




URBANIZATION AND THE ENVIRONMENT IN EAST ASIA· RHUDO'S

RESPONSE

Urbanization throughout RHUDO/Jakarta's East Asia region is dramatically changing the overall
context of the region's cities. Indonesia's urban population is one of the most rapidly growing
in Asia. Urban population growth rates have eclipsed 5% during this decade and, at this pace, the
urban population will increase to over 90 million by the year 2000, approximately 45% of
the country's total population. In the Philippines, the urban population is now 48.6% of the total
and, more significantly, urban households outside of the Manila metropolitan area increased by
an astounding 90.7% between 1980 and 1990. Urban areas grew at a rate 15 times f:Ister than
rural areas. Based on this growth, the urban Filipinos will number 36 million by the year 2000,
well over 50 percent of the population.

The impact of this massive growth can be seen most immediately as one views the environmental
conditions of cities. Only 44 percent of the urban population in Indonesia has access to piped

water and the overall levels of groundwater are sinking fast-largely because of heavy extraction
from industry and urban expansion. Sewer sYl;tems reach less than 5 percent of the urban
population and 80 percent of infant deaths are still caused by water-related diseases. In the
Philippines, raw and untreated hazardous, toxic and human waste are routinely discharged

into drains and waterways to the extent that all of Manila's rivers are now considered
biologically dead. Over 3 million people are now estimated to live in environmentally
substandard slums and squatter settlements, overburdening Manila's already inadequate
infrastructure.

RHUDOlJakarta's programs have focussed on these serious urban environmental pr~lgrams in
Indonesia and the Philippines over the last seven years through a series, of interventions 

$295 miIlion in Housing Guaranty loans for environmental infrastructure; $40 million in
USAID-financed grants for technical assistancl~ and training; and a compendium of studies
and reports which h.lve analyzed these critical urban issues and have detailed specific policy
interventions and a strategic framework for changing the status quo.

In the individual abstracts which follow, we confront the problems associated with
urbanization which include, not only the urban environment, but the issues associated with
poverty alleviation, housing finance and the need for quality urban management training
throughout the region's cities. In addition, while we are certainly cognizant of the negative
consequences of urbanization, more importantly these abstracts present our view that
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cities are also cradles of opportunities. Urban growth should be seen as an opportunity
that positively impacts national economic development and we hope that these abstracts
add to the body of literature which deepens this perspective within the minds of the
policy-makers, urban planners, government counterparts and development professionals
throughout Asia.

William M. Frej, Director
Regional Housing and Urban Development Office for

Indonesia and the Philippines
The United States Agency for International Development
August, 1994
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I

Poverty Alleviation and Urban Infrastructure Investment

Infrastructure services have strong links to
development, as inputs to firms and
consumption goods for households;
shortages produce bottlenecks that constrain
economic expansion. Infrastructure is a
necessary but not sufficient condition for
lifting households out of poverty, by enabling
firms that provide income generating
opportunities to expand and operate
efficiently. Urban environmental
infrastructure, particularly water, wastewater
and solid waste management services,
influence living standards directly by
contributing to better health and nutrition,
and indirectly by limiting environmental
degradation associated with the
contamination of surface and groundwater
resources from the discharge of untreated
household wastes.

A study completed by G. Thomas Kingsley of
the Urban Institute in August 1993 examined
Indonesia's urban infrastructure investments
in water, sanitation and shelter, and assessed
the impact of these expenditures on the lives
of lower income urban residents. The
assessment documented the remarkable
progress made by the Government of
Indonesia in reducing the percentage of the

population living below the poverty line.
Economic and health related indicators have
all shown substantial progress, partially
resulting from investments in urban
infrastructure. The analysis concluded with
recommendations for the government of
Indonesia to enhance the effectiveness of
infrastructure investments in benefiting the
urban poor.

Share of Urban Population Receiving
Infrastructure
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Between 1980 and 1990, the share of the
urban population receiving infrastructure
services rose in all categories. For example,
the percentage of the urban population
served by piped water supply rose from 26
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percent to 33 percen~ and households with
basic sanitation, such as toilets with septic
tanks, rose from 29 percent to 44 percent.
Most significantly, urban households served
by electric lighting rose from 49 percent to
85 percent. These substantial increases are
particularly impressive considering that
Indonesian's urban population mushroomed
over the decade from 32.8 million to 55.4
million persons.

The government's policy reform agenda has
also dramatically improved the living
condition of the urban poor. For example,
the Kampung Improvement Program, or
KIP, has been the centerpiece of the
Government's urban poverty alleviation
program. KIP ameliorates living conditions
of the poor by making minimal investments
in infrastructure, such as foothpaths and
public toilets. Investments in drainage have
a particularly high impact in low income
areas since the poor are often concentrated
in flood prone areas. Considerable evidence
also suggests that large portions of the
investments in urban infrastuclure, such as
water supply, sanitation, and access roads,
have directly benefited low income families.

Basic low-cost urban infrastructure programs
are among the most cost-effective public
sector contributions to the urban development
process. Cost-benefit analyses demonstrate
that benefits of minimal infrastructure
investments generally far exceed those of
investments in public housing or subsidized
government job generation initiatives. Low
cost urban infrastructure programs improve
the conditions needed to generate private
jobs which benefit the poor as welt as
reduce health hazards and improve overall
living conditions.

Despite these very impressive results,

Dr. Kingsley's report does point out that
overall investments for urban infrastructure
have not kept pace with Indonesia's rapid
urban population growth rates. Real
expenditure per capita has declined and
procedural and institutional bottlenecks
appear to be constricting the ability to
generate the additional revenue for
infrastructure investments needed to further
significantly enhance poverty alleviation.
Since 1988, sector investment has increased
at an annual compound rate of about 4.5
percent, which is well below the inflation
rate. As a result, real per capita investment
in infrastructure in Indonesia has fallen
significantly.
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Indonesian Government's Hask
Urban Inrrastructure Program;

1986/87 through 1991/2

(6.0%) Planning

(17.0%) Sanilallon

(7.0"1) Vllge Improvement

, ,. I

.supp.~rtirig:the, .devel~prneri(~f~ater':
supply,~;'anltatlol1,.drainage,. kll!np~ng. .
1mproverrte.nfprogratn~;ait~urbllnroads.
. .,..,..')::i: .::,:',:';;.::: .(.:i.~,: :•.....:'.',.'.....:,.:. ' . '."',

! ~artJy.b,~,caU!;~Jh..ei.niti~l~targ~ts,~el'e··.;

. :soarnbitious, there: have :beenproble·ms.::·

.... :.in.·fuIg~.:·iri1pterneii~t,i~I1';;:Particulili-iy,·.: ..•
:.• 'in:·:il1~·\early·:.ye~rs,:con·SlJlt~nts:.:·often •. ·',.:

':·.domin~t~:4:·lopa~ .••~ev.~19~·m~n.t:· pl~nn.ilig;·_
, (PJM)"prep~r~ti~liwitl,1out'inv'()lvil1g::

local,' govel"'nr.ne·nts .',';,Many.:·j().c·aI',
.·go~ernm·en~s.h~ve.ye·ttoj~ter~UH~etl1~ •.•..
pro,ces.~:tOl',dey.elOp,.t11ecap.~cJtit().·' :
operate' it\effectiv~l) :.It)salso,clear·
tha(thti',initial:::guidelln,es;',were"toc
ClJJlt~·rs()~e.:"lll,l~'dici i~~~;. permit,e~ough •..... :

-flexibiIhytoadaptt9'yaryingloca)· .. ,:
rie~ds aodpriorities: :.,,:":.. . .:.;

• -: ..... ::., • ,: ~,:.: .,-', ~ • :,:' ~,l
.:'

Thro~gh.;an GoiinterOlin,isterilll·tealll,· .
'with':·::'sdpp(,rt;,::from':',·t~e.':M,ul1:iRipal'.,."
F.irianc~:··Proj~¢t;it~e.··,PJM'·--pl'd~.ess_is .. ,;
.curreri.tlY:...bbing·.. simpU~ed~;strealt1lined~';~·1
·ar1d·;~evelOP~d .••··~.lmOs·t,;·e.xClu~.iveiy;,'bY::· .. 'J

····:!ocaf:~ffi~i.ais.::i6·i~o>'P.tl~~;~Xti#'~~;;t~!,~~;' ii
process 'is, tieing!'documented' :lllld:;will:'.'1

", serve:" as ',.' a"..moaeC-ioi~,.;'na'tion\Vide';:·, ~

~~!~~(ff~~~f~'~~~~11\1~1~

,.The:IU~DP.PrOgr~~; ',':,:-,: ..:.. ', "",: ".:,:.' ....
" I .. ,'; .! '," " ", ',' I ~, I' ,', " ; ,,' : ", ',_ ,' .~. -: ," .: '.:: "." '. : ...:- '-'.'i: .. :; ':, J : "',·.'0'

.:;: "«". :, -< ~'"J,~''''':,':'.~J,,;-'::'.~'' ...:; '.:' ,,', ."'~,>_ ',._ <.,' _',,.. :. _:'.'i ': ~,<';:/I,' '..:., .'
'rhrQ~.gh."the:.·:micl~,I.'980s,.;.vittually,all',::·

.• urban':iiifra:struciure;'.. in·.'1n~o·nesia:'iwa:s.··.··:
:,•• "p~.llnn~d;,bY.,'Cen~~I,.g~v.e.r~frle~t"~g~~C~es.:

·in'Jakartail'rlmBrlly·.mel\1inistrYQf·PUbUC·
···\V9r~s •.and,.'iillpleOi.e~ied,.by:their:.field
offi.ce~,:i~· .t~·e:provinces ..·Th.·~·: pfogrsl1ls'-
.of one:'central offIce' such·(,as':.'water..... - "'., -'-"--"'--~.'.':.' -'..•. '.. :.,.-. ..--
, sl1Pply.·were'-seldomco()rdin.ate~with. :
those'ofanoth~r,such" as'drainage"arJd

. local'offjcialshad little opportunity. to "
influence:them.· , '.' ."

AS'chies'lind' t(>wns.begal1. to:,grow
more rapidly, officialsb~gan'tore,c'ognize
.thatthis approachcollld n~fbesustllinec:l
10gisticaUy, let alone.·~spond,senSitiVelY
to the. val')'ingne~dSOfdiffeiel1turban.
areas.~a~y:ce.r1tral.·of~~es-A~me.:-t9 .•..
~U~ve that.·the,only s~t~~tac~oi'~)i~rig •. ·

·. term,sohJtion . would b~'for,local'

.governmentsto~sS~rn~fUl)i~sp~~~ibiIity .. ·,:
'.'(orp~ovidin stheirowl(ul'.bsQ.:services;-. '

"•. ··Ho\Ve.ver,::·it·~lls:,'·alsO,clear:-'that ...,f'ew' .... '
· :·Iocal',,:-gov.er'nrne~ts'-had ':':th~~.capaC: itY. ~

;;,tir;l;iiI~J{~;;;~;~;1~1~~1~,j
· .. 'deve.loped:i?'response':'t~'t~istdifem~~D';?
•.•:..•.iti{9r·::\;is·;;;:a;,';'p~a~·e~,·".'appr~~~·h~::rt6\-:j!:
;.·.•.•.•.'decentta:ll.zati'on.••:-i'li,.·•.~hi.ch."th~:[ceri .•~ai,i.,\
,i~l~~yer,HW~~,U~~R~~~!!~:Ii~!U~~,~'e~~~,t.y.~.·_~
;<;~u,~'~~~~;at.~m~iqlll~ i.t~m~··ik~9rks.~,w~~h,.\i
;··e~i~:ti~g.\.J(j~~I:<.sta~(i~':iri:-pl~nging·"~n~.··:

;;:',~m~!~m~?tir..~~·.~~y~.s,mle,~i·P!9~t~m~~\:'~j ..'-..'1
\:.".:"",: ::,.\. :;://::/;",: ,;':' :"/.:{, ,'.:':::'~:~:;,: :'.\,'- ":',':""" ~\}i i< ,:,:,:~ ~,::,:,~":':: ~ ;.·:~>.~.;.i:~.~·::~,".I./;'_;·'.i":\~::~::.).: ~; ::': <:~: _;,~~ ~ ;\ (;,~::': ""~'

:>To:date,JUIDP,·~as"bt:en.Jhnited ·..·.. to. '.'
•.... iunc.~i9ns· ·.~l1at·.·traditio.nall}i<had::·b~~n·

•••..• '. t,~e.:: ~esponsi bility' of the 'Milllstry{of
,.Pli~lfc 'Worksincitidirig'proJeds·.. ,



Infrastructure Investments and
National Standards

While investments in urban infrastucture are an
essentip-I aspect of poverty alleviation efforts,
adopti on of nationwide standards is
inappropriate and may have an adverse,
longer term effect. For example, although
infrastructure investment should stress the
provision of low-cost water and sanitation, a
rigid national standard which requires that all
cities spend a certain proportion of total
investments on these types of services might
not be necessary. A national standard would
fail tu recognize that other important ways to
alleviate poverty are to expand high
productivity job opportunities and to
improve infrastructure services for
businesses. Services for businesses should
not be subsidized, but programs which
expand services for businesses which are
willing to pay for them should not be
constrained. It is only the subsidy portion of
the budget that should be tightly targeted to
the poor.

