assistance to more than 40 countries makes-
United States the dominant bilateral donor in tie sector. 

tile 

What I would like to do today is jrst make a few points about how we see the shelter problem and itssolutions. First, let me describe the lousing Guaranty program and how it works. In essence, the FIGprogram is a mechanism for channelirig private-sector loans frorm the United States into shelter in developing countries. We provide a U.S. Governmenit graranty to the private lender. Most oftei the direct borrower is a central bank, finance ministry or other governmental cm ity that provides a host countryguaranty to repay; in cff'ect, it gets to use the dollars and it absorbs the exchange rare risk. An equivalentamount of' local currency is then made available for shelter financing through intermediary lenders. Sometimes these intermediaries are national housing instittutions, but increasingly we have been working to bring

private banks, building societies and savings and loan associations into the projects.
 
In fact, our roots really lie intile private lending industry. When we began in tile early geographic focus was lirnited to 

19 60s, ourL[atin America and the Caribbean. Our early ,f'orts, and one of' our greatsuccesses, was to assist in tle creation of' tile private savings and loan systeii throughouct Latinr America.This system has experienced significant imitations, but it is still going strong, mobilizing resources andinvesting them in housing. Today we arc active all over the developing world, supporting and working withprivate lending institutions in Africa, Asia and the Near East, as well as the Americas. 

Our projects are developed, implemented, and managed under the dirctior of' a worldwidc staff based inseven regional offices, working as an integral part of the AID Mission in any given country. Inaddition tothe $150 million in shelter loans that we make available, we have other gratt funds which we use to Supportour capital assistance projects. This support takes the forri of training, providing supportive technicalcooperation for project design and implementation, and conducting research arid project development 
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activities. Marry of our shelter projects are also enhanced by our leveraging of other AID resources -
Development A.,iStauCe aud [Lcouotic Sulport Fund,,- For both technical assistance and capital devel
O~plileilt. 

lhcse arc tie basic rIrechauic's ard tools of our prograr, bit tile., bCgill to describe What ve aredo 11ot 

tryhw to atccomplish or hoc; we endeavor to meet our objectives. To understand what 
 we are really about,

Heed%%C 1t look ;r little at our history and examine tile lessons we have learned. IlII the more than 20 years
that All) has beu ,wuokingto provide shelter for tlie poo 01 the developing• world, we have learned a great
deal tbolll what \orks and what does riot. WC began \\ith a set of preconceived lit~tions about the nature of 
tile ohsin probleI anld sshat nleeded to be donIe to come to grips with it. Our position Itday, arid the 
p)olicies P)truLIedi by the Ulnited States and by liary deeclopilg countries are illsonic wassdiametrically
op,o'.ed to the notions \ itlh Much \,\(wb,;gan. As we hase gained experience, ,irview has evolved lto one 
Ihiat puts inlcreasille reliance on individual and private initiative and sharply redeliies tle essential role for 
20",,,+Il l Ill ici_tOil. 

WheWI) \\ e bg nearly a utmarter (.k' a Ceiltlr ago, desekiping count riCs had air rniage of appropriate
housiuct based oil Ianv thiings, including What hey sass and learleu inthe developed countries and what 
had beetn b-,uilt in ritaly ol their cities dtur rig the colonial period. These aspirations led to tile construction, 
sorrtimeis ,sishdorror a-sistalce, offfle wvell-knowrni housing projects, son of thern for government em
ilo\.cs: plojecs hat wcre built to ery high standards, that were built hy governmient bureaucracies, arid 
Ihr.t even for tire relatively well-off people Who scould live in thctn. As tiercqtrlred s.ulstalti.lsubsidies 

calit," (0l, poplattiol grrwt Ii and becare so too did the
urb:iiatioll liapparent, impossibility of even 
scrttclir fietI strfice of, hotusilr riced vit this -;tratesy. The economics were clear; scarce national 
te'solurcus cOuld sol he made asvailable for deep subsidies for shelter insufficient aniounits to have any real 
itilicl vsit hor seriously, runiderriiining broad econtoiriic de'elopment ob-jectives. And even if alltihe donor 
rCsurrce,, tIree inruster coulid be devoted to shelter, tle problem would still not be solved.could 

.SoillIhe I97t0s wsscall moved assay frour project or, estate housin'2 anid into what sce called the "basic 
nee'ds" alIar e e. ()urr atterniorrthJrrid to providing shelter for the very poor. To accomplish this, new 
models sscrc developed: sites and ,.rvices, slun upgrading, and core housing. These tecliii iques allowed us 
to provide at lcas iiinimal services to Vasly larger population of threct poor. Although the housing was 
i,.,nexistcnleiltorliiil, it p1os'idCd families With ti1e Opportunity to meet their own basic shelter needs. 

I.imilics rid 11eir own private space; they were soonr protectcd from the elements; and they were served 
%\itlwater alid b sic sarlitation facilities. [or thern, even tie most rudinientary of shelter was an improve
irleit over ,hiat lie\ had before or could havc hoped to attaini withort sonle assistance. 

lhrough tire bae,ic CCds I ratevy, we have nmade inajor accomrlplishlmenis. W.e have not just assisted in 
lioisirig tile pou; we rave Ielped to re(lieitt tire thinking of host countries about what shelter solutions are 
rpprl-pri.rite anrd whl.t Ihe Cill affotd. \Ve have used orrr I luinsihg (uaat' program to finance projects

wvrld'.,ide that eliphiasi,'e the provision of minimal adequate shelter to tire largest possible number of 
I'rilies. As ilporl ,We have IocetlSt'd our1 assistance on serving poor households - those with incomes 
beloss the riedian for tIre country. IlII doing this, wc have helped to demonstrate that it is feasible to 
dCvCl)p shelter ,oluit ions 'or these fariilies. We have also shown that if tire proje tsare designed appro
pliately, ptoro larliilies call become llonuowcers a:ld they are a good credit risk. 

lhis strategy, Iro,,ever, still was inconlplete. The shelter problemn was growing rmore rapidly than we and 
tle Other do1r1rs coir ldhope to finance solutions. Even though piojects were built to much lower Stan
dard s, resideit s still were tlie benelficiaries of residual government subsidies. Sometimes land was made 
a\vailahic at beow--nuirket prices. Stirrietirmes finarciig wits at interest rates that did not reflect the true cost 
ol Illolley. ()r icrrips ill'rast ruc tire was provided 'ithout adequate cost recovery throtigh assessments or 
user charges. ,,\rdgverrirerit btrreaucracies continued to play too prominent a role in the process. Their 
direct irisolsemni it hding, construction and othher aspects of project design and implenentation fre
quiiCilvy p clMided tie raartket discipline that could assure tlie irost efficient allocation of resources to 
sheller. [or t~lcse rc.olls -- cu~liuhriIrg suOsidies inL direl government involvement - the projects 

at 
req uire Irc.' llocatliruirs .t'dornor ard host country resources, which simply were not available in the 

licked r.ilicab ilit, the scale Iurecded . As lo1ir as these coidit ions persisted, new projects would always 

(111,11lit 1 needed. 

All this tirle, the key to tile solliturn was beconing appareit. Governmrent efforts aside, the vast majority
of [lie poor ill tile developing world were ini fact housed. Ihe faciliti,s may have been rudimentary, bit 
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people were able to ohtairi 
bt clearly effect ivc, 

basic shelter through their own initiative and through the sotntires mysterious,workings of tlie in'ormatl sector. Land was being made available, credit was beingobtained, and honsilg getting biiw\ans 
 hthrongh mechanisms not Fully understood, but which were producingW sheller solwiions of a sort at a i'atrgr'eatcr raie thall goverrment-sporisored prorarns. 

This was not really a surprise. For all of' us, rcgardless of' our ecoioltic or social status, One of tie mostinportant things in otir lives is where we live. 11we move or change locations, we will devole a signiicantanout of' time, energy and elTort to where we are going to live. We saw in o1 r work that people wereprepared to make enormous sacrifices to provide tlhcmselves witi a decentioderatc-income neighborhoods, people with 
place to live. fit soire low- andicoies of' $12(X) a year owned houses wkorlh more thanS12,(XX), more than te tiiies their inconc. 

Pufintg all these lessons togclher, a rcalistic strategy for shelter in the developirg world emerges. The strategv begins with tire premise that iridividnal energy is what is needed to solve the problem. Then tile appropriatc gove1rnmerit response is to ct as afi/italor aind solve those problernsso/N, u/wst'/',s. We that1 the inlivirluais,cannotsee ilhose problems as I'alling into Ihree basic categories: the availability of laind withsecure tcnure, tile provision of infrastructure, and the availability of' credit. 

mrosi WeOF Ihese, perhaps tenure is; important. have seen that if' itidividnals have clear title arid secureterinre -- it' they understand that whalever eftort they polt into their shelter will be theirs - exceptionalaMuntlnls o1' saVingls are dvCoted to shelter. Ilis creates security for tlie family, contributes sigitificatutly tocalpitl I'ornaltion ill tlie conrut ry, and increases tile lcalti arid productivity of' its popurlation. To tile degreeiit gov+'erulrllelit cnergies aid resources call be chitnltlehd ill those directions, then hotsirig finance instiu Otis, cooperativCs, private ciitreprereurs and above ;t' the individnals thfeiselves will see to it that
appropriate shelter is prodnced. 

\ll of' this, tlielt,has brouglt us to outr current stralegy. We have, through out I lousing (iiaranty programaldlrelated assistancC resources, a couple of' hundred million dollars a year th at we call briil t) bear oti thesheller arid urban problems of' tlie developing world. We Use tiese fnirids to enter irt o policy dialogue wilfdeveloping countries ill air Cflort to talk to each other and to work toward strategies that will do tile job.This policy dialogue f'ocuscs on the national approach to provision of shelter for all. The basic idea is toadOpt a series Of policies which, ill their totality, will set in inCiOt tihe for':s fial will puw the slpply ofshelter into sonie sort of' equilibrium wili the demnd. 

Ihe most iiportant conisiderat ion is ilie appropriate division of labors between tlie public sector and theprivate sector; between tlie governmrrieit aid f'amilies; between the municipality aid the C.",'iniylv,withintie culthural and historic cotitxt thfiat exists - lhe reality. Onr substantial experience iii many developingries argues si rtiglv thatl government should expend its ettergy on 
cont 

tile things that individnals cannot(I0 for tluciselves. I lie facilitative, policy Inuctiori of government is all irnpoi'tart; there can be no suCcessfl'Ul shelter proeraIti w\\ithlmit appropri'ate government participation. 

A critical clerrii is tie eticouragenren t atid support of' tlie private sector, which alnost everywhere is tile
principal enguine of ecoroinic growlh. 
The private sector is the proven, effective produorcer of' shelter.maxililiLing Ire ro,: ofI' private-sector institutions ill the provision By
ol credit for low-income f'amilics, we areattetiiptitig to expalno the availability of Ilong-term housing linance. fly providing opportunities to pri'vateindividnals, as well as developers and contractors, the production of hoitsing for ow-income families willbe iriost efiicieilly achieved. 

Second, we work with the countries to adjtst their view of' it mini numitappropria e standards forshelter should be. If' basic needs can be inet iii a home of' 20 .quare meters to be added to later by tileoccupa nt, then i!is not only a waste of scarce resources to build at 40, bit only hall'as iany people can behelped. I1'we can provide adeqlnate water and sanitation by clustering fkacilities, tlien itis wasteful to pipewater into each itndividuoal unit. Appropriate standards, along with the use of' appropriate, low-cost andindigenous bnilding tmaterials and technologies help to assure that tile project is al'fordable to Ire inlended
bencfciaries. And alTordability is the key to cost recovery. 

Third, we work with the countries it) de\,clop policies that will assure project cost recovery. This is criticalif' we are to achieve project replicability and produce shelter solutions at a scale adequate to mect thegrowing needs of tile developing world. Cost recovery means elinaating interest rate subsidies, chargingmarket price fI'r government-owned land, and recovering through appropriate charges the cost of pro
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viding basic iifrast ruc tire and services. To fihe extent that we increase cost recovt'y, we can serve many
more poor families. 1Igovernment is to 'Absorb some costs, it should do so consciously, considering costs
and benefits, economics, politics, and equiiity. Every tinie we design a newI-lousing Guaranty and then 
negotiate the loan criis %iti the host country, thee issues are brought to the table. 

Finally, we use on r assistance leverage to help heneficiary countries improve the institutions, public and 
private, that impinge on shelter and Urban development. We recognize that the lull benefits of private
initiative can be realited only in a stll.porlive environment in which the basic public responsibilities are
executed efficiently. WC strotigly encourage tie building and strengthening of institutions Which serve 
peole locally aid il wlich t,,eV cai participate. We are supporting both neighborhood, cooperativeorgan iations, aid nuit icipal Sirengthening and decentralization, which are receiving priority in countries 
of every rellioti ill tile world. We have been a strong voice in insisting that national housing agencies and
financial institution deliver Itlc services they alc chartered to perl'orm. To ad.aicc these goals, we provide
extensive Iraining" to policyillkcrs, senior officials and key private-sect or actors on various policy andnIIacll11emlen sit,sties shelter,related to fitance anc] urban developent. 

\Ve belieC , vry dCeply -- and havC figures to support this belief - that by following these principles, the 
world shelter problem is resolvablc. iti single generation, perhaps 25 years - within the limis of the 
resources that arc iow available - all adequtle, if bare-hones house for every fanily is I reasonable, 
achievable goal. 

To this end, x.,c arc actively parlicipaiiting in the activities of the UN's International Year of Shelter for the
Homeless. I lie dcignation of IYSI isall important milestone in tihe world's efforts to house the poor. It is 
a call to tile developitie countries to examine their shelter policies and make renewed efforts to expand
housing opportullilics for tile poor. Throu Uh the mechanisms established by the UN Centre for Human 
Settlemet ts ill support of IVSI 1, dotiors and recipients alike Will be able to share their experiences. These 
channels of Ccimtniii ic tott Will serve as a ntediun i I lrOLg l which IneW ideas antd successfLII experiences can
he exchaiged. . 'onittries calt learn frotm each other and accelerate the realization of shelter improvements.
We have beet] and will continue totbc active in this process. 

The desigilation of I.SI I is also a recog-itioti of the relationship of adequate shelter to tile physical and 
psychological well-heing of disadvantaged people. It is a reminder to its all of what we are really all about.Peth lzps ixvlmicreI has this tiost fundaiiierital aspect of shelter been more poignantly expressed than in an
early novel by V.S. Naipatil, who may be tei most powerftl writer in the English language today. This
novel, .] 1housefir Air. ihs'Ivas, is clearly autobiographical, arid Mr. Biswas is Naipatil's father, a middle
aged faticr of f m r who is terminally ill, his thoughts as lie lay in Iis bed turned to tle house lie has 
striggled to I "' fr: 

I It It hOUIttit1 1 ,iuhis i iii, ihoiugh ,.. ils it had i ,i'tl Arid diiing these1O iic Ioi beel mirc morigaged. ioith (If itMcss anuid
dc'-liir tic i , 

,lllck Ih ill I toise,a:';ill ga;d a,ailin tc \\olldcl ol heilig omi tic audacity of ii: to waltk ill through his oWn Ilolli
f!alv, to h l r i.IIIx iO \\ih CV'1 he \\istcd, io cI,, his doors iand \,indtows eveiy inighti to i il 1i.)noises except ihose of his famnily, to 
\ II[uterI 'c t 0 1 10lI 0 100111 Jlld ,nislnli hik yald .... 

I lw Icu ib c it \ ul Ic, tc a h,is tlne, it) 1w \\ithou it: ... to ti;\c lived \iithol e,.in atiltemnpting to lay claill) Io one's Portion 
ofi I11calth;I ha t liCd titi rs01Ct act heei Uiiir c .Surlyillnd iUliCCoiuiiinitfaicted.died 1o111l, 

What ,ve are all really trying to Lo is to provide everyone with his or her opportunity to lay claim to a 
portion of tlie carth. As we slrrggle with strategies and debate policies, we should never lose sight of that
itiniale objective we all share. 
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Adequate housing is a top priority for the (overnment of' Canada. Housing conditons as measured bywidely used indicators such as faitilies mf.aintaining their own households (98 percent), households withexclusive use of water, toilet and hath I facilities (98 percent), avery - number of persons per room (0.52percent), crowded hrouseho(lds (4.3 percent), honc-ownership rate, ,30percent), all indicate that by international standald, liousine conditions are ,ood in Canada. This paper will review some of the policies ad(iinstitutions that have heeul put in place in Canada to achieve these results. 

Carradians have a great deal of, faith in tie ability of tire private sector ioprovide almost all tile hlousinlgneeded. The Federal Giovertirri sees its role essentially as tihe provider of' the frairework (legal and institutional) within whichr tie private Sector can best operate. Thus, incauada , tire private f'inancial rortgagel,.nders provide 97 percrtt of tile fu'nrds needed each ,,ear to firrance new housebuldiing. Also, 95 percentof' tile housing stock of' 9 million dwellings are privately owned. The remaining 5 percenit eitherare owHnedby governrirll Is or by privatC nonprofit organizations to provide adequnate shelter to low-iricorrre house
holds wit h the help of iarring degrees of subsid f'rorr government. 

Iliising ainl( National Eoinomic Developlmenl 

The potential of housing to corilibute to national economic development has often been played down bythose experts who coisider holising a corsimption Lood that does not contribute to tire creation of' 
permanent jobs in[lie same way that heavy riachinery and factories do. It has been estitated that eachdwelling unit built in Canada eat.es 2.5 person-years t'employtient. Inaddition, because housing is Iuiltmainly with locally produced materials, it -equircs little or no experndittire of' foreign exchange. Tis,
duritg tile peak year of houseblrilding it Catnada 
 which occurred in 1976, new dwellings started totaled273,(X) units, and residential expenditure represented 6.5 percent of' GNP. Ilouschold f'otiratior hasdeclined since then aid sa have housing starts. Residential conistrucion in 1985 nevertheless still represented 4.25 percent of ONP, as hrorsing starts leveled off to 
165,(X) units in tlat year (up from 135,(MX) in1984). Inaddition to r:-w housing, we have 'otnd in Canada Irat additional jobs are created irr housiirgthrough tire rchabilit at ion and renovation of' ftie existing housing stock. This renovation arid rehabilitat ionof the existing housing stock now represents over 40 percent of' all expendilurcs otiresidleial o.intirctitonand this proportion is expected to grow still ritrthr. Rehabilitation ,rd terovatton of' tie exising housingstocks is more la or-intensive tIran new residential construction. Thus, whi!e $1 imtillion of new construetion would create about 25 jobs, the same spenl on$Imillior rert(vatiot and reliabilit lion would create 

about 50 jobs. 

