
------1

_J

CONTENTS

RHUDO POLICY SEMINAR·
1

KEY ISSUES IN ASIA
4

CONFERENCES
6

TRAINING
7

A publication of the U.S, Agency for
International Development. Regional
Housing and Urban Development
Office for Asia (RHUDO/Asia)
MAY 1989
VOL. I NO. I

1988 RHUDO POLICY SEMINAR,
Shelter- and Urban Policy: An Asian Perspective

The Regional Housing and Urban Development Office (RHUDO) last September
conducted a seminar in Bangkok on the relationship between shelter, urbanization,
and national economic development. The purpose of the event was to bring
together carefully selected individuals from public, private and community
organizations in Asia to identify and discuss key issues and related policies in these
subjects. The fourteen participants in this "Expert Group" included creative
thinkers and practitioners from Pakistan, India, Sri Lanka, Nepal, Thailand,
Indonesia, and the Philippines (see next page for participant list). The intent was
for the Expert Group to help shape the RHUDO's regional strategy by identifying
priorities for future activities. The seminar also helped to establish a network of
highly experienced professionals throughout Asia.

The seminar was intended to take maximum advantage of the participant's
experience, and thus the seminar's process and format supported open dialogue
concerning what the group determined to be the critical issues in the shelter/urban
sector. While the lack of background studies, position papers, or formal statements
was found unique by the group, the process proved to be very constructive.

David Painter, the Regional Director of RHUDO/Asia, opened the event by
emphasizing that urbanization and shelter provision can, and does, make a
sl;lbstantial contribution to economic development. This linkage is, however, to a
large degree contingent upon clear and consistent national policies. Increasing
experience' indicates that such policies should:

reflect the linkage between shelter investment and economic growth; provide
sufficient incentives and opportunities for the private sector to fully
participate in all aspects of urban and shelter development; acknowledge the
contributions of the informal sector to small scale production, shelter
development, and basic urban services; and, adequately address the critical
shelter, employment, and service needs of the urban poor.

In an initial round of discussions, the group indentified more than thirty specific
policy issues. These were reduced to a single high-priority group of eleven which
were felt to be critical areas for attention. The final list included:

- land value, supply and management
- public/private partnership mechanisms
- converting the need for low cost shelter into effective demand
- institutional reform responsive to shelter and urban needs
- legitimization of slums
- urban poverty
- environmental aspects of urbanization and shelter
- development of community-the human element
- institutional development for resource mobilizatipn
- community participation in planning and policy formulation
- the need for integrated national policies to address urbanization, shelter

and economic development
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The group selected two of the topics, land and public/private partnerships, for
further indepth discussion during the remainder of the seminar. Ideas were shared
about the nature of the issues, and the opportunities and constraints frequently
associated with them in Asia were discussed The dialogue concluded with a
thorough discussion of the types of actions needed to achieve policy reforms in
these areas. Of particular utility was the sharing of experiences, both successes and
failures, on the part of the whole group.

The participants in the Seminar formed themselves into an advisory group able to
give RHUDO a truely Asian perspective on shelter and urban issues.

It is anticipated that this group will become the nucleus of a network that will
exchange information and ideas among themselves and the RHUDO well into the
future.

List of Participants

INDIA
Mr. Deepak Satwalekar
General Manager, Housing Development
Finance Corporation of India

Mr. Kirtee Shah
Director, Ahmedabad Study Action Group

INDONESIA
Dr. Ferry Sonneville
President, Real Estate Indonesia

Mr. Hendropronoto Suselo
Director, City and Regional Planning,
Ministry of Public Works

NEPAL
Dr. N.K. Sharma
Additional Secretary, Ministry of Housing
and Physical Planning

PAKISTAN
Dr. F.A. Rabbani,
Chaiman, House Building
Finance Corporation

SRI LANKA
Dr. A.C. Randeni
Director of Economic Affairs,
Ministry of Finance

P.A. Kiriwandeniya
President, Federation of Thrift and
Credit Cooperatives

THAILAND
Fr. Joseph Maier
Director, Human Development Centre (Bangkok)

Dr. Utis !(aothien
Senior Urban Expert, National Economic
and Social Development Board

Mr. Pratak Simapichaicheth
Managing Director,
Thai Real Estate Company

Mr. Kitti Patpongpibul
Managing Director, Government Housing Bank

Mr. Sidhijai Tanphiphat
Deputy Manager,
Government Housing Bank

PHILIPPINES
Mr. Nathaniel von Einsiedel.

Commissioner, Metro Manila Commission
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WELCOME TO II , IV
We are pleased to introduce the first issue of I.JIA PCIUPCCTlVC, a periodic publication
of the U.S. Agency for International Development, Regional Housing and Urban
Development Office for Asia (RHUDO/Asia).

More than any other region of the world, Asia contains a bewildering diversity of
cultures, levels of development, problems and opportunities not least of which in
terms of shelter and urban development. This level of diversity is but one aspect of
Asia that has led us to believe that a publication such as this, one concerned
exclusively with Asian shelter and urban issues, is warranted.

In spite of the diversity withia the region many similarities also exist. A major goal
of AliA PttJPt:CTIVt will be to present material that is relevant to the widest
possible readership. This will be accomplished by focusing on issues that illustrate
such similarity, and are of importance to policymakers and professionals in the
region.

It is only proper, then, that this inaugural issue's feature piece concerns a new
forum, the RHUDO/Asia "Expert Group", in which many of the region's top
practitioners can meet on a regular basis and discuss key areas of importance and
interest in the fields of shelter and urban development. This issue also takes a
preliminary look at the topic of land, which the Expert Group's inaugural meeting
concluded was of paramount importance in Asia.

The ultimate success of AliA POUPt:CTlVt: is contingent upon meeting the needs of its
readership. We feel that while RHUDO will publish AliA PttJPCCTlVe , it is intended
to be your publication. The material included in it will be a direct result of what
you see as important and of interest. As such, we ask that you take the
opportunity to share your thoughts and suggestions with us by completing the
questionnaire on the last page of this issue. It is our hope that you find the
information and news in AlIA PeQJPtCTlve stimulating, useful, and of continuing
interest.

Average Annual Growth rate of Urban Areas In ASia 0 (196580), • (1980-85)
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KEY SHELTER ISSUES
URBAN LAND IN ASIA

It should come as no surprise that land was
judged by the 'Expert Group' (see lead arti
cle) to be the most critical shelter and urban
development issue in Asia. As one partici
pant commented, "We cannot implement
even the most progressive national urban
policies if we do not deal with the issues of
land, it affects all shelter policy."

I~~!~~~~~~~~. In this issue, AlIA PeJlJPeCTIVe will begin to
examine the topic of urban land in Asia,
utilizing observations (relative to their own
countries ) by the members of the Expert
Group made during the seminar. Future
issues will devote considerable attention to
the specific problems, opportunities, and
approaches within this broad topic.

Land Issues: An Asian Perspective

The Nepalese participant in the group
related his national government's original
desire to stay out of direct intervention

in urban land development. Government action, he added, was now necessitated
by "widespread informal conversion of agricultural land that has resulted in
numerous substandard areas and rising maintenance costs". The Ministry of
Housing and Physical Planning is investigating land pooling, and the planning and
provision of infrastructure, the cost of which would be passed on to private
developers.

The group member from Pakistan stated that land speculation is acute in his
country, and that the prices of land are doubling every two to three years. This is
in spite of the fact that most urban land in Pakistan is in public ownership, and is
generally allotted to low income households at less than market prices. Currently,
land is responsible for 40-50% of the total price of low-cost shelter.

The seminar participant from the Philippines said that his government has tried in
the past to rely on free market forces relative to land allocation and pricing, and
has only intervened in situations where extremely poor households have been
involved. Currently, the national Congress is revising the country's urban land
reform law in the areas of land management, valuation, taxation and ownership
rights, and the government is examining what, in general, is the most appropriate
degree of state intervention in urban land issues.
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EPAL
Limited government intervention is
necessitated in the management and
servicing of urban land.

PAKlST
Speculation in land is a serious
problem. Partially as a result, the cost
of urban land is responsible for 40-50%
of the total cost of low-income shelter in
urban areas.

iPHILIPPINES
Past reliance has been placed on market
forces to allocate and price urban land.
Current re-examination is underway of
the most appropriate degree of state
illterventioll in urball lalld issues.
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INDIA
Th. cost of land if responsible for ",.11
ov.r half the total COSI of shelter in
some urban artas. Stale legislalion and
proudure.. cOlllribure 10 tho higlr cosl
and caw. land managemenl problems.

The price of land is perhaps the largest
shelter related problem in India. Often,
60-70% of the cost of shelter is
attributable to land. The Indian group
members stated that the Urban Land
Ceiling Act, adopted in 1976, has
resulted in an artificial scarcity of land
that has driven - up prices in most urban
areas. In response, one of the Indian
participants suggested a vacant land tax
as an alternative means to control
speculative land holding. It was also
stated that the procedures involving the
transfer of land are so complicated and
costly that may landowners avoid them,
with the result that many land titles are
no longer clear.
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SRI LANKA
,urban land problems are nOI a.. acute
os in other Asian countries. Measures
ore being laken, however, 10 redr-u:e
pressure On urban land resourc.s.

INDON SIA
Ntw urban land policies art b.ing
developed tlral stress land economics,
local revenue generation, and publici
private partnerships.

THAILAND
Th. higlr cost of urban land may be the
country's grtatest shelter-related prob
lem. A public/private sector body has
been attempting to address tire issue.
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Urban land issues may not be as extreme
in Sri Lanka as they are in other Asian
countries represented in the group, but the
country has experienced enough pressure
on urban land that the government is exploring policies of relocation and
decentralization of economic activity. These policies also take the form of reclaiming
buildable land, and 'creating' land through land filling operations. The government
also has an extensive program of'opening up new lands in rural areas to relieve the
pressure on urban land.

The participants from Indonesia related that their country's existing land policies are
basically agrarian in their orientation, and yet have been used (unsuccessfully) in
urban areas. New urban land policies are being developed that stress land economics.
These policies include an emphasis on property taxation that result in revenue for
local governments, and the use of public/private partnerships in land development.

The group members from Thailand felt that land acquisition at affordable prices was
perhaps their country's greatest shelter problem at the present time. Quite often the
government is unable to purchase land for shelter programs due to its high price, and
concern was expressed that government land development for industrial purposes will
similarly be stymied. Large-scale purchases of land by foreign investors and
"excessive" valuation of land were indentified as contributing to market imperfections.
One Thai participant pointed out the dilemma in having the private sector involved,
profitability, in what is essentially a 'social need' area. Nevertheless, a joint
public/private sector "Housing Policy Council" has been active in attempting to
address this issue.



CONFERENCES
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Eight respected professionals from Asia
in the urban and shelter sectOrS
participated in the Washington Policy
Conference, conducted by A.l.D.'s
Office of Housing and Urban Programs.
The purpose of the conference was to
provide the opportunity for experts from
around the world to share experiences
and ideas about effective approaches to
formulating and implementing improved
policies in these sectors.

The opportunity to meet was particularly
important at this time because economic
conditions and the overall policy
environment are now changing so
rapidly. Most countries, including sever
al in Asia, face a much more austere
economic environment than they did a

decade ago. National governments are
attempting to respond through structural
adjustment programs and other broad
policy changes. Those concerned with
shelter and urban development cannot
avoid noticing that this combination of
economic change and macro-policy
response is having a dramatic impact on
sectoral problems and opportunities.

The conference theme was predicated
upon the emerging view, held by both
international donors and top leaders in
the developing world, that massive urban
growth is inevitable. The corollary is that
central governments cannot manage or
pay for all of the requirements associated
with this growth. The implication at the
heart of the conference is that the focus
of responsibility in providing for, and
taking advantage of urbanization should
shift more to the private sector (informal
as well as formal), and to local
governments.

These themes were reflected in the major
topics of the conference: shelter; decen
tralization and strengthening LocaL govern
ment; infrastructure provision and finan
cing; and, urban job generation. The par
ticipants discussed what processes could
be established to best address this range
of related issues, such as how to support
the formulation of effective policies in dif
fering national circumstances and to as
sure that new policy initiatives are effec
tively implemented.

The contributions made by the participants
from Asia, and the insights they took
away from the conference will be reported
in a future issue of AliA Pet!fPtCTlVe
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MARKET AND FII\JANCIAL
STRATEGIES FOR
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BANGKOK, THAll_AND
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SPONSORS

Thailand
Contact:
Dr, Warin Wonghanchao,
Director
Land Institute Program,
Socio-Economic Policy and
Forecasting Unit,
Chulalongkorn
University Bangkok 10500

Indonesia
Contact:
Or, Ferry Sonneville,
President
Real Estate Indonesia
JI. Pejambon NO.7
Jakarta Pusat

TRAINING

This past summer nearly 300 professionals
in Thailand and Indonesia took part in a
short-term training event entitled, "Market
and Financial Strategies for Housing
Developers". The course in each country
was conducted by Dr. David E. Dowall, a
professor with the Institute of Urban and
Regional Development, University of
California at Berkeley, and a noted
expert on land and housing development.
In both countries RHUDO/Asia co
sponsored the course with local academic
and professional institutions involved
with shelter development.

The rationale for the course is based
upon the increasing importance of
private sector housing developers in
providing low-cost housing in both
Thailand and Indonesia. Current and
future housing market conditions in both
countries suggest that the role of the
private sector will expand, especially into
the previously largely ignored lower-cost
housing market segment. (In Thailand,.
homes in this segment range in price
from $ 6,000-8,000.) RHUDO and the
course sponsors felt this expansion could
be facilitated by assisting housing
developers position themselves within
this segment, and by helping developers
to better read and respond to market
conditions.

The principal objective of the course was
to train the professional staff of housing
development companies in the practise of
real estate market and financial analysis.
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With such training, developers are better
able to systematically gauge housing
market conditions, identify development
opportunities, and define which housing
product types are in high demand.
Another important objective of the
course was to serve as a catalyst in
establishing an ongoing professional
training capacity at one or more of the
co-sponsoring institutions.

Case studies were prepared in each
country to illustrate the specific topical
material, which included :

- the roles and uses of market analyses
- demographic and economic trends shaping

housing conditions
- choosing a market niche and housing

product type
- estimating housing market demand,

and capture and absorption rates for a
project

- framework for determining project
feasibility

- linking market studies and feasibility
analysis

The reaction to the event in both
countries was very positive. In a
post-course evaluation survey, the
participants in Thailand indicated that
follow-on event topics might include land
appraisal techniques or "further details
on feasibility studies". The extensively
prepared course readers, which include
the case studies, are available at cost
through the local sponsors.



) No

OLIESTIONNAIRE
1 What topics do you think AlfA Dell/Pecrwe should cover? (If you select more than
one please prioritize.) Please feel free to add to the list in the space provided.

( ) priority policy issues in Asia
( ) policy analysis, change, and implementation
( ) program design and implementation
( ) case studies of successful sectoral programs
( ) current shelter and urban development research in Asia
( ) notices on upcoming conferences and training
( ) features on top Asian professionals in shelter and urban development
( )------------
( )-------------

2 The intent of AlfA Pell/peCllVe is primarily to present, or disseminate, existing
information. That is, original works produced especially for the publication will be
avoided in favor of assimilating and/or editing of the excellent existing material already
available in Asia.

Do you know of specific material related to any of the above topics that your
colleagues in the region could benefit from through publication in AliA PetlJPeCnVe ?

) Yes

Description: _
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PUBLIC/PRIVATE PARTNERSHIPS IN
SHELTER AND URBAN DEVELOPMENT

This issue ofAsia Perspective will highlight public/private partnerships in shelter and urban
development. Participants in RHUDO/Asia's first Regional Policy Seminar (reported in the
last issue) selected "public/private mechanisms," orpartnerships, as one ofthe key policy issues
within Asia's shelter and urban development sector. As a result it was selected as the theme of
the second Regional Policy Seminar, held this past June in Jakarta. A review of this event can
be found on page six of this issue. During the seminar the group discussed the different kinds
of public/private partnerships, some innovative examples in the shelter/urban development
sector, and how the increased use of partnerships might be assessed.
Public/private partnerships have no single definition, instead they respond to specific local
conditions and customs. There are, however, common themes that partnerships develop. These
reflect the need to address development issues in terms of process and policy, not projects.

o partnerships are a means to increase the availability ofhuman,financial, and technical
resources necessary to tackle shelter and urban development needs;

o partnerships should not be confused with "privatization", which is normally taken to
mean the transfer of responsibility for urban services from the public to private sector
(some partnerships may iinvovle privatization, but others do not);

o the partnership involves mutual commitment for mutual benefit, but also the possibility
ofall parties being exposed to risks; and,

o partnerships are not an excusefor governments to cast responsibilityfor difficult shelter
and urban development problems onto the private sector, nor for the private sector to
strap the public sector with responsibilities and costs the private sector can more
effectively address.

Public/private partnerships in shelt~r and urban development are becoming more common in
Asia, as elsewhere, for one overriding reason:

Governments at all levels are realizing that their increasing human, technical andfinan
cial resource constraints will preclude them from alone providing the shelter and urban
development requirements ofgrowing urban populations. It is becoming increasingly
clear that only through partnership mechanisms thatfacilitateprivate initiative will these
resources be mobilized to meet basic shelter and urban development needs.

The Partnership Potential
Over the past decade governments have attempted to meet urban and shelter needs through
programs based on either of two broad policy options. The first allocated government resources
directly to assisting the poor. This approach often meant ignoring the needs of other constituent
groups, and more significantly, overlooking potential economic development opportunities
because the poor might not directly benefit. The subsidies often associated with this approach
never succeeded in assisting the vast majority of those truly in need, and worse, they contributed
to public sector financial difficulties. It is now seen that not only did this subsidy-based approach
have the tendency to retard economic growth, it did not necessarily resolve ."basic needs"
problems either.

The second option was basically the converse; that is, government resources were directed at
areas with the greatest possible economic retijrn. This often resulted in investing .limited



financial resources in areas with the greatest comparative economic advantage. While this
strategy frequently promotes widespread economic growth, 'it can further exacerbate inequitable
income distribution, particularly.in the short-run. The specific problems faced by the urban poor
were often given a low priority under this "growth-orient~d" approach.

However, an approach that constructively integrates public and private sector actions can
develop mutually supportive roles for public sector entities, expand the resources required to
adequately address specific development and economic growth issues, and mitigate the detri
mental-effects of the past approaches outlined above. Such public/private partnerships focus
public policies and programs towards creating an environment that may mobilize, facilitate and
channel private resources into the areas with greatest economic potential, while reserving and
committing public resources for the provision of urban services and shelter, which the private
sector cannot economically provide to the poor. Ideally, this partnership approach will allow a
country to benefit from the economic growth potential inherent in the "growth-oriented" model,
while increasing delivery of"basic needs" to the urban poor through better targeting of increased
resources.

Types of Public/Private Partnerships
As noted above one of the strengths of public/private partnerships is that they can take many
forms. Partnerships, however, tend to group into three basic types:

o Joint Ventures
o Passive Partnerships
o Facilitative Partnerships

Joint Ventures:
These types of partnerships rely on active participation of both the public and private parties.
Although not as common as the two other types ofpartnerships, joint ventures are often the most
visible simply because the parties are both responsible for significant actions required to fulfill
the partnership's objectives. Examples of joint venture partnerships would include land
readjustnlent schemes as practiced in Japan and Korea (see center column), and the land sharing
technique developed by Thailand' s National Housing Authority in partnership with private land
owners. Another example ofa joint venture can also be found in Thailand: the "Housing Policy
Subcommittee" of the government's National Economic and Social Development Board. As
implied by the name, this group consists of representatives from both the public and private
sectors, and develops national policies affecting shelter. In most all cases the government takes
the lead in establishing the mechanism and implementing joint ventures and other examples of
public/private partnerships identified by the Subcommittee.