A national standard usually fails to recognize
that national regulations almost always
distort investmcnt. Investments thaI benefit
the poor differ among cities al1d among
various locations within the city. This
undcrstanding was the basis lor Indonesia's
decentralization of investmeni decision
making in the mid- 1980's through the
Integrated Infrastructlll'e Development
Program (I U IDP). Poverty al leviation
programs are not likely to meet the true
needs of the poor unless they are designed by
loc,llIy-:&ccounlable officials and are based 011

serious analysis of local conditions.

Uniform national slandmds for infrastructure
development inevitahly result in too mllch
iJlvestm~nt in some pl:IL'cs and too lillie in

others, Several site-specific characteristics
of a given urban area warrant consideration.
For example, each location has specific
needs. In some locations. the poor
desperately need their water distribution
network extended. In other locations, the
network exists, but the quantity or quality of
water being supplied is inadequate. In yet
other areas, drainage is urgently needed to
prevent frequent flooding.

The targeting of infrastructurc investments is
made more dHficult by somc unique
settlement patterns within Indonesia's cities.
Unlik~ many other developing countries, the
poor within Indonesia's cities are scattcred
throughout the cities borders. Some of the
poor live in relative spatial isolation 1'1'011I

higher income groups, but most live in
mixed-income neighborhoods.

Recommendations for Enhuncillg the
Impact of Infrastructure Investment on
Urban Poverty Alleviation

Indonesia's basic urban infrastructure
progrmn was substantially expanded dming
the 1980s and was responsible for marked
improvements in living and working
conditions in the key urban ccnters of all
provinces. Dcspite major progress achieved
by the government in expanding its
infrastructure investment program and
improving living conditions for lower-income
families, there are indications that the
program needs to do much morc in this
regurd. Three recommendations proposed
by the USAID-funded analysis for further
enhancing the progmtn's t:ontrihution to

poverty ulleviution were as follows:

1. R (' q II i I' e cI /I a I." sis III " 1111 ,\' i'l1II{d
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poverty alleviation and participation of
the poor, in the preparation of local
medium-term investmellt programs (PJMs).

It is expected that local' officials will be more
sensitive than central officials in designing
infrastructure programs that address the
particular needs and opportunities of their
own communities. Nonetheless, their
effectiveness in this regard will depend
heavily on how well they are informed about
how the local population actually sees the
need for various types of infrastructure
improvements and about their ability and
willingness to pay for them. The first waves
of PJM preparation were not based on actual
household surveys along these lines, but it is
heartening to find that some such surveys
have been conducted recently and that
IUIDP will now require them as a base for
all future PJM planning (a standard
questionnaire and handbook for these has
been prepared).

To meet the new priority for urban
poverty alleviation, however, three things
should be required in addition. First, ways
should be found to expand the direc;t
participation of community leaders and other
representatives of the poor in PJM planning
(this has occured in some parts of the
program but should be required more
extensively). Second, it should be required
that all future PJMs present an explicit
analysis of survey data on demand and
perceived needs and refer to it as a basis for
strategy formulntion. Third, each PJM
document should be required to contain a
sepnrate section explicitly identifying how
theprogrnm will address the particular needs
~f the poor (this has not been required in the
past). This should include a table showing
explicitly how the subsidy component of
each subsector expenditure target will be
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allocated by income group.

2. Eliminate the constraints that are
holding back the growth of the overall
program.

After much expansion in the 1980s, real per
capita investment in the program has
declined over the past few years. Procedural
bottlenecks are a partial cause in the short
term, but more important long-term
constraints are the lack of institutional
capacity at the local level (in part to be
addressed by increasing private participation
in urban service provision) and, particularly,
the lack of adequate resource mobilization
for infrastructure. The latter implies the
need for stronger actions in support of
several objectives in the GOI's Policy Action
Plan for the program. These include giving
more latitude to local governments in
revenue generation and spending decisions,
raising property tax yields, substantially
increasing cost recovery for infrastructure
services (particularly from businesses and
higher-income groups), and fully establishing
a self-sustaining market-oriented credit
system for infrastructure finance. These
steps, to regain the momentum of the overall
program, will probably do more for poverty
alleviation than any action simply to shift
more of the program's current internal
resources toward the poor (although the
latter is also likely to be warranted in many
urban areas).

3. Address the need for lIew land
de\'elopmellt Oil the "rball ji'illgr.

Review of past PJMs indicates an almost
universal emphasis on making up for
infrastructure deficits in already built-up
areas. Yet one of the most serious problems
in urban Indonesia at present is that an
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insufficient amount of new land is being
opened up at the urban fringe to
accommodate new population growth.
When the quantity of land is tightly'
constrained. marked 'inflation in land prices
is inevitable. High land and development
costs make it harder to establish new
businesses and expand existing ones, and the
effect on housing affordability is
disastrous. These outcomes harm the poor
much more than any other group.
Accordingly, the GOI should work with
localities in PJM planning and give priority
to defining new "area development"
mechanisms for urban fringe expansion in
a manner that will provide new land
for economic activity (thus job creation).
as well as residences, and accommodate
the poor equitably. This should be one
of the key themes of urban poverty
allev iation.
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Analysis of OrJtions for Delivery of Training in Urban Finance and Management

Introduction

For Indonesia's economic growth to
continue, the development of basic
infrastructure must accelerate, as well as
mobilization of additional resources to
finance it. Urban population growth in
Indonesia is presently estimated to be 5.4%
per year. This means that the current urban
population of 55 million is anticipated to
grow by some 3 million persons per year,
adding enough urban residents each month
to create a new city with a population of
.2.40,000.

The Government of Indonesia's (001)
investment program for urban infrastruc:ure
has a target of over $500 million per year,
triple the level just seven years ago, and is
rapidly increasing. Included in this number
are eleven major Urban Development
Projects and Integrated Urban Infrastructure
Development Programs (IUIDP) supported
with foreign loans scheduled to be completed
during the next five years. The total
investment of these eleven projects is
approximately $1.7 billion (see Box).

USAIDllndonesia has been working with the
Government of Indonesia since 1988 to
improve mobilization and manag~ment of
local government financial resources.
Between 1988 and 1992, t~e USAID urban
sector program addressed issues of fiscal
decentralization through three components:

Urban Policy Action Plan: Under a $120
million Housing Guaranty (HG) Loan
program, the 001 established a broad plan
for decentralization of infrastructure finance.
Disbursement of the loans, made by U.S.
investment banks, was subject to the
Government's progress in achieving certain
policy targets.

Local Currency Inyestment Program: Under
the HG program, the GOI also made rupiah
expenditures on infrastructure for low
income households in amounts equivalent to
the loan guarantees, authorized in annual
tranches of $25 million.

Technical Assistance and Trainin~; Under a
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$S million 4-year grant, the Municipal
Finance Project (MFP) funded a long-term
advisory team which assisted the GOI
implement the Urban Policy Action Plan.

In addition to the services of four full-time
technical advisors to central government, the
Municipal Finance Project provided funding
for a variety of training activities, ranging
from support for individual participation in
U.S. training courses to sponsorship of in
country seminars. The original MFP had
very limited training resources, certainly too
limited to support direct training to local
governments. In 1992 an evaluation was
conducted for the MFP. This evaluation was
desigraed to provide the basis fol'
modifications and extension of the existing
program under a proposed amendment. The
evaluation team recommended that the
Municipal Finance Project give priority to
(1) increasing local tax authority, (2)
preparing an action plan for building the
Regional Development Account (a special
account in Bank Indonesia for funding loans
to local authorities) into a market-based
credit system, (3) establishing an indigenous
system for building local capacity in urban
management, and (4) inclusion of policy
agenda items which address urban
environmental degradation.

Following-up on the evaluation
recommendation for the Municipal Finance
Project to emphasize building local capacity
in urban management, USAID/Indonesia
commissioned a study by ~ U.S. consulting
firm, Planning and Development
Collaborative International Inc. (PADeO),
to propose alternative strategies for
supporting the delivery of training in
urban finance and management. The
study, by Robert van der Hoff, entitled
"Analysis of Options for Delivery of
Training in Urban Finance and Management
in Indonesia", presented options to
USAID on how systems for delivering
training to local governments could be
best developed.



Summary Review of Existing Urban
Management Training
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The volume of training provided at
the local government level is totally
inadequate.

The PADCO "Analysis of Options" paper
began its analysis by citing a number of
deficiencies in the existing system for the
delivery of training and technical assistance
in urban management to local government
officials:

• No part of the existing system is truly
providing training for urban
management. Training is for the
most part sector- or project-oriented;

• The supply of managers, staff and
technical specialists available is
insufficient to meet even the existing
need for skilled professionals in the
levels of Government responsible for
urban management-in particular,
the Regency (analogous to county
governments in the United States)
and Municipal level of local
government;

• Large amounts of technical assistance
are being delivered within individual
projects, but this is for the most part
not systematically linked to training,
and generally is not institutionalized.
This assistance is typically designed
to transmit specific skills or tools
(e.g., how to operate the tax records
system) rather than to build broader
urban management skills and the
knowledge of when and how to use
those tools;

• There is no adequate supply of
training materials available to any
level of government, and there is no
plan or mechanism for producing the
necessary materials; and,

With an under:;tanding of these deficiencies,
several proposals have emerged or are being
implemented for improvement of the quality
and quantity of training for urban
management. Among others, the National
Development Planning Board (BAPPENAS)
has proposed that training in urban planning
and management be strengthened and made
more appropriate to contemporary needs,
through a re-examination of the curricula and
role of regional universities in training in this
area.

Other proposals include those made by a
joint working group of the MFP and IUIDP
Implementation Support Project advisors and
their counterparts. This group has made a
proposal for the development of an "Urban
Managr-ment. Training Program." The
program is intended to provide a rapid
expansion in the number of local government
managers trained in new "strategic
management" courses (finance, infrastructure
programming, service delivery management,
spatial planning, and overall urban
management).

Description of the Target Groups

The main target groups of GOI-sponsored
urban development-related training were
described in the PADCO "Analysis of
Options" paper as mid-career professional
staffof central, provincial and-local agencies
directly involved in the planning,
programming, implementation, operation and
maintenance of urban infrastructure and
services. IUIDP training between 1987 and
1992 was estimated to reach about 20% of
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the central and provincial government, and
60% of the tocal government officials
needing urban management training

(according to records available in the IUIDP
Training Unit in the Ministry of Public
Works). The breakdown of the target
groups for urban management training are
given in the box.

Although GQI-sponsored training has been
able to reach a substantial 'number of
central, provincial and local government
staff, the following target groups have
been insufficiently taken into account:
Heads of Sub-districts (Camat) and
Heads of Townships (Lurah), Members
of the House of Representative (DPRD)
at local level, Non Governmental
Organizations (NGO) and Community-Based
Organizations (CaQ), real-estate developers
(REI) and private practitioners, housing
finance institutions, National Housing
Agency (Perumnas), National Land Agency
(BPN), and university students. These
target groups have generally been
overlooked or only incidentally addressed
by GOI-supported urban management
information and training.

Alternative Strategies for Use of
USAID Assistance

The PADeQ study identified three
alternative strategies for building a broad
based system for delivering training and
technical assistance to local governments:

a) Support for a centrally-coordinated
training development system, able to
undertake research, assess training
needs, monitor and evatune
progress;

b) Integration of two decentralized
training delivery systems, universities
and provincial training centers;
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at this stage, except for the oli~ or two
universities which already have established
Urban Management Programs.