These job creation abilities of' housing have of'terr beeir Used in (arnada to stimulate tire ec:oror1v' arid helppull it out of recession. Dluring the 1970s, tile tiiiulalion proga.trs used an innovative ioltL aetc leidingtechnique to bring tlie housing produced wihin the reach of' tied~unincome families. )urirrg ile 1980s,
aiip- f'ro lltgoye rnierctll grarrt \was used as file incentive to greater hourscbuilding. 

In Canada it is recognied, however, that inorder to be able to use housirg's job-creation capacity to itsfullest, it is esseirtial to have a.well-developed capital market, through which savings cart be channeled in 
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sufficient quantities 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 improvements in the mort
gag6 market, 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 midion 
rental units, or 88 percent of the 3.5 million total rental stock. The remaining 400,000 rental units are 
owned cither by governments (2(X),((X)) or by nonprofit organizations (200,000). The private sector thus 
owns 95 percent of the total housing stock in the country, and 88 percent of the rental stock. 

The plivatte s,'Ctor 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 ofI new housing starts are currently financed with government funds. 

The houscmilding industry in Canada is a very competitive industry. This competition helps to keep the 
building industry efficient and able to produ..e housing at a cost that in relation to income compares favor
a bly to tile cost 01 housing in most othier countries. 

In order to a;sure themselves of a constant 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 tile land needed for their own building operations; they also sell off part of their holdings to the
stnaller builders as required by them. The builders in Canada have formed strong trade associations to 
represent their interest. The bui!ders of homes are grouped mainly in the Canadian Home Builders Asso
ciation (CU BA) 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 priv'-e mortgage lenders by allow
ing more of the existing institutians (especially banks) to make mortgage loans, encouraging the develop
mnient of a more active secondary mortgage market, encouraging the development of a private mortgage
insurance industry, introducing changes in NIIA-insured mortgage lending terms designed to maintain an 
adequate flow of morlgage money during periods of monetary restraint, changing mortgage lending terms 
to belter adopt Ihel 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 
tle Nat ional [ lousing Act (N HA)-insured mortgage loan in that year. 

Since tile 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 1Q54 have been 
financed Lnder this program. 

When tie NIIA 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, iamely the chartered banks, were not allowed to make mortgage loans, because these 
loans were not considered to be liquid enough for a bank. When the NIA-insured loan was introduced in 
1954, banks were allowed to make NIA-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 tinder tine NHA). 
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Further efforts were made to ani plfy the supply of iortgage hids through the ec-ouragemnt of anactive secondary tuon'gage market. Provisicu was made in the 1954 NJ IA legislation r r all types ofinvestors to buy NItA mortgages as long as these NIIA iortgage continued to be atitinistred by anapproved NIA iiortgage lender. The oporttriiity therefore existed Cor invesiors not iit a position to originate antd administer niortgages to buy such nortages from NIIA approved lenders. It was hopedl that
through such secondory mtlgage market pitrrhass, atdditional pools of' savings could be made as ailableto the mortgage iarket. lIwo large pool,, of a'ings that potenlially could be tapped in this manner weresavings accumulatCd illiCMion funds and estate trt,,s and agency funds administered by trust companies.The opportunity also existed it)s+ell riot _gcs to other corlporate or individual illvCstos aird to investors
outside Canada. Special efforts \ve thereore madc to stimulate greater sccondary mortgage marketactivity. In 1984, as atMadditioinal mieasure to stimtulate secondary :ortgage market activity, legislationtwasintroduced to allow (Nil IC to provide a guiaraitee of' ticly paynt oin n rtgage-backedi securities, as anadditional method 
 f,reaching new ilvestors. It is Ioped that through tie use of' tirtgagc-backcd
securities new irVeslCo'lS will be brought into thie Itlortgage tarket willing to provide lorig-terni fixed interest rate mortgages, which the present grollps of ruortgage cittlers dependemt of deposits to frund their miortgage portfolio are iot able to do. We expect tn hi this new iriortgage-backed securitics pr ograin in 
operation by Selt criber 1986. 

As a restdlt of all the ieasures taken to iiitproct lhe mortgage ruarke and to intertate it itore closely withthe capital mrarket as a \,,hole, (iarrada haw one of the irost diversified group of' iortgapc- leiders iiiworld. These include Specialized imortgage inlst itui 
tie 

cOlMilarieS 

geteral fillncial institttions (chartered 


s ({rtlst and 1lorgagC ItIaii coipaulics), 
bauks and credit unionts) iswell as cointractual savingis institutions(life insurance comirpanes arid penision ftuds). hese plriVate Iitortgate IClers now r'idC 97 percent of' 

all moitgage fhids. 

Steps also were taken to permit the enrergeit.e of private tit'gagc inslurarce comipainies. Three privatemortgage comiipan,. becarire active iii providiig itortgage insurance to the tniorl,,,ages lenders. By 1978these private mortgagc insuirance coimipanries were doing 1ore busitress tha (MIIC. These three privatcmortgage cra ric. iierged iMto two cnipanies in 1978 and ito one COrripalry ill 1981. 

The encourngenemrt of a Wite range of itlongage lenders hascompetitive. All the major Illortgage lenCers are tryinig very hard
tliade tIhe mortgac nirkel in Canada veryto mainain Increase sare orveweriy 

mortgagc irmarket. This has led the iorgag,,a lenders since 1983 to offer borrowvers more flexible lendingterms anti to reduce the costs involved iiltraniferrinig a mortgage lau from one lender to ainotlher. All ofthese changes iitake it easier for borrowers to shop around for tie best interest rate andtll( s Conivenieti
 
Iortgage terrlms.
 

I addition to a well-developCd liousCbuildiig ilidustt'v and a well-dCvclped Imortgage market , a strorgmarketing net work is also needed to sell tire eCw, houses produced annurally and tie existing homes coining
l to stle each year. A stroig iiet work of real estate comripan ics or agents is particularly imrportat in thesale of existing homes. It is estimated that during 1985 about ItX),(XX) newIohms valued at $8 billion weresold while the valtie of exising homes sold was four+ times as Irge in terns o' units - 4(X),(0X) and three
 

times as large in dollar terms at $24 billion.
 

Private Properly and .ccurily of Tentire 

Private property rights aire well recognfizCd in Canada. 'They are beyond debate and are not an issue here.The Federal (iovernrent, however, has the right to acquire propertv needed for wider social purposes,such as to widen roads in built-iip areas ,orestablish new roads in new\ areas. Well-established proceduresexist to enst:,e that when the lederal (Uvniinnent exercises its right of expropriatiom, the owners of he
property subject to trhis expropriation are paid a lair market vate for their property. 

Security of tenure for renters ini ('amda is regulated by tie provinces, rot the Federal (iove'rnnet. l:lchof these provincces has somer rin of lairdlord-temant legislation that basically guarantees the landlord's
right to receive flie stipulated rent oil time, amd also guarantees tie landlord to be indeninificd r, aily
damage done to the rented preitises. The tenm is guaranteed enijoymnit of the tented premnises. 

In addition, ill7 out of the I0 provinces rent controls are in effect. Basically the int e t of' these rentcontrols is to prevent exceptioially large increases in rent. Typically, this proviticial 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 Reviev 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 do its job well. In franing the laws and institutions, government consults with all sectors in the economy, including tosC 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 firmshave 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 Fcdcral Government helps the private sector to do its job well iii promoting
market-oriented housinIg is in the collection and dissemination of housing-related data needed by theprivate 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 ofsocial housillg, namely housing for low-income households, that requires a subsidy from government to
make them affordablc to low-income households. 

The capital funds for social housing nlts are provided by the private mortgage lenders at market-deteruined 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 Governmienit will permit cooperatives to finance new cooperative housing projects
through the uIsc of Index Linked mortgages. The mortgage balance outstanding will be adjusted each year bythe percentage change in the consumer price index. As a result, monthly mortgage payments, and thereforethe occupancy charges of their co-ops, will increase each yea by about the rate of inflation. (The actualformula uscd is inflation minus two percen:). The Federal Government will insure these mortgages against

dcfanhilt unider the Nationl Housing Act. 
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Americans in the United States take pride in their homes and in the sophisticated housing production,marketing and financing system which has produced one of the world's best housing inventories. I shouldlike to review the importance of housing in the U.S. economy, the structure and size of the housing construction industry, and the growth and development of' our housing finance system. I will conclude withwhat I believe are important lessons from our experience which would be useful for developing countries. 

Tile Significance of Iitising: Size of the Stock 

The American housing inventory has expanded greatly and improved significantly in quality oxer the 40 years from 1940 to 1980. In 1940 there were 37.3 million housing units in the United States, including 34.9million 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 ocupied. 

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 households occurred because average household size was steadily declining from 3.8 persons per household in1940 to 2.8 persons per household in 1980. Meanwhilc, houses were increasing in size. theThusphenomenon 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 1980, under the more stringent definition of more than one 
person per room, 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 sonie or allplumbing facilities, i.e., hot and cold piped water, a flush toilet, and a bathtub or shower inside thehousing unit for the exclusive use of the household occupying the unit. By 1980, this proportion had fallento less than 3 percent, most in rurai areas. Other housing quality indicators show the same striking im
provement. 

This improvement in housing quality was largely due to rising rea! incomes resulting from a growing,vigorous economy. Other factors were also important, however. The improvement in pthimbing facilities

and other equipment was encouraged and in many cases 
 made possible because of investment in publicwater and sewer facilities 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 - clectric 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, lessthan 44 percent of all households owned their own home. By 1980 the proportion was 04.4 percent. 

An adequate supply of mortgage credit at reasonable terms and a good supply of' rcasoi-ably priced
housing are fundamental in making iomeownership 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 hasbeen mortgage insurance under the National Housing Act of Under these1934. programs, the lender isinsured against the risk of possible default by the borrower, with the borrower paying the mortgageinsurance 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 mtortgage loans. Similar programs, some
times involving direct lederal loans, have been developed for veterans of military service and for rural 
areas. ByI 1983, otilof tle 27.8 million single-family owner-occupied houses with a mortgage loan out
standing, over one-f'ifth, more than 6 million owners, reported that their mortgage loan was covered by a 
Federal insurance or uaralltee. 

Prodhctimti of lousinig 

I)triirt! the 1950s and 1960s total housiing production, nmeatsured by starts of conventionailly bilt units pns
factory shipients oflnilanufactured units averaged just over 1.6 million units per year while the average
increase iinhouseholds was just over 1.0 tillion per year. 

lederal invol erent ill total housing production has varied widely, particularly in multifamily construc
tion. lo 1979 through 1982, when privately sponsored coisllttrct io1 was low, Federally subsidized new
construction was 3ff percent or more of tlie total. Now, in tlie shil'ttoward housilg votchers and away
from subsidied new con st ruct ion , subsidized starts still in the production pipeline are only a few percentage 
points out of' all niultil'llmily stalls. 

New residential ctSmtCion is art importanl part of all coirstructioni ill the United States. It accounts for
oite-t hird or more of, all building andioll -building construction. 

lnvestriMei ill tihe eXistiglitisiig inventory also represents art important contribtution to the national 
econonmy. I-ront 1980 to 1983, between $45 and $50 billion ssas spent each year on utaintenance and 
repairs aind conistrlction iliiprlovrerills. 

IiivestreCillt ili 11C prodCtiholl arid ill tile existing iventory ame tile major components of'fixed residential
investment ill the National Iricorie AccOunlltS. Il11983 thirough 1985, fixed residential investment accounted
for bei ween 4.5 and 4.7 percent of' Gross National Product, and 27 to 30 pcrcernt ol Gross Private
)onestic Investment. Residential investmeit has a much wider effect oii the national econotny in generat

ing eriplvrilent arid adding to the (ross Natioral lProduct through its linkages to other activities. 

The lHousing C(onslrulimon l(uislry 

Residential builders in the United St ates form a highly decentralized industry. About two-thirds of single
family hoiiebuilders build 25 or fewer houses per year. As many as 40 percent build ten or fewer houses 
per year. Only a bout one percent are large-vol imC builders who build more than 5(X) units per year. 

As tle resident ial coirStrtclt iourdList ry dCvelopCd, governrent response to it also developed, sometimes 
supportise but rrole regulatory sotct ins obsltictive. Zoning ordinances, building codes,otl'teil and 
subdivision regulations, arid aihost of other govertnienital requirements were imposed on the industry ill
the guise of protecting pIhlic health and welfarc and maintaining property values and the taxable base. In 
a joint venture bet;,een tile Federal (overnment iiid tle hornebuilding industry, we have been demon
stratinglthat savings of itsmuch as 20 percent in nesw liorie prices result when local governiments are

induced to relax their unrecessari t y stringent reuglations and ordinances. There is a role for government,

but it must be supportive, encouraging tle colist ruclionn 
 of good, sound and affordable housing, rather
 
than being obst rtict ive inlinsist ing upon 
 obsolete materials and unneeded inllfrast tucttire investment. 

Iousing Finance
 

Federal insurance corporationis wvere set ip to insure depositors against commercial bank or savings and
loan associatinn failures. [he Federal 1housing AdMin istration was created to insure holders of mortgage
debt, iicluding financial instititions, against (he f'alIts by borrowers. The Fvederal National Mortgage Asso
ciation was lorrired to create a national second :tryr market in mortgage credit by buying FederalhN insured 
or guaratiteed riortgage loans in capifal-short regiotis of tile latioti and sellilg thleim ill capital-surplus
regions, thereby balancing the supply of and demand for mortgage credit in local markets, and stabilizing
interest rates. rhis encouraged the growt h of a form of equity investors known as mortgage bankers, who
origitiated and sold mortgage loans, bu retained loan servicing for a fee. Along with protection for de
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positors and crl.ers came regnlatiotl. lie Federal Illtitc loan Baik Board Was Set up to charter, aid andrerenlate Federal thrift iltstitutiouts --- tle S& , and 1i+,Utuil savings banks which wished to obtainl the
insurance protection -- inl iuch le saue waly that thc earlier (1915) Federal Reserve System regulated and 
aided nationual ciittmitercial banks. 

AS [he sy',stti \old, [ rill il.titlltiol Icca1ttt ilttl lli[tIl trout capimtl ttiark ts, ithroueh ilC llti eS atld 
r,.n tre Zett,It) mtike lo;(it or itet+,lin t prillatllv ill ridclitiat teal estate, atd tltrotlig deposit tate
cc'ilile', which lfarec thil, ,,ur coinicial banks. When itit-ust rates lose abhoe (Ile deposit ceilingsWH 

this critcl cycl 
s I ,ecSionlill housilu cotll ,trutetiott, ts dcplositors withdrew savings Irotl thritts to
othiitt biet ict., clsch.rc, i tl thrils weyre it'ced to stop urakiute to tae loatis, thus alting lie sale
atnd the .otistnt tt of houlsie., )epoto "hIto did itt witlidraw Savin,, s lflerfd CotiOt0lliC lOSSes til 
their interest u t triels. 

I lie solution toI these pltolcttlt wits thc tlerenlatiott of the thrift illdtstry. l)Cposit rate ceilings werertlocd atid l'tIs ve etuicpow,,cI-d to ollt'r lteV cotttpetitise loItis off iti'stttiit Oppol ifttities stclh as
cCrt tatil ICs ofl deposit CtI Iiterest -be.;riutI chiecki i accoutlls. 'Ilhcy were given mtanty powers inch like
Ihose availbitle tocolmcnrcial ,nimk,. Nlettihile fle secotdary muarkt itt totgagc , had becn stren ilineted
1)V theh ceC toil o1 Ilie ICdCral I lottic Ioatll Nlorta.ce ('orporatioin it 1970 for bitvirt, at;d sellintg mortgages
\Niltnttt lederal insiluralcc ettarattee, theortlld diVisiOti of' the Federal ic'ucy kto\' as the Federal
Nt{utail Nloiu tyc Associtt ion ilo a ptivi,.l\ -hel corl)orlliotl withI (_ovrlerntuelt spotllrsli) still
ktlt,.: as Ilie lCdcril Nat iotal Nlortlagc Asoci c l,a Iitior investor ill mortgages, and a Federal ;agenlcy
kiowits tie (Glovertut tc Natiotual NlortgaCae .\ssociauionu, to IlirstiU the prublic policy aspects of
secodl i+ initrkct operatiois. lie activitics of" liese three lIderal or Federally sl'otsotred agucies has tied 

gcn cIOsCthe torn ni i tkel to getteral capital ut1irkets tlirotglt ittiovatiotis in packagitig antd securing
lltortape illtlltlinttts to ttit.l .t oc ac tcratllge o ilivestors such as L.orl>t;ttllS, private petsion funds,
aid sutte antd locail goverittiett retirctittit fiutds. 'Ilie illlovaiotis include moitage pools all mortgage
pass-through securiti, issud or gumiratttcd by lie ledetlls' spttsored aitdtotir Uttited St ates ageicies. 

('<oiclusimis: Lessons for )eveloping Na ions 

The principal cotclusions I drtw froui otr.experience are these: 

!. insilutlion )uihling works, It is importatt to develop, encourage, Maintain and preserve private saving
and lendinug inslitt ti otls to provide both a safe repository atnd iterest income source for savers and a 
source of' lllotgtge oalls r tic purchases. aItm \Vithotit reliable source of' private mortgage credit at
casOtlC trits, sottd ,llid Wv sptctd hinteos uiership opportunities cannot be providel in an 
ldeq ut eilt at i tiler. 

2. SmaIll-scale reside ili al I)rodocli n works. It is ltit necessary to munrit large production programs. Resi
dentitn'lildcrs buildinig fewer thtat 25 houses t year can tneet the needs of all markes, he responsive to 
mttarke lett aLtl, .itd fill specitl market niches. Wlelleffective demnd is great enoghIthat economies of
scale ill prOdCl', mu [re possiblc, soie btilders of"a few Ltrits will tttiral,,ly develop ito builders of many 
utnits. 

3. The I)est role tor goerintienl is ts tacilitat ami(I sadl)porler of' the )rivate sector. \ conipetitive private
sector call best tieet fite lleed, of' tile people, for ty etterprise that does not do so fails to stay in busi
tiess. It is tlie public role tt nt;aittaini healtly cotllpet itiot, it) creat: lie coicliiiotns for pi\ivate enterprise
to flourish, atnld to illtovalte and take risks to demtionstrate new tecltnologies arid intstrtments when that 
cantnot be done privactclv. 

