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URBANIZATION IN THE LDCs: THE CHALLENGES AND THE OPPORTUNITIES
IN THE 1990s AND BEYOND

KEY ISSUES AND MAGNITUDE OF CONCERN:

Urbanization in the developing countries must now be recognized ac a massive and irre-
versible phenomenon that demands the attention of LDC governments and donors in the
1990s and beyond.

Analysis and forecasts of urbanization in LDCs indicate that more than ten times the
amount of urban population (and corresponding labor force) growth will occur in the
next 30 years than has occurred in the past 30. "Furthermore, between 1987 and the
year 2025, the urban population in USAID-eligible countries will increase from 743
million to 2.4 billion -- an increase of more than 200 percent. Unfortunately, the bur-
den of this urbanization will fall disproportionately on the least-urbanized and lowest-
income countries. Over the same period, the percent of urban to total population will
increase from about 34 percent to about 58 percent. As a corollary to the above, rural
popuiations will decline in relative terms. Furthermore, while rural poverty alleviation
will remein an issue of concern, it is noteworthy that rural poverty will actually
decrease in absolute numbers for all places except East. and West Africa, while there
will be significant cumulative increases in urban poverty.

Between 1987 and 2025, for example, urban populations will increase by 1.8 billion
while rural populations will increase by only 340 million. Interestingly, among AID-
eligible countries, more than 80 percent of population growth will oceur in urban areas.
According to the World Benk, by the year 2000, there will be more households living in
urban poverty than in ru 4l poverty, and 20-25 percent of these urban households will
be headed by women. ’

The United Natiuns projections indicate that the number of developing country cities
with five million or more inhabitants will increase from 10 in 1975 to 43 in the year
2000. :

The cities of the developing world are already deficit in the provision of urban jobs,
shelter and infrastructure particularly for low-income groups. As urban services deficits
increase, so will associated environmental, health, and socio-economic problems.

Health problems from open sewers, contaminated water, inadequate disposal of human
waste, and inappropriate disposal of waste water and garbage will have a tendency to
increase in concert with the amplitude of urban growth which is anticipated.

While it is estimated that about 80 perceni ¢f urban households are supplied water
either by standpipes or house connections and 63 percent have access to some type of
sanitation, these gains arc often mesked by problems of contamination, leakage and
other service and ‘meintenance problems.

These problems will tax. the generally weak and inefficient abilities of both central and
local governments to manage and finance needed iinprovements. Succinctly, the cities of
the developing world will have to manage the accommodation of an everage of about
140,000 new residents per day over the next two decades. Yet, their manpower



resources are very limited and cities have not successfully tapped their own wealth to
finance these services.

According to & 1982 IMF survey, developing countries had a very low percentage of
local versus central government employees. Africa had only six percent of government
jobs at the local level, Latin America 21 percent, and Asia 37 percent. The average
for the developed coumtries was 57 percent at the time.

Financial management assistance in many LDCs has met with considerable success, for
example, in eight cities of Nepal a 69 percent increase in own-source revenues was
made possible in just two years. On the other hand, even these improvements were
inadequate to finance the large service deficits in these towns. In effect, existing
revenue generating instruments did not sufficiently tap the "wealth" of these places. It
was found that a property tax of less than two percent would have been sufficient to
finance the needed improvements.

Just to maintain current conditions suggests that developing countries will have to
increase existing management capacity in urban infrastructure, services and shelter by
65 percent through the end of this century.

Despite the magnitude of the problems, issues and the negative attributes which are
sssociated with unmanaged urban growth, it should be noted that the urban centers of
the developlng countries currently generate more than 50 percent of GDP and this per-
centage is rising rapidly. According to the World Bank, by the year 2000 80 percent of
developing countries' GDP will be generated in urban areas.

In the 1970s, urbanization was thought to be essentially a negative process and most
governments and donors developed strategies to retard urban growth. Migrants were
thought to be the cause of urban problems, social unrest, and of little economic value.
Yet, strategies to keep rural households on the farm or engaged in off-farm labor
have met with little success. Furthermore, a strong body of data suggests that migrants
seek and find oppertunities to improve their economic situation and gain better access
to services for themselves end their children in urban places.