Immediate Options
• Develop an inter-ministerial

committee, possibly the IUIDP
Management Group (IMG) in
collaboration with the National
Agency for State Administration
(LAN), to discuss and agree upon the
general training strategy in the field
or urban management.

c) Emphasis of Training of Trainers,
coupled with development of
curricula in the early stages of the
proposed program, before focusing
on large-scale delivery system
building activities.

Among the basic assumptions of the PADCO
ana.1ysis were that: (a) no new institutions
need to be created; (b) universities have an
essential role in delivering urban
management training; and (c) the Ministry of
Home Affairs is a key actor in training
delivery because of its direct access to local
government staff and training budgets.

Immediate and Longer Term Options
for Urban Management Training

The target beneficiaries for the urban
management training will be the •senior
urban management team' within local
government, which includes all the heads
and sub-heads of local agencies which
playa role in urban management. Although
this is considered the primary target
group, training courses should, as much
as possible: (a) be opened to participants
from the inforn.al as well as the informal
private sector; and (b) make more use
of private practitioners as resource
persons. As a general principle, training
activities should address functional "teams"
of participants from inside and outside
government, as their collaboration is
essential in the planning, implementation and
management of urban infrastructure and
serviceS".

Those who cannot benefit from direct
training must be reached by information and
communication programs. University
students are not as yet a direct target group

•

•

•

•

Establish a framework for donor
support, where by donors can "buy
into" selected components of the
course development system.

Strengthen urban management
knowledge and skills by developing a
number of urban management-related
training courses to the stage where
they are ready for general use
(consolidatecl), including supplies of
training materials readily available for
distribution.

Build training delivery capacity in
universities by : (a) assisting selected
public and private universities in
urban management training
curriculum development; and (b)
assisting the same universities in
establishing networks of foreign
universities through linkage
programs.

Build training delivery capacity in the
Agency for Personnel Training and
Educ?tion (Badan Diklat) of the
Ministry of Home Affairs and
selected Provincial Training Centers
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(D.klat Propinsi) to the stage when
qualified trainers are available and
courses have become part of the
regular traiJ.ing program provided by
these training centers.

Promote the creation of a
'development forum' and 'center of
excellence' in urban and regional
development by assisting GOI and
the private sector in assessing the
feasibility of an independent Urban
and Regional Development Institute
(URDI).

•

parallel systems.

Over the long term, establish an
independent, public-private
institution for Urban and Regional
Planning (URDI). While the URDI
would become financially self
sufficient in the long term, its initial
establishment and ongoing
development will require
considerable external resources.

Longer Term Options
• Develop Urban Management

Training Programs for selected.
universities in collaboration with
foreign university counterparts,
taking into account regional
diversification and the desirability of
program specialization.

• Assist government universities in
developing a network to include
private universities and planning
practitioners, whose task would be to
monitor quality and consistency of
urban management programs.

• Further develop the regional
government delivery system by
providing management support to
additional Diklat Propinsi in
urbanized areas.

• Consolidate the training program by
establishing regular, institutionalized
mechanisms for domestic funding of:
(a) training of trainers; (b)
continued R&D for training courses;
and (c) regular delivery in the two
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USAlD/lndonesia has supported the GOV(:;',II11ent of Indonesia's efforts to establish an Urban and Regional
Development Institute (URDI) and efforts by Indoneda's universities to improve curricula for urban management
and environmental planning.
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Regional Housing and Urban Development Office (RHUDO)/Jakarta

Housing Finance in Indonesia: Is A Secondary Mortgage Market Needed?

A Feasibility Study

Indonesia is home to over 180 miUion
people. As the population grows, so do theIr
housing needs. A primary mortagage market
is developing only slowly to meet the
demand for housing loans.

A recent report assessed the feasibility of
creating a secondary mortgage market in
Indonesia in order to support more rapid
growth of housing finance. (A secondary
mortgage market involves the sale of
mortgages by primary lenders - such as
commercial banks - in order to generate
additional fundr. that they may then lend for
housing.)

The report begins with a review of the
approaches used to finance owner-occupied
housing, and a definition of the concept of a
secorfaarj market. A secondary market is
seen as a solution to the problem of
insufficient' lending by primary market
institutions. The appropriate organization
of the secondary market depends on the
specific reasons why primary market lenders

are not providing sufficient funds to
meet demand.

Secondary mortgage markets exist in a
variety of forms in different countries. The
study briefly reviews the experience with
such markets and identifies the requirements
for their successful operation. The feasibility
of a secondary mortgage market in Indonesia
is evaluated through a review of the primary
market conditions. The major conclusion is
that a secondary mortgage facility could
significantly improve the allocation of credit
by reducing the liquidity risk for primary
market lenders and increasing the flow of
funds from long term sources of capital such
as pension funds.

The report, Indonesian Secondary Mortgage
Market Study, was written by Dr. Michael
J. Lea of Cardiff Consulting Services for
the Urban Institute, Washington, DC. It
was prepared under contract with USAID,
for the Ministry of Finance, Goverment
of Indonesia.



1 8

The Rationale for Secondary
Markets

Why Primary Lenders Do Not Lend Enough
The need for secondary markets arises when
retail lenciers are not providing sufficient
funds for owner-occupied housing.
Alternatively, retail lenders may not find
mortgages attractive investments because of
credit risk or funding risk. A third factor
may be availability of capital. If a lender
is capital constrained, it cannot expand its
balance sheet significantly without being
able to shell loans it originates.

A fourth factor influencing mortgage
investment activities is the presence of a
state subsidized competitor. If institutions in
the primary market have preferential access
to low cost (government subsidized) sources
of funds, they can crowd out private lenders
from the market by offering lower rates
and/or better terms. Borrowers will often
queue to receive below market r~te loans,
depriving private lenders offering market rate
products of a profitable customer base.

Solutions to the Lack of Lending
The proper solution to the lack of mortgage
lending depends on the primary market
problems. If default risk occurs because
systems of property ownership are
underdeveloped or the foreclosure process is
inefficient, then government provision of
mortgage insurance may stimulate more
lending. If the costs of underwriting loans or
achieving broad geographical diversification
appear to be a major problem, then a
privat~ mortgage insurance solution may be
the optimum solution.

A secondary mortgage facility (SMF) is
appropriate if primary market lenders have
poor access to the broader capital



markets or if there are concerns about
their ability to manage interest rate or
liquidity risk. A SMF may be able to issue
longer maturity bonds compared to
indi vidual institutions and, if well
capitalizp.d or government - supported, a
higher credit rating and lower cost funding
relative to private issuers can be achieved.

SMM have been created when off-balance
sheet financing is desired. Transfer of
ownership allows lenders with relatively little
capital to participate in the mortgage market.

The problem of competition with a
subsidized direct lending competitor cannot
be solved by introducing a secondary market.
Lending activities of these competitors must
be targeted to those in greatest need.

Benefits of Secondary Markets
A secondary market can benefit the housing
finance system as well as the entire economy.
The prim&ry benefit is an increase in the
availability of funds for housing.
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A SMM can also lower the cost of
mortgage credit by more efficiently
allocating risk. This can occur by matching
long term mortgages with long term sources
of funds, nationwide diversification, and
expanding funding opportunities for primary
lenders.

A SMF can reduce the transaction costs of
mortgage lending and investment through the
standardization of mortgage loan
documentation, underwriting and servicing
and the creation of standardizing securities.
By offering longer maturity mortgages as
well as alternative mortgage instruments, a
secondary market can also improve the
affordability of housing finance.

An active secondary market enhances the
marketability of securities by reducing the
investment risk and mortgage rates.
Improved marketability will lower the
relative costs of mortgage securities as well
as spur the development of the overall bond
market.

Housing Finance with Secondary Mortgage
Market
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The Feasibility of a Secondary
Mortgage Market in Indonesia

Primary Market Conditions
The volume of mortgage lending through
formal sector institutions in Indonesia is
relatively low, particularly in relation to
housing needs. There are several factors
responsible for this situation. First, real
interest rates have been very high in recent
years, red',cing affordability and depressing
demand. Second, the majority of lending
has been through special facilities, isolated
from the broader financial markets: both
Bank Tabungan Negara (BTN) and Bank
Papan have had access to low cost
government credit. The relatively large
volume of subsidized loans made by these
two institutions has discouraged mortgage
lending by other banks. Most private bank
lending has been at the high end of the
market.

Private banks have also shied away from a
significant volume of mortgage lending due
to perceived credit risk - costs and
uncertainties associated with the foreclosure
and possession process. However, several
private banks have developed ways to
manage this risk. including obtaining
guarantees from developers. setting up
direct deposi t and payroll deduction
plans wi th employers and aggressively
using the court system. Furthermore, there
is a belief that house price inflation offsets
much of the high cost of foreclosure and
provides an incentive for borrowers to sell
their houses instead of riskinl! loss throul!h... ...
foree losure.

A second significant source of risk is
IiquiditJ risk. arising from the nnture of
mortgage assets and bank deposi ts.
Mortgage loans typically have maturities of
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15 to 20 years. Because they amortize and
are subject to repayment, their average lives
are typically 5 to 7 years. In Indonesia. the
vast majority of commercial bank liabilities
are deposits with term of 2 years or less:
most private bank mortgages are therefore
short-to-medium term loans. Even so. many
banks are reluctant to allocate more than 5 to
10 percent of their portfolios to mortgages.

Interest rate risk is a third potential concern
to lenders. There is a demand for fixed rate
mortgages by a segment of their customer
base. However, the banks have no
corresponding liabilities or experience in
pricing such instruments.

Mortgage Funding
There is a notable lack of investment in
mortgages by long term investors (pensions
and insurance funds). The only vehicles for
such investments have been the bond issues
of BTN and Bank Papan. which represent a
small fraction of totul bond issuance and
pension fund assests. A large portion of stute
pension fund assets are invested in
government short term paper (81
certificates) and time deposits. There is,
therefore, a large reservoir of long term
funds that could be used to fund housing.

Private banks do not consider issuing bonds
to finance their mortgage ponfol ios to be an
attractive business pursuit. Bond Issuance is
very expensive and there are institutional
constraints. Due to uncertainty over credit
quality, potel1lial investors for private bank
bonds often require a substantial credit risk
premium.

Legal and Regulatory Construints
In addition to the difficulties in foreclosing
on delinquent loans, several legal and
regulatory constraints inhibit rl" ortgage

I
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lending and investment: bond market
requirements, ownership transfer issues, and
system rigidities. The sale of mortgages
requires borrower consent which is time
consuming and costly. A lengthy process
inhibits collateralized borrowing or sale of
mortgage loans with the lender retaining the
servicing.

Market Needs
One of the major roles for government is to
identify and prioritize the principal problems
affecting provision of credit for important
social and investment needs for adopt
appropriate policies to solve those problems.

High interest rates for housing are a major
problem, as they reduce the affordability of
low a'nd moderate income households. A
secondary market can modestly lower
mortgage rates relative to other market
interest rates, but it cannot solve this
problem. Targeted subsidy programs
through BTN, for example - and the
introduction of alternative mortgage
instruments are better solutions to
affordabilty problems of the low and
moderate income groups. However, a
secondary mortgage market can lead to the
use of longer term mortgages which, in turn,
improve affordability.

Credit risk is another significant issue.
The ultimate solution is to improve land
titling and court systems. Government
insurance of mortgages could reduce or
eliminate credit risk, although this could
expose the government to significant
liabilities, if it is not properly priced
and underwritten. An opportunity may
exist for a private insurer to profitably
price and manage this risk.

A third market need is greater access to long

term sources of funds. There are substantial
sources of long term funds that could be
invested in mortgages if proper investmmt
vehicles are made available. Developing
long term funding options can also alleviate
liquidity and interest rate concern. A
Secondary Mortgage Facility may be the
most appropriate way to improve access to
long term sources of funds for mortgage
lending. Private banks could obtain long
term advances from a Secondary Mortgage
Facility funded by general obligation
bond issuance. The bonds would be
purchased by pension plans, insurance
companies, and other banks.

This alternative of a Secondary Mortgage
Facility is relatively simple to implement. If
the collateralized lender can get prompt
access to the borrower's payments in the
event of loan default, the risk of such lending
should be modest. If the Facility has some
form of government involvement, it will have
a ready demand for its bonds among long
term investors.