4. linfrastrictture iu''eslinetil is imuorlwt, and it is oflen a jiiihlic role. The provision of' streets arid high
ways, \,ater atd Lswer s'st eats and other pt blic serVices that canot ie provided so well by the private
sectotr is tiecessary to aid ancl euicotrage privatte develotmiet of"sotd hotusitig. 

5. iotusing is an imporftan conlributlor to ihe development of the national econmn', creting emlployment
and wages in linked sectors o1 ilie economy. Furthertore, skills lea rned in building houses and developing
resid.eint ial communttfi ivs cat he transferred to oilier types of coits( ruct ion such as commercial or industrial 
buildinig. I-lousing consirct ion aids in the cevelopiietut of' at raitined pool of"workers and managers. 
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A PANEl. VIEW 

Two Canadian Perspectives 

Raymond Boivin (Senior Vice President, Canada Mortgage and Housing Corporation, Ottawa, Canada): Ihope that my remarks will illustrate a nuimber of' features of' Canada's housing system which will prove tobe tisefil as we consider ways inwhich the housing experience of developed nations can be applied to Third 
World count ries. 

Successes in this, field are quite limited, and I am indeed pleased Oal a successful Canadian practitioner inSuch mat ters has agreed to join me on this panel. I've o doubt IMr. Teron will have many interestinginsights to share with us 'romi his extensive development experience in Canada a' well as in the ThirdWorld. Now, the tole that the production and mailltelalce of]housing can play In national economicdevCloplenl is uot +.ipeii to serious qtlestioll I'r)ill lit welly perspective, Canada produce housing in all 
parts ofI our cou:i rV. u)tr prec't rate of productiolt on a population base of some 25 million is on theorder of' 180,() units per ycars. We ctirrently estimate that to provide for anticipated population growthand hotisceliold formiation we should be producing onl the order of 2(X),(XX) tnits per year. I should note,
however, that this reqirlmeul will change as our poplation ates during the next 25 years. 

The lahor-geieration effccts of our hLIusiulg activilies are coisiderable. We estimate that each d,,velling unit
huili cm ,.+;2!: person-ycars of employnett -- I ! olsite in related lhe macro-I onsiie, activities.
economic effecls are also quite significawt. Residential constructioll accounts for approximately 5 percent
of' our (ros,; National Product. 

The renovation of our existlii,, slock will play an increasing role in maintaining the housing sector as a key
10 suslaiiied national ecoIIoiiiic ,r.wtlh. Over -(0percent of our expend it tires for residential construction are for this purpose and we fhilly expect this proportion to grow in the flutire. This is particularly noteworthy because of the higher labor contet of'such work. We estimate that renovation is twice as laborintensive as coivent io and new colistr'uciion. And we anticipate th.. considerable new employment 'illbe generated in this are't in tlie f'itiure. The hotising sector uirs also proven to be particularly atnenable to use as a StilltLi Itis f":rbroader ecotloi11ic activity. [he inosi recent stich instance was during tile ,conomicrecession of Iie earlV Cigelities VIel we introduced tvo programis to stimtlate housing productiol and 
renmovat ion. 

In today's iiiore healtli climate, there is no uieedIfor such programs and we no longer have them in opera
lion. We have learned thai st imula ion progranIllts iust be developed with care to avoid introd uciuIg unanticipaled destabilizing effects. While public prograis designed to stimulate economic activity may be veryattractive, they may prove to be ill advised inthe long terim. This is because they can build tip and thein cutoff t lie prodtictive capacity of tlie industry create anil'icia'or demand, thereby destabilizing futuremarkeis. \Ve believe that the iltisi appropriate and fiscally responsible approach lies iinthe use of' thepublic sector to I'acilitaie tle efficienit and smooth f'unctioning of housing markets. Rather than rely on
stimulatiin programs, we recognize fiat it is essential to have a well-developed capital market. Our policyhas hce'ni elicourage imlliro\veilietlls in tlie iliortgage market, thereby improving access to housingto 
finance. I'll expound ,Ionlhis theme later. 

Turniig briefly to lie question of (lie privale seceor's role insolving housing problems, we have tradilionally relied on private produciion. The private sector builds all housing Llnils produced in Canada each year. IIiis applies hoth to dwellings built for ownership and to dwellings built for rcit. Some 95 percent ofthe total housing siock in the cotnry is inI piivafe ownership. The balance issplit between government andnonprof it organizatiotis. The private seclor also provides 90 percent of the mor:gage finatncing required forhousebiilding activities. This proportion is expected to increase still Itirther in iture years as only 2
percent of' new housing starts are currently f'inanced with government ft'uids. 
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,The housebuildizi indtIrv if] ('aladat is also very comlctive. This competition helps to keel) tIl buildihe
Idustvry clicint. It ciiabhcs us t0 productc IIOLI:,IIe,il a cost that, in relat:n to incomeu,, colnparc l,'avo ahb 

to tic cost of, holitsii iIll OStt other comltrics,. As one should iif'c from my last reilark,, priattc ploplri
rights are well rccovnli.,:.d il('italdal. WC ctidcr th1cm a1'oun1dation oll lhich stroig llhildiin', r':il ,,tltc 
arid IiIeol gi. iidliitritcs l' blil. In ('.iIi, ( pcICCIi of olr dwellinL (itarcill oted h pnplic' \\110 
Iu c 11 I licill, 'jid kit, flic" om,. hall l i oniloriirt :l,. cmcItillibr illic . 

r,;ccuIIYYtvIc t l u I lie+.17 elt '.ll Of ' . Iidiiil l101 hCII'ds \wllo LcIII thcre is t.Cg ittd by', o t [i.'l pro
,,illcial lId I\sn tlllihffiiil tl,,CllilIIt-,. liCl r1I0 lc t iMS sointc 10orll il li~ Illorid-le+lmiutl lo.-I'cslaliotl IlI t 
lasicaill' ulli; itc'.- lie ltml](lII i,, liht t0 ICC(IlL sIuill~ItCd tll[ (il tillIc Miid lie eila lls I ci ltliett to

u'llt+Nmnl 1' i'F.ttmcd pIl k'+,... 

,V, I lnlenlitonwd c'atlicl. i,.\., 111C 'lulm Il it iltludI hI~u Ihlill L1,+ II,,u 'lt l l 01' ul'l'..cli, 'i i ht o-iiil ill ltlltio+ , llsM d 
lllrlkcls llil\ 6,ctd 1hi 11 ol prt'lliil lecs'ois tor Ollhi cotlntlics wvisliln to bcicfi 'lmi 1111 c.pcricilcc.
We've placed Oilu',idil;iblC clitilihixs oil tili dc,'Clolciil of ,Irollg illoItg.acc Icildi ll lititlitiols vliclh 
pli, \ide Ihc lillillcil k+eedcl I) thef'j)OiI IIr olu il llnd ,c,'Ii l lii of ]l lsiili. \V,,\' IICCoillli t I ] Ihc Stl 
plhed this h i lildtlcii. llil t.i cc to ilcrcaisc the stlpply of fliids and to ililpioC access toilIilaie 
hiotliilil. \Ve li'tix ,,xidciied tie ,pCi11111 oi lcidcrs \x1o ltiikC 11iocail. C 10illis ilild WxCi;iv dc.,,deloped al 
see i+ll l ii mix' Iiiik"I. \ C a ei iiacll.Ci t li n ')I* au l L_, d ,euhVc tIcii privatc illio t ,i ilslllalicc ilid s
t itlldl jillioditucc,,', aiic ill lll cIle; L trill. I Lalt them bctt1cr 10 pcl'riods of* risiil nitCl.'sl ICSMld
iihll 11ti11. 

lii lly, xxc : lit l t itll) ltep oc.,s (of it il idiicini a iIcistlic which wvill cihlc is to ulilaimitcc tii.ly
av.i,il OHtt ii112':;c- 'Cllllic.s its ii dd.ilioiial iicall s 01'f achiii, Me\%' ilxeStors. ,\s a lrcsli oho0l ,lCked 


thicc ititiitt,, ,x,, e lieti~
ux abilethIC+llc thl\uillc oi J)tullic funds vhich Ot hr,,vise , ouild e ricItlmie.; II
 
11HIiiiC, lepimlelloil (t1 hlilinl. ( oll"(Itqet.ntly, w\c'vc hllciablc to coIccintrate [hi usc 1l't)ll ",iccs
 
oi thl I l l ",i 
 ()I'o lii , I ( los\\ ill. llc ho ts holds ll illo l .lcplrice.s. ()il lppiarichl test'" (il Our
 
ability to I)105dC I)lii;tI' , ',eCClr Iltlil s lrtil ,hi lIe activi.Vil o' pivatc and ptblic ilonlproficlii a lls.
,i 

1 th a sscll-,+le,,,CilI 1io1iicbIiJldil! iltl st.Irv and al \vcll-dcvclopc¢d iiortCtl a ittarket it,- ii.cdcd fo' at
 
siliollily Illelltiollillc ltiuilji, iiiaiKCtr. fil tliese aloiIc ark: llol elough. A s 
lrolig iarket inc llwoi k is, t115 
Hicedcd 1t sell tC housihng. ltl ('ailmtda, this Iarketinlg network is provided by th m iibci s of ' tile anadian 
Rcal Lsate A,,,oci~ittloii. Such t .ltong nciwork ol r al cstatc companics or agelits iv particulurly iicdcd
 
'or thc sade ol esistil'L hotiis. \While it is esliimatcd that ill1985 about I(X),(XX) nc\ holmes valiid il S",

billion \\'Cie sold ill (iiada, lftnr Ilocs isiiiayicxistillg 
 hotiics chang.d iands at a cost ol S24 billion. 'lhc
 
illljorilt of tr is~ictils, oii ,xkislill' lioiiics usd (he scrvice.s oI" realtors.
 

NM,' lill cOillileilt', Fltt (0 Ile pMrt .rShil+ blWCCi, Ovcnriillicnl and the privatc sector ill the production
of llt iisi,. Ilie([.le ol cO.ciilllilnnl is to provide a f'raiiework of laws and istllitltiols that Clclic raiges tlie 
private sect t1) d it) l,jobsl. I': tralllii tihelaws and ifistittntios, governmenut consultls with all sectors
 
il the h li le giverllllllll a d the prival l'irms active in the housiiig sector tatke
,COiioiiv, dialONe tN ,vCeii 
pltce tililIv tiroul Ile tlile ,,ociatiols,. 'lie [eCral Governi enit listens to the concerns of lIe asso

-
ciatiui's whieii it coi is s makiii chim L'est hlusingl legislation or ilstititiois. 

Aiiotlier way ill which the Fvcliul ( ovtllinelit helps the private sector t0 d1o i.S job Well isill tile colctCliot
 
and d ,iseiiiitS of hionsiic data needed 11lie, private sector
io lie to plan its holnebuuildiig opcratioii.s.

\We provide estilli tS o'i' l iouisii rcl cicleills to 'acilitate long-ralne planning hy the plivatL 
 ecto. 
\C Ill luolil and Iprxide illl'fiilldiOI Oil currell relnds to elleblo privae fills to imiake short-trni 
adjustiillets ill hotnxebnildiic, ploglailil. 

The [cld -ril (; scritlilci l hts also madc efforts (o give the private sector a greater rolc i it l-r m,isiol oi 
social hi itsili,, lor los,-iliClOlle hionselholLs that require at from ei j 1ot iiakehoullsiiti suibsidy gos l t m it 
afTordable. Prikaai ltor.tCaliders l'roViC tliecapiltl 'unds nee<ded by public and priv tle iillolf'il 
or.ili/atll iiis 10 L'Ol ,sIm ocial ihomiiii aiid tie lederal (Governmentprovides the subsidy. 

concluldingThis leads me to iiiv retiarks iit which I would like to offer my views oil the lessos which might 
be extracted froii tIleCaaiadiaii experieice. Fils, cooperation between the private aiid public secti)rs isof 
paramulnl iiloriuice for a mtarket economy such as ours. [ivn if'they have the will, I doubt that
governlis htvetC lhIe finHncial resourc.'s to provide ct iresocieties with ade.Iatle housing atlI'I'Ordable 
prices. Second, the divisioii of responisibility is obvious. (Govemntieitt and its institulionls atrcbeCstI'laced to 
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ensure that tIle financial and policy framework within which tle housing fiiance and construction indlustries operate Fiuctions smoothly and efficiently. It also uses its leverage to ensure that the poor a.re not 
precluded from access to shelter. Third, the advantages ofI'a strong residential construction sector areevident from the anmiount of employment it generates and its contribution to Gross National Product.Fourth, vovernilents are well suilted to conduct the fundamental research aud to publish tlie data rcquiredto make iousiiig markets function snoothly. The private sector, on the other hand, is respousibh! for the
l)roduLion of houlSilL illresponse to market l'orces. Str(ong reSideitial cOnls iltl and propertv imarketing industries are necessary to ensuLe that this takes place. liflh, our expelieice leads us to conclude
that the cxistuuce o+f a diversified moritage lending iidustrv wkill provide tlic single llst iiporarlit
incentive to the efflcctive fiuct i(iiitg of' markets. Aud fhally, I also believe whilc liethat tutilityv of .stin latioll l)rriis shotld not be discouinted, tile\ IIUStbe Uscd with sensitivity so as not to generate uilan
ticipated piiloHT effects withIi unwanted conseqlucelces. 

The public aiid private intelplay has workcd well for us inlCanada. We have faith i tile ability of the 
private sect or to provide iousi lg. B3ecau(tSe f' our industry's successes we art otie of tile best-hlousednlations in [le world. I hope that our experiences will be uselIul to those of you who are also wrestling withlie issues of this most complex, vet very rewarding, acti\vity in your own country. 

William 'leron (President, Tern International l)evelopiment Corporation, Ottawa, Canada): I spent 20 yea-s in the private sector as a designer, builder, and developer - everything from housing to new towns. Ithen became presidet oft lie government's mortgage bank and insurance arn, aid secretary in the Minis
try of State for Urban Affairs. Iii the American context, I was Secretary of HUD I during tIe HABITATCon ference. Since leaving that work of six years, I have devoted tinle to international work at HABITAT,
the 01"C'l) and United Nations regional bodies. I became more and more concerned with \\fhat reallylnceded to be done in the developing world. The panel today is supposed to reflect oii tile experience withil onur co nut riCs lhiat may be of use to the developing world. And whileI was aware that Mr. Boiviii, withwhol I worked, wonld describe governniental work (-'hich really is excellent in Canada), I would like to
Ielate to tlie Il(+rc IIl eliielit of, tile ('anadiaiiiioia experience. 

()ne of tilie tiings ill tile (aladiail expeietice that is possibly closest to tile developing world is that Canadaitself* is Just emierging frol beiiit a developing country. It was a very rural +Societyin the 1930s. I can tell you that pCrsonally: I lived in rural cir+cuLmstances iniwhat now is called a "no cash" culture. There was no
Iioney in t lie house. The house had a sad roof'. The floor \\as of clay. There was, no aid available. But tle

people \ere resource ful, self-r liant, and creative. What tiey' colitied 
 it nill 

pride of accomplishmni t and tile courage to emerge l'rom it 'ry rural society within 50 years.
 

to do gave .i enormous 

G.overiieit recognized many years ago that I solid iliortgae iiist ruient to at tract ivestemililt to housiingis cssential. So tile governmeiit instituted inspections and a ininium standard to ensure that that product
was good. The second slep was to insure Iortgages. The people might go baiikruit, or die, but 
 lie houses
 
WoIIld CIiIIne as an1 ilsst,
 

C'amadiail housing Imoritgage 'unds are basically local funds that are savings recycled through tlie banks,
tle :.it coi lies, tlie pensioni fnIds, aMd lif'e insurance companies. These funds iii Canada have exccded tile su pply of muortgages for soie time now. 
There's mlore Imiolney than there are houses in which to
 
invest.
 

Let's turn for aImuomnit to I IAIIITAT. I IABITAT was al excellent loruni, but it was excellent illthe senseof' being a loirun for public-sector ideas aiid ideals. There were no practical operatiomal fimidamnentals. No one at IIAIITAI could tell ts how to build one house with a $5(X) incomie paraielcir. I want vou to tell tiie
how to build t11o1se f'or $1,5().No oiue told inc tiat at IlAIIITAT, and we certainly haven't heard it here.
 

There also was [it)c lcept of the role of' individual initi:t ve. I fell at lIAIIITA that when people thought
inte.;is1ol' i iillion or i billion people, they s\aw a million 0r a iiiiion problesiis rather than i vast resource. an emuoriions tiiaped resourceulcre'sout there. The people are not probileis, they are resources. They have oel problem: alTordabilit. You hcard of Bombay's 4.5 million people. All tlie collecfive imioiimes of all tile profound institutions that are here could i1ot afford to build siff'icieit hotising in thati 
on1e location, let alone the world. 
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The disparity of, lalitOnal economies is great. I.low call we think in term', a, ('alia.,as an Amrican, of 
providing a S20,(X) Solution in areas where ilic tw e is under $1I,(<)('? Such "Soluioils" are not relevant.
 
Nor should we borrow hard currenicy loan, for housing. A.s in (aiada, hotsing must he Financed locally.
 

lTfordabtl, shelter solutionts illdevClopiin coumlicS ',IOuld be .'si loan, and ,,\itliolt SubSidy.i:l\i;ht1lal 

\We have seetn Small ti,,is loan', deCelp teile l1i lad 11e conf.idenc oI the local vilsal and il Cotriitiilics 
age. Il,'y took il the I on 'bcal ltc peohe l tad lllt and confidece illtll'hic. 

Approplrial • iCclih.oli'N, alo i,, i1SI itodest h lhltiss people asC'hlopl, canli tIle itey are. It
 
takes tell
.eat to tlail t ceIeur, five ears to itratili a niiast" but 1 Ietemitber when I waso.in halt we
 
\werln't lailled carllunt's, wLe Masons, billssC built our ItutiSe,. A l etioruitois resource is
wel ltill Ctrained 

ourl thleie. We tced a l)io)riate iecltltov 
toUle"ss local unskillet labor usiig, local low-cost imaterials. 
Ilhe" one cai heti to nentraic ",a'es, heal to \'local aaild, local loans. h\C al'so deC.Sined anid built 
proItlypcs of Sllll hou"-ss, uuedical Centel.n d School',, and loulld [hilI tilecomponenlts could be built
oiie day by ntiskilled pteple andthi lte trUciU!t'e 

ill 
could be CrcCled illOne La, by unskilled pl: ople. I ie

lieve that that kintd of appuopriale tccltholoury,. call, in lessl lhan lis e catrs, ctible unskilled pCople, to 1 
\villotUl cxterltial loan, adllsilhtullt Subsidies. I1'wc atc serious about housigillt li , \r.klow thai the 
diimniii oft le pioblel)i pilCclUtCs reliatice On C\tlrnal itono.'; but there iS a ail tiunised rsoturC, in the 
people t lnselCSe. 