OPPORTUNITIES
The Urban Policy Context

Urban development is complementary to, and an integral component of, rural and
national development. Urban places, whether major metropolises ¢: market towns,
represent nodes of a "settlement system! interconnected by roads, power, and other
means of communication which are essential to development. Urban plsces play a fun-
damental role in servicing their rural hinterlands and as efficient centers of specialized
and essential econcmic activities. Their efficiency in this regard is largely a function
of their size and location though each type of settlement tends to fulfill specific eco-
nomic and service functions in their own right.

Urbanization needs to be considered as an element of macro-economic development since
urbar: places are major contributors to the national economy and productivity with ecri-
ticel relationships between rural producers and urban processing, servicing, and
marketing agents.



Urbanization is part of the development transition to & modern economy whif:h all
countries experience. As Figure 1 illustrates, as countries become more urban-lzed a
transformation takes place from primary production towards greater production in ser-
vices and industry. This is accompanied by a parallel shift in the transformation of
labor for these sectors. In addition, there is a& strong correlation between increased
urbanization, GPP, and incowe. -

Since "urban" and/or the "settlement system" are spatial concepts, there is no such
thing as an urban sector per se; rather, there is a set of activities that occur in urban
places which are often treated in a sectoral context (industry, health, education,
water supply, finance, etc.). What is often lacking is an understanding of how these
themes interact with one another in an urban, regional, and national spatial context.

Framing an Urban Policy Response :
There are numerous guiding policies with which AID and other donors should work with
LDCs to implement:

1. Urbanization must be approached positively as a major nengine" for economic and
social development. Urbanization should be viewed as a positive process which
contributes to national economic developn.ent and a vehicle to impreve the standard
of living of the rural and urban poor.

9. The framework for urban strategies should be the entire range of settlements from
the largest cities to the market towns and villages. The entire "settlement system"
needs to be energized to accommodate the urban population growth expected
through productive jod generation, shelter and infrastructure development, and pro-
vision of urban services. This, in turn, will enhanze thc rscle of urban centers in
supporting rural development.

3. Urbanization shnuld not be financed by massive national subsidies, nor occur at the
expense of the rural and urban poor. Rather, the "wealth" that is inherently
created in urban places should be more effectively tapped to help bring about the
desired improvements mentioned above. :

4. The public sector will be unable to coye with urbanization alone. Nongovernmnental
resources need to be mobilized in the development effort and a series of
"partnerships" among diverse groups: national and local governments, local and
international private sectors, community and nongovernmental organizations, and
donors must be found to effectively respond to the urban challenges thet exist and

lie ahead.

The full mobilization of the private sector, both formal and informal, and the
redefinition of the public sector role will be required to meet the needs of urban
job generation, basic services and shelter. The crucial role of the public secior
should be to facilitate, via public and private means, meeting job and infrastruc-
ture requirements and to develop an efficient policy and management framework
which is conducive to private sector investment and initiative.

5. Currenl urban policy and practices in many LDCs tend to reflect inappropriate
western models. New approaches are required which reflect the low per capita
GNP, the rapid rates of urbanization, and the large aggregate numbers of persons
that need to be accommodated during the next 25 years.



In each case, urban policies should be guided by two undquying principles: the need
to maximize the contribution of urban development to national economic growth and

the need to alleviate poverty.

GUIDELINES FOR URBAN PROGRAMMATIC SUPPORT.

In the decades ahead, AJD and other donors will be called upon to assist developing
countries respond to the rapidly accelerating urban challenge..-What follows are broad
areas of intervention and some of the key operational responses that are appropriate.

1.

Urban Econcmy, Jobs, and Productivity e

A most critical need is the provision of productive jobs for the rapidly grewing
urban labor force. Intervenfions in urban, rural, and national economies need to be
mutually reinforcing. The formal sector of the urban economy needs to bc sup-
ported through & variety of policy reforms, credit programs, infrastructure and
improved management efficiency. Yet, it alone wil generate only & fraction of the
national and ur’ an jobs required.

It is essential to support micro- and small-scale enterprise in the informal sector
including more freedom from government constraints, lowered cost of enterprise
formation, stimulation of entrepreneurship, access to credit, foreign exchange and
affordable infrastructure at appropriate standards. The importance of the informal
cector cannot be overstressed. In Bolivian cities, for example, 80 percent of all
houscholds have at least one member engaged in the informal sector.