If mortgage lenders are unable or unwilling
to significantly expand their mortgage
investments, a mechanism for sale of the
loans needs to be developed. One alternative
could be for a Secondary Mortgage Facility
to purchase loans which are funded by its
bond issues. However, the legal issues
involved in selling mortgages and managing
servicing risk suggest that it would take an
extended period of time to develop such a
system.

A true secondary mortgage market rnodel
would be expensive and time consuming to
form. Systems for tracking and transferring
cash and information would have to be
developed. Mortgage design and
underwriting would have to be standardized



to permit the issue of mortgage-backed
securities. It would be necessary to resolve
legal obstacles to ownership transfer and to
determine how to enhance credit.
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Issues with Developing a
Secondary Market in Indonesia

As the banking system becomes stronger and
the capital markets develop, a greater
volume of housing finance is likely to be
forthcoming from the pri vate sector.
However, at the present time funding risk
appears to be a significant impediment to
expansion. Thus, maintaining the status quo
is not an attractive option for the housing
finance system in Indonesia. The creation of
a government supported institution - a
Secondary Mortgage Facility (an SMF) - to
refinance bank-originated mortgages funded
through the issuance of bonds would have
several beneficial effects. First, it would
provide a source of long-term financing for
private banks, removing a major obstacle
for mortgage investment. Second, it would
facilitate investment in. mortgages by
pension funds and insurance companies,
potentially improving their investment
performance and increasing the supply of
funds available for housing. Third, it would
help stimulate development of a bond
market in Indonesia which would benefit
private companies and government
enterprises in their efforts to raise capital.

Ideally the SMF would be capitalized
primarily from private sources to promote
efficiency and prudent risk management.
However, to facilitate pension plan and
insurance company investment, the SMF
should have some government connection.

Initially, it would be simpler to make loans to
banks coftateralizect by their mortgage
portfolios, rather than to develop the systems
necessary for sale and transfer of individual
loans.

Creation of an SMF can be viewed as the

first step towards development of a true
Secondary Mortgage Market in Indonesia.
Many issues corcerning loan standardization,
information processing and servicing will
have to be addressed if individual banks
decide to sell loans or mortgage-backed
securities directly into capital markets.
In this regard, an SMF can provide a
valuable demonstration effect for the rest of
the banking system and capital market. As
market participants gain experience in
originating, servicing and managing
mortgage investments, new forms of funding
tailored to the needs of lenders are likely to
emerge.
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Occupant-built low-income settlements, known as "kampungs" in Indonesia, are gradually being replaced
by formal market housing. (Jakarta kampungs shown above. Bogor formal market housing shown below.)
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Manado Urban Environmental Risk Assessment

Objectives and Scope

The impact of 'rural' pressures on natural
resources in developing countries has been
well documented, but relatively little is
understood about the impact of urban and
industrial development on natural resources.
This lack of information is particularly
significant for Manado, the capital city of
North Sulawesi. This rapidly growing city of
300,000 residents is surrounded by beautiful
beaches, rich marine resources and fertile
mountains. In particular, the Bunaken
Manado Tua National Park, a spectacular
group of coral reefs of significant ecological
and tourist interest, is located near the city.
The timing of the study is also critical be
cause Manado is expected to experience a
major tourist boom in the next few years
as international flights are opened up to

,Japan, Australia and the Philippines.

While Manado is relatively clean by
Indonesian standards, the urban
tHWiHHlmental infl'astruetllre is ilf')t

currently equipped to handle the projected
developmental growth. Phuket island in

.Tlmiland, for example, experienced a 400%
increase in tourist visits during the 19805 when
international tourism was actively promoted
The corresponding urban development had.

major negative impacts on the environment
that has questioned the sustainability of
its tourism-based economic development.
Therefore, there is a need to determine the
most appropriate policies and infrastructure
inve:itments in Manado to support
sustainable economic growth for the region.

An assessment of urban environmental risks
in Manado, North Sulawesi was funded by
the USAID/Indonesia Office of Agro
Enterprise and Environment (AEE) and the
USAID/Washington Office of Environment
an Urban Programs, managed by RHUDO/
Indonesia, and conducted in August 1992
by a five-person consultant team fielded by
the Waste and Sanitation for Health (WASH)
project. The study had two objectives:

a. To idehtify, assess, and prioritize
the major anticipated environmental
impacts of estimated growth in urban
population, tourtS~, and-industry- on
the coastal and urban natural resource
base in the Manado/Minahasa area.

b. To recommend ways to minimize the
most serious potential environmental
problems, incl uding appropriate
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investments in infrastructure, financial
measures to recover infrastructure
costs, and policy improvements.

The study assessed the potential
environmental impacts of growth in urban
population, tourism, and industry with res
pect to four distinct resources: the urban
environment of Manado; the coastal land and
'waters of the Manado/Minahasa study area;
Bunaken Marine National Park; and the
Tondano River watershed.

Background

Manado is a medium-sized coastal city in
the northeast part of North Sulawesi,
Indonesia. It is surrounded by Minahasa, a
largely rural and agricultural regency. The
largest sectors of Manado's economy are
commerce, banking, and services, based in
large part on the agricultural economy of
Minahasa, plus government and university
employment. Manado and Minahasa benefit
from a wealth of natural resources, including
a long coastline that supports fringing reefs,
mangroves and fisheries; Tondano Lak::
and the Tondano River watershed; and
Bunaken Marine National Park, consisting of

five islands and associated coral reefs, plus
mangrove areas along the mainland coast.

The Manado/Minahasa area has been
designated in national and provincial
planning documents as a priority area for
tourism development. The area already
supports domestic tourism centered on
inland resources and foreign tourism based
primarily on recreation (diving, snorkeling)
in Bunaken Marine National Park.
Developers have ambitious plans for
tourist resorts in the area that will offer
golf and beach vacations to foreign
tourists. One resort has opened its first
four-star hotel and another has begun
construction.

Potential Impacts of Growth on The
Urban Environment

Population growth will cause the most
important impacts on the urban
environment of Manado over the next ten
years. Substantial investments in urban
infrastructure will be required to keep pace
with population growth and to maintain the
existing level of environmental quality in
the city. The Indonesian government's
Integrated Urban Infrastructure
Development Program (IUIDP) has
prepared plans for investments in water
supply, sanitation, and solid waste
management in Manado. These plans
assume a rate of population growth lower
than that actually experienced in Manado
over the last ten years. Investments will
need to be accelerated over and above
expenditure rates in current plans to
achieve IUIDP coverage targets over
the nex t ten years.

'Nater Supply
The local water utility presently satisfies



44% of the residential demand for water
through its piped water system in urban
Manado, including 6% of the population
that is served by communal standpipes.
The utility loses approximately 42% of its
total production to leaks and unaccounted
for water. Residents satisfy most of their
additional demand with water from vendors
and shallow wells. TransmiJsion of
pathogens appears to be controlled by
disinfection of the piped water supply and
the common practice of boiling water used
for drinking and cooking. Reported cases
of diarrhea have increased over the last
several years, however, and the nature and
extent of contamination in the shallow
aquifer is unknown at this time. This
report recommends that a careful study be
conducted of existing and potential
groundwater contamination and of
residents' practices in the use of
groundwater.

The IUIDP plan includes investments to
reduce losses in the reticulation system,
rehabilitate existing facilities, and develop
new groundwater sources. Repairing leaks
and reducing losses should be given highest
priority because these measures improve
the safety of the water supply and satisfy
more of the demand for water without
developing new sources or facilities.
Improving the quality and reliability of
the water supply will also increase its
value to consumers. Although groundwater
resources appear adequate to support
increased usage, a systematic study of
groundwater resources and flow patterns
should be prepared before ne~ wells are
deve.oped~

Urban Wastewater
Two-thirds of the residents of Manado have
access to adequate sanitation facilities,
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including cistern-flush or pour-flush toilets
that drain to septic tanks and soak..away pits.
Design standards for septic tanks appear
appropriate; systems for inspection and
maintenance, however, are inadequate,
particularly for septage pumping and
disposal. Although elevations vary, the
water table is relatively shallow in many
places in this coastal city. Reliance on on
site systems in densely populated areas has
probably resulted in some degree of contami
nation of shallow groundwater degradation.
No data are available, however, with which
to determine how well the existing sanitation
system is functioning, the age-distribution 0 f
septic tanks, what portion of the current stock
may be close to general failure, and to what
extent system failures are contributing and
may contribute in the future to the contami
nation of shallow aquifers and surface
water, including the Tondano River and
Manado Bay. The increase in cholera in the
Manado area underscores the importance of
improving sanitation facilities.

The IUIDP plan for Manado anticipates
continued reiiance on on-site systems,
expanding capacity tor septage pumping
and treatment, and constructing communal
sanitation facilities for low-income groups.
The plan includes funds for studying the
feasibility of small bore sewers and off-site
treatment lagoons for densely populated
areas. This report recommends that such
studies examine the potential for using a
variety of non-traditional sanitation
technologies that may be appropriate to
conditions in Manado and can be built over
time with relatively modest incremental
investments. 'fo·optimize future investments
in sanitation, this report also recommends
that systematic data be developed concerning
ground and surface water quality,
geohydrology, the assimilative capacity
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of surface waters and Manado Bay, current
health indicators, and the willingness and
ability of residents to pay for sanitation
improvements.

Solid Waste
The municipal solid waste service operates
IS trucks and a landfill, handling
approximately 50% of the volume of solid
waste generated in Manado each day.
Service is reliable throughout the city,
providing daily pick-up at most households
and neighborhood collection sites. Most of
the remaining waste i.s handled at individual
homes by daily bumi~!g and burial. There
is a modest amount of informal recyling of
valuable materials, includiHg aluminium,
glass, and cardboard. The landfill is an
open dump' operation involving extensive
burning, without daily covering of waste
deposit cells. The landfill is not equipped
for leachate collection or treatment.

The IUIDP plan for Manado anticipates
increasing the city's fleet of collection
trucks and developing a new landfill. As
for other parts of the IUIDP program,
investment will need to be accelerated to
keep up with population growth and
achieve target service levels. This report
recommends that the new landfill either
include provision for leachate collection
and treatment or that it be sited to avoid
potential impacts of leachate on ground and
surface water quality.

Potential Impacts on Coastal and
Marine Resources

Co~asraland matfrte resources· include coral
reefs, mangrove stands, sea grass beds, and
fisheries in Bunaken Marine National Park,
Manado Bay, and along the northern
coastline of North Sulawesi between Cape

Araken and Likupang. The most important
impact on these resources is overfishing by
artisanal and small-scale commercial
fishermen. Overfishing, however, is not
attributable primarily to growth in the
urban population or tourism and, thus, is
not addressed in detail in this study. The
most important impact related to urban
growth and tourism is the destruction of
coastal habitats by coastal construction
practices including land clearing, diking,
dredging, and filling, and the clearing of
mangroves and sea grass in recreational
areas. Although impacts of coastal
construction are limited at this time, they
could become severe as the number of
tourist facilities increases and in-fili
development occurs along coastal roads.
Development of the Molas Peninsula
presents the additional potential for
degrading the visual amenity values of the
marine park if the design and height of
tourist facilities and other buildings does
not fit in with the natural forest cover now
on the hillsides of the peninsula facing the
park. Other potential impacts include
oxygen depletion, toxic chemical
contamination, and solid waste pollution in
coastal waters.

Standards for controlling coastal
construction practices should be
strengthened and enforced. These rules
should severely restrict land clearing,
diking, dredging, filling, cutting mangroves
or clearing sea grass beds, and any other
p!actices that create direc~ physical
alterations and damage to coastal habitats.
Development on the Molas Peninsula
should either be prohibited or designed to
blend with its natural surroundings.
Potential contamination of marine fauna
with toxic chemicals can be largely
eliminated by continuing the current

•



prohibition on gold mining in the area and
requiring tourist resorts to limit their use of
pesticides on gol f c'ourses now heing
planned. A careful study of the
assimilative capacity of Manado Bay and
near-coastal waters for oxygen-demanding
pollutants should be conducted to determine
whether anticipated growth in urban waste
discharges by tourist facilities are likely to
have substantial adverse effects on coastal
habitats and fisheries.