It Ote cotlllly I looked al , ;titn Ihtete were lrilslo't " ad ;tlceiiSatiot. io inst ruu le hooks to dal with 
iortane.. So we e ,slit otl lot ati \atcllcd it no\',role sonic the' tlhrlitl their legislatiure. In a i hort 
time thcy floalcd t lhcir first initna v bottd of .27 miillioi whereas, prior to thal, $3 million was the most that 
they were able to galher as nuiblic Iunds. Now that they have $27 tilliot in pivate iuds, they to longer need 
the $3 itilliti .iant. 

So ins' attetida funr acti u is it)fter local allorclability, shelter \\ilhout Subsidy. lPttblic Futids and aid assis
tatic Should be directed t[o\ard iprioce Ss rattler than projects. Ini coipetitivea Iarkel place, private indi
viduals can design thewit Iown uitng SolutiotM= with Wt e Pheerocess and thereby priliOt , SailinS a11d local 
iivesilliinls For others to Follow allI do the Same tling. 

A Wes Gerlmantl Ierspective 

)r. llrii PIeit r (forluer Ministerial )Direklor, Botinn, \West Germany): Talkin about ile European
experience is soinethilig like a tienii Withil cout ries we have s.lticlimes ire or Four differeni houin 
policies. Ilousing policy ill iimltburgt is diffeett huroti thli in Mutich. So I decided to he very itmipression
istic , very sibective, and -iust give otimte exaiples tltat could be starting poin,,ts For dcussion. 

I live in Ion. I go to I otidoti veva often. ()t1 Ill\way it Lo.idoi, I Observe Four Efferent types of housing
policies. When you o tout Ionn toliBrussels ol tilel iglay, rot i a bi, subsidized estatepass housing 
ntear Bologic For .10f,XX) people. It hats a iiiber of Itigth-tises, built b.y niOtlI)rofii Orgtiiallitiols and by Four 
or Five il\CStors. Ihis estate iow has a iajor crisis heause rtetns are too high il spite of' subsidies. [lie
market chaiiged . (Coipetit ion Front the pri\ate iarket intlisiilled SO they iavC ',Catic!,' rates, \antaliSill, 
problens finlitt tcnails. Antid tihe biggest ituiprof 'itOrgalialiOtl is ilie weakest. Ilhe' have the Iiglest va
caniact , higetpew - OF \l alisi, aild tihe HiotS probletls collecting retill. T'his otne e\liplle stg
gests that he aill Suppliers t lie Stall Ialltgrs, ate sotttloh inore efficient, They aie illcloset cotlact 
wilI people. lill Siall is not otly beati'iful, Small is possible and Smiall is also etlicieil.hositig policies, 
The small hiusini ct-ops illI lollaid and outr Small co-ops are mtoe efficienit ii niallttagiig housing thati out 
big itnoiprofit oi'gatti/alioils. 

Next von Cotlie to IfrUSSelC. If' ron look at Brussels ousitng stock, bit do\n. Ail overthe li you fiid it a luit 
the city you see Sigts for reullt. YouI iave enouhli uits. If'you were to move to Brussels yout WotuI liave no0 
probletm Findindg inapartmieint. Irussels nlever put llally Subsidies into houlsinug. lI'te' hta e no r tllconl'oL. 
Thes' don't have all kiids of' imlproventit grantts. 'ir) are small ilogranls, t)ut lte' are small compared 
to tileBlitsh or Ite ertrltall or tlte Auistian prograllts. So tile houses are I little bitl tdown Soeittiles, 
biu yout have quality rstriiures. You see mtore or less tlie same comidi ions in (erniany: no subsidized houts
ing, Ito housinug shorlage. 



Whel you go to Fra ce. on your way' to I otindoll, sliih is onlly I(X) iuilcs away, you pass little inidustrialt(owns. Next to thc road yo see ic high-li,scs, ou see biuildine s sslii.liarc 15((eters long md II 'loors,
blidins stlbsidi/ucd hi' -,.,,ral 'iailois. "IcsA aIcUl+rleap, 9() vuuts old andI there 5 a seconid rouid olsuilsidi rcads . 1hdiN , dcriiratcd so t Ihl a secoil rttid tilstbsidics is tlc'hd, l.x\pcriceshovs that if ,,ll stitll t Ifi iiiia t , Mthich IprOtltlcC illtel by taipii' liilhlic li it .eC,,'ol :,cs'cr get atWa'ioli it s tii tie tls\\ ' dcu dllitiill lI., i t.c. 11's\ r' hard to kill o)ldI
Ica W. s I p dicics. 

lInlIi rie "v iii at jeiitd MIire sIcioe 5c it iild k Ii1wi (Iit* I polic, tIndpil its lii 55catai I \%orakedill tile Miiislrv 01 Iltousiiic hi 19'2) 82I think lie.liii't\ shul liasc been abolishicd soinctile.iarotnd 196 , min it. al w\as to kill Ii pi!ciallw . SoltlCelill),es I \;is stic lT ul, bt1 in ticral they sUirvive becansc (hc'ic i' ;loavs a litlli iiip t lie t ' Ml,tiioll ilni i, i iceds subI idies Or cl hilpllientnecedcd, cic. I henll \c clitc ln ,s\ e 1t. illlcc s . i's \,rx h', I to 
is 

Put il ti(0' thcn), Cvcii it ,oit has C aclh;iic ill t ci itnt ltad iiiili,,ttliti. \\ heui sitli/etlits,5oii t, t il til it", \ci'V liartd t pull oit. 

'Ih'l are (r n It plill toill liulli rit it() ll ii lal (lie hllchitil .'I'hlcre aIre po lii\c ii lii,, tlridiiitutl olcot cil housing.dcC,M llll d hladt o-tcxv iliic.. ()ni 1h1w\'il\ to I'mL10t1l, \'till CtllH .I 10t) C lli lcrlrV - ' I he 
COuilcil httuiniIi i , \Cu 5'l"*Y bcLCawu l ic, plactld iii a.ioldloss ii icar ihe (at icilal. I would I a crinic' (0btild hichiriscs lc\ It a ihctlil like ( aniiilriii. lhe q, I' is vs'v dittlt aidl aij ited to tie iraditiottaltas ot lIlilish liill _itHill woitLtti c. as iltl ( iidoii the ytlu , - all ieaireas of' tllls o' the0il)i0. rivcl 

lite I'il'lis aid Calk sItiC , ilost otf 
 liclii ill bid shlape. Iliei i_'viill, I oidollti o.her,ites V l tiu ood lessonsadlil C pCriCuiLc .s.It' O iilook i t lie tiiii ii~il hnlis i,_ ,;ct k,. i. ti hier l c oo i icIt.a1c! til ic- andtw)-sttor\' buildilli, tliill iii\5\hcuc ill c, i li ciflil ltiolpt , ( 'ilis like ( 'tl ticc i i lic,ais7) It ) peirceltill iiulli imiiilv liilt,. I titdo i hi , iii vbc, 

(NO ii il ) i8 c l, iiilcantd t .- iiliil' unit"'. l)il''erctt tilitiolns 
arc iIllI'lcul-ccl i\ old lditousiic p lwics. 

I will give you a i!ttol c\iiilplc I' pttliCV. Ill tlei CtilN .liddlL A cs cilie < ill I iuropC, cOltratrs' I0 onL+ utiualthinik ti , lit l a ct o! I ltliltipou i p.rti Ii ilies C\iiiciilccl ti iiciuilou huio it iiic tSllaTceS. 11crlil'ls popilai iton c!ic I MTipciccuil %\illiiti 25 scairs ii lic socl cittli ciiil iv. And, aiail al'tcr thl So callcdS,.\Cl-t ciil \\Wal, potliot nciasd "Aitk 1h vIi"ears riii M(),(ti 1.30,M). Bill the plessinig thiings atthat little sscc \mv praclical. So lhe' h cslopcd i Cyv illlplc liolsilu, policy. A hi, c\proprialcd land ilthe Frcnch aicas, lis idc l litil ilto stiiall I)lttI, 'ind 1,akc ile plot' , aa li'eto i ,lttl"l tIo willitil.hs wvcrcitlIi i ssto in vcs s t\w ical,.I" 1tit tic lHtiCld \as ;I t kcii ;a id !!i\cii tt t ',t icb-odv l<cs. I licy pim idcdhtildil. miiatcri;als aid a ',Illiall 2_il ccIit (iilIuhidV 0 IlIc ctisilUlitlli c 'ls.,iilA his whiolc growthp iiod iappeiid tsitl itl I ictal litoisilic 'd iawc,. ltll ilici lcssoi \,S that t', S 'attw vc''ficientuas ini doing tlhins tlie piisatc iiiaikci cm'till ito do. to t idcd cheap litd; ItiIt\e s no land slhoitagc. No sichproblei c'ic lcrt. pe. I itt (1)) se+,als. I and solltlap, %iis no prohle. \iivoi li could get a piece of'land it' wialic It htiild. Itilt yo had t) buiild, Vonil tOlild 1iti1 speenIatC with ttic land. You got a certainaillttii ttll siviec',,, like buildili', liuiteiitl. I his policy wtolked I't a I ii id ctl lter, theLea. policy dctcrioatecl becallse tlie Sat ico ise too olhcd \ith ill kinds ot pio lcis iii t liieho:iing a Il.ct lBut at least
ii t scry strict itisits i tfil Lib letwceCii th,I Ii lilc sccllr (liiLe pu lic scctor, tile policy was quite ;uic
cess tn I. 

Let ls llakc i bi!, junnll ahllead 2W) 'eal s. (Glasow is ile ciho' With the Iiigliest percentage oflcouncil housingtin the WCer, l ild nluliewiclvowe lituisin is 17(I,(YX)1 uts in i city of' 7(),(X) people,. i'S a Case o' allovcrdevelopcd housin, polic. Msliitl ct'aii.l a iiltiallv' tliderdevelopid iirket. Flie city ' started a housingpolicy itcould nti al'l'lrt. Stai i . in t 1)tt0s, otliclhiiul(c itl Id iliy dcitolisied like 101)]1)1))to I2,))1 units 
per year iii a city Of 7W),(M1)1. I hey buill necw clilcs all vcr (ilasmo. 'liet ats are g e ' and n!v. Theagrass is high. A hire is 30) Peuentutiiciploviiteil ill th bull)itouitsidCtile hois.s iotlhini is done. YOUsense that tile people aic llic tal I'rtlitc l(uii-siii and the Clvir-oliecil. You hake i big, i+gauitalioniwhich ti-es to deccuitrali/, ilsell'. Iliy reall' do ti' hard bil tlie s, Intieis \Wtoig. YOU liaCu IerOlcS ill
prodiciiig l thrighit scrvicc, iA an Kistitnial smi lu like this. Again, it's aii exticuic lesson, bt it is a lcs
soti to take sci itslN'. 

Let's talk i ot sslcims ilf hoLuing. l'itiaimtc. \\'liei[ sOIt look it te anlie(icrlai e.,iinpc, we don't icallN' lixe asystem. \Wc ha\c stilthiig which developedt avvuperiod of 21) tv.its. So . have imorgaj!, banks 'hic'listarted u iiiei caisily, aid the iortgagc s,'tciii it lelfstatd M1)1) Nears agt. [lie lei!al f'raitcwork didl notchan c much lover a pw.'riol l nt I pblic laWd1) Nars. lheC ilvlitld a CMote Oi' less the sallC siie that ltine. Aid 
rter, was illtehlie sa iiilic, is 

I itC1 t igC baiks had a ceitain per enitage of the iiar'ket -- in(einim in' it' 2(1 25 pcicet ol' theto limiark-,i, Itt it'*s ctigiutg. \\C have ito secondary itiarkel becausemortgage Ibniks think our
thcy don't teed one. lycv have a close relatimtislii with tir life insurance coni
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panies, so they have no problems in placing their mortgages. The risk is very low because die markets in 
general are very stable. But again the mortgage banks are banks which will lend in the cities. They lend for 
rental units less than for single-lamily 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 f'or the housing market. 

Out of this crisis came several interesting dcvelopments. One, for instance, was a policy to rcaptire the in
flation gains of homeowners by taxing over a 20-year period up to tlie Second World War. I think this was 
one of the rare cases where government really took away the capital gains 'rom the homeowners. 

The second development was our housing cooperative movement. As the lfanily lost its savings, new ways 
to produce hotisinIig had to be if und. The housing cooperative was one res, inse. Not only low-income peo
pie participated in this movement, but middle-income people, well-educated people also partici)ated 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 popular and more possible to buy your own house nowadays. 
We don't need co-ops anniofe. But in the tweinties this was a very successflil movement 

The third ito','L'ment was our btuilding societies. It was not inxented 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 Atii ria were very small institutions in the twenties. Some of them were quite suc
cessful, especially the building soci'iies for civil servants. But in the long run, they developed into strong
institutions. In Austria, I think So percent of housing finance is provided by building societies. In Germany
it is 20 percent, but it's going d xvn 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 'actors. In the mcanlimc, lots of' the small building societies disappeared or became part of bigger 
ones. So there was a tremendous concentration. But in the beginning it was a very decentralized movement 
combined withIthe local co-op movement, and it was a self-help movement which later was subsidized by
the State. But tile subsidy of"the State was qu,ite efficient because it helped to stabilize an institutional 
framework for saving. And saving is a way of life, at lea'st in Germany, Austria, Switzerland and even 
Sweden. People are used to and trained to save for housing. 

So my final lesson i!; 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 stories 
which cali be adapted to your situation. You can also find lots of' f'ailures and wrong policies. Again, 
wrong policies can be excellent lessons. 

A Boliviau Perspective 

Ernesto Wende (Presidlent, 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 I 
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 sponsorec the trip to Latin 
America by a gloup of people f'rom 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. Af'ter 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.S. training and advertising techniques. The countries 
have organized a very active inter-American savings and loan union. They have also organized their c ,vn 
regional housing bank with headquarters in Caracas. The savings generated by the different S&Ls amounts 
to over $40 billion. These arc important accomplishments. 
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The most imiortant accomplishment, however, is that we in Latin America have proven that mortgage financing can be raised with the domestic savings of tle people. Before that we thought that long-term financing could b)eoily done by government agencies. So this is a very important realization: We can generate
sufficient resource, fron the savings of the p, onle to finance homes. 

Ilow did this happen? Why such 1 outstanding success? We must mention USAID's Office of Housing.Its loan invest ment program which I,uarantees loans made by U.S. private investorz again3t riks has bczn a seed capital source of great Consequ ence. This office has granted technical assistance to our organizationsas seed money. Institutional development a.isist ance has been most important. It has patiently talked todifferent govcrnments over the years, convincing them that it was necessary to establish and develop confi-Cdence in inst it titions if ihey, wanted to resolve the housing problem. So this office has been a very important
factor in determining our success. 

Another importalt ingredn nlhas been the U.S. savings and loan industry. The National Council of Savings lnstitulions, the U.S. i.eague of Savings Associations, the United States Savings and Loan Foundationand hundreds of' individual S&Ls all over the United States share with ts in a very unselfish way their experience of 2(X) years, their knowhow, and their financial resources. This has been a very important factor
because we learn directly from them their business knowhow. 

The t bird factor which !.,:'rmies the success of the savings and loan industry in Latin America has beenthe people of Latin Amcrica. These people were attracted to the savings and loan concept. They assumedtie Ikadership to establish these institutions; they followed tip; and they put massive effort to see that theseinstitutions were ef ficient. But the success of the savings and loan industry in Latin America comes mainlyfrom tlie people who have regular income, who can save, and who can offer the security to borrow money 
a id to buy a holnic. 

Bolivia is Ispecial case where we are talking about low-income people. In Bolivia, 70 percent of the peopleare illiterate. They live on, farns. Eighty percent of tile country's economic activities are concentrated inthe ban.>, of the government. And up to September of ,ast year, hyper-inflation was running 50,000
percent per year. Bolivia depends oti the export of tilt - around 80 percent of its income of foreign currency. Now developed countries do not need tin anymore. They fouiid glass and plastics to be more efficie!t and less expensive materials. So, tie price of' time has gone down and now we are closing down the 
mines. 

That's why tlie Bolivian savings and loans system works with the lower-income groups. When you are talking about lower-income groups, yon have to be concerned first about economic development. You have tobe concerned about bow poor people can generate sufficient income beyond that required to satisfy theirba~ic ineed for food and clothing so that we call ultimately provide some shelter for them. In one of the 
paper, dist ribtlited hete, I read that United States households spent $50 billion a year on home improvementsonly. Iillv bi!lion dollars divided into the 2(0) million U.S. population is $225 per person. The per capitayearly income in Bolivia is $220. This is a little less than what the U.S. household spends for home repair. Sowe organize'] the Bolivian savings and loan system after the U.S. pattern, financing homes up to 25 yearswith ia fixed interest rate. Butl 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.
 

Inlterniational 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 
that 

permit S&L.s to diversity operations so we can make economic development loans for people so they can produce income. Finally, after a longstruggle we have been permitted to do so. This is the only way we have found to help poor people obtain
shelter: Help then' first to have additional income. 

In conclusion, the North American experience has been a good lesson which helped us establish our own finance industry. If we combine outside technical and financial help with local leadership, as we have doneso 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 I lousing Bank of' Jordan, which was established 12 years ago. It operates on a com
mercial basis but in a partnership between government and the private sector. I have been working with it 
for more than seven years. 

The first principle is that governmnnl funid. ,allocated for housing financc institutions illdeveloping coun
tries are nol able to lieet hoisit g fiianc, needs. The experience isthat lthose institultions which relied coni
pletely on governient funds ended with failtire and ncver achieved what was expected from thent. In many 
countries they let the t1ou ing finance problem grow Iore acute. Therefore, the I lousing Bank in Jordan 
from the vcry beginning starLd to conpete with old financial instilLutions, including commercial banks, to 
mobilize savings. The bank offered all kinds of accounts, sulghl all sources of savings and funds: house
hold savings, corporate funds, go\Crnel f'unii , and even internaliotial funds. Of' course, competing
withItie 29 established financial insitutiioinsi in my countr', some 60 years old, necessitated certain privi
leges and protect ions to the bank from the government - for example, al income tax holiday and a guar
antee of' repayment in case the bank fails to pay back. 