Barriers to the entry of the private sector to new markets and domestic capital
need to be reduced. Tax structures should provide inceutives {or production and job .
creation. For informal enterprises, in particular, regulations concerning business
operations, licensing, standards for facilities, labor laws, taxes, and other obliga-
tions need to be simplified and kept to a minimum. . . '

Shelter, Land, and Infrastructure .
Shelter, land, and infrastructure are necessary elements for improved quality of
life and econ~mic development.

Housing should be viewed as an economic as well as a social sector. Governments
should be encouraged to supply needed inputs (land, services, trunk infrastructure,
finance) for private formal and informal enterprises ard households to devzlop land
and construct housing. Publicly executed housing programs have not effectively
responded to demand. Housing finance institutions should be part of national capital
markets.

Revisions in land policy are needed to free up land markets and housing supply,
bring ebout more efficient land use, secure tenure, and streamlined and affordable
land registration systems.

Hernando de Soto in his work in Peru, for example, states that it takes 207 steps
in a variety of Ministries to acquire full legal title to & piece of land. Such
systems obviously must be reformed.



Traditional western models for land laws, registration, zoning, development con-
trol, building standards, data collection and management are generally too costly
and unwieldy for most LDCs. Technological advances in base mapping, and geo-
graphical information systems and other computerized techniques as well as stream-
lined systems for these purposes can help to .make these functions more
manageable.

Infrastructure service standards (including health and education) which have been
implemented in most LDC cities have often not corresponded well to local needs,
alfordability, and cost recovery techniques. Solutions tailored to local conditions
will be increasingly needed. Essential and effordable infrastructure systems, par-
ticularly power, are also needed to sustain economic and social improvements.
Improvements in infrastructure are by nature capital intensive. However, less costly
interventions with respect to policy, management, tariff structures and cost reco-
very, and new technology are also needed.

The effects of urbanization on the environment will become an increasingly impor-
tant problem. Assistance will be required to help conserve non-renewable resources
and to minimize the vulnerability of urban populations from environmental problems
and disasters. The United States is probably the most advanced country in this
regard and can provide the leadership whieh is required.

URBAN MANAGEMENT, FINANCE, AND PLANNING

The cities of LDCs will increasingly need assistance to augment the efficiency of
planning, service delivery, local resource mobilization, .and the productive utilization of
central government grants and loans. It viill be necessary to continue to assist LDCs
decentralize their administrative systems and to help bring about more efficient systems
for recordkeeping, accounting, tax assessments and collection. At the same time, more
improvements are required in financial management of recurrent and capital costs,
budgeting, training and providing the necessary legal tools for the enforcement of reve-
nue collection.

In accomplishing these objectives, it will be necessary for urban managers and planners
to view their role rot as passive administrators of rules and regulations but as active
facilitators of desirable urban economic growth and assistance for the urban poor.

GENERIC INTERVENTIONS: - -

Assistance for Technology and Change

There is & significant demand for technology and management transfer for a variety of
urban and management applications. To a greater extent, advances in technology are
appropriate for application in LDCs. The United States is clearly a leader in this
regard. Whst is needed is more research to determine which technologies are most
appropriate and how they can be most effectively implemented.

Technical Assistance for Institutional Development

New approeches will be required within a proposed orban policy context that deal with
interns! menagement, finance, budgetary and accounting procedures, manpower, and
training. Once again, the United States has been a leader in developing management
and financial systems and decentralized governments, and systems of public and private
cooperation. It is bhecoming increasingly clear in LDCs that "centralized planning



approaches to development do not work effectlvely so means must be found to more
effectively tap U.S. experience and know-how in this regard.

Capital Assistance

There will be limitations on the capital assistance the U.S. can provide through AID.
Yet, opportunities exist to use those resources which are available .to facilitate macro
economic policy dialogue and innovative program goals in-selected situations: On the
other hand, as the United States is a major contributor and influential partner in
multi-lateral programs, it has the needed leverage to influence policy reforms in the
ebove areas. In addition, further advances in tapping the large U.S. capital market
exist for utilizing such mechanisms as loan guaranty and insurance for U.S. private
investment. Currently, LDCs account for about 4f percent of U.S. exports, more than
enough to justify well-articulated interventions ir. these areas.