Potential Umpacts on the Tondano
Watershed

The most significant impacts on the
condition of the Tondano River above
Manado are excessive erosion from hillside
cultivation, solid and human waste
discharges from settlements, and
hydropower plants. The most important,
by far, is ~oil erosion and the resultant
sedimentation; this problem, however, is
not related to urban growth in Manado
and is not addressed in this study.
Demand for power is directly related to
urban growth in Manado and other cities
in the region, notably the industrial zone
at Bitung. The principal effects of
hydropower development are habitat
destruction and displacement of riparian
communities, both of which can be
minimized by decisions made in siting and
designing hydropower projects. Dams also
reduce the flow rate and volume of
rivers, reducing their capacity to assimilate
wastes discharged by riparian settlements,
industries, and non-point discharges from
agriculture. Water quality concerns
~IHHl~~d-be ~nleg-I'aled- into p-Ia-ns·f~r
deve loping hydropower resources on
the Tondano River to ensure that
infrastructure improvements, regulatory
measures, and changes in agricultural

3 1

practices throughout the watershed are
coordinated and sure sufficient to protect the
long-term health of the river.

Su mmary of Recom mendations

Table 2 presents a summary of the
environmental problems facing the Manado
areas. This study recommends that
USAID, BAPPENAS, Manado, and
Minahasa place a high priority on taking
the following action:

• Accelerate current plans for investment
in water supply, wastewater
management, and solid waste
management to keep pace with higher
than-predicted rates of increase in the
ul'ban population. This study endorses
current plans to repair leaks and control
water losses in the piped water system
tl) expand coverage of on-site sanitation
facilities, and to study the need for and
~'easibility of off-site systems for
treating human wastes. The study of
potential off-site systems should be
expanded to include a broader range of
technology options.

• Conduct a comprehensive study of the
efficacy of existing sanitation systems,
the content of existing disc..,arges,·
current water quality conditions in
groundwater, surface streams and the
Manado Bay, the hydrology of surface
aquifers underlying Manado, usage
patterns for water from shallow wells
and its role in increasing rates of
diarrhea, the assimilative capacity of
area waters for additional waste inputs,
and the willingness of Manado residents
to pay for improved water and
sanitation services. This information is
needed to optimize the design of future



infrastructure investments in Manado.

• Improve the management of human
wastes by providing technical assistance
to homeowners for the design and
maintenance of septic tanks and by
implementing requiremen:s for
inspection and maintenance of septic
tanks.

Develop and enforce standards for
coastal construction to rcstrict activitics
that cause direct destruction of coastal
habitat.

• Prohibit dcvelopmcnt on the Molas
Peninsula or estahlish design standards
to ensme that any facilities constructed
thercon blend with the slll'rounding
environmcnt and do not degrade the
visual 1I1llenity value of Bunaken Marine
National Park.

• Continue prohihitions on gold mining in
thc TuplIHn District and rcquire tourist
resort to limit their lIsage and
discharges of pcsticides. to avoid
contamination of marine fauna with
toxic chcmicals.



PIUORITY ANI> COST SUMMARY OF PROBLEMS AFFECTING THE URBAN
ENVIRONMENT AND COASTAL RESOURCES OF MANADO

High Priority Low Priority

High Cost • Contamination of piped • Potential oxygen
drinking water from leaks in depletion of Tondano
distribution lines River and Manado Bay

from high BOD waste-
• Contamination of shallow water loadi ngs and

aquifer due to inadequate leachate from solid waste
sanitation in densely landfill
populated areas

• Potential depletion of
deep aqu ifers from
groundwater extraction
by Manado and tourist
resort

Low Cost • Physical damage to coastal • Potential damage to
habi tats from resort marine habitats from
construction, cutting offshore oil spills
mangroves and clearing sea
grass beds

• High BOD wastewater
loading to coastal waters
from tourist facilities

• Potential mercury
contamination from gold
mining near Arakan
Peninsula

• Contamination of coastal
waters with solid waste from
tourist resorts

• Pesticide runoff from tourist
resort golf courses

I
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Urban Environmental Quality Management

UEQ M

Environmental degradation is becoming
Indonesia's most seriou,; urban problem. Its
burden falls most heavily on the poor.

In Indonesia today, there seems to be
widespread awareness that urban environ
mental degradation is already severe. At the
same time, Indonesia is ahead of many other
countries in attempting to address its envi
ronmental problems. Major studies have
been conducted, and strategies formulated,
in such areas as industrial pollution and
forest management. In 1986, the GOI estab
lished a process requiring the preparation of
environmental impact assessments of go
vernment and major private sector projects
(AMDAL). Nevertheless, these steps alone
are not likely to be forceful enough to ad
dress environmental degradation in
Indonesia's rapidly growing cities. A recent
report for USAID recommends development
of a capacity to address urball ellvirollmell·
tal quality marlQgemellt (UEQM) nation
wide.

The most basic understanding behind an
urban development strategy is that local
leaders have stronger knowledge and incen
tives to guide urban development effectively

than central officials. It is also self-evident
that the solution to most urban environmen
tal problems will depend on improved infra
structure and services, or programs closely
linked to them; Le., it is impossible to
imagine effective UEQM that does not entail
enhanced water supply, waste disposal and
treatment, and guidance of land development
(which is primarily influenced by the place
ment of major roads and water supply
mains). A decentralized urban development
program is not only the best, but probably
the only effective, vehicle for addressing
urban environmental degradation.

The report, Urban Environmental Quality
Management and Integrated Investment
Programming, was written by G. Thomas
Kingsley and Bruce Ferguson of the Urban
Institute, Washington, DC. It was prepared
under contract for USAID.

Elements of a Local UEQM Strategy

What should be the components of an effec
tive local UEQM strategy? It is impossible
to answer that question definitively sincethe
priorities of individual local governments
can legitimately differ. Some themes, how
ever, are likely to be applicable in most
cities. International literature suggests that
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approaches can be grouped into six basic
substantive elements that together comprise
most of what UEQM needs to accomplish:
(I) water supply; (2) household wastes; (3)

industrial wastes; (4) transportation: (5)

urban land development and use; and (6)

programs providing economic incentives,
effective regulation, and stimulating environ
mental awareness.

• Water Supply. There are three key
principles for water supply. The first is to
provide a mix of services that match
customers' willingness and ability to pay 
and then to insist on recovering full costs.
Doing so will not only meet financial needs
but also provide strong incentives for con
servation. The second principle is to recog
nize that the most cost-effective way to
provide water for new populations today is
to cut down on waste in current water usage
(rather than to draw totally new supplies).
This can be accomplished through beller
maintenance and repair programs to reduce
leakage: sensible recycling: and demand
management techniqucs (including financial
incentives like requiring firms to pay fees to
disposc of industrial wastewater). The third

principle is to adjust the current institutional
framcwork for watcr supply, including gi
ving cncollJ'agement to NODs und community
groups to take on morc responsibility for
water distribution in specific communities.

• /louse/wid tVaslc's. Themes for
illlprovcnh.'nt here parallel thosc for water

slIpply: recovering a large part of thl' CO~IS

from users (although it is recognizcd that

p,i\'l'n the extl'l'Ilalitil:s implied. some subsi
dii'IlHon is wal'l'antl'd): recycling (there arc
llIany oppol'lunities foi' recycling solid
wastcs. somc of whkh arc already heing ex
pillill'd hy inl'oflllall'ntl'rpriscs Ihat could hc
l1WVl'd up to bCl'OIl1l' stabk ,did dficil.·:11

businesses); and institutional change (again,
involving community groups in responsibili
ties for intra-community collection systelns
is promising). There is also a need to expaIJ .
the range of technical options being applied.

• Industrial Wastes. Reducing through
recycling and process modification is ofter.
much less costly than treating industrial
waste, and offers a better afternative for
solving the waste problems of many existing
industries. Indirect instruments such as taxation
of inputs and deposit-refund schemes can
induce small industries, in particular, to comply
while demonstration projects can show them
the feasibility of cleaner alternatives. The
location of industry also matters: some
loeational steering to avert serious
environmental threats should be possible.

• 111tracity Transportatioll. Ultimately,
slowing vehicular pollution requires control
of the growth in total vehicle miles travelled
through land-use planning, public transport,
and other means.

• Urban l.and Del'C'/opmC'1It and Use.
It is now generally recognized that public
sector dominated urban land development is
prone to failure and a more promising ap·
proach for local governments is to facilitate
a market oriented developmcnt process. It is
important that efforts be made to assure lhat
sufficient land will be developed to keep up
with burgeoning urban population growth
and that it will be developed at appropriate
densities and in an appropriate spatial paltern

so as to promote resource conservation and

avoid the degradation of environmentally
sensitive areas. The kcy to solutions here
I,,'olwbly rests with the local capital budgeting
plocess since thc placcmcnt of major roads

and watcr mains arc the primary determinants
of when.: lanel will he opcned up i;r developmcnt.
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Giving Primacy to Local Leadership in
UEQM

The consultants say that there are two funda
mental lessons that are the keys to a more
forceful approach to urban environmental
quality management. The first is based on
international experience: UEQM objectives
mllst be built into initial urban development
planning processes (after-tile-fact assess
ments are necessary, but alone insllfficiell1
to have a major effect on environmental
trends). The second is perhaps the most
basic lesson with respect to urban deve
lopment: local leadership is likely to be
milch more effective than central gOl'el'1lmellt
in directing the IIrban development process,
inclllding UEQM. in individual cities.

What are the major instruments available to
government to influence environmental out
comes in cities? The most important are the
programming of urban infrastructure and
services. While related programs are needed
as wcll. it is impossible to imagine effec
tive UEQM that does not entail enhanced
wmer supply. waste disposal and Ireatment,
proper drainage. and the guidance of land
dcvelopmcnt (which is primarily influenced
by thc placcmcnt of major roads and water
supply mains). Indonesia has already deci
ded on the most effectivc institutionall1l~alls

for planning and implemcnting urban infru
structurc: to place primary reliance on 10Clii

government.

With the many failures of public sector
attempts to deliver goods and serviccs. there
has hl'l'n a nlliural tendency of lutc to shift
fUul'tions to the pl'ivah.~ seelOf whct'c possi
hk'. But it is clear that UEQM us a whole
iii not somelhing Ihat simply can be left to
Ihe workings of the pri\ ate market to re
sllln.'. Bl'I.:lIUSC it guid('s and coordinates Ihe

activities of both public and private institu
tions, and because there are many
externalities to be dealt with, UEQM must
begin with what is inherently a public sector
decision making process. Furthermore.
basic standard setting, monitoring, enforce
ment, and record certi fication acti vi ties are
activities that must always remain govern
ment controlled (i f not always govel'l1mcnt
performed).

This being said, however, there are strong
reasons to invol ve the pri vate sector in
UEQM and to do so much more actively
and positively than has gcncl'lIlIy bcen the
case in the past. Pri vate sector Icaders can
participate in the process of planning and
standard setting by making recommcnda
tions, and they can play an active role as
partners in educating the public about a new
strategy. Private institutions (finns. NODs.
community groups, households) also ClUJ

take on a much larger share of the work in
implementation. But it must be emphasized
that leaders likely to be most effective in
these areas (public und private) .Ire IOl:al
leaders; i.e., those most directly affected hy
future change in their own communities.

It should be cmphasized. prohahly more
than anything else. that operationalizing
UEQM means huilding it into the regular
decision making processes of those who plan
and implement infrastructure and other
elements of urban physical development.
Unless this is donc, simply estahlishing a
new environmental office in city hall will he
a purely symbolic act (possihly a l:ounlcr·
product i ve one. if it done ina way tha t
pcrpctuates .. the "separatcncss" of ell vII'Oil

mcntal issues).
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After-the-Fact Environmental Assessments

There is no doubt that use of Environmental
Impact Assessments, such as Indonesia's
AMDAL process, is a basic.~ay sound ap
proach to environmental management, and
tht!t a high priority should be given to streng
thening it. However, AMDAL alone is neither
the sole, nor even the most important,
component of an effective UEQM process.
The logic for this view starts with evidence
on the fail ures of earlier "after the fact"
environmental imp,lct assessments in many
other countries (e.g., the United States)
where they have been :lpplied diligently.