The second principle s that these privileges and protections alone will never bring success and excessive re
liance on them will make the bank as inefficient as other governineiit institions. Therefore, the bank 
initiated and developed appealing techniques and methods to mobilize savings. Some which have proven 
very SICCessf'ul are the following: 

" 	A military system for savings accounts conhined monthlv with advertising. 

* 	 Contractual savings promnotions saying: Save with tife housing batik regularly for a given period of 
lime aid we promise to give you a loan to build a hiousC and/or finIance your kids' university educa
tion or a loan to get inarried. 

" 	Opening litbanks' doors in tle afternoon hours, six days a week. 

" 	 Operating a wide 11,2of branches covering tirban, rural and even desert areas. Ii this regard, it is 
worth noting that opeiiiig branches to service very small trban rural and desert human centers per
suaded people to pull their nioic)'out oft he mat tress and open accoUtt s with banks without having 
to travel to tlie citv where commercial banks are located. 

" 	Offering diversified banking services to clicnit - for exanple, collecting water, electricity and tele
phone hills and payinrg ol behalf of the client and then charging his acCOunt. Inaddition, the bank 
rniages ftnds for the client's account for reasonable fees. 

" 	Offering various banking services to cients. 

inbrief', tile bank is looking forward to being a financial supernarl et.The application of' hese techniques 
and netlhods enables the bank to nake 17 perce.nt of all lending and to capture 45 percent of savings ac
counts incompetition with 29 commercial instlilti iols. 

The third principle is developing a lending policy tha is based oil the following concepts: 

* 	'rle borrower in tiheorv is honest and likes to fulfill his obligations. To keep hin so, don't lend him 
more than lie can afford to pay. 

" 	The borrower should practice a bit in financing his home. He should save a lot before receiving a 
loan. Therefore, tle hank does not finance more than 75 percent of construction costs and land is not 
financed. 

" 	 Biuildaig standards are reviewed with the borrower to inform him of what costly items he may not be 
aware of'. 

" 	Maturiy of the loan is trot an option of' lie borrower. His ability to pay in all cases 30 percent of' his 
regular montilly income deterntines malurity. 

" 	 Foreclosure and eviction of f'requcnl defaulters are considered; but experience reveals that when the 
batik proceeds seriously with Foreclosure measures, bills are paid. 
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* Low-income borrowers are entitled to get long-term loans up to a certain amount within their affordability at something like 2 percentage points below market rates. To help low-income borrowers. alife ;nsurance fund has been established in tei bank. In case of the borrower's death tile outstanding
balance of his loan is paid by the ftnd within certain conditions. 

The fourth principle is to lend to all ino:mne 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
lion to tihe housing developer systeu and the production of new housing units. 

" Bank investment in prof'itable projects with a special emphasis on building materials projects. The
bank's portfolio contains equity inestnmeits of more than 35 companies generating reasonable prof
its which enables ilie bank to continue its cross-subsidy strategy and lending to low-income groups. 

• Offering other banking services rathcr thbaa just lending for housing. For example, guarantees, letters
of credit, transfers, money clamngc,; and very latcly fOreign exchange transactions are a practice. 

" Approaching internationa l ic.udiii agencies to raise ftunds to be channeled into thi housing banks. 

These werte main featu res of ihe olousing Bank of' Jordan experience. 
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P'RE'AMBLEI,
 

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 inour respective countries, have prepared these recommendations on shelter and urban
development as a contribution to global policy dialogue and as a basis for national action. 

THI LOBLOAi,. mit1ONOMII EOt nYN iO:iH, (GrtOWIt wIll 

World urbanizat ion trends project that over 3 billion people will live in urban places by the year 2(X)0. Over
I billion persons will have been added to the urban population between 1980 and the year 2(X)0. 

This surge of irban population growth is occurring during a period of global cconomic crisis. I ligh foreign
debt burdens, falling commodity prices, and low and negative rates of real economic g-owtli make tie out
look bleak for many developing cout ries i time short and intermediate term. 

New policies and approaches are required iftlie global objective of sustained economic growth with equity
for all the world's people is to be acijeved. We believe those policies mustha.tl include emphasis oil urban 
centers and tIle shelter sector. 

Today, more than half of tlh,Gross National Product of the developing countries is generated in urban
places. We know ihat there isa strong correlation between rising per capita Gross National Product and in
creasing levels of urbanization. The lime has come to recogniwe explicitly the essential contribution urbani
zation call make to national economic development. 

Hlousing and Liba.ll in frast ructure are prerequisite components of efficient urbanization and direct contrib
ttors to economic growth tirough capital formation, employment generation, and their strong forward 

and backward linkages to tile national economy. 

The complex issues of urban ization, 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 innational development strategies. 

The Iessons of ltxperience 

Our experience with shelter and urban development over the ten years since the United Nations Conference
 
on Humani Settlements in Vancouver provides tle basis for futuore development planning. The Vancouver

Action Plan introduced new and useful ideas, but failed to achieve its objectives because of ti overreli
ance on public-sector initiat ives which exceeded limited capacities; the disregard for tie need to mobilize financial resources; tile assum tion of publ ic-ilitiated project-by-project approaches rather than develop
meIt processes; and tile failnre to harness the potential of'the private sector as a positive contributor to na
tional objectives. 

It is tine io establish a new agenda for action to unite and gouide governments, tile private sector, the inter
national donor agencies, and the rest oft ile international community inaddressing tle growing k 'dur
ban development crisis and the need for economic growth witi equipty. 

The Forging of a New i)evelopment IPartnership 

The cornerstone of this new action agenda is the recognition of the absolute necessity to foster cooperation
between tle public and private sectors and the cvolulion of those aspects of nation building that each can 
do most cfficicnlly. 

Regardless of tile political and humanitarian motivations of governments, national strategies must reflect
the limited capacity of the public sector to meet all of 11- development requirements of tile people. They
cannot do the job alone. All nongovernmental econe'. J human resources must be mobilized inthe de
velopment effort, including the formal private scttY. - informal private sector, the nonprofit private 
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sector, private associalions, Cooperatives, and coininy' groups. All have a valuable role to play in estab
lishing an elf icient and productive developient strategy. 

he 	 basis bOr lffeclive ptibliciprivate cooperation rests with tileundcrstanding and fulfillmnt of the responsibility incunhejit on each sector. Specilically, tile public sector has the responsibility to: 

" 	Ceisiire thal 1iNacroecononlic policie, avoid markel distortions and are conlducive to economiC growth
through private-sector iliiiat is. 

* 	C1cotira2 e lieiiiJi/.lliOll oi" doelstic fillancial resources aitd ensuIre adequate access to domestic 
savin gs hy 1lie private .eClor. 

" support pricinu policies of hoth public and private goods and services which permnit markets to func
tioe .ll
iiciit lv. 

* Cliasi/c ClficieiicV in urban miatnageineint , illtlraslt ct tire provision, aiid land policy including the
provisioii of secure lnlld tlulre, and flreedo ol land title tralsfer.
 

" restrict 
public sectlor activities to those which cannot be done effectively by the private sector and file 
people themsclves. 

Ill	turn, tle private sector's responsibility to tie partnership is to: 

" balance tile essential need for opcrating profits witi a response to social needs of all income groups. 

" mobilize invest iinllt capital lor homsing and urban developme:nt.
 

" accept prude-it uhsi.ness risks, coiiipetitive principles and market resuIts.
 

" develop cntrepreneuirship and innovation.
 

We look to tle iit erna ional dottor comnii nliity to expand its efforts in support of shelter and urban devel
opineil ConlIlltelIitllC W it 1is importance to national economic development and the rapidly growing ur
ban popuilation,,. 

We note wili appreciation tlie cojntribut ion of the iitternatioial donor conimlu'ty in tile past, but urge thatthis assistance now be more evetnly directed between tile public and private sectors iii support of'the princi
ples of particirship cnunciatcd here. 

Specifically, wc urge: 

* 	 participation illtlie policy dialogue and refornis advocated here in support of tile public and private 
part nership;
 

Ssustlaincild support in the form 
 of' 	echnical assistance, traii,, and acccss to capital as catalysts in re
spoiding to lie shelter and urbait developnit chllletuge; 

" assistance ill tle developnit of efficiei and viable institutions inl the public atnd private sectors,
with particular priority to iousing fiiianice ii.lStitLitions; 

" 	facilitating lie widcspread exchange of' iiin',riniation and rescarch on the xperience of'all nations with
shelter and urban development to lcarn from successes and avoid thlie failures oftliet past. 

Finally, we urge the formation of'an intertiational private sector coalition of' associations, professionals
and individuals concerned with all aspects Ofihousing and urban development to act as a forum for further
ing the principles presented inthis agenda. 
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AC(UIONi-rIi PLAN RECOmNNENDAIONS 

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

Each 	nation must seek a workable model of its public private partnership v.hich is compatible witl its cli
mate and topology, culture and political system, and naiural resource endowments. However, we com
mend to all countries and international don:)rs the following recommended Action Plani as they frame 
policy and programs for shelter and urban development. 

The Management of Urban I)evelopment 
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 f*uturc. 

The following four recommendations require attention: 

Recommendation I
 
Shelter and Urban Policy Formulation
 

L.A 	 All countries should have policies affecting shelter and the urban sector. These policies must relate 
to the existing econcrmic conditions and availability of resources within the public and private sector 
and must contribute to national development efforts. 

1.11 	 Shelter anid urbanpolw .s/houtldhe an integral part of national development strategy and should be 
adopted at the highet levelst 0/'government. 

I.C 	 Recommended principles for action: 

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

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

(iii) 	 The private sector should )c encouraged to invest in housing to reduce the demand on public 
resources and thereby allow the public sector to contribute more effectively to those services 
which the private sector cannot provide. 

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

(v) 	 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
economic investments through subsidies. 
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Recommendation il
 
Urban Management and Planning
 

II.A 	 It is recognized that countries have many competing demands on available resources, particularly
for agriculture and rural development, and therefore cannot meet urban development
requirements primarily through central government investment. Urban centers need to 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. 

11.11 	 Priority shoull he givcn to implroving the capacit awld ef/iciency oj local government in all avjecis
of urban matigement, iurban '/nancc'mobilization, and effective planning. 

II.C 	 Rcconinucided principles fImr action: 

(i) 	 Central governments should adopt decentralization policies oriented to st rengt hening local 
government so that it can accept increasing levels of management, planning, and financial re
sponsibility or urhan development. 

(ii) 	 Priority should t ,'n to improving effective governmental procedures for the efficient 
management of irban services. Attention must be paid to: 

(a) training prog, ais for local govertment officers and staff; 

(b) local government personnel policies; and 

(c) career incentives and salary structures which are conducive to attracting able and quali
fied personnel. 

(iii) local governments should consider the development of private-sector infrastructure service
delivey systems. This has been successfully accomplished in a number of countries through
out the world. 

(iv) 	 lEffective uiban management requires increased citizen participation in the planning and de
livery of urban services. 

Recommendation II
 
Urban l.and Policies and Procedures
 

Il.A 	 The availability of land at affordable prices is prerequisite for efficient urban growth. Although

most urban centers have adequate vacant land resources to support development, the efficient func
tioning o!" land markets is often constrained by inappropriate public policies, inadequate tenure sys
tems, and inefflicieit laws and procedures for the control, regulation, and taxation of land.
 

The fundatnental right to secure tenite whether leasehold or freehold rights is an absolute prere
quisit e to the stihulation of investment in shelter and economic activity. 

I1l. 1 	 National land policies.hould reaf/irn the importance of secure land tenure while ensuring tihe effi

cient f/unctioning of land markets conducive to economic developnent. 

II .C 	 Recommended principles for action: 

(i) 	 Nations should have in place or establish forms 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. 

(ii) The land market should be subject to efficient public procedures which are convenient and af
fordable to enterprises and households (particularly low-income households) to facilitate land 
acquisition, survey, transf'er, and registration. 
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(iii) 	 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 ren:,n;,se to 
effective demand. 

(iv) 	 Governments should ensure that urban land is efficiently and productivelV utilized through 
the adoption of appropriate land tuse standards (plot sizes, road rights-of-way, open space re
qui reicnlts etc.) which reduce devclopnlct costs alrd facilitate tile access to land of low
income groups. 

(v) 	 Where government action, throtwgh investnent in in fra .,rciturC, has crealed substantial addi
tional land Value for private owners, it is appropriate to seek cost recovery of this invest menit. 

(vi) 	 The public sector has an obligation to iManr "cpublic land holdings efficiently and effectively 
in tile achievernent of urban developnment objectives. 

(vii) 	 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. 

Reconariendation IV 
Infrastructure Services 

IV.A 	 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 
s,; .es for growing populations due to the following factors: 

(i) 	 capital requirements; 

(ii) 	 inappropriate high standards and technology; 

(iii) 	 inadequate maintenance for existing facilities; and 

(iv) 	 poor cost recovery for both capital and maintenance requirements. 

IV. 13 Realistic approaches to infrastructar'e provision shoulM be sought which use appropriate technolo
gies to provide al//ordabh services to all groups, thereby freilirating cost recovery. 

IV.C 	 Recommended principles for action 

(i) 	 Planning 

Planning for infrasrticture investment should be mUlti-sectoral and coordinated to maximize 
its cont ribul ion to economic development, and should assure the potential for upgrading over 
a period of time. 

(ii) 	 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. 

(iii) 	 Technology 

In frastructure investments should utilize appropriate technologies and standards in order to 
save costs. 
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(iv) Pricing 

Pricing policies should seek lull 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) I nllplelellt lion 

The pullic- sect or rCsipotsibit.'i,,s 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 tile tendering process to ensure efficient and cost-eft ective impleinuctation. Overlapping of responsibilities within planning functions and service imple
nentation must he avoided. 

(vi) ()plcrattions ald nllti elllnce 

lmphasis shoiuld be placed as a matter of' priority on the efficient operation and maintenance 
of tile existling illrast ructure networks even at the expense of new construction. 

Recommendaiion V 
i lousing Production 

Housing finance and housing production alfi'ect different sectors of tile housing market; while housing finance helps create effective demand, housing production is essentially a supply response illthe housing
market. 

National policy in housing must necessarily keep both sectors in view when designing a comprehensiveshelter policy. They are dilfferei sides of tile same coin, and the private sector has demonstrated its
 
capacily to contribute to botlh.
 

Partncrshlip and coopcration between tlie public and tile private sectors is most needed in the area of housing production. Public-,eclor responsibility for ii 1frastructure 
 provision should lead to contracting procedures t5hat sill develop tile experience and capacity of small contractors. In turn, this expanded capacitycall lead to ilncraChed cfficiclcv il tile production o4 housing, and provide for the growth of'building sup
ply firmiis. 

The key that unlocks this process is the provision of finance. Here, too, the public/private alliance has 
proven Iruil il in many inst laces. [lie scale and experience of tile public sector can be used to establish financing iicclamisis that allow tle detmand I'orhousing to be translated effectively intc real economic aclivily. BIt privatc-seclor institutions must become douiiinant. Public-sector efforts should all be designedto create a syscm of viable privatc financial organizations that will support the housing and building supplies
delivery system. 

The following recouiiiiiendations require attention. 

V. I Ahb.'., /gnptt/ of/hotl.sing (h'lIivelv ,Y'steils 

V. I.A Shelter is recogniizcd 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 encouraging trenmds are being achieved not through public housing programs - which have built a smallpercentage of the new housing stock - nor even the formal private sector, but rather through themassive efforts of the low-income people to provide their own shelter. It is the process of private incremental self-building, that is providing approximately 80 percent of the additions to the new 
housing stock insonie developing count ries. 

'[hclocumentcd history of public housing elforts worldwide has been generally poor (with a fewexceptions). Public housing has often been overdesigned, expensive, of lower quality and requiredmassive subsidies. For the most part, it has failed to achieve acceptable levels of cost recovery from 
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the beneficiaries (who frecltently have been of' higher income levels than tile iit ial targel grol ). 
The project -Ly-project approach to public housing has been slow in production, costlv in ma1i ice
meit titte, and uncertain as to lie availability ol annual funding. Adequate adininist rat ion, insituii
tional and niana,erial capacity to build and maintain public housing illsiIfcicill lantiltly doc, nlot 
exist 	 not should it be expected. In sum, the resourCes devottd to publichotsilig ctnd Ii, e f)icil
better used hy the piivatc sector hotusing fforts. When the private sector cail takL o cf tile hoit. 
provisioi role ofIthe public atit'.orities, it should he actely encoiragced, leaviiig lilw )tblic .Ccloi to 
conIlcelllltlte oil illrastitctu il LacilitiCs. tVCi tile mnuchIMore SlCCCssfLl aiid ipplopliatlc situs aid 
services Irfleei.'s, h\iiso,'illteriat itl, agelicics, iiotl (1tor01 have overcolli h,c b',si. 
problemis. 

The traditioinaIl alyllilleits of ll lt.ontlloillists about shelter tsall lllpl()llctiC Colsulptioil 'ood 
are not valid. iicleilleital, sell'-bilt shelter adds to the national capital stuck by tilobili.,ine iis.,t
nlet 'rol Ilouscliolds wlicii ticrwisc \wouldi ilot save 	 ,s iit\g odulti.eor would hold their lin llllp 
assets (gold or ei1dry). 

Private ho,,ilg pro\isioln c'cratCs Clovinit aiiiong skilled and sCemikillCd woUrkCr,, id cie
,ties ecOiloilnic activilv ifiat will l'oster the development of small contraclors aiid biltihiLg suppl,
firm ,. Ill tilli, he c tpacilo tof'life private sector to sllisfy the liced fior]lousiiY t, all incoii le els is 
sreiigli.el. Morcor, tile process prosides ilcenlives to iicrease pr dtluclvivialMd illeOtiC to 
Iotuseholds itlotLrC 1t obilill their Own shelter and upgradc and furnisli it,thlrbv coniributii to 
backVarll iald the local ecoioYu,.frard linka ,s ill 

A sui iicant Imrcciilage oflloa -iilcoiilc households also Use their shelteC' tllits tld IplotS as a biSe f'or 
other fortlillslliclroiielprise rctail services, Mttl'factturiiic.of 	 ill salcs, and .largilal hIsics4,cs 
which ciiu1ot)l alford to pay I'mrsepaate accoiimimodations can 'lotrish ill the ililoriiial shelter 
enlllollllclll and mt.l the ~l ,-iiillicudelliallds ol, populilliOIns I'oriable't]l gOds lid ',.lViccS. 
Ill ,laglct.atc, these ulicocitclpriscs leprCse.l itsiu'liic;uut contributtion, albeit hiddetl to their lli
lional (iNP. 