Agency Considerations -

AID must retool itself to provide support in urban policy reform, institutional develop-
ment, adoption of appropriate urban technologies and standards and to facilitate the
public-private cooperation necessary for meeting the urban challenge. No doubt this will
require enhancmg and focusing the urban program content of existing programs and
bureaus, shifts in human and budgetary resources and the identification of innovative
means to stimulate capital outside of the appropriations process.

The United States has a strategic interest in maintaining secure, stable, and productive
urban centers in developing countries. It also has .a humanitarian obligation-to concern
itself with the welfare of the world's increasing urban poor. At the same time, it is in
cur own interest to build stronger LDC partnershins based on economic and technical

cooperation with the world's increasingly important majority.

URBANIZATION DATA .-

The proceeding Charts, Table, and Figure present the regional urbanization trends for
Africa, Asia, and Central and South America. Charts 1 and 2 show the urbanization
trends for each region. Individual country level data for each AlD-eligible country are
shown in Table 1. .

Charts 3, 4, and 5 provide an example of infrastructure service deficits and revenue
generation. Chart 6 provides brief descriptions of urban primacy within national econo-
mies. Figure 1 illustrates the transitional change of production and labor with respect
to urbanization and increased levels of GNP per capita.
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Chart 2

Share of African Urbonization Between
1950 ond 1947

Share of Asion Urbanization
Between 1950 ond 2025

1950-1287 (16.5%)

19501987 (24.7X)

19872025 (87 5%)

Share of Latin American Urbanization I
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Chart 2 shows the relative shares of
: overall urbanization occurring in
| each of the regions between 1950
| and 2625. The portion of wurban
i growith that .has yet to occur is
' represented by the darkened section
of the charts. For Africa, this
means that 83 percent of its urban
growth will occur in the next 38
years. The percentage for Latin
America (Central and South Ameri-
ca) and Asia are 60 and 75 per-
cent, respectfully, for the same
! periods.

1967-2025 (€0.7%) '

1950, ~1987 (39.3%)

Table 1 provides urbanization sta-
tistics for all AlD-eligible countries
in FY87.- These data include esti-
mates of urban pepulation for 1950
and 1987, as well &s 1985 GNP per
capita. Projections &re made for the
year 2025. Additionally, the Table
shows 1) the share of urban growth
that has already occurred and the
share that has yet to occur for
each country, snd 2) the percen-
tage share of projected total popu-
lation growth that will occur in
urban areass. B
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SERVICE DEFICITS AND REVENUE GENERATION

Local governments must begin to accommodate the increasing numbers of urban popula-
tion. For instance, in a 1981 International Union of Local Authorities review of 54
development plans, not one explicitly considered the role of Jocal government in the
promotion of economic growth. However, the need for urban economic and fiscal reform
must increasingly receive the attention of government policymakers. Economic growth,
fiscal reform and service delivery are intimately linked. The key issue is how can LDC
cities pay for their own expansion and improvement?

The following Charts present data from & 1986 study for eight cities in Nepal. Chart 3

represents a comparison between-the deficits for water supply, waste dispocal, drainage
and electricity. Note the hLigh deficits based on assumed minimal standards.

Chart 3
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Chart 4 shows a comparison between the annualized costs of meeting these service
deficits and the municipal revenues per capita available to finance them. In each case,
the improvement programs are unaffordable based on the current tax structure.

Chart 4
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Chart 5 indicates that if a propertv tax of less than two percent (of land value) was
implemented it would be sufficient to finance all city service deficits with the excep-
tion of one town. The purpose ol this exercise was to demonstrate that means must be

found to better tap the "wealth" of cities in order to finance needed service improve-
ments.

Chart 5
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Chart 6

City Primacy within National Economies
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. Abldjan (Ivory Coast): In 1978, some 70
"percent of all economic and commercial
transactions were said to take place in Abid-
fan, which contained around 15 percent of
the national population.

Bangkok (Thailand): The metropolitan
2rea conlained 86 percent of gross national
p=duct (GNP) in banking, insurance, and
real estate, 74 percent of manufacturing, 61
peraut of government expenditures in

' wdministiation and defense, and one
L . national gross domestic product
(GDP) in the carly veventiac At that time, it
had 10 percent of the national population.

Lagos (Nigeria): In 198], the metropolitan
are2 handled over 40 percent of the nation's
external trade, accounted for over 57 par-
went of total valuz addec in manufacturing,
.i % contained over 40 percent ol highly
skified manpower. It conlains about 5 per-
cent of the national population.