In the traditional project planning and design
process, developers and their design teams
(public and private) make decisions through
a complex series of tradeoff analyses (some
are explicit and quantified, most normally
are not). A particular site plan or route design
is put forward and then evaluated, balancing
the quality of the physicf'.! product (in rela
tion to specific project objectives) against its
cost. This may occur solely within the mind
of the principal designer, or as a part of joint
decision making by a team, or most often, as
a mix of both. In all cases, many adjustments
are made as the work proceeds. The process
take~' time lind resources and the participants
build strong allegiance to what they have
created along the way. When a group of

. "outsiders" then assesses the design from
an cnvironmental point of view and recom
mends changes, the development team and
its sponsors an: naturally likely to resist.
And L'vidence fro 111 around world indicates
tht')' I:all be very powerful in doing so.

T,lke the exampk of the architect designing
:1 tourist resort. If the architect places high
\'aluc on cnvironmcntal impacts. as well as
COSI.; :tnd othcr dcsign rcquirelllcnts. while

design alternatives are first being conceptu
alized, it is much more likely that maximum
creativity will be applied in finding solutions
that will achieve a reasonable balance bet
ween all relevant objectives. Clearly, there
are situations in which value tradeoffs can
not be avoided; e.g., where protecting the
environment will cost more. But this is not
the typical case. Many times, creativity at
the outset has led to solutions that avoided
environmental problems and achieved sub
stantial cost savings. Yet such solutions are
not likely to be searched for if value is not
placed on environmental objectives in the
design process itself.

The point is that environmental conside
ratiol1S need to be there at the very momellt
that other types of tradeoffs are being as
sessed; every trial design needs to be con
sidered from the point of view of product
quality (in relation to project objectives),
cost, and environmelltal impact at the same
time. This does not mean that there will ~e

no continuing need for outside pressures.
Regulations, taxation, fees and other tech
niques will always be important to create
strong incentives for design teams to give
enough weight to environmental impacts (the
longer term objectives of sustainable deve
lopment) rather than short run outcomes
alone. Nonetheless, it is clear that UEQM
goals will not be achieved by such pressures
alone. Environmental considerations must
be brought inside initial planning processes.



Land Development and the Urban Envi
ronment

The impact of land use cuts across water,
sanitation, and solid waste management.
Development over aquifers and water re
charge areas pollutes urban water supplies.
Tight land markets caused by regulation and
oligopolies rair,e land prices and force low
income people, in particular, onto the most
environmentally precarious sites, such as
lowlands subject to floods. Alternatively,
high densities in inner-city kampungs rise
and contribute to contamination of shallow
wells by many septic tanks. Concentration
of offices and business in one city center
helps cause long commutes, air pollution
from auto use, and high densities.

The absence of means for coordinating
agreement on ~asic land-use matters is an
important obstacle to improving the urban
environment. Even if environmental impa~t
assessments are conducted they can seldom
reverse bad locational decisions. Key per
forl1)ance issues in this area are:

• Inappropriate development regula
tions.

• Oligopolistic land markets.

• Lack of roads. Because of trans
portation bottlenecks, access is the key to
land value in much of urban Indonesia. The
lack of adequate road access greatly limits
the amount of land suitable for development
in Indonesia's large cities.

Joined with potential conflicts between
different public agencies on basic land-use
issues, these factors have contributed to
raising the price of urban land and
constraining the supply of urban land avai-

41

lable for development. These problems. hit
low-income households hardest, forcing
them to live in increasingly crowded ~ondi

tions often on environmentally sensitive
lands and almost always without the benefit
of basic public services.
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Local Participation in Environmental
Decision-Making

Ultima.tely, the potential for greater decen
tralization, cost recovery, and, thus, the
ability to supply adequate environmental
infrastructure lies in responding to local
demand. Below median-income people re
present a particular challenge. In many de
veloping countries, local government offi
cials do not understand poor neighborhoods,
have little access to them, and have great
difficulty delivering services to them effec
tively. Sometimes, the infrastructure that
gets built is the wrong type, in the wrong
location, local people feel no ownership of
it, and do not maintain it. NOOs and, in
some regions, organizations with religious
affiliation sometimes do a better job.

A key test of responsiveness is the extent to
which local people can influence tlie munici
pal budget process. The RW and RT, who
are elected directly, act as the advocates for
their area with higher levels of government.
A good RT will forward a stream of requests
based on his neighborhood's need upwards.
These ~equests usually deal with small
matters at the community level, such as the
need for a new public water pipe, complaints
about no garbage pick-up, the location of
a public toilet. A portion of these requests
get responses. One RT interviewed by the
consultants had made 32 such requests in
the past six months and had 12 granted.

Typically, the Lurah - the lowest official
level of government - holds an annual mee
ti l1g.Qf Jt~ cQ!,tncii (Lembaga Ke.tahanan
Masyarakat Desa) to discuss the budget.
Council members are nominated by the RW
and the RTs, but appointed by the Lurah.

.The: infrastructure preferences decided by
the kelurahan are considered in a subsequent

annual meeting on the yearly budget at the
kotamadya level. The Walikota and his staff
develop the budget and take it to the city
council. Typically, the council discusses
packages that contain .many individual pro
jects. At many levels of government, the
details of these infrastructure packages are
not divulged. Hence, they remain the deci
sion of the executive - at the kotamadya
level, the walikota. Individual local people
rarely go to meetings of the council at the
kelurahan and kotamadya levels and never to
the yearly budget meeting. Occasionally,
groups of people present their requests.

This evidence suggests that local people do
have some influence on small, community
level infrastructure. However, they appeal'
to have virtually no formal influence on
broader decisions about water, sanitation,
and road systems and the formal budget
process. Informal channels present greater
opportunity. Typically, many groups exist in
kampungs - youth, women's, ethnic (based
on area of origin), religious, and political
groups form and engage in activities. These
groups seem to exercise greater informal
influence on the kelurahan and kotamadya
than do people through the formal budget
channels. PKK - a women's group - seems
to have particular influence in many areas.

The environmental movement occasionally'
offers a means for local people to have an
impact beyond the community level, usually
in the form of stopping a polluting industry
that threatens their livelihood. Currently,
local people seldom have the opportunity to
p.articip.ate in AMDAL. Ho.wever, A-MDAb
regulations and structure do contain provi
sions for public participation in environmen
tal assessment. As the AM DAL process
evolves, it may offer a means for local influ
ence on urban environmental infrastructure.



tal infrastJ'ucture. But it is the essence of
IllHl'kets that households not be forced to pay
for services they don't want to buy. The de
cision as to which local environmenwi servi
('es should be delivered through markets,
subject to consumer choice, and which should
be delivered collectively through the public
sector, and how these latter should be paid
for, will be critical to establishing a self
sustaining system of environmental mana
gement. Greater exploration of demand, the
cost of different options for environmental
infrastructure, and the external (community
wide) benefits associated with each is nee
ded before pricing decisions can be made.

• Appropriate tecll11ologies. Water-borne
sewage systems and piped water to indivi
dual households are clearly beyond the fi
nancial reach of many households. However,
alternative technologies of the sort supported
by KIP offer lower costs and promise much
greater coverage. Further exploration of these
options must play an important role in any
strategy to improve the urban environment.
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• Building popular support for and
awareness of the benefits of environmental
quality. More than most countries, Indo
nesia has a rich network of local organiza
tions and heritage of community self-help,
even in urban areas. This organizational
network provides a foundation that can be
built on for environmental infrastructure that
reaches low-income people. It also provides
the framework for collective choice at the
community level in prioritizing environmen
tal projects.

• Private sector participation. Where
markets are judged to be the appropriate
institutional vehicle for delivering services,
priority should be given to private provi
ders. Already, private sector providers are

• Economic Incentives
• Urcclivc Regulation
• Environmental Awareness

UEQM managers should always be on the
look-out for workable economic incentives to
enhance environmental quality; e.g., pricing
strategies, user charges, and other techni
ques that "make the polluter pay." Clearly,
these economic techniques will not eliminate the
need for regulations, but they should take some
of the pressure off regulatory approaches.
The keys to effective regulation seem to be
( I) ke~p the rules simple and realistic; and (2)
do not bother to put a regulation on the books
without a "credible threat of enforcement."

C ..uss·Cllttin~ Themes in UEQM

Programmatic themes of UEQM include the
followin,g:

Another activity to be stressed is using a range of
techniques to stimulate awareness of the impor
lance of environmental issues and educate all
segments of society about their potential role
in support of UEQM. The techniques range
from mass-media campaigns to building
environmental themes into work witll commu
nity groups and other NODs related to other
programs. There is much evidence that these
approaches do change attitudes and, thus,
they can make all of the other programmatic
approaches discussed here work more easily.

• {(esponding effecril'ely ro se1'l'ice
demands rhar can be Iller by local gOl'e,.,,
mel/f.\'. alld l1£'fptllg 10 strUCTUre a tariff
policy that re('Ol'ers costs from beneficiaries
/0 r!le e-"re/lf fCJClsible bllt recognizes income
and demCind limitations. Households now pay
for safe water, access to communal toilets,
and garbage collection, and are willing to
pay more for some types of environmen-
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active in such key areas as septic tank clea
ning and sludge removal and solid waste
collection.

• Measureme1lt and monitoring. Better
data collection and better analysis of the
mpact of environmental conditions on hu-

man health and economic growth are neces
sary conditions for better-informed environ
mental choices. Involvement of the
kampungs in environmental quality monito
ring is one way to give them a greater sense
of control over environmental conditions and
investment choices.

I
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The Intersection of Poverty and the Urban Environment

During the past year, the Mega-Cities Envi
ronment/Poverty Innovation Project has
conducted case studies of innovative solu
tions to problems of poverty and the envi
ronment in twelve cities, nine in the third
world and three in the first-world. This wor
king paper, by Janice Perlman and others, was
designed to facilitate discussion among project
participants at an international meeting held
in Jakarta in August, 1993. The paper is di
vided into three sections. First, current thin
king about the poverty-environment intersec
tion is summarized. Second, the specific ra
tionale and structure of the research program
of the Mega-Cities Project is reviewed. In
the final section, preliminary findings from
case studies are presented.

Urban Poverty and The Urban Environ
ment: Consensus and Dissent

The urban poor have lived in the most polluted
parts of cities since urbanization began, and
so. in one sense, the intersection between po
vefty-and-elwifonment is notnews. Howevef,
we are now facing a qualitatively different
dimension in the combined reality of poverty
and environmental degradation which is incre
asingly evident in megl!-cities. The poor suffer
disproportionately from such negative envi
ronmental conditions as the siting of toxic

and highly polluting industries in or near
their communities. This is compounded by
the absence of viable water and sewerage sys
tems in the squatter settlements and their locati
on on environmentally vulnerable lands, whe
ther on floodplains, marshes, or steep hillsides.

The prevailing wisdom among policy-makers in
urban planning and management, environmen
tal protection and international development
has finally achieved a consensus that ever worse
ning urban environmental problems cannot be
solved without addressing the underlying prob
lem of urban poverty. Policy-makers remain
deeply divided, however, about whether or not
poverty can be addressed solely through the sti
mulation of economic growth and income-gene
ration, or whether we must have a strategy to re
distribute income and wealth. This section reviews
the emergence of the environmental consensus
within international bodies and relates divisions
in the thinking about poverty to that consensus.

The Emergencr.: of a Consensus

In the twenty years that elapsed from the
Stockholm meetings in 1972 that resulted in the
creation of the UNEP (the United Nations) to
the Rio meeting, environmental consciousness
and action increased. But in the same period po
verty around the world increased tremendously
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and was accompanied by a magnified polariza
tion between rich and poor, both within and
among nations. Our progress in dealing with
the relationship between poverty and the en
vironment falls short of what we need in order
to create a model of sustainability for the 21st
century. There has been a strong tendency to
keep on "blaming the victim" -- whether lhe
victim is urban settlements themselves (which
are blamed for polluting and degrading the envi
ronment) or the people in those settlements, es
pecially the poor. The struggle for survival in
squatter areas without access to water, sewers,
garbage collection or clean fuel sets up those
most at risk for blame in a situation whose gene
sis and perpetuation lies outside their control.

The socio-economic system that got us into
the crisis of environmental decline and pover
ty holds little promise for getting us out of it.
Neither the Brundtland Report, Our Commo1l
Future nor the UNCED proceedings fully grap
pled with this contradiction. Neither the ca
pitalist model of development nor the socialist
model of development has dealt adequately
with how to create sustainable cities of deve
lopment for the future of our children and
grand-children. We need to define a new system
or a new social contract between actors and
new sets of incentives and rules of the game
that to govern a sustainable mode of develop
ment. We will not have environmental sustai
nability without cities; how can we create ci
ties that are socially just as well as ecological
ly sustainable? This is one of our unsolved
challenges.