M be fl'S/)ontlfi)IV. 1.13 1he./Orma~l am/i iulorma/ /)riville wu'O10111. )01bot 	 sh1ellci- p~r) iMo. Ilie pubhlic
sclor 11111V /!a'ilitaim' this /)rocess- bt I. (al/ncm' inthe /)rovi.vioni of the e,.s'etiti.al inltls o, il/rtia/(I,(1, 
.trttc ltar',, /bi/din, t'l/iuanc', lam'riu/d, and lte eshlsli.ynent f o.1, Sl)Oltrive le, d :'egi/aloru) al 
'11
viflllnitll.
 

V. IC Recommnetcd actioln principles: 

(i) 	 National policies shou~ld he established to shift the responsibility Ifor housing [tiI plodlictioll
wherever p)os,ilblc to tlie private sector and divert tile !'unds saved to tile provision of' land, ill
frastruct ire, aiid 'inancc Io low-income groups. The use of lo,'W-income settlceHIeii Ulcr~d 
in tlechiliques is part icularly io be comnmended. Such approaches should be estallidlicd oii aill 
ongoiiig prograiiiatic basi lrather than in tlie form 0f individual, isolatCd projects. Shceler 
provision thloulgh the ill'orilill sector should be recogtuicd itsategilimattc and pioductive 
colltribliln to liatiollal decloplell. 

(ii) Nalional policies should he Cstblishcd to phase oi puiblic 1t 1iebilliiic corpora lioIs. II
ever, goerii icllts should consider using public colporallions I'orland1 developletlt aid ifra
s1tuc1tll. pr misioll i siippori of rivat CotliCOlS aidliotuiebllefrfs. 

(iii) 	 Where public-scctor ciil scrtuts' and \workers' hoiusing is itpolitical priorlity, ".governments 
sholdd use cash liouisiig allowances to be spent on private howing provision rather than to It
tllipt to ro ide tileh isiig units directly. 

(iv) The feasibility of' selling tlie public housing stock to tihe occupants should be studied iii order 
to convert iiese i irodiuctive capital assets into invest ment capital for natioiial development
efforts. 

(v) 	 (overnments should ensure that the legal processes for obtaining hibilditig perillits, irispec
tions, and approvals for housing are efficient and al'fordable to privat c-sector developers. 
Special flexible procedures should be used to provide convenience to low-income self-building 
households to obtain legal status. 
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(vi) 	 'Ilie lilysieai 'Iaiidards 1,0 shelter extiaitled by lawx shld accommoilldate [lie hill rangte of'
houise tyvpes it) he cotxI riicied. ()I patrticiuiar ililpiaraillcc ill scti IV all standards is to enlskre
thlat (ihey plxide lot. lie least -cost tclitolopx stiiicit to) provxide Ill leve of''t prl'l-IrllatiCt 
req taied. 

(xii) 	 ( hx'et1itieit Nllillil c(lil 11at1 no altilfici kit ki I t smoixotih !tiiictoliiiL, ofI (lie io011
n111 itaket ate. 1)(t ill plac xx lkii~ itdiiit Ilic eyi~ititkalldZITOrdabilit x' of 1itliii 

(viii) 	 I Itttsiiiu potlic" sititili ejct: -111 COtlikoF- 111k prxteii
Inilfiiiiltiit atid itiraii'tlie itotiii stock. Reit: cliii 

xxhiIeitlia iietai to he disinceintives to 
ois tI)()\ plex~scil illi place Should be 

pidl ouit mo11klittlel, mtidi Nitolld ill11 cit( liee applied. to iiexx itoasitip. 

V.2 T/h l j/j i' lilt/lmalnllS i(/liti 

V.2.A F.imientee ha~s shNitxi iiia Ilw ihtiiitiilt ialia i lchiqx w ioeiitte mtost CIli'cicait lx wiaeii it isrelatko.ix elicc of otlxOtiiie-ilt I(. oliltonl anid Iclies ilitittix otiltpikatio-.xctof stlll's. Witcet governl-
MInetis itmie a Ililiteti to (staihi i lottt~iolies C~ o tCoII0 lixaris'' over bllilqik liiiaik, tile 
e.\I)CI-iCIte 11;s ireeI I0 eiCNit ilAICiCiCietIee ill tiC l y stitidiSt ibtlit SI\t h.igttpiexit1.IC dtIte dexel
oplitetit oI' hilack iilirkct-. 

11111 IN osmilI:aei 	 ttotitit\lY ts NS tetjiitefliitts lor bitilditig imateritis, its ax~aiihe Inidigenous
butildingk titidl:.. midmllee, kietel ii the iipiptpliat huni iietxx'eeit inliported Iriniteials, impijort 

V.2.B /'x'onal %hlot' cmiI. w' x'Ioixge d/i ''l-c/opment, o/ Me huldiii umh'naia induit 1hruih pri
i '(1 (iio Ia lit/fl I ijn 'i, )/ oil Ilut I !7crrIr'jc..(olt/xw 

V'.2.(C kc~ctnimteicn ict t piiwicis: 

(i) 	 Biliii' ittitoli aiN NhottIki hi.. sitiCi~IN- Nit lti 1 part1 tu1'(e sitlter12 anld l1iMi1tiai settle1),1-
Ilittix(Lx 	 iojtiiltt c and apNNpiillitti poliCies iiliupiltd lo tiicoliite prodtictioni and

dist ilitioti I Iilotuif [Ilie- pox ate settit, tiiieticiiitibered~ tee Conitroils.Ictlki 'nix anid 

(ii) 	 Al~lpIOlfiia sttiitikN l tile prioductioin tinl 115 oI* hluildiric iitateraisx Should be adopted
whliie cotwiat!c ilke-' licietit 11io. CII coitxt rutiot tlittlitis t1hat ahikx'w thlt Ilist oft lie least-cost
mallteriail xxiili cmit plox ieo alt tceplalje cxci 01' peifotiiatice, aind permiit tuie use of 

teItpoltary it;liCIEiti Ill ioxx -cost itousitit. 

(iii) It r(Iiesirio iisoxili Nlnillli ik'\ citp iniii''id xtartdared.s on' buildinii miaterials So that 
sptcilicat iois Caniib tx it xxaI\ib ll xeic taiycl 1liiYCl(11 St:tIIdarilS xhlt(lld 110)1be set 

(iv') 	 kXperiliit'itat ot iliki linlltek lot lltxx bilditgt i~tiiii 1,1o01ld he eCIIoIara'e2l xxiih Itart enkir 
eitipiu 'Si ilt ICte Li)t 11111 ltt Of illirtittut lii coiertaiii2, Ininovat iotn to potet ii lasers. A 511111-

V. 3 ( 0ltructimi'/ 11(11'imi 

'3.\Ai 	 Tite' Nc-, Ii(- diceitc aiid iaii:tiuIt settleatlttIitS dexe'lopuietitl eliort wvill depend oil file ellfcetive
niess anid ax titbijil xOfI a x iale~ coiust ilioI iniduistiry. Approx\imately oaie-hiali oh, gross fixed
capitali [oitutt ilt ;md1 3 to 8 pueul ol' (GDP)J is coiinioat10111 ut~l).SubhstantiaI ledCtionl inl
ColixI riactioul ttosh Calt be aeexd ill itlost dex'eiopittg Counltries I itrotach the adopt iona oF ippiopi
ale policies, teiiittx i oi, pioeedtitil colaxt rirttx , elicotii'it'itttit ol, elicieiit Ilt1allagmill andI stunlt:
fltltol oilpetit ot. 

V.3.1 Pict coflvxirucliol inutdi-va /' a vial J).lrI of1 1t' .slth'tl fl/id mm11ulll .Sell/vflh'en.s,develo'/pmelnt /)loc's'.Couiptnhelntt x1,aleg't,oux fors (It' lo/)met'/111,r gIll, o/i('aourgenie I'of lor uuula0/1)ivtal'-xme 
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live, lemoval oJ conllraints, and the provision of Jinance and improved e/Jiciency sho:" he a 
mater ofnationalprioriity. 

V.3.C 	 Reconmecnded action principles: 

(i) 	 Go vel'nCltli shoulId seek to eccoturage ia competitive private-sector construiction ind slrv and 
as part of that effort public-sector construction entities should be reshaped and held account
able for performance, without subsidies or other special trcatinwt inherently nilifair to private 
Comipet tors. 

(ii) 	 Public-sector cotilra+tig procedutes should stimulate lair cortipet it oil, ptovide perfornlance 
incentivcs, timcl\' ',\,.ard of contract, timiely payminiet to cointractoIrs, aid )ropCr stpcrvisili. 

(iii) 	 Labor laws and mandatory wale rates should be responsive to local labor market forces and 
conditions. 

(iv) 	 Public contracting procedures shold be designed to allow the participation of smaller con
tractors and to ensure ie widest possible competition. 

(v) 	 l)evelop orgainized training programs to SLpplement on-the-job training for the skilled labor 
requirements of*const ruct ion. 

(vi) 	 Support inproved access to credit for the construction industry through tile edCnation of 
!enders as to tile specific needs, requirements, and risks of the industry. 

(vii) 	 Ensure that inforilial construction contractors are free froln restrictive practices, are eicour
aged to develop, atid have lair access to credit, foreign exchange, traitiing, and building mnate
rials. 

(viii) 	 l'ncourage the use of lowCst-cOSt cOnIstructioni tecitiqIues commipat ilC with ICrl'ormatiCe ce
quireencits. Of particular importance is to avoid itidustrialied building systems unless they
Can b3Cproved eco cnallcahly viable alter rigocous analysis. 

Iecommendalion VI 
lHousing Finance 

VI.A 	 'Fhe lack of housing financc resources is a major conistraicit to the housicig market iii most develop
ing countries. While ill cuacty countries it may be necessary to protect and favor (lie hotsing fiiance 
systeni to foster its developi icil, housing finance should ecijoy qtuial priority with other national 
needs, have Rill access to itaciontal capital and savings markets, and should in no case be subject to 
finaicial repressiot. 

The firaiucial ser, ices ncccssary to support housing development include finance for land acquisi
tiomi, on- and off-sice in frast ruct tire, censtruction, and log-term iiorcglges For tle Uitcuate ptIr
chaser. TlIe source,s of these ficnacial serviccs are likely to involve a variety of icistitntiois iii ihe 
public and private sectors as well as inc'ornal networks. Eiach of these finacicitig eitities must iciobil
izc its ftutds frot tile Iotir maic; sources of gross savings: the household sector, business sector, 
goverilluewt, or. icntercnationia Iarami.sers. 

loLousing fictaitcc policy iliist address tlieliceds of' all tlrglt groups and not just those of the low
income groups alone. Ill few countries ace the ficiamice institutions developed to the point that ade
quate sOUrces of I'mding arecmobilized and allocated effectively to support the cieeds of' housing
amoing all icicoctie groups. 'lypically, there are three-tiered housing niarkets: a. small, well-ficcaciced, 
uLlpper-inc, c market supplied entirely by the piivate sector; a small subsidized market of civil ser
vants and Middle-class salaried workers sl,0 tCd 1y public-sector hotisiniig activities; aid, a large 
inl'ormial housing market serving tile poor. 

Housing is an important sector in all national ecioniies. Even in economic recessions, it represents 
a significant percentage of' actnnual gross domestic fixed capital formation hut e ff'ective demand is 
very sensitive to macroeconomic couiditiots. 
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In addressing housing ;:;'.anc issues, it is importnt to recognize that there is no one prescription
that can be generally applied. 

V1 B A/i countries should seek to develop housing finance poli.:'ies and instilutions which are integratedinto the"i capital markets, that ma.\'imize the mobilization of savings, 'Ird seek sohtions that stress
affrrdahi/ity, repilicability, and co. reco ver . 

VI.C Ilousing finance lost ti tio:, and policies 

(i) 	 The developmcnt o!ft~c !-housing finance sector is a joint responsibility of the Yovernment andthe private sector. In this cooperLtion, the contributions o." the government should be made ina manner consi,teu t ,,itlhmarket principles and economic efficiency. These contributionsshould be done in a %.,.avthai will promote the long-term growth, deve!opment and viability ofthe housing ftiance syst eai, particlarly its private entities. 

(ii) 	 The development of housing finance insltititions shoud he a natioilal objective with the rateand scale di erno.! by the demand associated with inc,. asing levels of GI)F and the growth
of the capitad market. 

(iii) 	 Governments should provide a regulatory climate conducive to the establishment of privatespecialized ltett1siui finance inlstitUtion!, by allovtn, them to compete efTectivelv for saving s
anJ respond to market demaind for loan rates. 

(iv) 	 The fItll rme of potewtial public/private partnerships in housing 'inance institutional developmcnt should be explored. The government should SUpport and encourage the et.ablishmentof housing finance institUtiot:s by private groups, arid, if sucth groups do not emerge, tie
governnwettt should consider establishing the institution itself'. 

(v) 	 Newly established housin, fili.ance institutions -hould not he exp':cted to lend initially topredominantlV loW-in 0ot'c grouIps but, with experience, the\' should be encouraged to do so.The evidence sLiports the cotIclIsiOn that low-income groips need not be higher risk thaniother borrovers. TcChniqt;G ore emerging which allow housing finance institutions to lend tolower-inconc groups with -cceptable transaction costs even on small loans. Such techniques
should be made available to appropriate housing finance mitlitt ions. 

(vi) 	 Established housing finance inst ttions shuld be allowed the flexibility to conduct their.business in a mannjer consistent with lontg-term prof'iiability. This includes the abilitydevelop products and services suited to 
to 

the various borrowing needs of its customers and itso\Nn needs to r.ise Ituds; the ability t locate operations in the neighborhoods it serves, sub
ject to npagenict capacity; and access to technical assistance and training. 

(vii) There should be efforts to link the informal housing finance mechanisms found in most coun
tries to the formal housing finance system. 
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Four International Agency Perspectives 

Joseph Wheeler (Chairman, Developmnent Assistance Cornmittee; Organization oi Economic Cooperation 
and Development (OECD), Paris, France): The Organization for Economic Cooperaticn and Develop
ment (OECI)) was established 26 years ago. It was an American initiative to persuade the Europeans to do 
more in the developing countries. A Development Assistance Committee attached to the OECD was set up 
to promote this goal. 

Today, the United States providcs less as a percentage of iNP ia d:velopment assistance to the rest of the 
world than any of the i. ther members of tl~e DAC. But it still provides one-third of the total aid, so the 
United States is a ;ubstantiai donor. The DAC has been a great success story from the point of view of get
ring participatlion of all of the OECI) memers, k hich include Japan, Australia, and New Zealand in addi
tion to the l'Europeans and North Americans. 

In addition to seeking !opersuade each other to keep our assistance levels up, we are all concerned about 
efficiency issues. We are concerned about whetiher providing as;;istance in agriculture, health, or education 
is the best way to get the most product for a oiveni amount of money. 

One of tie functional fields that 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 develoriment banks in Paris. We will talk about the same issues that we are discussing here. And I 
understand tla Peter ,Kinim, .vhoim ycn now know qtiite well, Will be repre:,,nting the United States at that 
meeting. So, he asked me whal we intend to achieve at that meeting. I said it's an opportunity for you to 
get your views across to other nembers of the Devel.)pment Assistance Committee. 

There is almost a unaninlity of view amonL the United Nations, World Bank, the aid agencies anid private
sector representatives of both dcv<toping and developed countries on a general approach to get at urban 
development questions in the developing countries. I think dhat general consensus is very well represented
in the Vienna Declaration that you have before you. I am 99 percent behind it. I have soxne s;mall reserva
tions abou, the Declaration. They are not really reservations in the sense that I oppose anything that is said 
here, but a certain amtiit of ambiguity was left in. 

The Declaration speaks of the need to balance operating profits wb h a response to the social needs of all in
come groups. I agree ,hat the way to provide more shelter and better services to the developing world is 
through full cost recovery and full ise of the private sector. It s eros to ne that the burgeoning urban areas 
in the developing world cannot afford the inefficiencies which de cleeloped countries tolerate with subsi
dies, tax credits, and so forth. The deseloping countries live on a very thin margin. They are going to have 
to mamkc enormously efficiei use of very scarce resources. I have to remind you that all of Africa together 
has the GNP of Spain. That means lhat their budget capabilities are very linmited. Every program in urban 
areas must be efficient if ser7;ces are to be extended to allof the people whe need to be helped. 

It also seems to 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 pcrcnt of income groups should not have housing. But it would be a shame if 
we were to get anibigtious about the need In our aid programs to focus assistance on the bottom 50 percent. 

While the donor community should pand its efforts, it is providing U.S. S30 billion of aid. That sounds 
like a lot. 1.1t 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 ablc 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 establishng the financial instit utions, tie planning instit itt ions, tile land tenure in-
Slitutions Which will make it possible to have successful shelter programs. The point that I third, you are 
trying to make to the aid agencics is not that they should be spending enormotis amntS of money on 
housing and inafrastructure programs in tile developiing world, but rather that they should be playing a fa
cilitative role !n helping developing countries to build the institutions, the legal and financial frameworks 
required so thlat people ihemselves can finance their own developmen. 

I also think it's important that the effort in the eveloping world needs to be prejudiced toward off-budget 
approaches. Any pogram 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 I was in Hargastis, a city 
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it1nortlcrt Somalia. And it is harder to get frotn NogadishLI, the capital city, to Hargasus than it is to getfront Paris to Ilargasos. It's quIlite reitiotc. Tllcre are 4(X.),(X) people there. Today they have elecoricitywhich runs I'ron 6 o'clock at night until I o'clock in the morning. They also have a rule which says it ma,'not be used for indu.istrial p0rposes. I contend that liargasus would be better off if it had a system operating all day long ill which custotners are chargled what it costs to proide tile service. Everyone would behappier. S.1iilarv, alou onle-ishi t', the cit'v has \%ater SnlJpt,. Poor people who are not tied into thewater syictn supply arc paving .2 a.barrel for water ill a society %\ilit per capita income similar to that descrih!ed bv tlie nt etlltiamn frolll Boliia this itorning. This sho\s hliai poor people do spend money liecause
lhey' llt havc il scr\icc..Btw,kc intl provide systems sO that poor people can get those services as efficictly as the rich jf\o gel thei:. s',a question of getting cost-recovery systems if the serviccs are to be 
provided. 