Passive Partnerships:
Passive partnerships may be the most common, ifoverlooked, form ofpublic/private partnership.

.Simply speaking, such an arrangement is predicated upon the government giving the private
sector a freehand in addressing those needs for which it can economically provide. It is in essence'
an implicit partnership, which nevertheless benefits both parties. Government's responsibility
in the "deal," as one participant in the Policy Seminar put it, is "(to) get out of the way." In a
passive partnership government regulation, and indeed involvement of any type is kept to a
minimum.
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JOINT VENTURE PARTNERSHIPS
Two specific techniques for achieving the
objectives of public/private partnerships
are featured below. As the World Bank
noted in its 1988 World Development Re
JlQL1 chapter on financing local govern
ment, both teclllliqlles can be included
under the general category of "benefitfi
nancing" . Benefit financing techniques
all effectively shift the cost of providing
services, land and infrastructure from the
general (often property tax paying) public
to those who directly benefit from the ur
ban development activity. The first tech
nique is land readjustment and the second
development charges. Both techniques
reduce the financial outlays by local gov
ernments for land development and other
infrastructure provision by transferring
responsibilityfor these costs to the private
landmvner, property developer, or other
beneficiary.

Land Readjustment
Modern land readjustment has been prac
ticed in Korea, Japan, Taiwan, and to
lesser extent, India. Although the tech
nique differs somewhat in all of these
countries, the basic procedure is the same.
Numerous smallparcels ofraw landowned
by a variety ofparties are cOl,lsolidated by
a public or private entity set-up to admini
ster the program. Nothing is paid to the
owners for the land. The land is serviced
andsubdividedfor urban use anda portion
of the developed land is then returned to
each original owner. The amount of land
returned is based both on the initial value
ofthe landholding and the new value ofthe
serviced land.
The advantage ofland readjustment is, of
course, that either public or private enti
ties can develop land without the need to
finance land purchase. Financing is still
requiredfor land sen'icing costs, but since
the debt can be retired as soon as the land
is sold the financing term is relatively
short. For both reasons carrying costs are
kept very low, which results in more af
fordable prices for the final product
whether it is housing plots or industrial
sites. Land readjustment can be a prime
example ofpublic/private partnerships,
Development Charges
Development charges are aClllally best
described as a class of related benefit
financing techniques. Some are already in
use in less developed countries (Wes),
while others have only been widely utilized
in the United States. Descriptions of the
most common techniques follow.



In a public/private parrnerS/lip in Tllailand.
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nllm;ly caused hy Ihe de\'elnpment. Den'l
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Bf?1termell1lel'iesart' has(,d on the C'(}fwept
of "I'alue capture", or pldllic fecalJlUre oj
the I'alue erell/ed in an area hy l'\pencli
ture ofpublic funds. Such le\'le1 are used
to help finance roadway del'elopment allcl

imprm'ement U! Lalill America, where they
are kllown as "\'olori:lIfton" charge,\
Conceptually, he(ferment le\'les are ,'ery
s;milar to land readjustment .. 11 is ('a ....r to
imof.{ine the two leduuQues used in (011

junction, For example, de\'elopment cost.\
for a specific area of land could he fi·
nam'ed lISillR land readjwtment, .... ·hllr thi'
costs Gssonated wl1h prm'idlllK (ifj~slfe

road Ul·cess or 'H'aterline ('.'tenslon could
he co\'ered hy the hetterment lery
Conclusion
Benefit financing techniques such u.... land
retJeljtHtmellt and del'elo"nu.'lIt dwn.:e.\
offer p,.(wen methods h\' "dtil"lz f'uhllc
pr;\'me partlll~nh;"s ltJlI he put 11110 pruc·
tice. Although they call he tlclmini\fra
til'ely complex. their successful use in Asia
and elsewhere den/(mstrate~ the complex
1(...' can he managed. and Indeed, under
Sl"ore!i their utili", til reducinK thl' need (~r

puhlic npenditure.\' for pri\'{Jte del'elo/,
meflllleed.'i
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Government provision of services or shelter that it has no comparative advantage in providing,
often in competition with the private sector, has only led to reducing the levels of resources
available for infrastructure and shelter programs. Unfortunately, examples in Asia of passive
partnerships are still rare. Perhaps the closest example, at least in tenns of shelter provision, can
be found in Thal"land where housing development is booming and at the same time shelter is
becoming more affordable to lower income households. This result has been accomplished more
by relaxing regulations and reducing public sector housing programs than by explicitedly
promoting the sector through various incentives, or engaging in fonnal joint ventures. Having
said that, Thailand's success does also involve a limited degree of pro-active public actions, uch
as streamlining the land transfer process, designed to facilitate private involvement in the
housing sector. Facilitation is a key feature of the last type of partnership.

Facilitative Partnerships:
In a facilitative partnership, government plays a supportive role in program implementation, yet
ha. important responsibilities in developing policies that succeed in mobilizing private initiative.
The public sector takes an active role in facilitating progress toward mutually agreed-upon
objectives, concentrating on the regulatory framework, economic incentives and policy devel
opment functions that are legitimate public concerns. The facilitative type of partnership holds
great promise.

In a workshop entitled, "Public Private Partnership in the Provision of Infrastructure for Human
Settlements" held last year in Indonesia, a participant from the Netherlands stated that for any
type of partnership the following circumstances should be sought to promote the chances of
success:

I.) Mutual trust and goodwill. The initial phase appears to be of great importance for the
quality ofthe partnership. Agreement on a unified course of action is a mailer requiring
particular care.

2.) Convergence of interests. It is important to recognise that both between the public and
private sectors, and within each sector, different individual goals and interests apply. A
successful partnership can be fonned only if these different goals are not mutually
exclusive and, preferably, if they complement each other.

3.) A business-like and market-oriented approach and procedures. The public sector must
start to think more along these lines than in the past, especially if it accepts risks as a
partner must under such an arrangement. The necessary expertise must be developed
by the public sector; such a result can be another objective of a successful partnership.
The private sector should as well forego its monopolistic tendencies to support greater
competition.

4.) Coordination and correlation of policies and actions within the public sector. Publici
private partnerships cannot work if the result is put at risk by government entities outside
of the specific partnership agreement. It must be the responsibility of the government
entity involved in the partner hip to ensure that the necessary coordination takes place.

cont'd. on page 8



PRIVATE SECTOR PARTICIPATION IN MUNICIPAL
SERVICES DELIVERY IN THIRD WORLD CITIES:
A Select Annotated Bibliography, prepared by Amy U. No"lan, A./.D. Office of Housing and
Urban Programs.*

'Privatization' is broadly defined as the mobilization of private resources... energy, skill,
money... to more effectively service the needs ofeconomic and social development. Many LDC
governments hold that services such as health care, water supply, and education are merit goods
and therefore should be provided not only without charge but exclusively by the public sector.
Yet many of such services are enjoyed only by a small minority, while paradoxically the poor
majority are served if at all by "informal" private services delivery. The author favors wider
resort to the private sector to expand urban service delivery. Three areas recommended for
prompt action by LDC cities include: (1) privatization of management, eg., contract and lease
mechanisms; (2) contracting-out of maintenance and services, eg., load-shedding; and (3)
deregulation to encourage greater and more efficient private sector participation.

This paper identifies privatization of services as the policy area with the greatest potential in
terms of lightening the public sector burden, increasing the efficiency of resource use, and
stimulating growth. Private provision of services presents less explosive political issues than
divestiture and is therefore more amenable to reasoned policy dialogue. It mobilizes new
resources, mainly increased individual effort, greater intensity of work, and the commitment of
skills useful in the marketplace. The authQr discusses examples of private provision of services
as well as government contracting of services in numerous LDCs. Ultimately the larger role for
the private sector is seen as a vehicle for dispersion of economic authority and thus contributing
tn more decentralized and democratic societies.

This paper acknowledges that most developing countries operate under a highly centralized fonn
of governlnent when development depends on integrating the efforts of all government levels.
In particular, effective public sector management depends on the ability of the central govern
ment to harness the resources of lower levels of government. Cochrane states that many
developing countries depend heavily on local government to deliver basic services but do not
accord local government the authority or administrative capacity sufficient to generate local
revenues to support the cost of such services. The cost of services can be recovered from the
consumer: (a) through user charges; (b) the local government revenue base; or, (c) the central
government, either through revenue sharing or the grant system. The author advocates greater
use of user charges by local authorities since those who consume services and who have the
necessary resources are in principle those who should pay. Refuse collection, electricity,
telephones, public housing and recreation are areas in which cost recovery is recommended. A
proliferation of local public enterprises or branches of national corporations such as a national
water and sewerage authorities, while providing or financing certain services, are frequently
poorly managed and regulated resulting in serious waste of local resources and functional
fragmentation. Publicly-structured service delivery approaches have turned out to be static
rather than dynamic with little improvement in performance over time.
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1.) BERG, ELLIOT
The. Potentials of Privatization in the
Dev'elopment Strategies of the 1980's;

(Paper presented at the Development Pol
icy Seminar for Senior UND? Executives,

The Institute ofSocial Studies, The Hague
(November, 1982»

2.) BERG, ELLIOT
Changing the Public-Private Mix; IMF
Document DM/83/JO (February 1983)

3.) COCHRANE, GLYNN
Policies for Strengthening Local Govern
ment in Developing Countries; World
Bank Staff Working Paper No. 582 (July
1983)

* NOTE:
Additional material relating to public/pri
vate partnerships that has been published
since Nolan's bibliography will appear in
a future issue ofAsia Perspective.



('ub/ie Ireatment faelii/tes for (pflvale)
indus/rial waste illustrate one

partnership arrangement

4.) 01 TREA ,SA DRA J.
How ro do More With Less: Reducilll(
Solid Waste Sen'ires Costs; (Paper pre
pared for World Bank Seminar 0/1 Mafl

agemell/ Op/IOIIS for Urhall Sen'ices;
Cesme, T.urkey IN()\'emher 1985))

S.) COYAU), 1M tEL P.
Private alld Puhlic A/temati"es fur Pro
,'idlllg Waler Supply. Sewerage alld Olher

MUlliClpal Sen'ices Ipaper prepared for

World Bank Seminar all Munagemen/
Options for Urhan Sen'ices (No,', 1985))

16.) HA KE, STEVI'~ H.
The Private Pro\'isio/l of Puhlic Sen'ices

alld It'.!rastruc/ure; lohn Hopkins Unilw
sity, Baltimore. MD. (Report preparedfor

A.lD. Bureau of Private Elllerprise IMay
1984))

i.) RO Dl ELLI,
DE IS, ET. AL.
Decefllralizatio/l in DevelopillK Cowztries:
A Re\';ew of Recent Experience; World

Balik StaffWorklll1( Paper No. 581 (lall.

19841

8.) ROTH. GABRIEL
Pr;\'ule Prnl'lsiofl of Puhlic en'ices in
Developing COlUllnfs: O~fordUniversity

Press IBook prepared for the World Bank

(lOll. 1987))
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The author quantifies the costs of solid waste management in developing countries which. on the
basis of field observations. can consume 20 - 40 percent of a municipal budget. The article
underl ines the importance of maintaining municipal or metropolitan control of the service even
if some operations are delegated to the private sector. The experience of developing countries
with contracting out forthis service is that mostly international waste management service firms
are retained because local private enterprises, if they exist at all, are not equipped to meet the
demand. The author calls for joint-venturing of international firms with local firms to promote
and develop the private sector capacity in solid waste management in developing countries.

The paper identifies and discusses institutional alternatives for publ ic or private delivery of water
and sanitation services, models which might be used for other urban services as well. The French
experience in water supply is used as the framework for discussion as the French have tried or
tested most of the institutional alternatives both at home and in forn1er francophone colonies.
Alternatives discussed include: government-owned institutions; privately-owned institutions;
contracts for specific operating services; management contracts; management contracts with
profit sharing arrangements; leasing; and, concessions. A table comparing management options
of the various alternatives is incorporated into the paper.

This report investigates the desirability of substituting private supply for public supply of goods
and services that are typically thought of as being the sole responsibi Iity of the public sector. The
report is divided into three sections discussing: (I) theoritical support for privatization; (2)
comparative cost studies presenting positive empirical evidence for the proposition, mostly from
developed countries (34 service sectors are covered); and, (3) types of privatization - complete,
partial and temporary. The report concludes that privatization of public infrastructure and
services is a desirable policy that should be encouraged by A.LD. in developing countries
because it allows for more economically efficient output or increased quality and/or quantity of
output for the same resources.

A large number of governments in developing countries have attempted to decentralize
development planning and management responsibilities during the past decade. The author
categorizes decentralization in developing countries into four types: decentralization, delega
tion, devolution, and privatization. In most cases, privatization has not been a deliberate policy
of governments but has usually evolved from situations in which private sector fmns began
offering goods and services that government provided poorly or not at all, or only in some parts
of the country. The document lists a number of private sector organizational arrangements used
by developing countries for project implementation. Among these, the role ofnon-governmental
parallel organizations, community development associations, in the delivery of services to meet
human needs is discussed.

This book challenges the notion that public services in LDCs can only be supplied by the public
sector. The author presents and analyzes examples of private sector provision of public services
in LDCs in six areas: (I) education; (2) electricity; (3) health; (4) telecommunications; (5) urban
transport; and. (6) water and sewerage. The author argues that the experiences of one country,
however, do not necessarily imply suitability for another country. Each situation has to be
examined on its merits, viewed in light of the traditions of the society concerned and of the
resources. both the public and private, available to it.



CONFERENCES

RHUDO conducted its secondRegionalPolicySemi
nar, June 19-23 inJakarta. The title o/the event was,
"Policies and Programs to Promote Publici Private
Partnerships in Shelter and Urban Development" . It
was attended by sixteen shelter and urban develop
ment experts from the region, along with. RHUDO
staff and senior representatives from A.J.D. 's Office
of Housing and Urban Programs in Washington,
D.C..

This event was the second forum for this "Expert
Group" to meet and discuss key issues in the shelter
and urban development sector (see issue no. 1 ofAsia
Perspective for a description of the first). The
event's theme issue of public/private partnerships
had been awarded very high priority by the partici
pants in the earlier meeting.

Peter Kimm, Director of the Office of Housing and
Urban Programs, gave the keynote speech. Mr. Kimm
stressed that government is still important, but its
proper role is best defined as one that encourages and
facilitates greater private sector participation in fi
nancing and developing the provision of public
services. For instance, one possible public role in a
paitnership includes establishing objectives and pro
viding an appropriate regulatory system that results
in improving the quality and efficiency of services
provided to the public.

Government attempts to have a role as a supplier of
shelter, and to a lessor extent urban services, have
largely been a failure. Mr. Kimm emphasized that
government can more effec~ivelyincrease the supply
of shelter and urban services by finding ways to
mobilize private participation in these markets. He
argued that it is in the "rules of the game", ie.,
regulation and supervision, where government in
volvement is most natural. The skill and sensitivity
with which it performs this function will have a major
influence on the market efficiency for shelter and
urban services. It is significant that these "natural"
areas of government involvement require little in the
way of public funding.

Mr. Kimm concluded by listing three 'rules' for suc-

cessful public/private partnerships:

1. clear and open delineation ofresponsibili
ties regarding roles,obligations and freedom of ac
tion;

2. respect by the private sector of the public
sector's role in setting and enforcing appropriate
regulations and standards; and,

3. respect by the public sector for the private
sector's ability to deliver shelter and urban services
within the established rules of the game.

The first session of the seminar involved an exchange
of participant experiences with public/private part
nerships in shelter and urban development. The
participants offered a wide range of experiences in
their countries, although it became clear that some
countries have progressed much further than others
in the use of partnerships. For example, participants
from India and Pakistan stated that their respective
governments were in many ways still wary of (for
mal) private sector motives, and that partnerships
were therefore limited. On the other hand, experts
from Thailand and Indonesia shared a number of ex
amples of existing or proposed public/private part
nerships. As one of the seminar facilitators com
mented afterwards, such a diversity of experience
was welcomed and indeed promoted learning, which
for all of the participants including the RHUDO staff
was a significant outcome.

In the next two sessions a wide variety of key policy
issues in shelter and urban development were dis
cussed. This was followed by a field trip to the site
ofthe Bumi Serpong Damai new town outside Jakarta.
This private sector venture provided a useful and
concrete example ofone form of a successful publici
private partnership. The last session included a pres
entation by the Indonesian Ministers ofPublic Works,
and, Housing, and an ensuing roundtable discussion.
The participants discussed new perspectives they had
gained from the seminar, and what opportunities
might exist for future actions.
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POLICIES AND
PROGRAMS TO
PROMOTE
PUBLICI PRIVATE
PARTNERSHIPS II\J
SHELTER AND URBAN
DEVELOPMENT

SPONSOR:

Regional Housing and Urban
Development Office for Asia
(RHUDO/Asia)



THE ROLE OF MARKET
TOWNS IN
STIMULATING
NATIONAL ECONOMIC
DEVELOPMENT

SPONSER:

His Majesty's Government oj Nepal
(HMG/N), in conjunction with
RHUDO/Asia and USAID/Nepal.

For further information on the
Market Towns workshop contact
RHUDO, or'
Dr. James McCullough
Office for International
Programs, RTI P.O. Box 12194
Research Triangle Park, NC
27514 USA
Telex' 802509
Fax' (919) 541-5989

Market towns are importanr sites of
agro-based economic activities,
as rhis catron-ginning operation

locared norlhwest of
New Delhi illustrates
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TRAINING

A three-day workshop was held Septemher 12-14 ill
Kathmalldu, Nepal 011 the role of market tOWIIS ill
stimulatillg natiollal ecollomic developmellt. The
workshop was sponsored by His Majesty's Govern
mentofNepal (HMG/N), in conjunction with RHUDO
and USAID/Nepal. The Research Triangle Institute
(RTI) developed and conducted the event. A total of
fifty-five individuals, including five from Indonesia
and eight from Pakistan, participated in the event as
attendees, researchers, and observers.

The major themes of the workshop were:
• The economic framework of market town devel

opment,linking agricultural development, urban
infrastructure investment and employment gen
eration;

• The newest methods for conducting market town
analysis, covering agricultural marketing and
processing functions, investment needs, and local
financial capacity analysis; and,

• The support requirements of market town devel
opmentcovering local government management.
infrastructure financing and workfo'rce develop
ment.

Dr. Prakash Chandra Lohani, Minister of Housing
and Physical Planning gave the inaugural address in
which he stressed the need for going beyond past
HMG/N strategies that focused on growth corn-

dors and growth axis concepts - ideas based more
on spatial than economic criteria. Dr. Lohani said
that among the essential ingredients of economic
transfomnation are an increase in the productivity
of labor and a simultaneous expansion in marKet
ing and trade. He added that market towns play an
important role in this process by providing the
necessary technological, institutional and infor
mational inputs to rural settlements, allowing them
to recognize their economic potential.

The seminar presentations fell into two categories:
first, "market town description and analysis", outlin
ing general principles and methodologies; and,
examples from Nepal illustrating these principles
and methodologies. Presentations in the first cate
gory were made by Dr. Dennis Rondinelli, RTI,
and Mr. Harry Garnett of Abt Associates. In the
second segment the participants heard from Dr.
Pitamber Shamna, Tribhuvan University; Dr. Char
les Strickland, USAID/Nepal; Mr. Raju Tuladhar,
Management Support for Urban Development
Project (MSDP), ,Ministry of Panchayat and Local
Development; and, Dr. James McCullough, RTI.

Detailed infomnation on this event will be contained
in the next issue of Asia Perspective, which will
focus on market towns as a means to link and support
urban and rural development strategies.



cant'd. from page 3

5.) Continuity. Partnership programs may stretch over a long period and it is important to
allow scope in the agreement to respond to changing circumstances. Political changes
can result in an altered government perspective of the partnership and while particular
situations cannot be foreseen, procedures for the management of conflicts in the event
of a dispute between the partners should be addressed in the original partnership
agreement.