Neither data nor technology alone will
illuminate the path to sustainability. The
most difficult task remains finding a way to
overcome the status quo which entrenches
the way things are so as to protect personal
interests and allow special benefits to be
gleaned by powerful people. Those exclu-

ded from these protected privileges must be
engaged in order to .~, ·~ate a new vision and
invent a new mode of values and operations.
Shaking up the status quo will take a tre
mendous amount of courage and will.

When representatives from the world's cities
met in a series of forums (including the
World Forum in Curitiba and the Mayors'
Summit in Rio) in preparation for the U.N.
Conference' on Environment and Develop
ment (UNCED) they emphasized the role of
cities, especially large cities, in generating
both negative and positive impact on the
environment. They also began to evolve a set
of recommendations addressing the environ
mental problems of cities, particularly the
rapidly growing cities of the developing
world. They saw a close relationship among
greater participation and-democracy, environ
mental sustainability and the alleviation of
poverty. In short, urban experts realize that
the poor are only too well aware of the en
vironmental burdens they endure, and given
the right to control their destinies, will work
to clean up their physical environment.



At these meetings, while each speaker em
phasized a particular aspect of the problem,
a clear picture of steps to be taken began to
emerge, shaping the Local Agenda. As
mayors called for additional funding, the
UNDP's representative acknowledged that
his organization must address the needs of
urban populations more than it has done in
the past. Several people drew attention to the
crying needs of children in these cities, for
whom the hazards of polluted air, unsafe wa
ters, raw sewage, and toxic wastes are critical
health problems. Transfers of technology and
information among cities of both the South
and North were cited as one means for
overcoming daunting environment problems
within serious budgetary constraints.

Dissenting Vi~ws: the Argument for Con
sidering Poverty and Environmental Is
sues Separately

Arguments that environment and poverty
should be treated separately arise from
larger debates about development. One
theme in these debates is a suspicion that
nothing with the stamp of "development"
will ever enrich the poor. A second theme
represents a moral argument that the poor
have been least responsible for the creation
of environmental problems and cannot justly
be asked to solved them.

Poverty and environmental degradation as we
find them in mega-cities can both be seen as by
products of the development strategies of the
last four decades. Investment in western-style
industries brought millions of people to cities,
but was not accompanied by investment in the
social· infrastructure needed to support that
many people. Both poverty and the breakdown
of sanitation, water supply and transportation
systems inevitably resulted. The failure of so
cial investment was not caused by the lack
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of productivity in these new urban indus
tries, but rather by the appropriation of
industry's profits by private parties, both
domestically and in rich countries. In light
of this failure to invest in the social and
physical infrastructure to preserve and to
improve the urban environment, it may be
that major environmental problems can only
be addressed through top-down public sector
investment in transportation, sewage treat
ment, etc. Addressing major poverty prob
lems, on the other hand, involves job-cre
ation, credit, and a change in the develop
ment model. Placed in historical context, a
joint strategy of poverty eradication and
environmental protection which approaches
both problems through the daily lives of the
urban poor, amounts to the same old strate
gy of "development":
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The Challenge

Rapid environmental degradation is ov~rta

kingtfielUffioering pace of policy-making to
address poverty. The poor in the world's
largest cities are not waiting for an interna
tional consensus about how to eradicate their
poverty. Urgency demands immediate and
creative policy responses to this life-threa
tening situation for the poor. Addressing

environmental problems cannot be done at
further cost to those who are already polluti
on's most immediate victims. The needs of
both people and environment must be ad
dressed simultaneously. If solutions are to
be sustainable they must address these prob
lems at their point of intersection in poor
communities. For example, if ways can be
found to restore the ecological balance while
at the same time generating income for the
poor or improving the conditions in which
they live, a "win-win" situation is created.

The policies and programs of the past three
decades have been misguided, ineffective
and sometimes even counter-productive. The
need for creative new approaches is urgent.
While "experts" are debating, community
based organizations and local governments are
proving that alternative approaches at the
neighborhood level can simultaneously begin
to regenerate the environment and alleviate
the impact on the urban poor. There is a
great deal to be learned from systematic
exploration of these initiatives. It is time
cities were able to learn from each other so
they can share successful approaches and
avoid repeating each other mistakes.

Urban Environ~ent/PovertyInnovations
In Mega-Cities

The Mega-Cities Project received UNDP fun
ding for a set of analytical and evaluative case
studies to document innovative solutions to
the problems of poverty and the environment
in nin~()f th~ lil(ge.~t cities inthe de-\'eloping
countries. These cases will later be compared
to a parallel set of case 'studies underway in
New York City, Los Angeles and Tokyo, which
have been funded by the Kellogg Foundation
and the Japan Center for Global Partnership.
Our case study method is designed to uncover
not only the technologies and practices being



used, but also the social context in which
they are embedded. Aggregate data do not
help us to learn from our success, while
well-documented, analytic case studies can.
They help us to illuminate the process and
the practice which makes an innovation
work, to grasp the social and political dy
namics behind it, and to learn the conditions
needed to up-scale it into public policy, and
then to attempt replication and transfer.

The innovations we have studied range in
scope from the neighborhood to the metro
politan area, and they can be initiated by the
public, private or grassroots sectors. All
meet our basic criteria of being socially just,
ecologically sustainable, politically participa
tory and economically viable. The nine case
studies agreed upon are summarized below
and the six for which we have draft reports
are analyzed in the table that follows.

(.
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Inngyation Summaries

LATIN AMERICA

1. Rio de Janeiro: Reforestation of
Favelas

Description: Since 1980, the favela Residents'
Association and the Municipal Social Source
Secretariat have been developing a multi
pronged project ofdrainage, sewage, reforesta
tion and environmental education. The planting
of fruit trees and vegetables on the hill-sides
has served to prevent erosion, prevent further
precarious settlement, provide jobs, and enrich
the diet of some communities. It has also redu
ced the public expenditure for co~tly civil
engineering works which have often been called
for to reinforce these hillsides against erosi
on. The separation of sewerage and drainage
systems and the preservation of water sour-



50

ces, springs, and fountains, have produced
profound health benefits within the commu
nity. And, the accompanying environmental
education program in local schools is raising
the awareness of the next generation of
urban citizens.

2. Sao Paulo: "Alert II" Air Pollution
Awareness Event

Description: Alert II is an extensive public
education campaign, designed to raise awa
reness about air pollution, and to encourage
people not to drive on days when air pollu
tion levels are dangerously high. Sao Paulo
is in a low basin and therefore prone to
severe thermal inversion and high levels of
carbon monoxide, ozone, and particle mat
ter. As in most mega-cities, the population
most affected by this hazard are those in
low-income settlements. High densities and
inadequate shelter expose these residents to
the worst effects of environmental degrada
tim;. Alert II publicizes the simulativn of an
air-pollution emergency, locating air moni
tors and pollution educators along the major
travel corridors leading to the central city,
and promoting public transportation from the
periphery of the city. During the 1988
event, 90% of Sao Paulo's driving public
left their cars at home. Alert II is the first
step in getting the necessary public support
for traffic measures that would have to be
enforced in Sao Paulo in order to improve
air quality.

3. Mexico City: EI Molino Integrated
Community Development

Description' The squatters of El Molino,
calling themselves the United People (Pueb
lo Unido) have incorporated several types of
innovations into their community. Their
houses display different styles of self-help

construction using prefabricated modules made
on site with ·Iocal materials. They are each
built on a concrete sla.b which enable them
to "float" through earthquakes, like rafts
on water. Household waste water, garbage
and sewage are conducted by above-ground
rubber tubing into a "SIRDO" which dries
and filters it to create clean enough water for
aquaculture and community gardens, as well
as fertilizer which is sold for a profit.

4. Buenos Aires: The PAIS Plan

Description: In December, 1989, the Minis
try of Social Action of the Buenos Aires
Province initiated the PAIS (Programa
Alimentario Integral y Solidario, or Inte
grated Joint Nutrition Plan), gathering the
efforts of the regional government, local
NOOs and the inhabitants themselves to help
the city's low income population. It is de
signed to improve the access to food, to begin
and support Multifamily Kitchens, to improve
the urban environment by using vacant plots to
create vegetable gardens, and to encourage
low-income groups to organize themselves for
self-production projects and productive micro
enterprises. Beginning wlth the development
of community kitchens, comprised of 3 to 20
families which purchase food in common
and cook together, the PAIS Plan is organized
into three states: the formation of the Com
munity Kitchens, each of which has a formal
borrowing relationship with a private bank;
the encouragement of self-production by pro
viding inputs of flour, seeds, and home machi
nery; and, the organization of productive micro
enterprises through subsidies to cooperative
organizations developed out of the Commu
nityKitGhens-. 'Ihis self-production-simttfta
neously addresses poverty and environmen
tal issues by involving low-income settle
ments in urban gardening for consumption
and micro-enterprise.



5. Bombay: CORO Pay Toilet Project

Description: Bombay's Community of
Resource Organization (CORa) is working
to provide sustainable, community run
sanitary facilities in the city's low-income
settlements. In the congested slum areas,
stationary toilets have proven difficult to
build and nearly impossible to maintain, but
in July, 1992, CORO took over the manage
ment of government constructed toilet facili
ties in several locations throughout the city.
Local groups manage the toilets on a coo
perative basis, sometimes finding sponsors
for the poorest areas where the toilets cannot
pay for their own upkeep. The maintenance
activity is providing monthly pay for 500
workers, while community members who
are happy with clean facilities and adequate
water are willing to pay.

6. Delhi: Action for Securing Health
for All (ASHA)

Description: One out of every six persons
in Delhi lives in a slum. Diseases of pover
ty -- air and water-borne illnesses, skin
infections, malnutrition -- are rampant.
ASHA (literally meaning "hope") is a volun
tary organization which has initiated a ser
vice delivery project to improve health
conditions of the people in Delhi's slums.
The program has several intervention
points: low cost clinics within slums, trai
ning local women as Community Health
Workers, and formation of women's groups
which organiz.e income-ge.nerating pro
grams, sanitation, and awareness of health
related issues. Since its inception ASHA
has increased its coverage from one slum
of 4,000 people to 15 slums with over
100,000 residents.
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7. Jakarta: Greening Program at
Bidara Cina

Description: The Greening program is aimed
at upgrading the quality of urban environment
while, at the same time, allowing the people
to raise their income through planting vege
tables and other economically valuable plants,
proves the feasibility of applying a new appro
ach to alleviating poverty and environmental
problems in slum areas. The program has two
unique characteristics which distinguish it
from other programs: (a) it is a community
government partnership, through the mediation
of an independent quasi-public agency; and (b)
the interests of the people, specifically for
ways to raise their incomes, is central to the
program Currently, the program covers an
area of about 126 hectares with the popu
lation of around 44 thousand people. Some
parts of the area have a density of more than
600 persons per hectare.

MIDDLE EAST and AFRICA

8. Cairo: Zabbaleen Environment and
Development Program

Description: In Cairo the Zabbaleen have
traditionally been the garbage collectors,
sorting and recycling. In 1980, when the enor
mous growth of the city had far outstripped
their capacity, a creative partnership was
formed between the.ir community organization,
their trade association, a technical assistance
group, and the local. government, to legitimate
the Zabbaleen system and. upgrade the commu
nity and its capacity. The program creates
thousands-of jobs through 5e¥eraL incom~ge

nerating components, enabling the community
to increase the value added of its activities. For
example, several micro-enterprises were deve
loped with small machines that could convert
sorted and cleaned raw materials into simply
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manufactured products such as rubber shoe
soles, plastic dolls, and metal dishes, wh)ch
could be sold for considerably more, The
program also included a composting plant, a
neighborhood clean-up project, and a mecha
nization project.

9. Accra, Ghana: Recycling Waste for
Market-Gardening

Description: Low income wage earners in
Accra's substandard neighborhoods have
developed a waste recycling management
system for market-gardening that supplies
the city with 90 percent of its vegetables.
The process involves four components: I)
domestic wastewater purification for wate
ring vegetables through the damming of storm
and wastewater channels, the erection of a
filtration gate and the collection of water for
hand-bucket irrigation; 2) rehabilitation of
eroded valleys and storm-water channels in
substandard neighborhoods and along street
ways through terracing, soil reconstruction,
vegetable garden-bed construction, and the
stabilization of eroding slopes; 3) the use of
discarded industrial matter for fencing market
gardens; and 4) composting ,domestic solid
matter for soil enrichment.