What do tile aid agenciceneed Itoiji you? I thiniik that you should be telling the aid agencies that a majorityof tle pople in tlie developing \world \will soon be living in urban aras and that imthey should give more 
purtance to utlan id shlCter problets in their portfolio. 

Ingrid Munro (l)irector, lntcriiatlioial Year of bjhclter, Unitcd Nations Centre for IHnman Settlements, Nairobi, Kenya): The problmr of shifeer for tle poor em braces I billion people, a quarter of the world populatioi. Most of thcin arc ii ,,er. poor conJtries. In soeIC cooLJIntries, 50 to 70 percent oft'ire population either literallv are homeless m ii\i ,,, in such appalling shelters and neighborhoods that we call them homeless. Theproblci is bad and getting \worse. We know that tle only way to stop the increase in the unJlbers of the poor
and tile hoincic.-s is to shift governiment policies, to adapt a businessman's approach. 
Ih lIll,:ta tional Year of Shel:,ci for lie Imomeless is not just a year. We hope to focus all of these different acto '¢atteiio l on tile firblein and what can be done about it. We are hoping that next year we will beable to st Il up I'utryear, of intensive action atmiong governments. I an happy to report to you that more\ha:i 13) cotntries have actuafly tried out new housing solutions. Some of' them are trying to change theirhousing, policies. Somc of thtem have already done so. Governments are realizing tfat the kinds of' things inthe Action Ag da!t ac tlie kinds o; things that have to be done. The International Year of' Shelter for theIlolieless is foucd oii a plan of action before 1987, during 1987 and after 1987. We hope that in April1987 in Nairoli, wc will be able to ge governments to agree to carry out plans of action. Then we ws'ill ask you, te prate sector, Iid tle United Nations system to agree to those plans of action. 

My plea to you is to help itie small btisinessmen. There is fantastic activity in tile shims. If we can onlyharness that activity and thfat innosatieness! You have tfle management skills and the money to tie these 
people together inito real business cntieprises. 

()hie more cot-l"tent on one iteii in tile Pilal o' ,cI iol. 1lie sect ion on land in one of' the first paragraphssays thait ,ov'rltents shoud make land available for tie small owners and for enterprises. That means
spreadilg around land so that everyone has a right to own a little bit. In tie last paragraph you say thatgovernment should acquire land only if it is for public purioses: Only in extreme cases shouhld governmenttake land tor poor people's housing. Is there a contradiction? There other things like that whichare some 

you will sort out once von start actin and Using this iflai. To go 'rom plan to reality, that is our emphasis
- that's tile emphasis with tlie If'orl Plan off ctioi for shelter for all of the poor ty tlie year 2(X0). 

Ir. lichael Cohei (Advisor, Oticiations Policv & Research, Water Supply & Urban Development, TheWorld Bank, NVasltington, ).(., USA): ,\s I listened to tile femarks of Dr. Raniachandran, I thought ofthe range of' problemis that ittainy coutiitries are racing. I listened to the policy prescriptions that were suggested by Dave Roberts and how tlhose can address problems inl developing countries. Then I listened toPeter Kimm 's description of how USAID has tried to address these questions. I feel optimistic because Imink that bringing these pcrspectives together perhaps means 0hat we have learned enough to be able toshiift our fraiuiework froli altClitiOll Oii proj ects 1t enipliaSis Oil basic process. 

'he rioiicy fratewi irk here is vCry miiuch what wc have been trying to say over the last 15 years. I think it's
COlisistelt Ws'ithl our owii interpretation o1 otir experience. 

In 1982, 1 was asked to do all evaluation of the Bank's first teli years of' urban lending. I went throughmore than 60 projects amountitg to about .2 billion of le'ding in 60 different countries. The evaluationproved to be very colitentious in the Bank. We could not agree whether we had done a good or a bad job.As we went through dif'erent drafls of this analysis at all levels of the batik, 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 is, our evaluation criteria have changed. We are now saying projects arenot suitfficient. We must work ala larger scale, 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. 

Sonei numbers were mentioned ii this mceii-g. I remenrhei projects in Nigeria with a $1,6(X), two-room
house. I think that was a reasonable accomiplishmrient. In places like Madras we also reached truly afford
able levels. 'lire troblem was that ounr work was not oii a large enough scale. So that's why I think we need 
new delivery systems and a different 1,r-tnieork. 

The first framework reall\ c,mcerns urban niariagernell. Urban managentent is essential to maintain pro
ductivity at thw imional level. The justil'ication for that framework is macroeconomic. We are talking
about Cficient ia'iagmclile lt,abol i.,t itut ioual dev.'elopment, about operations and maintenance - about
land policies, if) olher worals ---anout the framework in which urban investment, not simply housing or 
iI'ZlasI mtiC tllC, tcCIlirs. 

Re flec on the sicnii'icance o' tile NIexico City eartlhquake last year. Imagine if that cartlqttuke had signifi
cantly undermined the productivit y of the Mexican economy. Imagine tile implications that would have
had for Mexico's econonly, its debt position, its abilit,, to service Aebt, the stability of the whole financial
.iystem. Urban issues whili used to be local issIes nov have global significance. Urban management is not 
a parochial question. 

The second f'ramewvork to which I)r. Ranmachandran refers embraces shelter itself' - shelter provision,
sliter Iinance, 1h1. construction industry and the building industry. Now that's very important. The 
concept which b;iigs the two fr arrieworks together is that of local risourcce mobilization, that in fact tile re
sources to iliproev urban managemcnt or to provide shelter \ill I ive to be raised locally. We can't rely on
external resources to solve w'hat is essentially a local problem. Bit the external community can help countries sirenglhen these framneworks ard 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 framework
which will allo,\ us to respond to thos. reCliests iil a productive, effective way. It's a professional responsi
bility of' giving good ad,,ice. I think that tile Action Agenda developed here is a good starting point. 

The DAC will hold am importlaiit i rbai meeting on aid coorditation next month. This is important because
there are a number of donors who have previously provided assistance mostly to tile rural sector, to educa
lion or to beathi but not for urban assistance. Next year is the International Year of Shelter for the Home
less. I believe that ict has provided very important political support inmany industrial countries. The 
garlic is changing. 

I attended tle meet ing of the United Nations HABITAT 'ommission i;r Istanbul in N'Iay. There was extra.
ordinary political support for the International Year of Shelter for the iHomeless. What should the message
be in this particular political opporttunity? We have to be realistic and recognize that the private sector 
muist play a central role insolving the problem. 

It is rlot only lie Real,ors who are getting together. Over tile next 18 months, 6,000 architects vill 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 tile samne questions. They

Understand the stakes are high. They need to find a policy f'ramework which can move 
Is forward. This of
fers a woriderfuIii opporilunity to btilId a coalition of' groups who are all trying to address a similar set of
 
problelr,
 

Peter Kimm (lDeputyiAssistami Administrator for Ilousing and Urban Programs, U.S,. Agency for Interna
tional )evelopment): 'File ideas I have heard expressed over the past few lays and the action plan recom
mendaltions of this group arc totally consistent with how tie Agency for International Develolrment views 
the shelter pr ,blem and with how I personally see it. We are at a major crossroads inour thinking abouthow to pros ide shelter for tlre poor in lie developing countries. This conference and tIre actions that might
foIlow it can help us t0 head down tile right path. We have come a long way sijce I began in this business 
over 20 years ago, and even s:ce tire Vancouver Con ference 10 years ago. 

Our view of \what goverments can and should do has been altered by a vast body of experience that all of
tie donior cotitries and miuti mioial organizations have accumulated over the years. The inexorable con
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elusiol, which is becoming close to a consensus among tile major players in the field, is that private, inidividial initiative will solve the shelter problem There is a role for governments, to be sure, but that rolemust be carefully dcfined and circumscribed. And that is the essence of what I have heard here. 

I would like to make two basic poin ts by way of summarizing the sittnation as I see it. The first is that, despite the enw+uiitv of the shelt,.r problem - and increasing poputlation and urbani/tiOl. will exacerbatethat lced thlrough tle end of this century, at least -- shelter is not a bottoniless pit. We have tile resourcesnowM at hand an1d tle basic knosvledge to provide at least minimal slcter to all of the loor in developingcountrvies ill our lilctiic,. What we need are tie rigtr policies aid the political ',iilto implement them. 

Anid that lrinre, fie sCcolld penlit.to il1\ The ighl goverVtIlltelt posture is to act as a facilitator; its role is toc're;tle te Cnivioititcll it ltich action hy t ilef0ral private Sector, tle iniformal sector and individualscan be f'octsCd flctivelv 0 n t lie pirOtrIn. Giovet+itCHIits should relfrain froMi tie costly and inefficiert activity of buildiiuu hotlsing'. Iris is the utessage I haxe heard at this corference. And it is the iress'ige thatieeds o be carried frorti here back Iotu. The next slep ik to "get fite word onft" and work for the governuretre policies tla Will direct ipulblic resources into their most cflicient uses and make it attractive for pri-
Va; C I'SotIICCS to be devoted to tle provision of' shelter for the floor. 
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APPENDIX A(From 	The Contribution of Sheter to National Economic Development, by James W. Christiav, 
PhIt.D.) 

The following exerci,,e denionstrates, in macroeconomic terms, 	that investments with low-import components have a more powerful effect o, C:onomic growth than investments with high-import components.Ilousing 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. 

lDefine 	a simple model of the economy as: 

Y = C + IP + 11I + EX -0 

\%,here: 
Y = Gross national or gross domestic product
 
C = Consumption
 
IP = Investment in plant and equipment

Il-I Investment in housing
 
EX = Exports
 
IM = Imports
 

Assume that I1, I- and EX are exogenous variables and that the behavioral equations for C and IM are: 

C = al(Y) 

IM = bl(IP) + b2(IH) + b3(C) 
Solving the model to identify the mu!tipliers attached to each of the three exogenous variables (IP, IH, and 
EX) yields: 

y = (l-bl) III + (I-b2) I EXI-al(l-b3) l-al(l-b3) + IH-alI(I-b.1) 

It is clear that if b2, which is the import component for housing investment, issmaller than bl, which is theimport component for plant and equipment investment, the multiplier oti Gross National Producthousing investment will be greater than that of plant and equiipment investment.	 
of 

It can he argued, however, that plant and equipment investment results in export growth while housinginvestment does not. If'we therefore endogenize exports, making them a function of plant and equipment
investiient, we obtain a slightly less clear-cut solution: 

let 

Ex = cl(IP) 

Solving for the multipliers on Y of 1I1and IH then yields: 

Y = 	 (l+cl-bl) IP + (l-b2) IH 
l-al(l-b3) I-al(l-b3) 

Now the term (Il-b2) must be larger than (I + cl-b I) for the conclu';ion to hold that housing investment has a stronger multiplier effect on Gross National Product than plant itd equipment investment. 

To the extent that plant and equipment investment is devoted strictly to export industries, IP could possessa higher multiplier, bttt to tihe extent that IP is devoted to import substitution, then both cl 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. 

Moieover, whatever the relative comparisons between the multipliers of plant and equipment investment 
and housing investment, it is clear that housing investment has a large multiplier effect so lonig as it has a low
import component. 
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APPENDIX B(From The Contribution of Shelter to National Economic l)evelopment by James W. Christian, Ph.lD.) 

CURRENCY RATIOS 
The ratios shown in this appendix are the proportion of liquid financial assets (currency plus deposits infinancial institutions) represented by currency in circulation. 'Fhe data are drawn from the InternationalMonetary Fund's International Financial Statistics. Currency in circulation corresponds to Line 14a anddeposits correspond to the sun of "nes 34, 35 and 45. In sotne cases, the data shown for 1985 are actually
the most recent data available - 1982, 1983 or 1984. 

In general, the higher the ratio of currency in circulation to liquid financial assets, the less well developed
the financial system of the country in quest ion. 

Region ind( Country 1965 1975 1985 Region and Country 1965 1975 1985 

Europe Mauritania .534 .305 .336 
Austria 
Belgium 
Denmark 
Finland 
France 

Germany 
Greece 
Ireland 
Italy 
Netheriands 
Norway 
Portugal 
Spain 
Switzerland 
United Kingdom 
Yugoslavia 

.210 

.325 

.123 
.083 
.294 

.132 
.316 
.192 
.141 
.188 
.183 
.221 
.165 
.168 
.204 
.120 

.121 

.203 
.073 
.057 
.100 

.089 

.216 
.091 
.094 
.105 
.143 
.285 
.10 
.156 
.147 
.124 

.076 

.146 

.048 
.037 
.068 

.087 
.134 
.104 
.087 
.090 
.082 
.108 
.111 
.106 
.084 
.075 

Senegal 
Sierra Leone 
Somalia 
Sudan 
Togo 

Southern Africa 
Burundi 
Congo 
Gabon 
Kenya 
Madagascar 
Malawi 
Rwanda 
South Africa 
Tanzania 

.485 

.435 

.414 
.449 
.483 

.605 

.339 

.521 
.212 
.463 
.305 
.638 
.067 
.354 

.342 

.386 

.387 

.376 
.335 

.481 
.453 
.300 
.152 
.449 
.200 
.454 
.060 
.311 

.285 
.364 
.301 
.356 
.265 

.082 

.357 
.190 
.126 
.34b 
.140 
.306 
.050 
.323 

North Africa 
Uganda 
Zaire 

.343 

.418 
.293 
.365 

.419 

.469 
Algeria .527 .375 .307 Zambia .125 .172 .149 
Libya 
Morocco 
Tunisia 

.352 

.337 

.285 

.254 

.288 

.223 

.184 

.265 

.181 
Middle East 
Bahrain .245 .130 .087 

Central Africa 
Egypt 
Iran 

.489 
.202 

.450 

.137 
.264 
.241 

Benin 
Burkina Faso 
Cameroon 
Central African Republic 
Chad 
Ethiopia 
Gambia 
Ghana 
Ivory Coast 
Mali 
Niger 
Nigeria 

.538 

.643 
.444 
.587 
.725 
.600 
.621 
.387 
.463 
.728 
.614 
.423 

.265 
.404 
.297 
.554 
.652 
.529 
.556 
.351 
.364 
.575 
.423 
.243 

.182 

.318 
.182 
.715 
.663 
.332 
.332 
.483 
.326 
.468 
.309 
.214 

Israel 
Jordan 
Kuwait 
Lebanon 
Qatar 
Saudi Arabia 
Syria 
Turkey 
South Asia 

Afganistan 
Bangladesh 

.412 

.149 
.170 
.108 
.525 
.724 
.330 

.680 

.098 

.482 

.114 

.210 

.137 
.376 
.520 
.221 

.631 

.245 

.086 

.280 
.073 
.100 
.099 
.243 
.518 
.123 

.717 

.155 
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Region and Country 1965 1975 1985 Region and Country 1965 1975 1985 

India .439 .295 .211 Chile .181 .115 
Nepal .591 .405 .292 Colombia .274 .209 .168 
Pakistan .435 .303 .302 Ecuador .376 .233 .204 
Sri Lanka .326 .256 .152 Guyana .274 .192 .173 

Paraguay .402 .240 .229 
Southeast Asia Peru .254 .301 .191 
BurniBur a 
Indonesia 

.803.803 

.667 
.814.814 
.244 

.638.638 

.190 
UruguayVenezuela .368

.201 
.291
.106 

.090

.062 

Malaysia .316 .141 .076 Central America 
Philippines .291 .198 .175 
Singapore .278 .188 .143 Belize .157 .135 
Thailand .354 .195 .098 Costa Rica .303 .174 .131 

El Salvador .255 .187 .191 
East Asia Guatemala .336 .211 .212 

Japan
Korea 

.089 

.299 
.060 
.150 

.044 

.100 

Honduras 
Mexico 
Nicaragua 

.293 

.174 

.294 

.216 

.150 

.219 

.201 

.122 

.360 

Pacific Caribbean 

Australia .076 .083 .087 Barbados .111 .112 .102 
Fiji 
New Zealand 

.232 

.078 
.140 
.063 

.123 
.035 

Dominican Republic 
Haiti 

.384 
.487 

.166 

.258 
.198 
.259 

Papua New Guinea .347 .119 Jamaica .142 .132 .090 
Trinidad & Tobago .132 .095 .063 

South America 

Argentina .333 .235 North America 
Bolivia .744 .455 .850 Canada .101 .073 .070 
Brazil .202 .113 .050 United States .080 .073 .064 
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BIOGRAPHICAL SKETCHES 

SPEAKERS, PANELISTS AND PRIEiARATORi' GROUP PARTICIPANTS 

ANDRADE, JAR! M.R. 
Executive President 
Ihteramerican Savings & Loan Bank (BIAPE)
Torre Phelps l'iso 23 - Plaza Venezuela
 
APDO 51558 - Caracas 1050-A
 
VENEZU!LA
 

lari M.R. De Audrade is the Executive President of the Interamerican Savings & Loan Bank (BIAPE) andPresident of BIAPE International Bank, Ltd. 
vice president for BIAPE for almost 

Prior to that, Mr. Andrade served as financial manager and10 years and as economist for the Central Ban'k of Brazil for 13 years.His degree is in economics. Hle did post-graduate studies in economics, economic engineering and finance inEurope and Brazil. 

1101VIN, 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 CanadaMortgage and Housing Corporation, a Crown Corporation with auithority to act for the Government ofCanada in all matters prescribed by housing- legislation. 

Currently in charge of the Corporation's Insurance and Asset Administration,the Corporation's Board of' Directors since 1981 and was 
he has been a member of 

its Acting President from December 1985 to May1986. Since 1954, Mr. Boivin has held various positions at the Corporation including Branch Manager, Director, Executive Director and Vice-lPresldent. He is a graduate of the University of Ottawa. 

BOLEAT, MARK J. 
Secretary General
 
International 
Union of' Building Societies 

and Savings Associations (IUBSSA)
 
9 Savile Row
 
London WIX IAF
 
UNITED KINGDOM
 

NIark Boleat was educated at the Lanchester Polytechnic (first class honors degrees in Economics) and theUniversity of Reading (MA in Contenporary European Studies). He is also a Fellow of the CharteredBuilding Socie!ies Institute. He joined the Building Societies Association in January 1974 and was appointed l)eputy Secretary-General in 1981. He became Secretary-General of'the Association in September1986. He has been involved in the work of IUBSSA for some years.Housing Hiance Sys ten1," 
fie wrote the major study "Nationalpublished by the Union in 1985, and he launched the Union's journal HousingIittnce Inhternational, which he serves as editor. He was appointed Secretary-GeneralSeptember 1986. of IUBSSA inHe has been a consultant on housing finance for the United Nations and the OECD andhas given iany papers on housing finance at international conferences. 
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CHtRISTIAN, JAMES W.
 