Lima (Peru): The metropolitan area ac-
counts for 43 percent of GDF, four filths of
bank credit and consumer goods production,
and more than 90 percent of capilal goods
productien in Peru. It contained about 27
percent of the national population in J98].

Managua (Nicaragua): A report in 1983
wrests that enterprises in Managua ac-
it for 38 percent of the nation's GDP. It

contains about 25 percent of the national
population.

Manila (Philippines): The metropolitan
area produces cne third of the nation's GNP,
handles 70 percent of all imports, and con-
tairs 60 percent of all manufacturing .
establishments. In 198], it contained about
13 percent of the national population.

Mexico City (Mexico): In 1970, it con-
tained 30 percent of total employment in
manufacturing, 28 percent ¢f employment in
commerce, 38 nercent of employment in
services, 69 percent of employment in na-
tional gnvernment, 62 percent of national
investment in higher education, and 80 per-
cent of research activities. In. 1965, it con-
tained 44 percent of national bank deposits
and 61 percent of national credits. In 1970,
it contained about 24 pen‘ent of the na-
tional population. . . L UL~

Nairobi (Kenya): In 1975, il contained 57
percent of all Kenya's manufacturing
employment ang, in 1974, 67 percerat of iis
industrial plants. By 1975, Nairobi and its in-
dustrial satellite, Thika, contained 61 percent
ol all industrial wage employment. In 1979,
Nairobi contained $ percent of the national
population.

Port au Prince (Haiti}: Approximately 40
percent of the national income is produced

within Port au Prince. It monopolizes all
urban economic activities. The centralized
political and administrative system and
development policies geared to the manufac-
turing sector have contributed to this situa-
tion. Only some 14 percent of the national

. population lives there. .

Rangoon {(Burma): Located at the center
ol the national transport and ¢communica-
tions network, Rangoon is the economic,

- political, and administrative heart of Burma.
It is the dominant tertiary service center,
and virtuallv allt the imnart and export trede
passes through its port. More than half the
national manufacturing industry is said to be
located there. In 1981, it contained 6 per-
cent of the natioral populahon o

~ Sao Paulo (Brazﬂ) in 1980, Greater Sao
Paulo contributed over 40 percent of Brazils

_ industrial value-added manufacturing and

one quarter of net national product. In that
same year, it contained about one lenth of
the national population.

Source: Adaoted from Table 2 in JE Har-
doy and D. Satterthwaite, “Government Poli-
cies and Small and Intermediate tirban
Centres, in Small and Intermediate Urban
Centres: Their Role in Regional and Na-
tional Development in the Third World, JE.
Hardoy and D. Satterthwaite, Eds. (Hodder
and Stonghton, London, 1986). \WRT, 143%
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: : F'gurel \ Figure 1 illustrates average patterns of

change for the transformation of produc-

: tion as per capita income and urbanization

o increases. Note the increase in the share

: of industry in total output and the decliae

in the share ‘of ~primary " production as
countries develop. e e
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Least-developed countries are presently in
this early stage of the transformation pro-
cess. Such processes are the result of
mutually interacting changes in supply and
demand that accompany economic develop-
ment. On the supply side, the accumula-
tion of capital and skills augments the
productive assets of an econowv. Resulting
increases in per capita income bring about
important shifts in the composition of
aggregate demand which, in turn, facili-
tate the sectoral composition of incremen-

eted
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U N tal output.
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composition- of the demand for labor. As
devcicpment anc urbenization prcceed, the
work force moves from agrlcultural to
non-agricultural occupaticns. Congruently,
within each sector, productivity -is
incres' 2d by new lechnologies, greater di-
vision of labor and accumulation of capital
anc¢ skills. - Unfortiinately, the unprece-
Gented growth of the labor force has far
exceeded industry's capacity to absorb
labor. Result: growth of the mformal sec-
tor. :

/”']T':T:i factors also reflects similar changes in the

it

\\ Rural
~

Source: Bdfd oo hﬂu C-fnﬂv ‘BAd Moises Syrcum
Faroing of Develdpment, 1350-1570 (Oxtare: Oxtord .
University Press for the Wortd Bank, 1975}, The curves ‘_
‘shown apply to countries of medwum size population.