Conditions for Public/Private Partnerships
Before the type ofpartnership mechanism is decided upon, certain conditions in the sector should
be assessed. Such an assessment should focus on the needs within the sector, and the relative
capacities or strengths of the potential public and private participants. A possible framework for
this type ofassessment is offered below to address the question: What is the relationship between
the public and private sectors?

RHUDO REGIONAL
STAFF

David L. Painter
RHUDO Regional Director

Earl Kessler
Deputy Director/Regional
Housing and
Urban Development Officer

Thomas Johnson
Regional Housing and Urban
Development Officer

Barbara Foster
Regional Training Advisor

Public/Private Partnership Assessment
Private Sector CapacityPublic Sector Capacity

What programs are government currently pursuing?
How effective are these in meeting objectives and
why have they succeded or failed?

What budget and other financial resources are avail
able? Are funds adequate to administer current pro
grams or expand others?

What organizations have responsibilities in the shel
ter and urban development areas, and are the roles
clear, well defined and coordinated?

What policies, regulations and standards affect the
shelter and urban development sectors? Are they
effective or should they be revised, and if so, in what
ways? How do they facilitate or hinder private sector
participation in these sectors?

What incentives and subsidies are the government
providing? What is the cost associated with them?
Are they necessary?

In what areas does the private sector operate and what
is its technical expertise in shelter and urban develop
ment? Which areas could be strengthened?

Are private sector firms well-managed, profitable,
and investing in the local economy? What factors
affect this performance?

Is capacity widespread among many private entities
or is it confined to a few operating in p.articu]ar areas,
ie.,.what level ofcompetition exists? Do p~blic sector
entities compete with private sector firms?

Do private sector concerns have adequate access to
manpower, equipment, materials, capital, and other
inputs? What factors affect private sector access to
these?

Does tJ:1e private sector, including the informal sector,
have the resources and capacity to expand
activities?What is needed to strengthen the private
-sector capacity to provide shelter and urban services?

RHUDOCOUNTRY
STAFF
SRI LANKA
Dianne Tsitsps
Mission Housing Advisor
(USAID/Sri Lanka)

INDIA
Michael W. Lee
Urban Affairs Advisor
(USAID/lndia)

INDONESIA
William Frej
Urban Development
Adv.isor
(USAID/lndonesia)

THAILAND
Donald R Hubbard
Housing Advisor
(USAID/ Thailand)

A/fA pe~/pe'TIVe

Public/private partnerships are no panacea for all the challenges of shelter and urban develop
ment, but when developed and used appropriately they offer an important means to expand the
supply of a variety of resources available through private initiative. RHUDO will continue to
assist both public and private sector entities investigate the potential of such arrangements
throughout the Asia region. If you, the reader, have an idea for an innovative partnership that
you'd like to share or discus.s, or would like further information on the concept, please do not
hesitate to contact us.
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c/o RHUDO/Asia
37 Soi Somprasong 3
Petchburi Road Bangkok 10400
TEL. (662) 255.:3650
FAX. (662) 255-3730
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Typesetting by : CompuPrint



CONTENTS

LAND VALUE AND
PRICE

2

LAND MARKET
EFFICIENCY

4

RHUDO LAND
AGENDA

7

CASE STUDIES
8

A publication of the U. S. Agency
for International Development,
Regional Housing and Urban
Development Office ·for Asia
(RHUDO/Asia) APRIL.1990
VOL. 2 NO.1

~ A/~A PCR/PCCTIC
URBAN LAND MARKETS IN ASIA

Introduction
In this issue Al~A pel1f~e'TlVe highlights the topic of urban land in Asia. This focus helps lay a
foundationfor the upcoming 1990RHUDO Regional Policy Seminar which will have urban land
delivery as its theme. Land is also one ofthe key urban and shelter related issues likely to affect
our readership's professional responsibilities and interests.

Land issues are especially significant in Asia for at least two major reasons:
o Demand for urban land is significant due to continuing rapid urban growth rates and the

absolute size of the urban populations; and,
o Land is a basic economic asset that can and should be put to productive use in the effort

towards economic development. This is especially true in urban areas that are increas
ingly becoming Asia's "engines of economic growth."Unfortunately, increased eco
nomic growth almost always results in urban land prices· increasing at a faster rate than
desirable and thus reducing land's accessibility to many urban residents.

While the populations of most Asian countries are still predominately rural, unlike most Latin
American countries, and the urban growth is less than that in many African countries, the gross
number ofnew urban residents that many ofAsia's cities must cope with during a relatively short
period of time is unheard of in human history. For example, the Government of India's National
Commission on Urbanisation projected in 1987 that, based on the then current urban population
growth rate of 3.5 percent, the urban population would increase over the next 20 years by a total
of340 million. rhis increasing population has many needs: food and water, employment, shelter.
Land is arguably one of the most important factors of all.

The tasJ5. of providing serviced land for millions of new urban households per year is daunting
under the best ofcircumstances, and the situation in Asia is made significantly more difficult due
to several factors; including:

o inappropriate policies that both directly and indirectly distort land allocation,use, and
price;

o inadequate financing for land servicing and development;
o institutional inefficiencies within public agencies reponsible for urban land management;

and,
o private sector land requirements, especially those of the informal sector, that are met

largely outside a manageable policy and service provision framework.

All ofthese factors work to reduce the efficiency ofurban land markets to allocate and price land
appropriately. Its relatively easy to see how the increased demand for urban land brought about
by population pressures and economic growth is reflected in its increasing price. What is all- to
often overlooked, however, is that the factors mentioned above work to reduce the supply ofland
and thus contribute not only to scarcity, but significantly higher land prices as well. Therefore,
it should come as no surprise that urban land prices in many Asian cities are among the highest
in the world, especially when considered relative to average household incomes.



TABLE 1:
Projected Land Needs for Third World Cities (1986)

City
Population

(OOO's)

Land
Area
(Km2)

Existing 2000 Projected
Density Projection Need
(P/Ha) (OOO's) (Km2)

Bangkok 2,050 291 70 11,030 1,101

Karachi 4,000 237 169 15,862 675

Madras 2,470 128 193 10,375 343

Bombay 3,840 68 565 19,055 212

Calcutta 4,200 127 331 19,663 350

SOURCE: PADCO (1985)

FIGURE 1: Urban Land Value Change

Factors Affecting Demand
for Urban Land
Factors Relative to Land Price
in General

1. general availability and rate ofreturn
on alternative investments, relative to
the expectation ofinflation and the ab
sence of other inflation hedges;

2. the availability, cost and conditions of
credit;

3. economic and urban income growth
rates;

4. taxes and otherfiscal or regulatory in
fluences that reduce incomefrom land

5. general uncertainty concerningfuture
regulation or expropriation; and,

6. current supply of land to the market

Factors Relative to Specific LandParcels

7. accessibility, especially as related to
transportation costs;

8. availability and level ofinfrastructure
and services;

9. nearby land uses, and in particular ex
ternalities arising from those uses;

10. level of risk associated with the par
cel, eg., potential ofchange in allowed
(regulated) use; and,

11. required development standards and
other regulatory reqirements.

Factors Affecting the Supply
of Urban Land

1. availability ofinfrastructure and serv
ice delivery associated with land de
velopment;

2. planning and land use regulations,
eg., zoning, infrastructure standards;

3. transaction procedures and costs, ie.,
titling problems;

4. availability and cost of financing to
develop land;

5. general skill levels ofland developers
and public administrators;

6. overall physical limitations ofurban
izable land;

7. attractiveness ofalternative economic
activities;

8~ land market information (reduceJ
risk); and,

9. type of land tenure.

Anticipatory movement Surplus from change
~ ~ in land use

__ - ~ - - ---G~n~;~ ;ric~end
- - ~ Surplus from population

~ and income growth'

}

Capital cost of change in land use 1
, (infrastructure. etc.) I

Anticipatory movement :~ :.-:------~""'-----::::::::_-l
~ 1 Surplus from change in land use Annual value

: Trend in rural use

Cap\ta\ va\ue - - - - - - - ~ - - - - - - - - - - - - - -

Annual value

1,000

900

IDca 80013
jg
CD 700c..
en
19
C5 600
""0

uj

2- 500

~
ca 400>
"E
co
~ 300
C>

<..:>
200

100

Land Value and Price
To begin, a distinction must be made between the value of urban land and its price. The two
concepts are frequently thought of as though they were the same, and this confusion has often
led to inappropriate public interventions in land markets, or ill-advised private sector actions.
The value of land is a measure of its intrinsic economic worth. If defined in terms ofmoney, this
value should, in a 'perfect' market, determine the land's price. However, the world does not
contain any perfect markets, since no one yet has learned how to read the future; as a result, price
and value can only be approximations ofeach other. Experienced investors do analyze a variety
of future conditions that will affect the value of the land they are considering for purchase, based
on the best possible information they can assemble. This analysis is·the basis for the "market
mechanism" of land pricing and allocation.

The key is to expand the supply of urban land, and thereby reduce price increases by
enhancing the efficiency ofurban land markets to allocate andprice land. This can be accom
plished first-and-foremost by mitigating the constraints on the market.

Although the specific urban land issues facing different countries in Asia may be varied, there
are certain broad, interrelated issues of which that every policymaker should be cognizant.

o What gives land value, and how is price determined?
o What is the role of land in the urban economy?
o How can urban land market efficiency be increased?
o What is the appropriate level and type of governmental intervention in the dynamics of

the urban land market?

Cases studies in Asian countries of various aspects of urban land regulation, allocation, pricing
and servicing follow the review of these issues. One final note: although urban land has many
uses, eg., commercial, industrial and institutional, the focus of this exmuination will be on land's
use for shelter.

Rural-urban change Urban I-urban II change

Rural use First urban use i Second urban use
i
! caPit;-~alue

Capital cost of change
in land use
(clearing.
compensation. etc.)

1950-54 1955-59 1960-64 1965-69 1970-74 1975-79 1980-84 1985-89
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.Lalld wpplies call "" COIl' Ira tiled by
r)II.Hiwl l'hllra('/l'ri,t;c, "Kh a' poor draIlWI!I'.
Del'l'lopmetl/ ofmarginal land by Ihe j()rmal
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Additionnl Con,we'alions A//Utinll Ur·
.ba" !A"d Valu. and Prier:
• Market volues. ,ho/lgh !ufldameflfally

basetl Ofl economic returns. also lJe
pend on Ihe extent 10 ",hich Ihe land
owner is emitled fa fhe filII economic
return ef.:., taxatioll afincome tieril'ed
from land can lower its \'alue and
price;

• As with other types of i1lW.',ffmenJJ, a
general rule is Ihal Ihe higher Ihe risk
the higher fhe rale of return and lhe
Illare rapid and sudden Ihe rale oJ
price II/trease. Lo"'ering risk, Jar
example, throu8h betfer if~formatjo",

will therefore moderate price in
rreases:

• In a stable "price environment", Imul
prices a"d returns should be such that
the a"nl/al rale oJ retu", on holdlllg
serviced land is equal 10 Ihe role oJ
return on unsen'iced land. ie .. the costs
and ,'alue oJ servici"K la"d are per
Jeclly capitall:ed inlO ils new price
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When land markets operate efficiently, land prices closely reflect the intrinsic economic value
ofthe land, and prices cannot, objectively, be said to be "too high", or too low as is the case when
developed land inputs are subsidized resulting in speculation and exclusion of low-income
households (see the Karachi case study on page 10). However, an inefficient urban land market
can produce land prices which are in excess of the land's value, and therefore can accurately be
said to be "too high". If, as discussed below, land markets are distorted by any number offactors,
value and price exhibit less congruence.

Determinants of Land Value
The mosl basic principles affecting land I'allle are slIpply alld demand. Those factors
contributing to higher urban land values are:

• increasing demand for serviced urban land brought about by a growing urban population
and often exacerbated by rapid economic growth; and,

• supply constraints - both natural and artificial - which reduce the availability of serviced
land.

Within these two broad categories, are a number of specific influences upon both urban land
prices in general, and of unique parcels of land. These are presented in the center column.

Land Markets and the Urban Economy
The significance of land markels in productive urhon economies should lIot he ulldereSlimuted.
An efficiently functioning land market involves the allocation and pricing ofland resources that
both literally and figuratively underlie all economic activity in an urban area. An efficient land
market insures that required services are available to businesses, land can be easily transferred
thus ensuring the mobility of labor and capital, and that land is accurately priced. When urban
land markets are not functioning efficiently, economic productivity fails to reach the potential
that is inherent in urban areas. For example, in Bangkok desperately needed transportation
improvements, and in particular an expanded roadway network, are essentially precluded from
serious consideration due to the high cost of land required to be expropriated for road right-of
ways. A recent study estimated that Bangkok's traffic congestion reduces the area's annual GDP
by 10 per cent.

Land tenure and price considerations can also affect the urban economy by constraining the
mobility of the labor force. Where land titles are confused and land transfers problematic,
residential mobility can be reduced due to difficulties in exchanging properties, and labor
supplies may have difficulty in responding to demand from businesses. Land prices, especially
in center city areas that are difficult for working class households to afford, can also result in
disequilibrium between labor supply and demand. Both of these problems are obviously
compounded when urban transportation sy terns are deficient.

In fact, this remains an issue in the United States. In portions of the suburban area around
Washington, D.C., where land values are among the highest in the country, labor shortages exist
because workers for many service sector positions there cannot afford to live near the
employment sites. In addition, the public transportation system was not equiped to provide
access from the central Washington area, where a significant labor pool exists, to the outlying
employment centers. A partial solution was found as a result of employers arranging private
transportation from central Washington (corresponding to low land value) to the job sites.
Undoubtedly this problem has a cost to the urban economy.



All ej]icil'IlI/."JiJl/Clil/llillg IIr/1(/1l lewd dere!o!,lJ/ell/
dl'/il'!'I'." .f1',fICII, lIl/"CUll's lIIIl11'I'IC1'S IlIIulliccol'dillg 10 i,s
!lighl'clllIlIll/II',';IIISI'. I/oll'nl'r, /1/a,l.el al/l/cWioll of lallcl
IISC' is 1101 {l1",a~'I 1;',,1/ SlIill'd 10 flI'!'I"'1I/ 1'I'/<'I'Illililil'.I, i!',

cllfkl';llg IlIlId I' It', ill IIIi' Slili/(' \'icilli/.\' C'l'i'oli'lg !,/IIMi'm.\
for I'lIcil OI!lel'.

Land Market Efficiency
All etfidemly fUllctiollillg urball land development delil'ay system allocates and prices land
according to its highest {[fill hest use. While acial considerations. such as housing affordability
aeross an entire city may -lOt be addressed. the answer to these problems is not to intervene in
such a way that lessens the efficiency of the land market, but rathl.:r to adopt measures to mitigate
the effect' of a market-based allocation and pricing system. Bangkok provides a good example.
Although land pric~ have increased. ignificantly over the past few years. housing affordability
has actually increased du to the allowance of more appropriate land subdivision and infrastruc
ture standards. If a land market becomes disrupted through inappropriate policy intervention the
entire urban population, including the poor, will suffer the con equences. India's Urban Land
Ceiling Act (see page 9) is a clear example of this result.

Land market efficiency can be promoted in several, often related ways:

• Increasing the quantity and quality ofmarket information;

• Reducing uncertainty regarding government policies, regulations, and actions;

• Lowering non-monetary transactioll costs through the development of streamlined
land transfer procedures. and accurate land title and cadastre systems;

• Insuring the timely provision of infrastructure to service urban land; and,

• Removing incentives to speculate in land; for example, by promoting the
development ofalternative investment opportunities.

Increasing the quantity and quality of information
If ac('urate informatioll regarding lalld markets is lacking or deficient, thell inefficiencies will
he introduced throuxh lIiXller tral/saction costs al/d iI/creased risk. Information is important for
both public and private sector participation in land market activities. Public sector regulators and
service providers benefit from accurate infonnation concerning land transactions, ownership,
and locational demand for land. The latter infonnation, for example, is essential for taking
advantage of economies of scale in the timely provision of infrastructure to areas with high
demand for urban services. Private sector land market investors and developers need infomlation
on service provision. demand for various land uses. and recent transaction costs and land prices.
The greater the quantity and quality of infonnation available to all parties, the more risk will be
reduced and the closer land prices will correspond to true land value - the test ofefficiency in any
marketplace.
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Reducing uncertainty regarding government policies, regulations, and actions involving
urban land
Ifuncertainly a!Joul external influences upon a land market are reduced. then the perception of
risk is like'wise reduced alld market efficiency inl'reased, This fact is obviously closely related
to the one involving beller infonnation. Since the private sector plays a significant role in land
market activity, it is extremely desirable for it to have a. much information as possible about
government attitudes (as reflected in policies), interventions (regulations and procedures), and
actions (service provision or expropriation). For governments concerned about the cost of urban
land, reducing uncertainty is an important remedial step which they can take to improve market
efficiency. As with all fonns of market infonnation improvement, reduced risk translates into
lower prices, as the "uncertainty surcharge" is reduced.

Lowering non-monetary transaction costs through the development of streamlined land
transfer procedures, including accurate land title and cadastre systems
Iflloll-molletary transactioll cost are lo~.'ered, thell efficiency is enhanced through the reduction
ill time required for land developmellt. Because transaction costs (both monetary and non
monetary) are usually fixed, and therefore do not vary proportionately with the size of the
subdivision or plot being developed, these costs are considerably higher for small developments
than for larger ones. Thus, transaction costs can be a particular obstacle to the development of
more affordable land for shelter. It is interesting to note that in Thailand, where monetary
transaction costs in the fonn of a land transfer fee are significant, but non-monetary transaction
costs are relatively low (see pg. 8), the market has been able to produce a significant amount of
affordable housing. This may provide support for the contention that non-monetary transaction
costs, although more difficult to quantify, are often more substantial than monetary transaction
costs.

Insuring the timely proviSion of infrastructure to service urban land
If urbal/ illjraslrJ/ctur(' is prOl'ided hased Oil the demalld for sen'iced land, then the balance
betweeilland supply alld demand will re~'ult ill both a lower market clearing pric'e fur land and
reduced lran.wctioll cosl.I' - !Joth dear sigllals ofmarket efficiency. The most powerful method
to promote efficiency in any market is to take measures that balance supply and demand. The
urban land market is no different.

Obstacles to the timely provision of urban infrastructure largely fall into two areas: inadequate
j/nancing alld institu/iollal inefficiellcies. Insufficient financing is most often the result of failing
to charge adequately for the full costs of service provision. The consequences of such a
widespread policy are exemplified in the Karachi case study. Lack offunding to extend heavily
subsidized urban services (where subsidies are usually justified on grounds of social equity) in
most all cases results in low income households continuing to suffer from lack of access to
serviced land. It is far better to lower the need for subsidies by increasing user charges to recover
costs of services based on appropriate. ie., more affordable standards. "Infonnal subdivisions"
found throughout much of Asia have developed using such standards; it is an unfortunate
comment on many public land policies that it is often only the infonnal sector that is capable of
supplying land for lower income households.
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Any regulation, to reduce it~ impact on
urban land market efficiency, should
meel the following criteria:

Land Markel Regulation
An efficient urban land market also
need~ some degree of appropriate gov
ernment regulation. "Appropriate" may
be deli ned as regulation that engenders
the successful functioning of land
markets, Circumstance~ of course
differ. and the degree and lype of regu
lation must be tailored to individual
situations. One example of an appro
priate regulation in someci rcumstances
might involve separating land uses, a
function that the market doesn't always
perform well itself. To require that
noxiou~ land u~e~, a paint manufactur
ing factory for in~tance, locate some
di~lance from school~ would seem ap
propriate to the public. Some regula
tory requirements are always desirable.
For example, the requirement 10 regis
ter land ~ubdivisionsand sales is neces
sary to insure that future transactions
are pos~ible with minimal delay and
cost.