Senior Vice President, Chief Econonist
 

and Director, Economics Department
 
U.S. League of Savings Institutions 
Washligton, l).C.
 
USA
 

Dr. Janes W. Clhristiaa is Senior Vice President, Chief Economist and Director of the Economics Depart
menl of tihe U .S. L.eague of Savings Institutions. He is a Phi Beta Kappa graduate of the University of 
Texas, 'here lie received his Ph). in 1966. Dr. Christian's experience as a monetary economist spans 20 
years in international as well as dcrnestic fields. Prior to assuming his duties with the U.S. League in 1980, 
Dr. ('hristian scrscd as Senior Vice President and Chief Economist for the National Savings and Loan 
Ieague, ~DircClor oft lie htCriiational Division of tile Federal Home Loan Bank Board, and Professor of 
Economics at Iowa State University. He has advised international lending agencies and national govern
nents in more tian 15 countries on economic policy, housing policy and the establishment of housing fi
ilince sys ellis. 

('()lIEN, NiI('IIAEI, A. 
('hicf, IPakistan Division 
World Bank 
1818 If Strcet, N.V. 
W:mshingion, ).C. 20403 
USA
 

)r. Michael A. (oliemi is Chief, Pakistan Division, World Bank. His immediate past position was Advisor, 
()pera liol.S Policy and Research, in Water Supply and Urban Development Department at the World 
Bank. lie joined tlie World Bank in 1972 after receiving a Ph.D from tle University of Chicago. Dr. 
('oliei has worked on tile 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 
aulholm of l.'arning hi )oin,,: Ten 'eas of World Bank Urban Lending. He has published extensively, in
cludinglrl/a IPOl'iCv and tMlitical Con/lit in Africa, University of Chicago, 1974. 

C(OIIIEKR, RI(IIARI) i)ONAI) 
General Manager 
Beverly Building Sociely 
p.o. Box 1887 
[larare 
ZIMBABWE 

Richard Collier is General Manager of Beverly Building Society, Zimbabwe; Chairman of the Association of 
BIuilding Societies of Zimbabwe; a Committee member of the African Union of' Building Societies and Fi
nance Insittitions and a mnmbL,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 
\ears and has developed an interest in low-income housing. 

IIEIIKAL, ABI)EI, AZIZ N. 
Manager, Reseaicli Department 

The Housing Bank 
Police Collcge Street 
P.O. Box 7693 
Ainan 

.IORI)AN 

Abdel Aziz N. Hleikal isManager of Research Department of The Housing Bank of Jordan. He obtained 
his 13.Sc inPolitical Economy from Cairo University, Egypt in 1968. Prior to heading the Research De
partment of the Housing Bank, Mr. Heikal servd as Assistant Head of the Accounting and Financial Plan
ning )epartment of tihe Housing Bank. lie was [ornierly Assistant Director of Research Department of 
National Invesnient Company of Libya (1972-1979).
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tiOWLEY, JOHN T. 
Vice-President, International Affairs
 
National Association of REALTORS®
 
777 141h Street, N.W.
 
Washington, D.C. 20005
 
USA
 

John Howley is \ice-lPrcsident, International Affairs, National Association of' REALTORS and ExecutiveOfficer of the U.S. Chapter of the International Real Estate Federation (FIABCI). ie took an honors degreein Political Science/Economics at Rutgers University. He is also a graduate of the Massachusetts Institute ofTechnology (MIT) where he received a Master of Science degree in Management Science andFcllow. Formeily lie served in the U.S. was a SloanForeign Service working on international housing and urban mattersin many countries. lilc \as General Deputy Assistant Secretary for Housing and Deputy Federal HousingCommissioner of tile U.S. Department of Housing and Urban Development. 

JAGUN, S'AIIRI\YU KIltNi)E 

Senior Partner
 
Oludemi .IagUll lDosunmu & Co.
 
(Chartered Surveyors, Valuers and Real Estate Consultants)

3rd Floor Banuso House
 
88/90 Broad Street
 
Box 8704
 
Lagos
 
NIGERIA 

A Senior Partner of the firm of Oludemi Jagun Dosunmu & Co.,Fellow of The Royal 
Mr. Jagun is a Chartered Surveyor (aInstitution of Chartered Surveyors of UK) having qualified in July 1964. Prior tojoining the above practice in 1981 he served for a period of 17 years in the now defunct Nigeria Building Society which was later transformed into what is known today as the Federal Mortgage Bank of Nigeria. Hehandled several housing development projects and rose to the position of Deputy General Manager(Research and Project Development) before lie voluntarily retired from service in January 1981. At thepresent lie is actively engaged in all aspects of real estate consultancy services including valuation of properties, real estate agency, project management and feasibility studies in respect of property development

projects. 

KANJA, JAMES KAMAN 
Chairman
 
Nairobi Homes Limited
 
P.O. Box 48854
 
Nairobi
 
KENYA 

.James Kaniai, Kanja is the Chairman and Managing Director of Nairobi Homes Limited. The firm is a leading estate agency, property developer, and management consultant. Since 1963 Mr. Kanja's firm hasdeveloped more than 2,000 homes. ie isalso the Chairman and Director of several companies which includean insurance company and a financial institution which deal with housing development and financing. Hewas educated in Canada and is a Fellow of the Institute of Directors. 

KIMM, PI"TER 
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 StatesAgency for International Development. In this role he has participated actively in addressing the urbanproblems of more than 50 developing countries. While trained as an engineer, lie has specialized in housingfinance and national housing policies in the developing world and has written and lectured widely on thesesubjects. In 1981 Mr. Kimm received the Presidential Rank of Distinguished Executive, the highest awardgranted to a career government official in the United States. 
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LIKAKU, VICTOl T. 
General Manager 
New Building Society 
P.O. 	F)'\ 30350
 
.ilongwe
 

MALAWI 

Education: B.A. (Econ.) Delhi, Ilndia. Customs Administ ration Course: (1) Wellington, New Zealand, 1968; 
(2) Vicnna, Austria, 1971. Fellowsship with GATT in Geneva, Switzerland 1972. Controller of Customs and 
Lxcise from 1972 to 1976. Malawi's -ligh Commissioner to London, U.K., and Ambassador to France and 
the Vatical oit non-resiiential basis 1976-1979. In 1979 joined New Building Society as Assistant General 
Manager. 1rom 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 Loans. 

1,011, PING-(IIEKING 
Directo 
\Water Supply and Urban Development Department 
The World Bank 
Washington, I).C. 
USA 

F'ing-Cheung Loh, Director, Water Supply and Urban Development Department at the World Bank since 
.uy 1, 1986, was born in 1937 in China. Fie was educated at the National Taiwan University and obtained 
graduate degrees in law at Columbia and Yale Law Schools. lie 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 
department a. an at torney until his promotion to chief of the Kenya, Uganda and Tanzania Division in 1973. 
In 1978, he was appointed Depuly 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. 

M!']3'1"1{ MIRI'AM 

Manager, International Programs 
National Association of REALTORS "'' 

777 14th Street, N.W. 
Washington, D.C. 2(XX)5 
USA 

Miriam Nleyer 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 )evelopment Progratns/U.S. Agency for International Developtment. Other professional experience 
includes four years as a housil, specialist with the Mas,achusetts Executive Office 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 Subcomnliltee. 
She holds a B.A. from Brandeis University, and atn M.A. in International Economics from the Johns Ilop
kins School for Advanced lInilrnational Studies. 

MUNJIE, NASSER M. 
Chief Economist 
Housing )evelopnlent Finance Corporation 
Ramon House 
169, Back bay Reclamation 
Bombay 4(X) 020 
INDIA 

Nasser Munjee is Chief Economist and General Manager Human Resources of HI-DFC. He studied at 
the London School of Economics and the University of Chicago and is a monetary economist by training. 
ie joined -IDFC 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. I-Ie has con
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suited with USAII) as well as the World Bank ol the shelter sector illSri Lanka and Indonesia. He is a director of the Agaklha Rural Support Program, India, as well as tle Development Cooperative Bank, India. 

NIVNIM(, INGRII) 

l)ircclor, IY.I I
 
United Nat lonal (enter for I luman Settlements (UNCI-IS)
 
N'airohi
 
KI: N YA
 

Ingrid luinro is l)irector, International Year of Shelter, UNCHS, engaged in organizing a review of worldsside shcher efforts for low-income people. Formerly Head of' Delegation of Sweden to U.N.C.H.S.ncet inys, she directed urban planning and research efforts of the Government of Sweden for several years.She has cngalcd in work devoted to solving lov,-incone housing problems in the developing world formany 5'ears. 

NORHII, \Il,1I+M I). 
I .\ectlis Veict Preside tif
 
Natioial .\',socialU,.i or RIFAI.ORS"'
 
430 N. NIichielan Ascnte


Chi: I11,lois 00)611 

USA 

B.S. in lcmomllics, tufiversity of Illinois, I.D. Harvard Law Schoolsociation of RIEAIF ()RS, 
1959. General Counsel of National As1970-1936; Senior Vice President of' NAR 1980-1986.tice 1959-,19I)Mud Iartmcr of Kirkim'd & Ellis and 

Partner in private la, prac-
Reu ben & Proctor law firms iji Chicago. Active in realestate-rlalted ICleigltiou and litigation elating to zoning, rent control, condennatian, lair housing, housingfinance and ltxation, and other issues; Secrelary General, American Chapter FIA13CI 1986. 

President
 
Itlernationial I 11lion 
 of Building Societies
 
Richard \\Vauner StrassC 13
 
5(X) Koln 50
 
\VI-S F (iI R,NIA N'Y
 

Dr. Willi-l)icter ()Mtlehrauck wavts educated at tle Universities of Munster and Oxford. He has been Chief(C1C-illeueaINI2oI of']L, Slutlrkasse I leinitbau AG,Cologne.

111heInternatioimal tJo101o' 

lIe has been l)eput v President and President of
Building Societies and Savings Associations, Deputy President and President of'11le Advisory Boar d of tlie International Association of' Advisory Agencies for Property(1971-821, and Nllazi v Investorsl)ircctor of tlie [LIropean Federation of Savings and Loan lnstitutions for Consti-LClion. I Ic Ia also(, erv,'ed aZsthe Chairman of' the Committee on Land and Construction Legislation of
[he Chamber of ('ollinrcc (f, Cologne and Bolln.
 

PAREKIl, I)EEPAK S.
 
Managing I)irector

I losit g eveelopnent lFinance Corporation Ltd. (HIDFC)
 
Bol111 ay
 
INDIA
 

l)eepak Parekh is Nlauaging 
all honors 

Director of the I-lousing Development Finance Corporation, Ltd. Followingdegree inl accon tinc :nd auditing at Bombay University, lie served fiour years artices inL.oIdon, look ihe exams and qualified as a Chartered Accountant. He has held important financial postsin the U.K., lhe U.S., I long Kong and India in accounting, budgeting, banking and general management.1.I).I:.C. is the most importanl private finance institution ill India with long experience vith low-incomehousiing projects Mr. 'arekh has served as a housing finatee el)ert inl several developing countries and aschief negotialtor with external lending iislittion.; providing f'inance to I .I)..'.C. 
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PIITCIIARI), RAI[PH NN. 
Preside.(
 
Coldwell Banker Intlrnational
 

Residential Referral l)ivision
 
National Associaiion of REALTORS"
 
FIAIDC - I ternatlional Real Estate Federation
 
1211 W. 22nd Street -- Suite 723
 
Oakbrook, Illinois (.0525
 
USAx
 

Ralph W. Pritchard is Prcsident of Coldwell Banker International Residential Referral Division. fie was 
President of the National Association of Realtors in 1980 and World Piesident of FIABCI in !985-86. 
Graduated witi an MF degree frim Stevens Institute of Technology in 1941 and a member of Tau Beta Pi. 
He served with lockikheed Aricraft Corporation as designer and with the U.S. Navy as ordinance officer in 
World War I. lie has been involved in residential real estate development, appraisal and brokerage since 
1949. Ie served as Presidert, Board Chairman and owner of his own real estate firm, Thorsen Realtors, 
Cbicago's larges, residential brokerage operation. 

PFEII I]ER, I ],RICII 
Consultant
 
5300 Bonn
 
Schlos Strasse 22
 
FEDERAL REPUBLIC OF GERMANY
 

Ulrich Pfeifer is a consultant providing assistance to developing countries in housing policy, finance, ur
ban economics and housing markets on behalf of various West German ministries. Educated as an econo
mist at the University of Mklunich, he taught urban economics at the University of' Berlin. Ie worked in the 
Federal Ministry of Housing and Urban Planning from 1971-82, ultimately achieving the position of 
Ministerial l)irektor (Assistant Secretary). 

PRATT, IICH1A Il 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 mee, 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 mortgage-backed
securities trading, relationships with federal agencies, investment banking and mortgage investment banking
functions for thrifts, commercial banks, mortgage ban) .,rs and homebuilders. Prior to joining Merrill 
Lynch, I)r. Pratt served as Chairman of the Federal Home Loan Bank Board from April 1981 to May 1983. 
Until lie became Cha irnian, he served as President of Ricbart T. Pratt Associates ("RTPA"), a financial 
consulting l'irm located in Salt Lake ('ity, Utah, which provided assistance to nany developing countries. 
From 1967 to 1981, l)r. Pratt ta gliht finance at the University of' Utah. He holds an M1BA a.id B.S. from the 
University of' Utah and has a Phi.D in Finance, Real Estate and Urban Economics f'rom Indiana University. 

QUIJANO, CUIIIERMO 
President 
Grupo Sacasa 
P.O. Box 80}01 
Panana 7 
PANAMA 

Graduated from Santa Clara University at California in 1960 - Civil Engineering. Fie has been in construc
tion, financing and development activities ':ine the early sixties, vith special attention to lower-income 
housing. His company has built more than 10,000 ouses. 1-e is a nmember of the board of directors of Banco 
General, a privately owned mortgage bapk, and of several other important companies. 
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RAMACIIA'F)RAN, ARCOT
 
Executive Dir ctor
 
United Natiens Centre for Huran Settlement,- (HABITAT)

Nairobi
 
KENYA
 

Dr. Aicot Riamach,.ndrar has been Executive Director of tie United Nations Centrements (lHIABITAI') for Human Settlesince its inception in 1978. Previously he wasof' India, l)epartment of Science 
Permanent Secretary to the Governmentand Technology, Director-GeneralIndustrial Resealch, of the Council for Scientific andad Chairman of the Preparatory CommitteeScience and Technohgy of (he United Nations Conference onfor )evelopmen. From 1967 wTechnology, Madras, and froni 1957 

1973 he was l)irector of lie Indian Institte ofto 1967, Professor andgineering and of lead of the Department of MechanicalIndustrial Management at Enthe lndiar. Institute of Science, Bangalore. Born inIndia, Dr. Ranachaidi cm obiained Madras,a B.A. with honors ftom ie College of' Enineof Madras and a the Universitywas awarded a )octorate in 1949 by rturdue University ie Indiana. the as a posserved 
doctoral fellow atCam bridge." CG~umbia Univ'rsit, in New York, old at tlie Massachusetts Institute of' Technology ill 

RENAUD, I1iBRTRANi)

Housing linance Advisor, Operation Policy Staff
 
'Ile World Bank
 
Washington, D.C.
 
USA
 

Dr. Bertrand Renaud is the Housing Finance Advisor, Operations Policy Staff, at the World Bank.been actively Involved in He haspolicies and operations at the World Bank for moreFrance, lie rc:ceived a degree of IngenietIr INA in Paris and a Ph.D degree frorn 
than a decade. A citizen of' 

a the University of' CaliforniaBerkeley. Ilis experience outside the World Bank include being the Head of the Urban Affairs Division responsible for lie urban policy program at O.E.C.[). in Paris, and teaching and research in the United Statesand in Fast Asia on the economics of urban development.
of urbanizalion in develooing countries. His recent 

He has written extensively on tlie various problems
publications includein Developfing Countries (1984) -lousing and I"inuncial institttionsand coarthorship 

World Bank. 
of' country reviews of' housing finance systems for the 

REYNOi,IS, LANCEJOT F'. 
General Manager

Jamaica National Building Society
 
10 Grenada Crcscenlt
 
P.O. Box 552
 
Kingston l)
 
.AMA ICA
 

Mr. Reynolds has served as General Manager and Chief Executive Officer of the Jamaica National Building
Society for the last nine years. A chartered accountant by profession, he is a fellow of tie Institute of Chartered Accotntanis of England and Wales. Prior to joining the Building Society, he was a
couting firrn of Touche, partner iv the ac-
Ross & Co. He is a past PresidentJamaica. Other past positions of the Building Society Association of'include Director of' the National Airline, member of' the Housing and Finiance Committee, anld of' the International Union of' Building Societies and Savings and Home Loan Associations. 

ROBIERI S, i)AVIDj 
President 
Roberts Brothers, Inc. 
P.O. Box 6217 
Mobile, Alabama 
USA 

David D. Roberts, St., !985 president of the National Association of REALTORS",Brothers, Inc., in Mobile, is President of Robertsone of Alabama's largest real esta,, firms. At the National Association, lie hasbeen a member of"tlhe Association's Board of Directors for 13 years and a member of the Executive 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
tio-7s of which Roberts is a member include the American Society of Real Estate Counselors (ASREC) and 
FI.-LCl-USA, the American chapter of the International Real Estate Federation. lie also served nine years 
oil the board of trustees of the International Council of Shopping Centers. He is a graduate of Auburn 
University, with a B.A. in aeronautical administration. 

ROSAS, I.UIS E. 
Managing Direct r 
Instituto Colonibiano 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. 

SONNEVIII 5, FERRY 
President 
P.T. Ferry Sonuieville & Co.
 
Real Estate Indoncsia (REI) -- FIA13CI
 
Gunting Pittri - Bogor
 
INI)ONESIA
 

Ferry Sonneville is Prcs!dent of P.T. Ferry Sonneville & Co., a real estate 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
 
FIABCI. He holds an M.A. from the Rotterdam School of Economics (now the Erasmus 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.
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