Preliminary Findings and Conclusion

The case studies provide several insights into
how poverty and the environment might both
be addressed by a single innovation. Innovati
ons reduced poverty by providing opportuni
ties for income generation through jobs, organi
zing of collectives and commercial enterprises,
and developing sk.ills.In ~H cases. innovations
improved community and city environments by
increasing community environmental knowledge.
Each innovation also aimed to physically improve
one or more aspects of the local environment.
The following points highlight some of the

factors underlying successful innovations, as
well as some of the specific issues that
emerged in these cases.

• Commitment by parties both inside
and outside the community was..&d:.
tical to success in all cases. It is not
surprising that community participation
is an essential ingredient for success,
but outside support and involvement
was also critical in these cases. Cri
tical outside intervention is not limited
to financial backing for start-up in
vestments in toilets, seedlings or gar
bage trucks. Technical expertise, poli
tical I,eadership and managerial ex
perience were also critical contri
butions from outside collaborators.
In the case of the EI Molino sewer
technology, the ineptitude of outside
parties was a major factor in the
project's failure.

• Leadership and imagination are
needed to prevail over most "hin
drances". Participation can be disas
trously impeded by obstacles such as
resfstance to paying for service, or
"turf' battles with parties who fear
that the innovation will encroach on
their interests, such as the "Wahis"
in Cairo. The solutions to these prob
lems are rarely technical, but rather
require flexibility, the ability to ne
gotiate, and imagination.

• The introduction of fees for services
may be much more complex than it
seems. In both- pr:oject~ in-India., COIl+

munities initially resisted paying for
services when they were provided
by through the aegis of government.
Both studies documented that resistan
ce. diminished when communities
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were satisfied with the service. But
questions remain in the CORa pay
toilet case because men outnumber
women by 50 percent, and children
rarely use the toilets.

Job creation alone may not address
poverty. In both the reforestation of
the favelas and the CORD toilet
scheme, the collectivization of parti
cipants was also important. Collecti
vization was implemented to remedy
flaws in the initial management
·structure at the toilets. CORD im
proved the operation of the toilet
scheme by decentralizing manage
ment and giving local collectives
responsibility for maintenance and a
direct share of the income.

Resources are scarce in poor com
munities. Conflicts resulted whe
never project designs in poor com
munities relied on unremunerated con
tributions of labor or space or cash.

Innovations can be diffused within a
city through networks of activists
and voluntary oreanizations. With
the exception of the EI Molino case,
all the other cases were implemented
using existing social networks that
extended beyond the community
boundaries. The diffusion of the in
novation from its original site to ot
her sites occurred through networks
of resident associations, activists, he
alth workers and other groups.
"Community participation" was directly
identified as (fie key factor in all the
successful innovations. As the studies
revealed, participation was most often
a function of the project's effective
ness in addressll1g poverty. The ca-
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ses also show two sides to the po
verty dimension of an Innovation. On
one side, the innovation's approllch
to alleviating poverty had to be bo
nafide; that is the jobs must be real
and pay at least market wages, and
opportunities for entrepreneurship
must be accompanied by support for
enterprise development and access
to credit. On the other side, tech
nologies introduced must be sensi
tive to the resource constraints of
poor communities: Le., they must be
inexpensive and simple to maintain.

"Environmental education" was cited in all
cases as one of the community goals
achieved by the innovation. In many of the
cases "education" was defined broadly and
included an aspect of an enhanced sense of
community control over local environmental
quality. These benefits are the most diffi
cult to measure, but may be the most funda
mental to furthering the innovlltion process.

These case studies point to the complexity of
innovation in the poverty/environment inter
section. Introducing social and technologi.
cal change in a setting with little margin for
experimentation increases greatly the risk oft
failure. Flexibility and adaptation cunnot bf~

simply a matter of absorbing costs and
"writing off' losses. Rather, the innovation
process must create its flexibility Ollt of Ithe
political capital and intelligence of the inno··
vating leaders and communities. The pro
cess of urban innovation is thus not exactly
equivalent to innovations in other settings.
The case studies have only begun 10 anSWf~r

our original questions about the innovat.ion
life cycle, and have stimulated many more
for future urban research.



Site

Innovation

Isslle Addressed

Who Initiated?

Collaborationl
Implementation

Sllstainability:
Costs and

Benefits

TABLE 1. MEGA-CITIES URBAN ENVIRONMENT/POVERTY INNOVATIONS

LATIN AMERICA ASIA
MIDDLE EAST
AND AFRICA

'Rio de Janeiro Sao Paulo . Mexico City Bombay Delhi Cairo

Reforestation Alert II Air SIRDO Sewage COROPay Action for Zabbaleen
of Favelas Pollution and Waste Toilets Securing Environment

Awareness Disposal Health for all and
Event Technology (ASHA) Development

Soil Erosion Air Pollution Sanitation Sanitation Basic Health Solid Waste
Management

iPublic Sector response Federal and Slate Promotion by inventor National Department of Local organization The National
10 Resident Association Oovernment in who has patented Science and headed by an innovation Govemmenl
request. coUaboration with technology and Technology. in ~champiO!1. -

private sector. distributes it exclusively pannership with CORD.
especially auto through a for-profit finn. a local NGO/Activist
industry. group first organized to

do literacy wort in
slums.

Municipal Secretarial of Federal and Slate Product champion's Paid community literacy Public Sector. PVO. The directly interested
~ocial Development. government. auto finn. communities. activist and. at each site. community-based ethnic conununities. the
Resident Associations industry. high school 10-15 volunteer youth women's organization. national govemmenl
directly employed students. media and women. with EQI and the com-
community members. munity. the Wodd Bank..

the Fold Foundation.
and olber NOO·s.

"Low-eost-: one yr. Very costly. but Benefits in reduced waste Four small sites are self- Unclear_ Many CQDpoI1enls are
implementation + three with large benefit: and in profits from sustaining. Latgest site. expeose5 =2.944,520 Rs now commercially
yrs. maintenance = boIh would be micro-enterprise may be having two-thirds of the in 1992; viable. Project design
SUS 69 I9}hectare. difficult to quantify. high. but sunk costs and toilelS. does not break revenue =120.000 Rs for aU rornpments

openiing costs are also even. in 1991. includes cost recovery.
high. Risk is a factor.
as this technology either
wodes or is a disaster.

v
A



I
i

TABLE 1. MIf:GA-CITIES URBAN ENVIRONMENT/POVERTY INNOVATIONS (continued)

Site

Innovation

Issue Addressed

Hindering
Factors

Nature of
Community

Participation

Other Helping
Factors

~io de Janeiro Sao Paulo Mexico City Bombay Delhi Cairo

'eforestation Alert II Air SIRDO Sewage CORO Pay Action for Zabbaleen
of Favelas Pollution and Waste Toilets Securing Environment

Awareness Disposal Health for all and
Event Technology (ASHA) Development

Soil Erosion Air Pollution Sanitation Sanitation Basic Health Solid Waste
Management

H~eDlUgLords Technicians Conflicts about the Resistance to paying lor CooOiets between the Initial hindrance from
b1ided access to rcsislcd disseminating opcnliOll of lhe toilets. especi"- ....·hen projcctand the the legacy ofconflict
reforellatioo sites. technical technology and about the free toilets were communities about the between the Zabbaleen
t~ditionalhot-air infonnatioo, law space it required strained demolished in lhe course provisioo of clinic space. and the Wahi-tbc
~omscaused fires. cnfon:cmcnt officers relations between of consllUCling pay Resistance by garbage ~middlemcn.-

li'!elloclt keepers were were reluctant to communities and the toilets. Also. some communities to paying
hqstile.laclt ofpolitical engage the public. finn controlling the politicians jumpedmI the the govemmcnt
~ for projects in low- and the large banks technology. In ooe band-wagoo, after for service.
inc:ome arca5. participated only community lhis resulted initially promoting lhe

aiter an alternative in a law suit. project. Tcdmicai
banking site was problems related to waterI
established. supply and drainage

forced curtailed servic:c.. '

P&jIlicipatiOll was key. Broad public partici- Community partid- In general, participation Community participa-
~ depended absolutely pahon deCmed the pation was essential to was high, except among ti<n by aD communities.
on being able to pay event. which they successful children. Also. a but especially the
w~ges to workers from call a success. 9O'Il implementation. but signiCtcanl male bias Zabbaleen. was the .
the community. ofdrivers complied sllUcturai dis-incentives suggests lhal stIUclurai most impodant

by not driving. 94% to participate were obstacles inhibit women factor in success.
of the people difficult to overcome. from particip"..ting.
surveyed by Gallup
supported me
initiative.

Lc:jisure uses of the Pre-existing public Moderate or higher Tho; reorganization oflhe The role of women Simple.labor-intensive
forest inacased concem about inoome communities. management sUUctun: enhance the project's technologies. The Iink-
COlDmunity interest. pollution. and other from a centralized city- success. as they proved ange ofenvironmenhl

environmental issues. wide organization to to be ,the best health improvement to
Some ~reluctant- locally controlled communicators. enterprise promob<n.
col1abonlors partici- collectives improved both
paled because they fmancial accoontability
feared being flagged and the quality of
as anti-environmentaL maintenance.

v.
v.



TABLE 1. M~GA·CITIES URBAN ENVIRONMENTIPOVERTY INNOVATIONS (continued)

Site

Innovation

Issue Addressed

Quantifiable
Results

Impact on
Poveny

Environmental
Impact

Potential for
Replication and

Transfer

~Uo de Janeiro Sao Paulo Mexico City Bombay Delhi Cairo

~e!orestation Alert II Air SIRDO Sewage CORO Pay Action for Zabbaleen
of Favelas Pollution and Waste Toilets Securing Environment

Awareness Disposal Health for all and
Event Technology (ASHA) Development

Soil Erosion Air PoUution Sanitation Sanitation Basic Health Solid Waste
Management

I jI4 men and women On lhe day of Alen 600 toilets in six slums, In each slum. five to 17 SO solid-waste hancfIinI
I~ employed. 40,000 11.190% serving 28.440 users. people are employed. OWUJDUDities DOW exist
~e benefited panicipatioo amoog 'They serve a total of and have generared
dij~ctly from lhe 300.000 driven. 100,000 residents. thousaDds of dwable
~orestatioo of lheir SO% reduction in jobs.
CCjmmunities. carbon dioxide

levels.

JoJ> creation. Theoretically, jobs in Job c:reatiOll. Job crealiOll: improved The 7 ..NwJem ecmoml
~ectivizatiooof micro-enterprises would collectivized community health: elevated has been CQIIlpletely
slJl=etdwellen and be created, but the labor. Also, ~cause resistance uf women to rest.ruelured. In
bel:.ars, strenglhening systems were DOt lhe organization's main oppression. addition to the waste
of Resident appropriate for low- activity ha~ been in entelprises. the project
A¥ocialions, income commwlities. literacy, the toilet inc..1;xIcs a credit
co!l1Jllunity control of scheme enhances their scheme for women-
frqit harvest from trees. literacy efton. beaded households,

upgraded housing
and upgraded
infra-slJUdure.

Puf'lic enviroomental Public environment Environmental educa- Beuer Sanitalioo. Wiler and Sanilllioo Improved sanitation.
ed~cation, reforestation, educllion about lion. Sanitation was services are improved community
s~ stability; water automobile exhaust improved in one (no eJaboralion OIl this heallh ede:ation arni
qu,lity and improve- as the primary community where lhe point). enviroomental
meltts in the climate [!] soun:e of air technology was awareness.

pollution. Increase successfully
in political will to implemented.
correct causes.

Reflication occurs IMovllion was Restricted by pIlenl. Replication in Bombay 'The inoovah09 has been Individual CQIIlpollents
lhJllUgh Resident tnnsferred to NYC. The technology has bee~ through the netwmi; of replicated in 15 Delhi are replicated all over
As~ociation Mnetwork". Sao Paulo would heavily promoted CORO activists. Tne slums. Cairo in the form of

prefer m!l to repell. through various media. inoovation has diffused solid-waste handling
to other Indian cities. owupanies.
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