Institutional inefficiencies on the part of public service providers are often also responsible for
constraining the supply of serviced land. Such inefficiency can result from a variety of causes,
but two major ones are lack of sufficient coordination between service providers, and procedural
requirements involving many time consuming steps. The first source of inefficiency can result,
for instance, in land with road access but no water supply or electricity. This problem is
exacerbated when the land is sold by formal sector developers and demands are made for costly
after - the - fact servicing.

A procedure for land development known in the Indian state of Gujarat as a "Town Planning
Scheme" (TPS) exemplifies the second type of institutional inefficiency. The TPS is a form of
land readjustment that holds promise as a means to both finance and expedite the assembly and
servicing of privately-owned land. Unfortunately, unnecessary procedural requirements result
instead in multi-year delays that render the process all but useless. (It is interesting to note that
another main reason for lengthy processing required in the TPS process relates to the poor state
of land records. This is a clear illustration of a manifestation of large transaction costs, and their
direct link to constraining the supply of serviced urban land.)

Removing incentives to speculate in land; for example, by promoting the development of
alternative investment opportunities
I[strollg illcclllil'es cxi.ll/o purchase land as WI il/l'e /mem./hen demandjorland is accentuated
tllrougll ils aI/rae/ion ho/h as WI ifll'c.wmell/ andfor prodllClil'e IISCS. alld tile c.ffi('jrncy ojll1(' land
"1wrkel ilia\' he les ·elled. Although the role of speculation in land price increases is often
overstated, land is clearly a principal choice for investment in many LDCs. This is largely a
function of the lack of alternative investment vehicles (stock markets. banks, industrial
operations) combined with land's high yields and security. The process of urbanization,
especially when accompanied by strong economic growth, also can greatly increase the demand
for urban land thus assuring rising values. Supply constraints discussed earlier also can signifi
cantly push the price of land higher than its economic value, and thus make it much more
attractive as an investment.

It is important to note that land investment is not just the result of big-money "corporate"
involvement in the land market, but to a significant degree also that of a large number of small
individual investors. Unfortunately, this quite logical fonn of investment i~ often perceived as
speculation. The removal ofconstraints to land market efficiency, combined with the promotion
of alternative investment options. will be more successful than regulation in reducing the
"speculative" investment demand for land.

One final note on land market efficiency. In theory. the unregulated land market will allocate
and price land efficiently, but in practice such markets do not reflect all of the economic factors
affecting land price. For example, pure market allocation of land is not well suited to prevent
diffenng land uses in the same vicinity from creating problems for each other. Market allocation
and pricing also often fail to reflect the social costs that can result from unplanned land use.
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Conclusion: Initial Agenda for RHUDO Urban Land Program

/1 is hoped thar this speC'ial issue oj AlIA pel21PI:CTIVI: prol'ides our readers!l.·p with material that
~'iIl engender rhollghtflll considaotion alld discllssion of o/le of tile kc.'· sheIreI' and IIrhall

del·t!lopmelll related i Ill' i/l Asia - the prol'ision ofsen-iced urban land.

The material presented above represents RHUDO's perspective on many critical urban land
issues in Asia. The actual agenda for any programmatic response would contain a more limited
number of elements corresponding to country-specific urban land issues. RHUDO suggests the
following points which are critical to any agenda be considered.

(1) Improvement in the efficiency of urban land market operations

Economic Efficiencv
a.) Review and modification of public policies and regulations that both directly and
indirectly distort land allocation, use, and pricing.
b.) Address legal requirements and administrative procedures that delay land acquisition and
transfer, or constrain the supply of land.
c.) Address land information deficiencies which result in higher transaction costs, reduce the
ability of suppliers to respond to demand for serviced land by the public, and hamper public
sector planning and provision of services.

Reducing Enl'ironmell/al COSIS

a.) Promotion of appropriate land use controls, including environmental impact assessments
needed to mitigate environmental consequences of land development through timely service
provision.
b.) Promotion of appropriate zoning to protect sensitive environmental areas, eg., groundwa
ter recharge areas, areas prone to landsltde, etc ..

(2) Increasin~ the efficiency of serviced land development
a.) Increase the understanding of the roles and contributions of all public and private sector
parties involved in serviced land development.
b.) Address procedural and operational inefficiencies within and across public sector
agencies responsible for land development and service provision.
c.) Promote public/private partnerships involving the development of serviced land projects.
d.) Promote the integration of "infonnal" land development processes with those of the
formal sector found to be appropriate. especially in a manner that will anticipate incremental
public provision of services.

(3) Increased mobilization of resources for land and infrastructure development
a.) Address public sector cost recovery which promotes sustainable serviced land develop
ment through recirculation of funds. Address public attitudes towards government provision
of services and identify appropriate mechanisms and responsibility for co t recovery.
b.) Promote private sector project financial feasibility stressing pricing that recovers costs,
product marketing, and affordability.
c.) Promote the development of mechanisms to finance infrastructure provision.

AlIA pe~j'DeCnVe welcomes our readers to respond, from their own perspective, to this prelimi
nary agenda. Your insights will be valued as RJ-IUDO increasingly focuses its attention around
the region on these areas of concern.



FIGURE 2: THE LAND SUBDIVISION PROCESS IN THAILAND
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Case Study No.1: The Urban Land Delivery System in Thailand
Thailand has over the past few years been perhaps the best Asian example in which to examine
the market's allocation and pricing of urban land. Although the government facilitates land
development and transfers, as noted below, it has had little or no control over the character ofland
transactions, other than attempting to enforce the law against foreign property ownership.

The effects of rising land prices have been largely mitigated by housing developers who have
reduced the size (and some would say quality) of their product directed at lower and moderate
income families, and have built further outside the center city where land is less expensive. The
Royal Thai Governinent has also adopted more realistic and affordable service standards such
as road widths which have further lowered development costs. Low non-monetary transaction
costs as a result ofRoyal Thai Government (RTG) land subdivision and transfer procedures have
also resulted in greater affordability relative to other countries in the region.

The Land Subdivision Process in Thailand
The first step of the process is the submission of a land subdivision project proposal to the
Ministry of Interior's Department of Land. The contents of the proposal consist of land title
certificates, a project description, maps and plans, and details on the firm making the proposal.
The next step Involves the preliminary review of the documents and a site visit. This action is
taken by the Land Department's Land Business Control Division.
The third step is the responsibility of the Land Subdivision Control Subcominittee which
considers the approval of the subdivision proposal. If the project is approved by the
Subcommittee, the Land Business Control DivIsion will transmit the project proposal to the Land
Subdivision Control Committe for approval If approved, the Land Business Control Division
will certify the project and transfer a copy of the certificate to the Land Department's provincial
or Bangkok offIce, and the Bangkok Metropolitan Authority for plot subdIvision and construc
tion approval.
The land developer can begin improvements and project pre-sales after the Committee approval.
After the completion of the site improvements, the Subcommittee on Infrastructure ExamInation
will be appointed to examine the provision of iInprovements as per the approved plans. If the
provision IS approved the Land Subdivision Control Committee will prepare project docuinen
tation. If approval is not gained, the developer must submit bank guarantees to cover
improvement deficiencies while correcting the problem.
The last step involves the recommendation by the Committee to the Secretary General of the
Ministry of Interior to sign the final subdivision approval. Copies of the final approval will be
sent back to the Land Department, which will then transmit them to the local land tItle office and
to the developer. The actual transfer of the hew property titles to the plot purchasers then takes
place.
Adding-up the time required for the subdivision process, it can be seen from the diagram (top of
page) that approximately 100 working days, or five months are required, exclusive of the tIme
required for sIte iinprovements. This compares with an average of 32 months in Indonesia, and
five to eight years required in Malaysia, as cited in two recent World Bank studies. It is clear
that the process is much more efficient in Thailand, with correspondingly lower transaction costs.
For example, the Thai subdivision process involves review or approval on the fart of only five
distinct government bodies, and all within the same ministry, whIle in Malaysia 5 to 20 separate
government departments are typically involved.
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Case Study No, 2: The Urban Land Market in Indja

The approach 10 IIl'hanland pricing andallocation histol'i~allyluken by the GOl'ernment aflndia
(GOI) i.l' hU.IHf 011 equity co/lSideratiom thar henefit the paor. Indeed, the national government
ha.. for many years viewed land more as a social than an economic good. While it i hard to argue
that the SOCial objectives are not without merit. almo·t am observers today agree that GOI land
policies based upon lhese premises have failed. [n facl, a STrong argument can be made that some
of these policies have actually exacerbated the poor's lack of acce s to urban land.

Of particular notoriety is the Urban Land (Ceiling and Regulation) Act of 1976 (ULCA). As a
Indian member of the Regional Policy Seminar Expert Group observed, "The ULCA has been
a disaster in terms of implementation, (that) and has resulted 111 the single largest increase in the
cost of housing."

The primary objective of the ULCA was to reduce speculation and profiteering and to bring about
an equitable dIstribution of land in urban areas, to benefit the urban poor. This was to be
accomplished through the imposition of a ceiling on vacant urban land ownership, with land in
excess of the ceiling to be sold to the Government for not more than 10 Rupees (currently less
than US$ I) per square meter. The ULCA stipulated that land thus acqUired was to be used
primarily for affordable housing sites.

The problems that have arisen with the ULCA are too numerous to explore in any great depth
here. Suffice it to say that it has not met its objectives, as a few figures indicate. Tne GOI nas
recently estimated that countrywide there are approximately 166,000 hectares of "excess" land.
Of that amount the GOI had, through 1987, taken physical possession of only 3,852 ha., and of
this amount only 621 ha. has been used for the constructIon of housing (0.37% of the total
"excess"). To make matters worse, the majority of that housing was not aimed at low-income
households.

If the ULCA did not make any significant impact in acquiring excess vacant urban land, it did
succeed in effectively freezing the urban land market and thereby driving-up land prices.
Reliable current data on urban land prices in India is hard to come by, but information from past
years is available and largely illustrates why the ULCA failed. In the city of Ahmedabad, land
prices in 1975 ranged from Rs. 55 to a high of Rs. 300 per sq. meter. In 1980, minimum and
maximum prices ranged from Rs. 1 IOta Rs. 1800 per sq. meter: annual increases running from
nearly 20 to over 50 percent - well in excess of the annual inflation rate of approximately 7.7
percent. On the other hand, in 1981 the minimum price for land in Madras was still only Rs. 4
per sq. meter, in spite of the fact that its population of 4.3 million had increased 120% in twenty
years. While several factors are likely responsible for Madra's low land prices, and for that matter
high land prices in other urban locations, it is important to note that the State of Tamil Nadu in
which Madras is located was one of the few states that developed its own less onerous version
of the ULCA.

Why the ULCA Failed alld in the Process Exacerhated India's Urhan Land Supply Deficiency
It is easy to see why private landowners were reluctant to accept the 'purchase' provision of the
ULCA. The maximum compensation of Rs. 10 per sq. meter for excess land paid by the
government. was significantly less than the market price required to be paid by the public sector
under the Land Acquisition Act, 1894. [n most all cases this compensation limit meant that
private property was being seized by the government at a fraction of Its value. Not surprisingly,
property owners took advantage of the ULCA's appeal process which can involveyears 111 a series
of courts, resulting in tens-of-thousands of hectares of prime urban land becomll1g frozen until
the dispute was resolved. As a result, the price of land that remained on the market - either small
parcels, or that outside the municipal limits and thus not affected by the ULeA - significantly
1I1creased.
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As the ULeA illustrates, GOI urban land policies that attempt to increase the social equity aspects
of land pricing and allocation have most all failed in implementation. The result is that land for
affordable housing and other urban development needs is both in short supply and priced well
above its economic value. One must ask, therefore, if the alternative approach ofland pricing and
allocation based on the "market mechanism" would be more sucessful.
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Case Study No, 3: The Public Servicing of IJrban Land in Karachi

A recent study conducted in Karachi gauged the impact ofinfrastructure development on urban
land prices. The results of the study survey found that the level of infrastructure development
''plays a critical role in determining land prices." Indeed, the provision of infrastructure was
found to double the price ofland after holding constant for distance from the city center. (see table
above) These results are not surprising, as confirmed by other studies.
The study also found that the Karachi Development Authority (KDA), the public body
responsible for developing public lands, was not selling its plots at a market clearing price, but
rather at a price calculated to cover the easily quantifiable direct development costs. In following
this pricing policy, required by the KDA's enabling legislation, the authority is granting a
substantial subsidy to Its plot allottees (selected by computer ballot). Empirical evidence
confirms the suspicion that many allottees do not utilize their plots as a housing site, but rather
sell them to monetize the subsidy represented by the difference between the actual development
cost and the market price of the plot.ln specific terms, this policy was estimated to 'cost' the KDA
Rs.189,562,793 (US$9,967,989) in 1985 alone, reRresenting a 34 percent discount off their
market price, and enough to develop an additional 5,330 plots - more than half again as many as
the actual total.
This pricing and allocation process results in strong land market inefficiencies. The shortage of
serviced land in Karachi is caused in large part by the KDA's capital financing shortfalls, which
in spite of the ability to cover development costs, IS exacerbated by the pricing policy. The supply
shortage, in turn drives up prices which increases the incentive to hold onto property as an
investment ·and further exacerbating the shortage of serviced land available for housing,
especially for low income households.

TABLE 2: Average Residential Plot Prices in Karachi
by Level of Infrastructure Development and Year

(Rs. per sq. yd.,)

Source : Karachi Land and Housing Market Study (PADCO, 1989)

Level of
Development

Developed
Developing
Not Developed

1980

1,201
499
367

1985

1,300
572
371

1987

1,618
695
429

1988

1,746
756
454
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EFFECTIVE HOUSING FIN·ANCE

Introduction
Asia is rich with experimentation and ideasfor providing mortgage loansforfamilies to buy their
own homes. Many countries, however, are still in the formative stage for the development of their
housing finance systems. Most have core institutions in place, but are experiencing difficulties
with resource mobilization, and with channeling benefits both to lower income households and
to families outside the large cities. They are also discovering contradictions in the political and
financial imperatives with which they have to survive.
This issue of AI~A DCfl/peC'nve seeks to share among our readers some of the experiences of
housing finance in the region: it explores new ideas, and describes different facets of this
fascinating and many-sided subject. From having worked in the region for many years, USAID's
Regional Housing and Urban Development Office for Asia (RHUDO/Asia) has built up a body
of knowledge about the special characteristics of housing. finance in Asia; sections of this
newsletter also summarize some of our own recent activities and publications dealing with
housing finance.
Why this interest in promoting housing finance?
A house is too expensive for most families to afford to buy at the time when it is first needed
typically, on marriage. If, then, a family is to be able to live in and possess a decent home of its
own, the head ofhousehold will have to borrow much of the price of the house, and repay the loan
as she or he can afford over a period of a number of years. In most developing countries of Asia,
only around 20 to 30 percent of the cost of a country's new housing is borrowed from formal
financial institutions. This compares with a figure of close to 60 percent in developed, OEeD,
countries.
A poorly developed housing finance system - such as is found in many Asian countries - means
that people either have to borrow from informal sector lenders at very high cost in order to
improve their housing conditions or, more commonly, are unable to borrow any significant
amounts of money and therefore have no choice but to live in substandard shelter.
Experts point out the converse ofthi.s argument: that the creation of a welllunctioning housing
finance system has numerous benefits. They include:

o households are encouraged to make savings in financial institutions, rather than merely
accumulating unproductive physical assets such as jewellery;

o considerable social benefits result - better housing, ilnproved health, lower costs of

living - especially for the poorest households;

o financial institutions can now diversify their asset portfolios into housing, essentially an

extremely safe asset;

o the availability of housing finance stimulates the construction and maintenance of

housing, in tum contributing significantly to local and national economic prosperity.
Components of an Effective Finance System
There are several necessarypre.conditions for increasing the supply of affordable housing
finance. Experience has shown that not all of these are easy to meet. Among them are the
following imperatives.



BARRIERS TO ACCESS TO HOUSING FINANCE

richest

poorest

PRESENT
FINANCING SYSTEMS

'own resources; privileged
access to institutional finance

formal housing finance on
market terms

personal and informal finance;
could afford market loans

below poverty line: need
grants for adequate shelter

BARRIERS

maximum loan size

NO BARRIERS
L -.!i

reluctance of companies to loan
L to lower-middlf" incomp households_9

non-availability of financeable
~ physical solutions ~

repayment capability

(1) Loans to Low Income Borrowers

It is in the financial and political interests of housing finance institutions .to make loans to
households throughout the social and economic spectrum. However, housing finance compa
nies often hesitate before lending to low income households: it is clearly thought to be difficult
for them simultaneously to remain financially viable and to malce small loans to borrowers-in the
informal sector. Indeed, well- intentioned government directives requiring companies to fulfil
social welfare objectives by making cheap loans can easily have the effect of bankrupting an
operation. This does not mean, however, that lending to low income families is inconsistent with
running a viable enterprise. Quite the contrary.

The following points provide a key for our readers to refute arguments which may be raised
against lending to non-conventional target groups.

o "Small loans are more expensive than large ones." This is true. So, a solution is to charge
borrowers the full cost of making the loan, so that small loans become proportionately (a
little) more expensive than large loans. The cost to borrowers, however, will still be lower
than the price charged by the informal sector and will therefore be more affordable to
borrowers.

o "The poor are more susceptible to fluctuations in income than richer households, and
cannot be trusted to repay on time; they therefore represent bad risks· to lending
institutions." This is generally not true: studies have shown high income households to
be worse payers than poor families. However, institutions do need to take special
precautions in the case of families with ilTegular incomes: se,veral techniques have been
developed to guard against this sort of risk.

o "Informal sector families are uninterested in using formal banks for long term finance."
This is partially true: but case studies in the following sections ofAlIA P€fl/PeCrW"e show
that formal sector institutions can adapt to the particular needs of people unfamiliar with
modem banking systems. If people prefer to take short or medium term loans, then these
facilities can easily be made available.

o "Good business comes only from making large loans." This is certainly untrue, unless a
government requires that interest rates on small loans be subsidized. The lower and
middle income groups make up a huge potential market for housing finance; experience
from Thailand - see the photograph on page 5 - and from other countries bears out the
conclusion that businesses thrive on making quantities of smaller loans.

(2) Positive Interest Rates

In the long run, the volume oflending can only be expanded to meet a country's needs ifinterest
rates are positive. Housing finance institutions have to take the responsibility for raising funds
for lending, as governments alone cannot provide enough money to meet even a fraction of a
country's housing finance needs. Resources for housing, therefore, need to be raised from the
wider financial markets, but this can only be done at prevailing rates of interest. And in order
for housing finance institutions to be able to borrow and repay this money, they have to lend it

2

Rislc.
Housing finance institutions need to man
age their operations to take account of a
variety ofdifferent types of risk. The most
important forms of risk are as follows:

Credit risk is the risk that borrowers may
not repay their loans. This risk is best
reducedbyprudentunderwritingpractices,
by which the housing finance institution
assures itself of the repayment capability
ofpotential borrowers and ofthe marketa
bility ofthe mortgage. Underwriting stan
dards normally include a rule that repay
ments should not exceed,for instance, 30
percent of a household's income. Credit
risk can also be relatively high if a com
pany cannot easilyforeclose a mortgage 
- perhaps because of inappropriate legis
lation.

Interest rate risk is the risk faced by a
lender when its interest costs exceed its
income. It occurs when the interest rate on
liabilities - thefunds used by an institution
- varies independently of the interest rate
on mortgages already inforce. The risk is
high when mortgages are made at fixed
interest rates. A housing finance lender
may bear a considerable risk if public or
political opinion believes interest rates on
its mortgages to be fixed, even if the rates
can legally be varied.

Intermediation risk is the risk that a lender
may have difficulty in replacing liabilities
- such as deposits - that may be withdrawn
before the term ofa mortgage loan. This is
classically described as the problem of
"borrowing shortandlending long". Prac
tice has shown, however, that short term
borrowings from a large number of
individual savers tend to provide a much
more robust liability base than longer term
but large deposits from a few institutions.
Under many circumstances the interme
diation risk can be reduced by consistent
marketing for short term deposits from
individuals, preferably families of differ
ent economic circumstances. The exis
tence ofa secondary marketfor mortgages
can also reduce intermediation risk.
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on-mortgage hou iog finonee
This issue of ASIA PERSPECTIVE con
centrates on one aspect of housing fmanee
- mortgage loans for new housing. A
study· recently commissioned by USAID
documents the importance of other com
ponents of the housing finance system.

For instance. much of the new housing
stock in South Asia is created by additions
to existing structures; but, at least until
recently. it has been very difficult for a
family to obtain any loan from the formal
financial sector for home improvements or
extensions. Although there are a few infor
mal channels available for borrowing, these
are either not readily accessible to most
families or are very expensive. Many
households would undertake improvements
to their homes if short term loan funds were
available on commercial tenns; these im
provements themselves often generate in
come.

Housing finance for house purchase how
ever. is more readily available than is gen
erally assumed: corporate employers make
large volumes of unsecured loan funds
available to their employees, often on soft
terms. The finance system as a whole.
however, strongly favors people who work
in the formal sector.

The role ofthe private sector in land assem
bly and the provision of infrastructure in
India is prevalent, bUI the availability of
institutional financing for these activities
is very limited. The sector's consequent
dependence on non-fonnal finance entails
high costs. thai are eventually passed on 10

consumers.

*Housine Finance Syuemr in Metropoli
Ian Areasoflndia,Meera Mehlaand Dinesh
Mehla. Ahmedabad School of Planning.
for USAlDINew Delhi, OClober /989
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to individual borrowers on commercial tenns.

To illustrate the point, Professor Jack Guttentag, of the Fels Center of Government,Wharton
School, University of Pennsylvania, asks which of the following is preferable:

(a) An institution raises money at 6% and lends it to individuals at 8%. At this price, which
is below the rate of inflation, although there is demand for 100,000 of these relatively
cheap loans, the institution can only borrow enough money to make 5,000 loans. It can
therefore make no more than 5,000 loans at this low interest rate.

(b) The same institution now raises money at 14% and lends it at 16%. The demand for
borrowing has been reduced to 50,000 loans, butat this rate it is possible forthe institution
to raise enough money to meet the demand in full. As a consequence, 50,000 loans can
be made at the higher interest rate.

A finance institution can raise loan funds from a number of different sources. One organization
may choose, for instance, to attract savings depo~its from tens of thousands of individual
families, another to raise funds by selling bonds. Nevertheless, regardless of the source offunds,
the same principle holds true: in order to mobilize slIfficlellt resources!or lendingjor hOI/sing.
il is essential to pay and theujore 10 charxe raIl'S oj inlereSI ill line Willi general market
condilion .

(3) Variety of Loan Instruments

The standard, level payment mortgage- as offered by housing finance institutions around the
world - is an easy instrument to understand. It has proved itself acceptable to millions of
borrowers, probably including most readers of AlIA PClVPC,rIVC . However, people's incomes
and famIly circumstances vary considerably over a lifetime, and their ability to repay loans
consequently changes, Sometimes their income decreases: for example, when a wife leaves
work to start a family. More often, a household's income will increase periodically, perhaps
merely because of adjustments to inflation. The family would then be able to repay its mortgage
in a shorter time, orcould afford a larger loan. A conventional loan (or conventional management
policies) will not allow these changes, There is, then, a potential demand for more flexible types
of mortgage.

Other families may not need or want a mortgage loan for new housing, and different kinds of
instrument would be more appropriate for them - perhaps for upgrading their existing homes.
Yet other people, although creditworthy, do not have any collateral for borrowing.
Many different techniques are available for making housing loans, Some of them are described
on other pages of this issue of WIA PCR/PC'TIVC. All of them increase customer choice and
thereby tend to increase the market for housing finance. They are, however, not without cost:
some require relatively sophisticated management infonnation systems, some involve a greater
element of risk than conventional loans.



INNOVATIONS
Grameen Banl~

In 1976,MuhammadYunus, aprofessorofeconomics at theUniversityofChittagong inBangladesh, started
an experiment to bring bankffig to people who were landless, had no assets and.who could not prove that
they can repay- breaking all the rules ofconventional banking. This experiment was the beginning of the
Grameen ("Rural") Bank, which has since helped over half a million impoverished families to break out
of the vicious cycle of "low income. low savings, low investment, low income". It is an experiment that
has proved that poor people are -bankable, and can even be better customers than the rich.
In its earlyyears the GrameenBankmainly loaned small amounts ofmoneyfor income-generating projects.
Housing loans were started in a small way only in 1984, but their volume has expanded rapidly since the
floods of 1987. As in their other lending programs, loanees are landless men and women who form them
selves into groups of five, in order to receive tpe loans for which no collateral is required. Several groups
combine to appoint representatives who validate loan proposals and supervise activities.
Themostpopulartypeofhousingloanhasanupperlimitofabout$350,buttherearealso"moderatehousing
loans" available for up to about $600. They can be used for new construction, or for the improvement of
old dwellings. Loans are to be repaid on a weekly basis, the period ofloan depending on its size. Housing
loans are generally made only to people who have previously borrowed for income-generating projects,
and who have a perfect record of repayment. Priority is given to women and to those poorest members
who do not have their own homes. Experience has shown that repayments ofthe housing loans are mainly
made from sources of income which have been created by earlier loans.
By June 1990, a total amount of$14 million had been disbursed in housing loans. The rate of loan repay
ment is stated to be close to 100 percent.

The Community Mortgage Program
It has long been conventional wisdom that, since institutions believe it to be risky to make housing loans
to families with low and irregular incomes, secure lending can only be made to groups ofhouseholds, who
provide a communal guarantee of repayment. Several examples of such programs are found around the
world, but rarely are they replicated on a large scale; one of the most successful is the Grameen Bank's
program. However, these schemes lend to people who already own houses to be improved, orown the land
on which they can build. There are many communities throughout the developing world which fust need
to acquire the land under their homes before they can reasonably think of borrowing for housing.
The Philippines is no exception: 20 to 40 percent of the urban population are squatters, for whom housing
loans are no answer to their iInmediate shelter problems. Standard settlement upgrading schemes suffered
from an array of iInplementation problems, mostly resulting from a lack ofcommitment by the residents
to the solutions proposed by the Authorities. The Community Mortgage Program aims to provide the
answers.

The Program, administered by the National Home Mortgage Finance Corporation, was started in 1989.
The initiative comes from community associations in depressed areas, wanting to buy the land that they
occupy, or land where they would eventually move to. (Communities may be ofas few as 30, orup to 1,000
households.) ThefIrst stageofthe program allows thecommunity to buy the land; the second stagefmances
sitedevelopment; and the third, individual housing loans. Land is fIrst titled in the name ofthe association;
later, the members gain individual title. Community Mortgage Program loans are available for up to 25
years, on terms subsidized by the central government; there is a ceiling loan of $1 ,800 per developed lot,
or $3,200 for lot purchase plus house construction or improvement. Facilitation of the program is under
taleen by NGGs (voluntary organizations), local governments or by the National Housing Authority.
In its fIrst year almost 300 projects, with 52,000 beneficiaries, were accredited, with a total mortgage value
of $37 million. As the program becomes better known, the numbers continue to grow.

India's New Mortgage Instruments
India is benefiting from the creationofaNational Housing Banle- seepage 6. The Banle'smandate includes
the promotion of housing fmance lenders, and to assist them with the delivery of appropriate loan instru
ments.
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HOllsingFinance for (he Informal Sector
Lack of a system for financing infonnal
sector housing is critical for the majority of
families in developing countries.

There is ample evidence that savings mobi
lization is possible in the informal
sector.However, what is usually lacking is
the incentive to save, in the absence of the
possibility of obtaining credit. Where
infonnal credit is obtained from outside
sources (i.e., not from family or friends),
the cost ofthe credit is generally dispropor
tionately high in relation to the lender's
risk.

Nevertheless, the fonnal sector does face
difficulties in lending to infonnal sector
households. Institutions are often
constrainedby policies that hold interest
rates artifically low and thus limit the re
sources available for investment in shelter.
In addition, fonnal sector financial institu
tions are inhibited from serving the in
fonnal secto by their inherent conserva
tism, both with respect to perceived and
actual lending risks and to dealing with an
unfamiliar clientele. Experience quoted in
this issue of ASIA PERSPECTIVE indi
cates that membersof the infonnal sector
need not, though, be poor credit risks. Re
inforcing this conservatism are the con
ventional mortgage instruments and credit
practices used by fonnal sector institutions,
as well as the lack of decentralization and
thus lack of contactwith infonnal sector
clientele.

The InformalSector in Housing and Urban
Development: A Review and a Road Map.
Cooperative Housing Federation, for
USAID's Office of Housing and Urban
ProgramS, March 1990.



.Easy access to housing finance and sound housing and
land policies promote demand for and supply ofbetJer
value housing. In 1980, 85% of households in Bangkok
could not afford developer-builf hOI/sing. By 198 . less
than 40% ofthe population was left out of this market.

Tlte pltorOllraplt shows typical housinll now being
financed by the Thai Governmenr Housing Bank.
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India's Housing Development Finance Corporation (HDFC) ha' been one of the region's most dynmnic
primary lenders for several years. Individual mortgage loan programs fonn the core ofHDFC's lending.
Most are regular level payment mortgage ,with borrower making monthly payment ofequal mnount
throughout the tenn ofthe loan. However, in order 10 reach a wider market and to be able 10 tailor mortgages
more clo ely to the panicular fmancial circum tances of individual customer. , HOFC has begun 10 offer
arangcofdiffercnltypcsofmortgage. These newproduclSallowborrowingbyhouseholdsin alowerincome
bracket than would be able to borrow on conventional terms.
One ofthese instruments is known a~ the Step-UpRepayment Facility (SURF). In this, monthly payments
are periodically raised during the courseofa 15 year loan (typically at the endofthe third and, cventh year. ).
This version ofa graduated payment mortgage thus allows repayments to stan at a relatively low level and
to increase as households' repayment capability improves. A variant offered by HDFC is the Telescopic
Loan Program, in which an extended, 30 year, mortgage tenn is reduced (and monthly payments conse
quently rise) as borrowers' incomes increase.

Other special products available from HDFC include Home Improvement and Home Extension Loans. In
addition to its individual mortgage loans, HDFC also provides loans for corporations to on-lend to their
employees who wish to purchase ahome. In yet another program, HDFC makes loans directly to individual
employees. carrying a guarantee by the corporate employer and with loan payments being made by auto
matic monthly salary deductions.
The GujaratRuralHousingFinanceCorporation (GRUH) isanother innovativecompanyin India. It makes
loans predominantly to residents of small towns and villages, and numbers many farmers among its bor
rowers. Since they get most of their revenue only when they sell their farm produce, once or twice a year,
the terrnsofhousing loans made by GRUH allow for repayments to be synchronized with the croppingcycle.

Women in Resource Mobilization and Cost Recovery
The Self-Employed Women's A sociation (SEWA) of Ahmedabad, India, opened a cooperative bank in
1974, to the background of scepticism and resistance from the fonnal fmancial sector. The bank is open
only to poor elf-employed women, with the intention ofhelping them to becomefmancially independent.
t proposed to eliminate much of the red tape involved with conventional fmancial institutions, and to use

procedures which would help illiterate women to get small loans without difficulty. More recently, it has
also offered housing loans.
The SEWA Bank has thrived, by 1987 having 11,000 shareholders and 23,000 depositor'. It is fmancially
:self-sufficient, initially, having taken loan. from commercial banks; now. it meets it loan obligations from
-I own deposits. Loans are generally made at l2.a to J6.5 percent lJ1teresl (i.e. at positive interest rates,
and compatible with commercial rates), with repayment over 36 months. All administrative costs, in
cludil/g the cost ofthe considerable support services needed to en ure a good relation hip between taff
and borrowers. are fully recovered in rhe bank's imerest charges.
Over 40 percent ofthe loans now made are for housing, about half being for new construction and half for
improvements. Loans are also granted to repay private debts on housing. Unlike most other housing loans,
SEWA loans are not based on property mortgage. (Foreclosure proceedings would in any case beextremely
difficult.) Housing loans are, instead, granted on guarantees by two people; jewellery is also accepted as
collateral. Bank officials say that it is not very difficult for applicants to fmd guarantors or collateral, and
emphasize the potential repayment capacity of the borrower. Around 95 percent of borrowers repay their
instalments regularly.

Asia-Pacific CoaJition to Strengthen Housing Finance Regionally
UNCHS (Habitat) is planning to provide fmancial assistance to a coalition of leading housing fmance in
stitutions in the Asia-Pacific region, to serve as a focus of expertise in the field. Participating institutions
are being selectedfor the pioneering work they have done in theirown domain. Public and private institutions
will be represented: primary lenders with a proven record of success serving infonnal and fonnal sector
borrowers, and organizations with strong research capabilities. The coalition will seek to share the insti
tutions' experience, knowledge, technologies and, perhaps most importantly, methodologies for imple
mentation oftheir own programs, with each otherand with other housing finance institutions in this region.



A Housing Program Agreement was signed in New
Delhi in March 1990 by the U.S. Ambassador to India.
Mr William J. Clark. Jr. (on left) alld Mr K. S. Sastry.

Chairman alld MalliJging Director ofthe Natiollal
Housing Bank. The HOllSing Finance System Program

is briefly described below.

The coalition will be used to help create:
more effective housing fmance institutions in the region;
a self-sustainmg regional technical cooperation program, particularly to strengthen and establish
new credit mechanisms for lower income groups:
a knowledge base about key constraints in the sector; and
permanent links between formal and informal sector institutions, in ternlS of both credit dissemi
nation and savings mobilization.

The coalition will explore two important but neglected ingredients of a comprehensive housing finance
strategy: the link between financial savings and housing, and methods of improving the accessibility of
housing finance to low income households.

USAID'S HOUSING FINANCE PROGRAMS
Sri Lanka Sn Lanka is about to embark on another innovative approach to low income housing finance.
The current USAJD Low- Jnl'ome Shelter Program is desi/!,ncd to assist the government of Sri Lanka
implcment its 1.5 Million Houses Program. After years of heavily subsidized interest rates and low loan
rccoveric " the ational Hou ing Development Authority and RHUDO/Asia are formulating a program
whieh replaces subsidized interest rates for housing loans with acombination ofgranl~and loans. Thegrant
portion will reduce monthly paymentS to affordablc lcvcl~ for beneficiaries who cannot afford market-rate
loans of the size needed to meet minimal housing needs.

Pure grants will go to a very Iimited number of household. who do not have the apacity to take
out a loan for home construction or improvement.
Bridging grants will go to households who can hear the repaymenl of . orne Imm bUI whose basic
housing needs require a larger I(Jan than they can afford. The grimt will reduce the loan size so that
the monthly payment i . affordable.
Alllo<Uls will be at full market rates, which in Sri Lanka are estimated 10 be at lea~t 19 percent per
annum.

The redesigned program will also expand the role of private credit unions, commercial banks and other
market-oriented suppliers of housing loans.
This new scheme is a continuation of a long-standing program in Sri Lanka, by which USAID supported
the government's former Million Houses Program, and provided capital assistance for the reconstruction
ofwar-damaged housing in the northem and eastern regions ofthe country. Since 1981, USAID has provided
guarantees for $60 million of loans to the Government of Sri Lanka for housing programs,

Pakistan There are currently very limited opportunities for Pakistanis to borrow for buying or building
theirown homes. Theopportunities which doexist are often forsubsidized loans, which are in shortsupply.
A new USAID project seeks to overcome these constraints through the creation and promotion of private
sector housing fmance companies. These companies will mobilize savings and investments for all types
of housing. To create these institutions, however, the policy environment must change in certain signifi
cant areas in order to permit the companies to provide effective financial intermediation services.

The USAlD Shelter Resource Mobilization Project, has an approved level of$IOO million in Housing
Guaranty loans, plus $5 million in grants for funding related technical assistance and training, (The first
Program Agreement for this project was signed in Islamabad by the Government of Pakistan and USAID
this September.) Among other activities in 1990, U.S. experts have provided advice on revising current
mortgage loan foreclosure procedures and on the policy framework needed for the licensing, supervision
and regulation of housing finance companies.

India The housing finance system in India has been substantially transformed over the course of only a
few years. In the early 1980s, it was characterized by extensive government control and a high degree of
segmentation; formal housing finance reached only a small proportion of urban households. With the
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Financial Assistance from USAID
Capital assistance from USAID is pro
vided in the form ofHousing Guaranty
(HG) loans, through which the United
States government provides guaran
tees for loans from private American
investors to institutional borrowers in
other countries. The term of a typical
HG loan is up to 30 years, with a 10
year grace period on repayment of the
principal. An important condition of
every loan is that its benefits must be
affordable to households below the
median income. Inordertoenhance the
developmental benefits of a HG loan,
they are customarily supplemented by
govemment-to-govemmentgrants for
training, seminars, information, advi
sory services and research studies.



Contact Addre.~es

Centre for Housing Finance
CONTACT:
Mr S. Ramanath
Resident Manager
CenlTe for Housing Finance
Plot 167A, TPS No. I
Tungarli Road
Lonavla410401
India

Fels Center of Government
CONTACT:
Ms Marja Hoek-Smit
Course Director
Fels Center of Government
University of Pennsylvania
39th and Walnut SlTeets
Philadelphia, PA 19104
U.S.A.
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The Sri Lallkall Millistry of Policy PlallnlllX and 'mplemen·
ratioll alld USAJD )oil1lly Sf/f1I1MJrl,d a seminar, "Mobilizillg
.Financial SUPI'"rt for Housill':" earlier this year. Tile

efllillar reached a cOllset/sus ot/the formOlioll ofa hOI/sing
/inalice actioll group to preparl' U realistic nationa'
stratl'Kv for hOI/sing /inance. The picturl' sholl's,frofll 'eft
10 right, Dr Gl'Orgl' Jones. Director of USA/DISri Lanka:
Mr W. D. Ailappenmw. Secretary 10 the Minislry of
HOI/sing, Dr Lloyd Fernando. DireL'lor ofNUllOnoI
PlaJlI1illg: Mr R. Paskaralillgam. Sl'CI'l'IOr.l' /() the Millistry
ofFIIIW/("C: UIlt! Ms OWlIlll' TSIISOS, RHUDOIAsia.

beginning of the I990s. the essence of a structured system is in place. Directed credit is gradually being
supplanted by reliance on market forces formobilizing domestic resources. Housing finance has benefited
from the creation of the National Housing Bank (NHB) to regulate and promote the sector. In the last few
years. too. India has witnessed the birth and infancy of a large number of outlets for housing loans. Si
multaneously, affordable housing finance is becoming accessible to an ever-larger number of households
throughout the country.

USAID is proud to have been associated with this transformation. Our program in India started formally
in 1981, With the first of several projects which gave assistance to the Housing Development Finance
Corporation (HDFC), a private sector mortage bank. More recently. an agreement has been signed with
the NHB to continue the program, by providing financial support to emerging housing finance companies.
USAID's goal continues to be the development ofa market-oriented housing finance system which is capable
of raising capital frofT! domestic sources and which provides long-term shelter finance to a wide range of
families, particularly to lower-income households. USAID has guaranteed loansof$125 million to HDFC,
and more recently has approved a $50 million Housing Guaranty program agreement with the NHB.

HOUSING FINANCE INFORMATION
Cour s and Conference.
Formal training and conferences devoted to advancing the principles and practices ofhousing finance have
increa~edthroughout the region in the past two years. Recent national seminars in Pakistan and Sri Lanka
have focused on country-specific challenges, and regional offerings by HDFe's Centre for Housing Fi
nance in India and the Government Housing Bank ofThailand provide opportunities for formal education
in this field. In addition. a number ofAsian participants have taken advantage of the seminar offered every
year in the United States by the Fels Center of Government. University of Pennsylvania.

Seminar in Pakistan
"Housing Finance: An Enabling Strategy for the Private Sector" took place in Islamabad in August 1990.
This was Pakistan's first housing finance seminar and was co-sponsored by USAID/Pakistan, RHUDO/
Asia and the Ministry of Finance of the Government of Pakistan. It was attended by about 75 Pakistanis
from the private and public sectors, including nascent housing finance institutions and others interested
in establishing housing fll1ance companies. The seminar was designed to advance Pakistan's new shelter
resource mobilization program, and concentrated on defining and analyzing the building blocks ofa housing
finance system. Experts from the U.S., Pakistan, Thailand and India shared perspectives on the critjcal
issues involved with mobilizing private resources to meet the demand for housing credit in the country.

Training Courses
HDFC has established aCentre for Housing Finance in Lonavla, India which offered its flTst regional courses
in 1990. The two initial offerings were "Credit Evaluation and Loan Servicing in Housing Finance Man
agement" and "Housing Finance Management and Managerial Effectiveness". A third, entitled "Housing
Finance Pol icy, Finance and Organizational Development Workshop". is scheduled to take place on De
cember 10-15, 1990. Faculty forthese workshops are senior HDFC staff members and organizational
development consultants. For further information about these and other planned training courses at Lonavla
contact the Centre at the address listed at left.

An international seminar. "Effective Housing Finance", is scheduled to take place in Bangkok, on January
2-12, 1991. This is a collaborative effort of three organizations: the Thai Government Housing Bartk, the
Fels Center of Government and RHUDO/Asia. Key faculty members include regional and Thai experts,
as well a~ Professor Jack M. Guttentag, Professor ofFinance at the Wharton School, University of Penn
sylvania, and Mr Marshall W. Dennis, Chief Operating Officer of the National Mortgage Institute, the
training facility of the U.S. National Council of Savings Institutions. For further information, contact
RHUDO/Asia.

In May 1991, the Fels Center of Government will offer its rumual three week course on housing finance.
For further information, contact RHUDO/Asia or the address at left.
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Abstracts is a semi-annual publication ofUSAJD's Office ofHousing
and Urban Programs. It includes recent studies preparedfor the

Office ofHousing on topics likely to be ofinterest to a broad
audience ofpractitioners and academicialls involved ill urban issues
in developing coulltries. Housingfillance is one ofthe subject areas

routillely covered. Please illform RHUDO/Asia ifyou want to be
placed on the mailing list for~. Our address can be found

in the right-hand columll on this page.

Publications

Better Access to Finance for Low Income Households
A recent study, undertaken for the Indonesian Government by the Urban Institute, analyzed the two prin
cipal systems ofhousing provisionin Indonesia-thepopularand the formal. Thepopular,household-based
system has provided decent shelter to the majority ofIndonesian households, without direct government
assistance. The researchers believe that this housing system is an important resource, which should be pro
tected and encouraged.
They recommend a number of actions which would improve the informal housing market. One would
be to increase the supply ofhousing credit available to poorerhouseholds, through loans originated by non
traditional lenders such as credit unions orcommunity-basedorganizations. These non-traditional lenders.
- who are typically short ofloanable funds - could obtain funds from cornmercial banks. "The advantage
ofthis approach is thatthe tasks offund mobilization and loan origination are separated, with different en
tities doing the job for which each has a competitive advantage."
The policy analysts also fmd that "the formal housing system could be improved by encouraging BTN [the
state mortgage bank] to target more of its loans to low-income households... Instead of subsidizing bor
rowers' interest paymentsas they donow, all BTNborrowers shouldpaymarket interestrates on their loans.
Government subsidies should be in the form of payment of part of the purchase price from BTN to the
developer at the time ofsale, thus reducing the amount ofthe loan and making the subsidy explicit. Under
these conditions, many new institutions would lend funds for housing, thereby increasing competition
among lenders and driving down the high cost of intermediation."
The Market for Shelter in Indonesian Cities, Raymond 1. Struyk, Michael L. Hoffman and Harold M.
Katsura. University Press of America, April 1990.
A Secondary Mortgage Market in India
Therehas recently been considerablegrowth in the numberofoutlets forhousing loans in India, and housing
finance is becoming available on amuch widergeographic basis than ever before. However, forcontinued
growth in the volumeoflending, mobilization offunds is the critical issue. The idea ofcreating asecondary
mortgage market has been offered as one way to attract funds from a broader range of investors and to
integrate housing fmance more fully with the country's fmancial markets. A new report fmds that, while
itmay be conceptually appealing, the feasibility ofestablishing a secondary mortgage market in India must
becarefully analyzedbefore anydecision is taken. The study's guardedjudgementis thatasecondarymarket
for mortgage-backed securities may be possible in several years time, perhaps as early as 1992/93. The
report describes the implementation steps necessary for the development of a secondary facility.
ASecondary Mortgage Market for India: Notes on Feasibility and Structure, RaymondJ. Struyk. USAID,
New Delhi, June 1990.
Housing Finance Strategies
A popular publication ofUSAID's Office of Housing and Urban Programs describes a housing fmance
strategy methodology which enables policy makers and analysts to assess alternative mechanisms for
mobilizing and deploying fmancial resources for achieving improvements in housing quality. This study
identifies the most economically efficient strategy for increasing resources within the housing sector to
achieve the goal ofminimally adequatehousing for all. The guidelines describe the six steps in developing
a strategy and discuss how to organize an application of the methodology.
Guidelines for Creating a Housing Finance Strategy in a Developing Country, Raymond J. Struyk and
Margery A. Turner. Urban Institute, for USAID's Office of Housing and Urban Programs, 1987.
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THE URBAN ENVIRONMENT

We know that our towns and cities are suffering from chronic pollution and from degradation of
the physical environment. We believe that the situation is growing significantly worse. The
critical question is, How can the environmental destruction of Asia's cities be reversed?

Look, first, at the range of problems faced by towns in Asia. It is immense; its totality is beyond
the immediate experience of most of us.

What are Asia's urban environmental conditions?
Take a city, any city. In Karachi, for instance, two thirds of households have no piped water
connection. Bangkok and Jakarta have no sewerage system at all, and waste water disposal is
often indiscriminate: Shanghai's river Huangpu has been described as "achemical cocktail ofraw
sewage, toxic urban wastes and huge volumes of industrial discharges". A consequence of poor
water supply and disposal is that residents suffer from diarrhoea, dysentery, typhoid, intestinal
parasites, and more. The practice of solid waste disposal is often little better: in Manila, garbage
is thrown into the canals and waterways, contributing to their blockage and consequent flooding
each rainy season. Floods in that city cause damage valued at $45 million a year. The noise from
river traffic in Bangkok is such that 80 per cent of boat operators are estimated to suffer from
hearing loss. Cramped and crowded conditions in settlements also result in ill health: in Kanpur,
India, 60 percent of slum children are said to have tuberculosis.

There are yet other problems. For instance, there is severe air pollution in many cities of the
region. In Kuala Lumpur recently, the persistence of a noxious cloud of industrial and vehicular
pollution prompted the cabinet to issue directives curbing excessive emissions by vehicles.
Elsewhere, much of the air pollution comes from power stations; 60 percent of Calcutta's
residents suffer from associated respiratory diseases. Traffic congestion is heavy in many of
Asia's cities and is notorious in Taipei, Bangkok, Tokyo and elsewhere. The cultural and historic
heritage ofmany cities is being lost through redevelopment -- witness the bulldozing ofMacau's
graceful buildings in favor of high-rise hotels and shopping complexes -- and concern for
conserving the human scale in our urban environment is now rare. Urbanization, too, can have
severe consequences on the regional resource base: the city of Bangalore in southern India,
"Science City", consumes over 400,000 tons ofcommercialfirewood a year, cut from forests up
to 700 kilometers distant.

The persistence of these problems imposes unnecessary costs on us all: additional costs of doing
business, degradation of natural resources, reduced benefits from domestic and international
tourism, lower life expectancy and an impaired ability to go about our daily lives in good health.
Sound environmental protection is not a luxury: it is a necessity in order to permit sustainable
economic development and to foster decent health for our citizens.

What has caused this degradation?
While the severity and extent of environmental problems in urban areas are also a function of
geographic location, clitnaticcircmnstanceand topography, environmental degradation nonetheless
is often a by-productofurbanization and ofincreasing prosperity. However, economistDavidFoster
points out that adverse environmental conditions also result, in large part, from poorly-conceived or



EXPENDITURE ON ENVIRON1vffiNTAL PROTECTION

Annual capital plus maintenance expenditures by government for pollution control investments for waste
water, air and other m~dia

OECD Countries
China
Indonesia
Korea
Singapore
Thailand

% ofGDP

1.28%
0.70%
0.38%
0.40%
1.09%
0.24%

$ per capita

$84.83
$ 2.03
$ 1.71

$10.76
$106.86

$ 2.04

Source: Urbanization and Environment: Managing the Conflict, TDRI, Bangkok, 1990.

poorly-implemented urban policies:
Urban development policies have often neglected the dynamics and speed of urban growth,
and rely on idealized and static land use plans, with little thought as to how they can be
implemented.
Where administration is generally weak:, policies tend towards excessive reliance on
regulatory control while lacking the basic rudiInents of an ability to enforce regulations.
Governments are unable to raise enough local revenue to finance needed infrastructure; weak
property tax systems effectively subsidize urban sprawl, which further increases the cost of
urban services.
Ineffective land tenure procedures take away incentives for sound environmental land
management.

Are we too late?
Prophets of doom point to the fact that certain rivers are already biologically dead; that forecasters
say road capacity can never catch up with vehicle demand; that even the rich countries are failing to
cope with their waste disposal problems; that our level of familiarity with these conditions has
immunized us against taking effective action.

The Economist predicts that things will get worse before they get even a little better. "First, Asia's
population is growing -- rougWy twice as fast as Europe's and America's -- and so therefore is the size
ofAsia's cities. Second, with the notable exception ofJapan, South Korea and Taiwan, Asia still has
a long way to travel along the polluting curve of industrial progress."

It is, however, not true that deterioration of the built and natural environment was and is a necessary
and unmanageable cost of rapid economic development and urbanization. We do have the means,
now, to reverse the processes of urban degradation.

What is to be done?
Of the many approaches to deal with these problems, Asia Perspective would like to focus on just
three.

(I) Strengthen Environmental Planning
Many of us are well aware that traditional land use planning has generally been unsuccessful, and
that less rigid, less deterministicapproaches are needed. However, since muchofAsia's environmental
degradation results from an absence of successful land management and of coordination between
infrastructure investment and private development in particular, it follows that orderly land
development -- the assembly, planning, servicing and distribution of land for urban development
and, above all, its servicing -- should be utilized as a key environmental management tool.

The City of Bangkok is an example of planning failure. Only 11 % of its land area is devoted to
transportation (roads, railways, car parking)-- about half the proportion found in many other cities-
leading to considerable capacity problems. The road network also lacks coherence, with an
exceptionally low density ofdistributor roads and with a very inefficient network oflocal roads. These
shortcomings are the consequence of a failure to plan for and provide sufficient road space. It has
resulted in massive congestion, with commuters traveling up to 5 hours a day, and in heavy, deadly
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Magic Eyes is the logo for the Thai Environmental and
Community Development Association. The Association,
described on page 7, aims to create public awareness about
social environmental conditions. An independent suryey
found that 92% ofrespondents in Thailand were aware of
Magic Eyes, and that 89% of these say it has contributed
"quite a lot" to society.

"Environmental protection is an investment
in urban infrastructure. It is not a luxury,
notasubject limited torural natural resource
ecosystems, and not an arcane speciality
requiring totally new skills and new
methodologies. Most ofthe technical skills
required are those already employed in
other infrastructure investment areas:
fmance, cost recovery, land use planning,
and projectmanagement. More specifically,
it is an investment in the economic carrying
capacity of urban areas. It increases the
number of people, number of economic
activities, and the standard of living that a
region can support."

Source: David Foster, "Viewing
Environmental Protection as Investment in
Urban Infrastructure", in Urbanization and

. the Environment in Developing Countries
: USAID Office of Housing and Urban
Programs, 1990.
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pollution.

We believe that planning should have a protecting and guiding role. Regulation, for instance, should
be used positively, to influence the pattern of development in the desired direction. Orderly land
development can be facilitated by working with and guiding the land market, rather than attempting
to suppress or control it, particularly in the light of available resources and of the opportunities for
corruption. Appropriate tools include the provision of infrastructure to influence development
decisions, land taxation, negotiation with developers and public-private cooperation arrangements.
It has been argued, too, that negative controls should be limited to the most critical situations, often
exempting the vast bulk of development from the control process.

(2) Encourage Public Commitment to Environmental Management
.Public awareness and support is considered essential to build effective urban environmental
programs. Although regulation and enforcement can only be undertaken by government, there is a
limit to the effective involvement of the public sector in environmental management. Take the
exampleofthe United States: there, far more wastehas beencontrolledthrough voluntary efforts than
has ever been controlled through mandatory programs.

Non-governmental organizations have a valuable role to play in educating the public,
providing information to the public authorities, taking some limited action in managing local
environments and in building a constituency for preventive action and supporting difficult
environmental decisions. The center columns on pages 6 and 7 describe the efforts of a few
Asian NGOs which work on urban environmental programs.
In developed countries, the private sector has often taken the lead in moving to sounder
environmental practices. In developing countries, industry must be made aware of the
economic consequences ofpollution, the comlnercial benefits ofbeing seen to be "green",
and of the opportunities for cost saving through resource conservation, recycling and
pollution control at the point of origin.

(3) Improve Financing for Environmental Control
Price mechanisms and financial incentives are an essential means of reducing pollution,
enforcing environmental standards and stimulating the provision ofenvironlnental infrastructure.

Price control for use of the environment (clean water, pure air and so on) can be a more
effective, and cheaper, means ofpollution control than direct regulation. The environment
is a scarce resource that is used in the production ofgoods and services by public utilities,
industry, etc. The burden of paying for its use must be placed squarely on the polluter-
the "Polluter Pays" principle.

A variety ofmechanisms are available for financing the construction and maintenance of
environmental infrastructure (sanitation, drainage, solid waste management systems).
Many of these are still novel to Asian countries. Techniques being explored in Asia
include charging through subdivision regulation, the use ofspecial assessments (betterment,
valorization), land readjustment and development impact fees, as well as degrees of
privatization of different utility services.



Of the Asian cities cited, only Tokyo meets the air quality
standards of the World Health Organisation.

Data source: World Resources Institute.
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URBAN ENVIRONMENTAL PRIORITIES
Which Environmental Problems are the Most Serious?
Thailandhas experiencedparticularly strongeconomic growth over the last few years. However, the poor and deteriorating environmental conditions
in Bangkok pose extremely serious threats to the continuation of this growth.

Among other things, air pollution and noise -- from industry, traffic and construction activity -- are growing problems in the city. Toxic chemicals
are found in foodstuffs and rivers. About one fifth of the city's garbage is uncollected; however, most of the refuse that is collected is placed in open
dumps, which attract rats and insects, and generate toxic mn-off. Only anegligible proportion of the city's population is served by sewage treatment
facilities: most ofthe sewage from the rest ofthe population fmds its way into reserves ofsurfaceorground water. Asignificant part ofthe population,
unserved by mains water, relies on well water for its everyday needs. With the depletion of underground water, Bangkok is literally sinking; and
as it does so, the city floods. The cost of flood damage runs into hundreds of millions of dollars annually.

The cost ofaddressing this multiplicity ofproblems is staggering, and certainly exceeds the level ofresources available. Faced, then, with acatalog
of environmental problems like this, decision makers need to be able to decide which of them should be tackled as amatter of priority.

Astudy recently commissionedby USAID* addresses this issue. Its purpose was to develop amethodology forprioritizationofenvironmental issues.
It was the intention that the methodology should be applicable in different countries, with avariety of problems and with differing qualities ofdata.
The study asked the question for Bangkok, "What are the most serious environmental problems facing the city today?" TIle next step would then
be for agovernment to ask, "What can we do about these, the most serious problems?"

Other research studies have listed environmental problems, often at great length, but none has previously attempted to rank the problems in order
of priority.

The Methodology
In searching for acommon denominator against which all of these disparate problems could be compared, the study noted that all of the identified
problems posed some risk to human health. Using techniques developed by the U.S. Environmental Protection Agency, it is possible to quantify
the risks involved in tenns of their effects on health.

The consultants combined toxicological and epidemiological data on observed health effects ofenvironmental pollutants, with infonnation on local .
environmental conditions, to produce quantitative estimates of the effects of these conditions on the health of residents or Bangkok. The authors
ofthe study then prioritized each problem according to the. magnitude ofthe health risk it caused. Problems were ranked as higher, medium or lower
health risks.

The methodology ofthe study makes fascinating reading. For instance, the authors ofthe study experienced problems in tracing data, and the report
explains how they resolved data availability problems. Some of the issues they encountered posed unexpectedly serious health problems, needing
extensive analysis. The study also developed anew analytical method for assessing risks from microbiological contaminants.

So, What are the Findings?
Three problems are ranked as higher risks. Each of these three problems causes very widespread health effects, including asubstantial number of
deaths. The first of these is the level ofairborne particulate matter concentration, which results in the aver~ge resident of Bangkok suffering from
more than eight days per year ofrestricted activity, meaning that individuals feel sufficiently ill to remain at home, in bed, unable to pursue anonnal
level of activity. It also results in up to 1,400 deaths per year among the city's population. Major sources of airborne particulates include industry,
construction activities and diesel engines.

*Ranking Environmental Health Risks in Bangkok. Thailand, Abt Associates, Inc. and Sobotka and Co., Inc. for USAID' sOffice of Housing and
Urban Programs and the U.S. Environmental Protection Agency, 1991.
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Consequences of Population

Phenomenon

overloaded land

overburdened urban infrastructure

overloaded natural resources

overwhelmed urban institutions

overconcentrated economic activity



.A fashion show. Flight ofthe Angels, was organized
recently in Bangkok to raise funds for the Environmental
Protection of the Chao Phraya River Project. The outfit
,pictured was designed by Nagara Sambandaraksa, who
said on this O':Ca 'ion, "I (10 hope Ihat what we do today
lViI/illidge olher bigger and more influential
organizalions 10 pay al/ention /() cleaning up OUl' highly
esteemed river".

Concentration in Urban Areas

Consequences

o higher population densities
o higher land prices

o diminished service quality
o decreased service accessibility

o increased pollution
o decreased environmental quality

o decreased institutional responsiveness
o decreased public participation
o fragmented bureaucratic action

o depleted resources
o increased prices
o increased economic disparities

S2w£;: "Urbanization and Environmental
Quality", in Urbanization lllli!. 1M
Environment in Developjn~ ~,

USAID Office of Housing and Urban
Programs, 1990.
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The second risk is caused by excessive levels of lead in the city's air, drinking water and food. These levels are likely to result in several hundred
thousand cases of hypertension ayear and, stemming from them, up to 800 cases of heart attack and stroke, and up to 400 deaths. Among children,
significant reduction in mental capacity is expected. The likely primary contributors to lead in the air are combustion of leaded gasoline and lead
smelting. Lead levels in the Thai diet are also surprisingly high, but how lead gets into the food is uncertain. The report identifies anumber of possible
lJules,

Thirdly. microbiological diseases (mainly acute diarrhoea, dengue fever, dysentery and helminthiases) are alongstanding source ofhealth problems
in Bangkok, as well as in nearly every developing areaofthe world. The authors estimate that between 850,txXl and I,7oo,txXl cases ofthese diseases
occur in Bangkok every year, and predict that 6% of all deaths in the city are attributable to this cause. The incidence of these diseases is related
to poverty, poor sanitation, poor housing, malnutrition, limited water supplies, lack of sewage disposal and treatment, and inadequate health care
and education. Some of these contributing factors are, however, obviously not "environmentally-related".

Two further problems were ranked as ofmedium risk: Catbon monoxide ait pollution (resulting from heavy use ofvehicles with poorly controlled
emissions in congested conditions), and the presence ofmanganese and cadmium in body tissues of Bangkok residents.

THE ENVIRONMENT AND URBAN LAND
Recent studies undertaken by and for USAID have focused on the implications for the environment ofexisting policies and laws for developing land
for shelter in India*.

The studies start by identifying the main environmental problems associated with urban land development. Many, but by no means all, are health
problems which result from deficiencies in the quality and quality ofthe water supply, from the absenceofadequate drainage and sanitation systems,
and from inefficient practices of solid waste collection and disposal. Other problems are associated with questions of the suitability of land for
development (the issue ofwhether soils and land forms can accommodate anticipated land uses and building types); natural environmental risks and
hazards (flood hazards; seismic risk; extreme noise conditions; proximity to toxic and hazardous materials); the presence of noxious air polluters;
and community values (the preservation of historic and archaeological resources; and Ihe preservation and enhancement of visual quality and
amenity).

The studies attempt to trace the causes ofeach of these problems. They note that existing laws provide for ample remedies for most of the problems,
but that they are not being enforced. Is poorenforcement, then, the ultimate cause oflndia's environmental problems? Thestudies find not: in general,
the laws and regulations are unenforceable and inappropriate. For instance, much of Iheenvironmental degradation in urban India probably results
from excessive control: people are unable to meet the requirements of the legislation, and so resort to sub-optimal solutions -- illegal occupation
of land .. where conventional solutions to environmental problems are irrelevant.

Rather than recommending "stricter enforcement", or "more public expenditure on environmental infrastructure" (which may, indeed, be desirable),
the studies indicate alternative solutions to Ihese problems. Among other solutions identified, the studies point to the value of participatory
approaches to land development (partnerships between public and private sector developers), Ihe need for improved training in urban environmental
issues, improvement of public and political awareness of environmental issues, and the revision of unrealistic laws and regulations.

*Including unpublished studies by the Operations Research Group, Baroda, and Jason M. Cortell and Associates, Inc.
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AN URBAN
ENVIRONMENTAL STRATEGY
The Office of Housing and Urban Programs: A Strategy to Address the Environmental
Problems of Urbanization
The urban environmental strategy of USAID's Office of Housing and Urban Programs is to focus on activities which provide for efficient and
equitable delivery of urban services, such as water, sanitation services, and solid waste collection and disposal, and to demonstrate to policy makers
the environmental efficacy of improving urban management, stimulating different mechanisms for fmancing urban services and strengthening the
private sector,

The Office ofHousing and Urban Programs has, in the past, dealt with critical urban environmental concerns through the implementation of sites
and services projects to direct urban growth in an environmentally sound manner and of urban upgrading projects to improve conditions affecting
health and the quality of life in existing poor neighborhoods.

Currently, the Office is taking steps to incorporate urban environmental concerns as an integral part ofour basic program, which includes technical
assistance, training and policy dialogue throughout the developing world, as well as the fmancing of projects, As apart of the strategy to address
the needs of the countries with which we work, the Office has formulated an action plan which identifies specific activities to be undertaken in the
next year, This Action Plan has threeobjectives: (I) to improve ability to analyze problems (methodolo~es); (2) to improve ability to design programs
(guidelines and technical assistance); and (3) to improve urban management capacity (such as through the private provision of public services,
technical assistance and training).

To strengthen in-country ability to identify key areas of environmental degradation, guidelines will be developed for identifying the nature and
relative importance of urban environmental quality problems.

Testing new private sector approaches to the provision ofmunicipally financed environmental services is one objectiveofthis program. For instance,
the Office is presently fmancing technical assistance to ten countries for projects in solid waste management (collecton, disposal, recycling). The
purpose of this technical assistance is to demonstrate how, with the involvement of the private sector, solutions to specific urban environmental
problems can effectively be addreised,

Another objective is to increase ourability to identify, analyze and rank urban environmental problems and to facilitate the capacity of host countries
to do the same. Towards that end, we have identified methodologies which form the basis ofour research program. In the study described on page
4, amethodology was tested to rank urban environmental health problems. Future work will examine other environmental problems, such as
environmental impacts on local and national economie and on natural resources.

Athird objective ofthe Office is to integrate urban environmental issues into thedesign ofour programs and to assure inclusion ofurban and industrial
pollution concerns and environmental health as areas of focus for USAlD as awhole.

Housing Finance in India

We have received the following comment from Mr. Mulkh Raj, Director of Finance for India's Housing and Urban Development Corporation
(HUDCO), after reading the issue of ASIA PERSPECTIVE which dealt with housing finance:

"HUDCO is the premier housing finance Government institution in India. It sanction over half amillion houses per year, Till 28th February 199\
it has sanctioned 4.4 million housing units with loan commitment of Rs. 50,950 million. The operations of HUDCO are undergoing major change
from new house construction to shelter upgradalion supported by training and skill upgradation programmes. During the year 1990-91, HUOCO
has already sanctioned money for 629,000 dwelling units, ofwhich 288,617 units are covered by housing upgradation programmes. HUDCO is also
establishing in abig way institutional finance system for urban infrastructure programme in India, During the period 1990-95 it proposes to sanction
Rs. 40,000 million. It has already sanctioned Rs.2,711 million during 1990-91."
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Environmental NGOs In Asia

ri Lanka: Industrial Pollution
March for Conservation (MfC), one of
many environmental NGOs in Sri Lanka,
promotes all aspects of natural resource
conservation, but focuses especially on
education and research. It aims to create
understanding and appreciation of the
environment through research and
publication education, with programs
targeted at school children, administrators
and planners.

One of the most imponant and far sighted
activities undenaken by the MfC is the
school lecture program on industrial
pollution. For this activity, MfC selected
six schools within the City ofColombo and
ils suburbs, close to industrial sites. Up to
ten students constituted a school tcarn,
each of which was supervised by a science
teacher from that particular school.

Each group identified industrial inputs and
outputs with particular emphasis on the
nature. composition and volume of
polluting materials; and then assessed
apparenteffecls of pollutants on the natural
and human environment, through
observation and interviews of residenls of
the affected areas.

The second phase of the program is to take
follow up action to address the problems of
industrial pollution in and around Colombo.

India: Cili~ens' Reports
The Cenlre for Science and the
Environment (CSE) was founded in 1981,
by a group of young scientists, engineers
and enVironmentalists, to undertake
research and increase public awareness of
issues concerning the environment and
development. Unlike most olher
environmental NGOs, CSE integrates
human settlements concerns into its current
programs.

It is perhaps best known for the two
pioneering repons, TI,e State of India's
Environment: A Citizens' Repon and The
Second Citizens' Repon, which are at the
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same time readable and highly informative.
These reports have been described. by the
journal Environment and Urbanization, as
"two of the most comprehensive and
detailed reports on the state of the nation's
environment, anywhere in the world", They
have been published in several languages.
and are read and used by voluntary
organizations, government officials and
Indian and foreign researchers, among
others. As part of its public infornlation
service, CSE also puts out a monthly Green
File of press reports on environmental
issues.

CSE promotes action in support of
environmental causes by organizing
workshops and seminars, providing
resources and support to a range of non
governmental and voluntary organizations,
and by working with the media by providing
workshops and fellowships for journalists.

Thailand: Public Awareness
Some of the promotional activities of the
Thai Environment and Community
Development Association are illustrated
on other pages of Asia Perspective. The
Association numbers many of Thailand's
leading corporations as members. in its
efforts to raise social responsibility for
preserving and protecting environmental
conditions. Its basic aim is to help keep
Thailand clean.

TECDA works through widespread
publicity and promotional campaigns
(including TV slots, distribution of Magic
Eyes badges, T-shirts. etc. and the
production of sign boards in conjunction
with the Bangkok Metropolitan
Administration). The Association also
sponsors a range of educational programs
which teach children that pollution is caused
by indiscriminate littering.

Government Minister Mechai Viravaidya
says, "The lesson is: Don't wait for magic.
Get your own."

The Thai Environmental and Community
Development Association is assisted by
USAJD.
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PUBLICATIONS
Urbanization and the Em'ironment in Developing CouAlries
This volume contains three important research papers. Each of the three papers begins with the premise that urbanization in the developing world
is irreversible. and has been beneficial to the extent that economic output, investment and income growth have been stimulated. Urban growth
however, has outstripped the capacity of aUlhorilie' to manage development and respond 10 the need for infrastructure, services and land. The
resuhing environmenral degradation and depletion ofnatural resources now threatens to undennine the productivity of cities and hamper economic
growth.

The first paper, "Urbanization and Environmental Quality" (Blair T. Bower, Eric Hyman and Rodney R. White), identifies the adverse effects of
urbanization on environmenral quality, and discusses the dilemmas that governments face in preserving natural resources and delivering
environment-related services. Among the key management problems identified are fragmented governmental structures, inadequate sraffing, lack
of incentives, poor quality infonnation and data bases, and an inadequate understanding of the costs and benefits of implementing environmental
protection programs. To dispel the concern that improving environmental quality is necessarily expensive, examples are offered of affordable
measures that can be adopted as part of an urban environmental management strategy: measures for reducing industrial discharges, for example,
simple methods of analyzing infonnation on environmental quality. or the introduction of incentives for modification of behavior to improve
environmental quality. The paper finishes with abrief description of current and planned donor activities in the area of the urban environment.

The second paper, "Urban Environmental Management in Developing Countries" (Royce LaNier, Stephen Reeve and April Young), emphasizes
the need for cities in the developing world to be perceived both as engines for economic growth and as intricate environmental systems. The
complexity of urban environmental systems in the developing world requires that economic development policy, environmental management and
urban investment decisions be closely linked and necessitates the development of new urban management tools, methodologies and principles to
address the needs for greater policy coordination. Policy tools discussed by the authors include institutional, economic and land refonn options.

The final paper, "Viewing Environmental Protection as Investment in Urban Infrastructure" (David Foster), presentsareview ofbasicenvironmenral
concepts, and examines the advantages and disadvantages of alternative approaches to environmental protection. The author's central tenet is that
environmental protection should be treated in the same way as any other inveslmern in urban infrastructure and measured in tenns of potential
dividends or losses. Environmenrally susrainable policies at the municipal level should include the internalization of environmental costs in
development planning, lrengthened environmental regulations and economic incentives to encourage responsible behavior.

Urbanization and the Envimnment in Developing Countries: Background Papers from the Roundtable Conference on Urbanization and the
Environment in Developing Countries held in Washington, D.C. on November 21, 1989. US AID's Office of Housing and Urban Programs, 1990.

Management of the Urban EOI'ironmenl
The author of this paper considers the environmental challenges facing cities in the developing world and suggests approaches for managing these
concerns. Water supply, wastewater treatment and solid waste management represent major challenges. The author argues lhat these problems can
be addressed by privatization of municipal services, including risk and non-risk contracting schemes, turnkey projects, franchising and the
development of opportunistic service such as water vending.

Urban Environment Management in Developing Countries, Alison O. Wescoll for USAID's Office of Housing and Urban Programs, 1990.

Related SAID Publications of interest
Energy Inefficiency in the AsiaL Near East Region and its Environmental Implications, RCG IHagler, Bailly, Inc. for USAID's Bureau for Science
and Technology, 1989.

Directory QfCountry Environmental Studies: An Annotated Bibliography ofEnvironmental and Natural Resource Profiles and Assessments, Center
for International Development and Environment, World Resources Institute, with support from USAID, April 1990
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For assistance with obtaining these publications, please contact Asia Perspective at the address on the right.'

A REGIONAL TRAINING AGENDA
RHUDO/Asia attempts to design and present relevant training events on critical topics of interest to those involved in promoting effective shelter
and urban development policies. Thechallengeofenvironmental degradation brings another topic toour attention. Asia Perspective readers are asked
to share with us your ideas about training needs in this subject, both from national points of view and regionally,

Thereare any numberofpointsofdeparture for atraining seminarorseminars dealing with urban environment. In orderto help us plan, please review
the areas noted below and rank themin order of imponance from your perspective.lnfonnation gained in this manner will be used to help us structure
our training agenda in the field of Urban Environment.

RHVDO REGIONAL STAFF

Earl Kessler
RHUDO Regional Director

Julie Otterbein
Deputy Direc/or

Barbara Barrett Foster
Regional Training und U,na" Policy
Advisor

Michael Lee
Finance and Economics Advisor

RHUDO COUNtRY !iTAFF

INDIA
Charles Bil/and
Urban Affairs Advisor

N. Bhattacharjee
Program Specialisr

RANK ORDER ISSUE

REGULATORY FRAMEWORK: How to develop asystem ofconsistent, practicable and readily implementable
regulations appropriate for local conditions.

ENFORCEMENT: The development and implementation of adequate monitoring and enforcement systems
including environmental record keeping, monitoring equipment and enforcement techniques,

MANAGEMENT: How acountry manages its natural environment and built environment: land use management,
infrastructure provision and maintenance, hazardous and industrial waste management, solid wasle management
and planning processes.

COST RECOVERY AND RNANCE: Incentives are an important environmental management tool, including the
concept of"polluter pays". The concept of putting fmancial responsibility on the polluter or on the beneficiary (the
consumer of pollution generating products) is key here.

PUBLIC AWARENESS: Urban Environmental Protection is not an elitist issue or program. Only by education of
the entire population will pressure build to have the entire public become involved in protecting the environment.
There should also be ways to increase government awareness so that different agencies can mutually reinforce the
works of each other.

PROTECTION OFTOURIST AREAS: Environmental protection of tourist areas is apotential opening wedge for
environmental protection since tourism is amajor earner of foreign exchange and because sustained successful
tourism is closely tied to environmental quality. Tourist communities also offer unique potential cost recovery
mechanisms such as airpon, hotel and restaurant taxes.

INDONESIA
Wi//iamFrej
Urban Developmen/ Advisor

PAKISTAN
'/on Wegge
Mission Housing Advisor

Javed Akhtar
Program Specialist

PHIUPPINES
Elena Panganiban
Urban Advisor (DSUD)

SRI LANKA
George Deikun
Mission Housing Advisor

Kamolini Ba/asuriya
Program Specialis/

THAILAND
Mintura Silawatshananai
Engineer

AltA PCQ./PtCTlvt
RHUDOIAsia, USAID.
37 Soi Somprasong 3. Pe/e'hburi Road,
Bangkok J0400,Thai/and
Tel: (66-2) 255-3650
Fax,' (66-2) 255-3730

Please cut oul or photocopy this page, put lhe above i sues in order ofyour priority for regional training, and end it 10 u at the address on the right.
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USAID1S ROLE IN URBAN ENVIRONMENTAL
MANAGEMENT
Maintaining environmental quality is a prerequisite and necessary condition for sustainable
economic development. However, it is widely viewed that economic development, if not
managed properly, contributes to the rapid degradation of the environment through natural
resource depletion and excessive pollution. Hence, cities in developed and developing countries
alike are groping for ways to curb environmental decay without jeopardizing economic growth.

USAID remains firmly committed to supporting sustainable development objectives which
nurtures economic development while at the same thne protecting the environment throughout
Asia. In most cases, environmental conditions have deteriorated to the extent that it is too
complicated and costly for developing countries to handle on their own. In addition, developing
countries may lack the technical expertise or financial resources to identify and remedy their
environmental problems. As a consequence, USAID is prepared to offer financial and technical
assistance in providing self-financing or "turnkey" urban environmental infrastructure invest
ments.

The following articles look at the components of a comprehensive urban environmental
management strategy in developing countries, as outlined in David Foster's article entitled "The
Role of the City in Environmental Management". Foster points out that while the city is often
the driving force in economic growth, it often lacks the institutional capacity to respond to
environmental problems. Thus, he advocates strengthening the role of the city so it can devise
and implement a well-defined environmental management strategy which strives to enhance
economic prosperity, increasing employment and educational levels as well as minimizing
environmental decay by controlling wastes aJ;td pollution.

The major elements include:

• Establishing urban environmental priorities

• Increasing public awareness and participation

• Ilnproving enforcement and cost recovery

• Increasing the role of the private sector and NGOs in the provision of environmental
services

SETTING URBAN ENVIRONMENTAL PRIORITIES
The critical question decision makers regularly encounter is how do we rank environmental
concerns? It is quite easy to become overwhelmed by details and the magnitude ofenvironmental
problems. By setting urban environmental priorities, decision makers not only avoid becoming
overwhelmed but also, the process of implementing meaningful and effective programs aimed
at reducing environmental degradation is expedited.

Resources must be pooled together and programs must focus on specific objectives. An agenda
which is too broad or unrelated may actually lead to substandard results because resources are
spread too thinly. Establishing priorities avoids the problem of inefficient resource and leads to
significant improvements of the local environmental conditions.

Who determines the assumptions and sets the priorities makes a big difference. Policy makers
who may be isolated from public opinions or who lack first hand knowledge of the problems
often create poorly conceived policies which are almost impossible to implement or enforce.
Public involvement is essential, particularly from the disenfranchised.

The public attempts to elect representatives who articulate their concerns and are responsive to
their environmental needs. Local governments are sometimes considered more appropriate than
the central government building an environmental constituency capable of enacting specific



StrategIc Framework for Urban Environmental ManagementSound urban environmental management is analo
gous to the quality ofa building. The objectives, and the
activities which support them, provide an integrated
framework leading from underlying policies, to sup
portive institutions, to private sector investment in
environmental infrastructure. Capital projects pro
vide the "cap" to the environmental program.1

1 Source: J. David Foster, Role of the City in Environ
mental Management, USAID Office of Housing and
Urban Programs, September 1992.
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preventative and curative actions which will lead to the steady improvement of the environment.
Local municipalities tend to be closer to the problems and to their constituency while the central
government tends to be more detached and insulated from public pressures.

The burden of solving the problems should not be placed exclusively on a given organization or
sector. Environmental problems tend to be interrelated and therefore require the cooperation of
a mixture of different organizations from multiple sectors to establish environmental priorities.

Tackling all the issues at once may prove too costly and ineffective. A more practical approach
would be for decision makers to rank environmental concerns according to their respective risk
levels. In practice, quantifying the risk in terms of their impact on society is a subject of great
debate. A simplified, two-step process might involve Risk Assessment and Institutional
Assessment.

Risk assessment can be broken down into three related steps. (1) defining a set of criteria such
as the number of people affected, severity of impact, economic cost, threat to the poor, (setting
criteria allows the review and comparison ofalternatives); (2) assessing the relative environmen
tal risks and determining the relative costs of mitigating these risks; and (3) comparing the
measurable impacts with their corresponding costs of reduction or control.

Environmental concerns should be measured and evaluated in terms of their potential risk and
impacts, e.g., on human health, effect on the poor, physical environment, economic productivity,
and quality of life. This involves intensive data collection and analysis. It is critical that decision
makers understand how this relates to the extent, impacts, and processes of environmental
degradation.

A cost-benefit framework is a useful tool to gauge the relative risks of varying environmental
impacts. It involves reviewing the existing environmental conditions, weighing the costs of
environmental interventions and their corresponding impacts, or reduction of benefits.

When ranking environmental problems, it is also useful to carry out an institutional diagnosis
which reveals the institutional capacity in terms ofplanning and managing ofurban environmen
tal services delivery. It is important to see if mitigation measures are even feasible. Thus, each
environmental threat must be evaluated in the context of current institutional arrangements,
degree of coordination, existing policies, standards, and regulations. For eXaInple, governlnent
inaction due to the lack of community and private sector participation is a common problem
which diminishes the likelihood of implementation.

In conclusion, establishing environmental priorities are a necessary prerequisite for defining
long term planning and management objectives. It is important to remember that resources alone
will not solve the problems. Active participation and coordination of the communities, govern
ment, and private sector must exist to achieve the common environmental objectives.

PUBLIC AWARENESS BECOMES A CRITICAL
INGREDIENT TO ENHANCING ENVIRONMENTAL
MANAGEMENT
Active public participation is essential to environmental protection for a variety of different
reasons. Addressing present environmental problems and avoiding potential ones must be seen
as the responsibility of everyone. Each individual makes daily decisions that can contribute to
the destruction of the environment or that· can help reverse environmental degradation. For
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The urban environment has two
basic components -- Built, and Natu
ral. It primarily includes physical
elements such as water quality, water
supply and availability, air quality,
solid waste disposal, water and sew
age systems, roads and transportation
systems, ambient noise levels, traffic
patterns, and availability of open and
green space, but may include natural
resources, flood control and soils.
(Source: ASIA PERSPECTIVE 3.1.)

WASTE MANAGEMENT: The
Case of Padang, Indonesia

In 1973, the governor ofPadang, Mr.
Azwar Anas commissioned a design
team to adapt the national K3 pro
gram to address poor sanitation and
urban environmental conditions. The
K3 program stands for Discipline,
Cleanliness, and Beautification. This
program advocates urban environ
mental improvements by providing a
framework for coordinated planning
and action at the local level.

The most interesting aspects of this
K3 program are its waste manage
ment program, the public awareness
efforts, and enforcement tactics.

Waste Management Program -The
"Padang Waste Management Model"
focuses on the routine collection and
disposal ofsolid refuse. Residents are
first encouraged to bum as much solid
waste as possible. Afterwards, the
remaining garbage is consolidated in
plastic bags and picked-up and dis
posed by the Dinas Pembersihan Kota
(DKP).

Public Awareness Programs - The
government continues to sponsor
various community events such as
neighborhood visits and public semi
nars to promote environmental
awareness.

Enforcement Tactics - Informal en
forcement which appeals to the cul
tural attitudes of the region appears to
be most effective. For example, the
"Shy Culture" tactic encourages peo
ple to change their behavior to pre
vent other people from talking about
them behind their backs. Peer pres
sure and the fear ofpublic embarrass
ment provide the necessary motiva
tion.

Padang's waste managementprogram,
which has popularized the saying "a
clean city is a better city", has been so
successful that it has been replicated
in a numberofcities throughout Indo
nesia.



RAPID URBAN ENVIRONMENTAL ASSESSMENT AND
CONSULTATION

Decialon to begin proceu
Basic environmentallnc1lcaton

Urban environmental prome
Publlc consultation and forum

Polltlcal commltment

~
URBAN ENVIRONMENTAL MANAGEMENT STRATEGY

Long-term environmental gosh
Phased strategy to reach gosh

Priority geographic areas
Needed polley reform and institutional actions

Environmental management strategy report

..-
URBAN ENVIRONMENTAL ACTION PLAN

Sectoral development strategies
Least-cost project options

Sector polley options
Sectoral action plans

Urban-wide environmental action plan report

The Urban Environmental Planning Process consists
of 4 discrete steps. Source: Environment and
Urbanization, Vol. 4, No.2, October 1992.

URBAN ENVIRONMENTAL
MANAGEMENT MASTERS DE
GREE PROGRAMS, ASIAN IN
STITUTE OF TECHNOLOGY

RHUDO/Bangkok is pleased to an
nounce the establishment of a new
Masters Degree Program at the Asian
Institute ofTechnology: UrbanEnvi
ronmental Management. RHUDO/
Bangkok has worked closely with
and has supplied support for the de
velopment of this new program.

This new field of study has been de
veloped in response to needs articu
lated by the 1992 United Nations
Conference on Environment and De
velopment (UNCED) held in Rio De
Janeiro and the September 1992 joint
RHUDO/Bangkok - Asian Institute
ofTechnology Conference on the Role
of the City in Environmental Man
agement held in Bangkok. This new
program at the Asian Institute of
Technology will prepare profession
als to work on urban environmental
planning and managementissues such
as sustainable development, environ
mental impacts ofrapid urbanization,
resource depletion, and other topics
related to balancing economic devel
opment with environmental protec
tion.

The Urban Environmental Manage
ment Program offers a masters of
science degree and is administered by
the school of environment, resources
and development. For more informa
tion and the curriculum requirements,
please contact the following:

Program Officer
Urban Environmental Management
School of Environment, Resources
and Development
Asian Institute of Technology
G.P.O. Box 2754
Bangkok 10501
THAILAND

Tel. (662) 524-5670
Fax (662)516-2126
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SUSTAINED INVESTMENT PROGRAMME
Projects and programmes

Polley reform
institutional arrangements

example, a family can decide to recycle an empty aluminum can or simply throw it in the trash.
Improving environmental conditions requires the full participation of everyone from the indi
viduals, family households to government agencies and multinational corporations. This implies
that people and organizations must learn to accept responsibility for their behavior especially if
it involves voluntary action which may adversely impact the natural environment.

If people are expected to accept personal responsibility for the environment then they must be
given access to adequate information and the means to comply with specific standards and
regulations. The government must support this exemplary behavior by enforcing environmental
standards and actively sponsoring environmental awareness programs.

Educating the public on environmental awareness and conservation is a arduous and ongoing
process. Often, non-profit organizations (NGOs) playa critical role, elevating the environmental
awareness of the public through a wide variety of approaches. Their efforts, unfortunately,
sometilnes are overlooked and accomplishments taken for granted. What follows are excerpts
from a recent interview with Khunying Chodchoy Sophonpanich, President of Thailand's
Environmental Awareness Group known as the Thai Environmental & Community Develop
ment Association (TECDA) or simply "Magic Eyes". This highly successful NGO aims to
inform the public, especially children, about environmental conservation and the importance of
practicing environmental responsibility.

A PROFILE OF MAGIC EYES
Magic Eyes is a non-profit NGO which works closely with the private sector and local
communities to develop environmental awareness programs for the masses. Magic Eyes utilizes
various forms ofmass media including advertising strategies adopted from the private sector as
a vehicle to educate and inform people about the environment in an effort to change their
insensitive attitudes and behavioral patterns. Magic Eyes has a three part strategy; promotion,
education, and activities.

(1) Promotion -Environmental awareness is promoted through the use ofmultimedia techniques.
(TV, radio, plays, brochures, T-shirts).

(2) Education - Magic Eyes routinely incorporates environmental protection and conservation
messages into a school's extracurricular activities. By developing teaching manuals and
brochures, Magic Eyes inspires people and institutions in the community to work together
towards improving local environmental conditions.

(3) Activities - School and community activities are used to reinforce the environmental
message. Magic Eyes also supports street cleaning contests, city and school competitions or
children's plays, and art exhibitions to boost solidarity. Having all these activities helps to create
a climate which encourages environmental responsibility.



Pictured is Khunying Chodchoy, founder of Magic
!Eyes, giving all opening speech for a recent city beau
tification campaign in Saraburi Province which in
'Volved street sweeping contests, a children's art c~

hibit, and tree planting ceremony.

Magic Eyes concentrates its efforts in the areas of solid waste, water, and tree planting. These
three topics are attractive to Magic Eyes because they are environmental problems everybody
can relate to.

What makes Magic Eyes so unique is its close working relationship with various corporations.
Magic Eyes was founded nine years ago thanks to the diligence and foresight of Khunying
Chodchoy and six local corporations. This group of companies convened every week for several
months developing the conditions and environmental objectives of the organization. Together,
the companies came up with the "annual membership fee" idea and program sponsorship tel1TJS
which were acceptable to them. Over the years, the list of corporate members has grown from
six to 35.

Magic Eyes represents one of the few public service organizations which relies heavily on a
cooperative effort by the private sector. Magic Eyes gets most of its financial support from its
member corporations. However, the annual corporate fee of $4,000 (100,000 b t) per year is
used exclusively to pay the salaries of a professional staffof 19 people and related administrative
expenses.

Magic Eyes does not rely on corporate donations to finance specific environmental programs.
Instead, Magic Eyes attempts to develop programs with other corporate sponsors in mind. The
corporate sponsors provide program funding in exchange for "in kind" services such as free
advertisement on brochures, T-shirts, etc. These funds originate from the marketing and
advertising budgets of various companies and are not considered special allocations or charitable
donations. For example, Nestles, the makers of Milo Milk, sponsored a children's play about
cleaning up the environment. Magic Eyes adapted the company's advertising jingle and
incorporated it into the play.

Magic Eyes is most concerned about people's limited awareness and environmental concern.
Available information is often inaccessible to the general public because it is not put into a format
or context in which "environmental problems and their effects on people are easily understood
by everyday people." Another major problem is people's refusal to accept individual responsi
bility for environmental problems. "Everybody points a finger at someone else". She believes
that once people are convinced that protecting their environment is worthwhile and that "it can
be done", it will be possible to resolve some of Thailand's problems. "Blaming others does not
lead to significant results. It simply delays indefinitely the problem solving process. If everyone
did their fair share, the environment would be much improved."

As for the future, Khunying Chodchoy wants to continue working with children who in her
opinion, represent the hope that future generations will protect the environment and be more
environmentally responsible. In addition, she envisions Magic Eyes as the "catalyst" offering
"hope" and presenting new ideas and methods to improve local environmental conditions.
"Magic Eyes won't do it for them (communities) but we'll do our best to provide them with the
expertise and know-how to help them solve their local environment problems."

ENFORCEMENT: ITS NOW OR NEVER
Today, a host of chronic environmental problems plague cities around the world. The situation
is most severe in developing countries where cities suffer from inadequate wastewater treatment,
improper solid waste disposal, excessive air pollution and traffic congestion, toxic waste, and
overcrowding. Ifno decisive action is taken to remedy the cunent crisis, living and environmen
tal conditions will become significantly worse.
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How does Magit; Eyes define sue
Cl~'!

Khunying Chodchoy attributes three
important elements for much of Magic
Eyes' popularity and success: conti
nuity, sincerity, and professionalism.
Continuity means having a clear and
concise mission or set of objectives.
"Magic Eyes cannot be expected to
do everything because it will be too
frustrating, even self-defeating."

incel'ily means actively seeking a
real solution to Thailand's environ
mental problems. Magic Eyes is not
just concerned about publicity but it
is genuinely concerned about getting
results. This requires strategic plan
ning and a commitment to making a
real impact. For example, each envi
ronmental program requires a mini
mum of 4-6 months of planning with
specific deadlines. Professionalism
means managing each project using
good business discipline and main
taining high professional standards in
their work. She emphatically says,
"Magic Eyes is not a charity or volun
teer organization but more like a pro
fessional business enterprise."



Magic Eyes is the trademark for the
Thailand Environmental and Com
munity Development Association.
This not-for-profit NGO employs
mass media in the promotion and
publicity of public environmental
awareness and antilitter campaigns.
Magic Eyes has popularized the say
ing "Don't wait for Magic ... get your
own" to encourage environmental
responsibility, especially among
children.
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The official logo for the "Clean Up The World Day"
campaign. Magic Eyes is responsible for coordinating
environmental activities for all 72 Provinces in Thai-
land for the upcoming "Clean Up The World Day" on
September 19, 1993.

/ , ,
all'lJalllllFl'l1n" Clean Up ~#~;li;;:, the World iu~ 19 tlUIJ'lIJU 2536·... ·~ji::i!~.

Enforcement has historically been a weak link in environmental programs in many countries in
Asia. Environmental organizations have been increasingly active in setting standards and
developing environmental regulations, but the actual implementation and enforcement of these
regulations have been limited. Environmental agencies in developing countries are chronically
understaffed. They often seek to address enforcement by simply copying the standards from
more developed countries, without fully understanding the rationale or resource requirements
for implementing such regulations.

Recently, many governments have created Ministries ofEnvironment and drafted an overabun
dance of environmental policies, standards, and regulations. Unfortunately, even though ample
environmental regulations and policies exist, they are rarely enforced. This poor track record of
government enforcement is primarily linked to the lack of "political will" on the part of the
politician and the lack of environmental awareness on the part of the public.

Public officials are dissuaded from enforcing environmental regulations because the political
costs are too great. What often happens is that public officials will routinely tum a blind eye
towards environmental violations for fear oflosing political support and campaign contributions
from special corporations and special interest groups.

The absence of sufficient levels of public environmental awareness also contributes to inad
equate environmental enforcement. To some degree, NOOs and other community groups have
served as the "watchdogs" of environmental protection and enforcement -- attempting to ensure
that decision makers and politicians are held accountable for their actions or lack thereof.
However, the lack of public awareness and the inaccessibility of current and reliable environ
mental information has made anNOO's job ofpinpointing violators and assessing environmental
catastrophes much more difficult. As a result, NOOs rarely have enough political support to carry
out their environmental activism.

Inadequate enforcement ofenvironmental regulations and standards often increases the propen
sity for violators to continue polluting thereby accelerating the rate of environmental degrada
tion. In economic terms, the failure to comply with environmental specifications constitutes a
subsidy to the polluter. In this case, a firm has a financial disincentive to comply with
environmental regulation especially if the firm's competitors are also knowingly ignoring the
same environlnental regulations. By complying, a firms adds to its cost of doing business and
thus is at a comparative disadvantage to its direct competitors.

In the case of Thailand, steps are now being taken to ensure that sustainable economic
development is maintained by renewing a call for more vigorous and reliable environmental
enforcement.

ENVIRONMENTAL GUARANTY FUND:
ENHANCING THE ROLE OF THE PRIVATE
SECTOR IN SOLVING ENVIRONMENTAL
PROBLEMS
One of USAID's primary objectives is to facilitate the provision and financing of efficient and
equitable urban public services such as water supply, wastewater treatment, solid waste
collectionand disposal. USAIDJ RHUDO/Bangkok is working with the government ofThailand
on a concept which involves private financial institutions in a new environmental infrastructure.



INFRASTRUCTURE FINANCING MECHANISMSlINTERNATlONALEXPERIENCE

METHODS OF FINANCING BASIC INFRASTRUCTURE

SOURCE OF CURRENT EXPENSE DEBT
CAPITAL (UP-FRONT) (LONG-TERM) EQUITY

1. TAXES 4. BONDS
2. USER CHARGES 6. LOANS

PUBLIC 3. BETTERMENTS 6. SPECIAL DISTRICTS
7. TAX INCREMENTS

8. IMPACT FEES 11. EXACTIONS 12. ASSESSMENT DISTRICTS
PRIVATE 9. CONNECTION FEES

10. CAPACITY ALLOCATIONS

13. LAND READJUSTMENT 16. EXCESS CONDEMNATION 17. CONCESSIONS
PUBLIC - PRIVATE 14. VALOIUZATlON 16. IJNKAGE 18. JOINT USE AGREEMENTS

19. TAX CREDITS

Despite a booming economy and rapid private sector growth in urban areas of Thailand,
investment in municipal infrastructure lags far behind. Failure to provide adequate infrastructure
threatens the health and welfare of its citizens and the long term sustainability of the Thai
economy itself.

No country has been able to meet all these investment needs out of current public revenues and
most successful ones have developed effective mechanisms to attract private sector resources to
assist in this effort.

Municipalities could employ the private sector to construct and manage BOT/BOO or other
"turnkey projects" in providing basic environmental infrastructure services, such as water
supply, waste treatment, and drainage projects. Unfortunately, municipalities in Thailand still
remain overwhelmingly dependent on limited capital transfers from the central government
despite the abundance of private sector capital in Thailand.

Thailand must begin to use private financing to a much larger extent in its investment plans.
Although some private banks are already lending to certain municipalities on a very limited
basis, the perceived risks associated with municipal lending leads to high interest rates and short
term loans poorly suited to infrastructure finance. The current situation neither meets the needs
of the municipalities nor private sector lending institutions.

To effectively tap private sector capital for loans, the question of risk, real or perceived, of
lending by the private sector to municipalities must be addressed. One way to stimulate the flow
of private investment capital would be to promote a facility designed to guaranty repayment of
loans made by private sector institutions to municipalities for urban infrastructure.

Funding for such a Guaranty Facility might come from three sources:

a) Central governlnent.

b) A private sector equity share would come from participating private Thai institutions,
matching proportionately the public sector's contribution.

c) Finally, municipalities might also take part as equity share holders both to provide additional
guaranty funds and to encourage their support for the sustainability of the Guaranty Facility
itself.

The capital held by the Guaranty Facility would not be used to make loans directly but to
guarantee repayment of loans made by Thai private sector institutions for investments in
municipal infrastructure. These guaranteed loans could then be made both to municipalities and
to BOO/BOT firms investing in municipal infrastructure.

Financial institutions lending for investment in these municipalities would then have repayment
of their loans guaranteed, perhaps up to 100 percent. Because these loans are guaranteed, they
can then be made at preferential rates. For example, if a bank normally charges 4 points above
cost for a new borrower without a guaranty, that same borrower with a guaranty might be charged
only 2 points above cost.

International standards for facilities of this type allow loans ofup to 8.5 times the amount of total
equity or guaranty. Managers of a Guaranty Facility should be able to leverage their resources
five or six times at least and provide for far more investment than might be obtained by lending
directly. For example, a guaranty facility with equity of $100 million could leverage up to $500
$600 million in private sector loans.
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SUBJECT: WORKSHOP ON
ENVIRONMENTAL ENFORCE
MENT IN THAILAND

In July, A.I.D.'s Regional Support
Mission, through RHUDO/Bangkok,
the U.S. Environmental protection
agency (USEPA), and the Ministry of
Science, Technology and Environ
ment (MOSTE) jointly sponsored a
three-day workshop on environmen
tal enforcement in Thailand. This
Workshop was specifically designed
to train trainers working in the en
forcement area and to give them a
better understanding of basic en
forcement principles. The. Seminar
made extensive use of case studies
and role playing exercises. Attend
ance was limited to 22 participants to
encourage full participation. These
participants represented a cross sec
tion drawn from government agen
cies, the private sector, and NGOs.

The Workshop had three Objectives:

a. To help environmental offi
cials to understand the en
forcement process~

b. To train potential trainers in
effective techniques for pre
senting complex enforcement
issues~ and

c. To assist the Ministry of Sci
ence, Technology and Envi
ronment in developing train
ing programs for their own
staff and other officials in
volved in the enforcement
process.



A photo of a typical ulabh Community Latrine: Pro
moting hygiene and freeing scavenger. from carr iog
ni ht oil,

SULABH lNTF.RNAT10NAL

SuJabh is a non-profit voluntary NGO in
India which has developed a very impres
sive program for providing sustainable
sanitation in Jow-income areas. II con
structs and maintains toilets and bathing
facilities. All the of its operations are fi
nanced through user fees. What is particu
larly significant about the program is that
where most infrastructure is heavily de
pendent on government support and fi
nancing, this project clearly demonstrates
that important services can be provided on
a self-reliance basis even the poorest com
munities.

The program addresses several problems
at one time:

• Lack of adequate sanitation facilities
in poor households

• Indignity and health problems associ
ated with traditional system of waste
disposal

• Ineffecti ve and inefficient waste dis
posal tecbnology

• Government delays in basic infra
structure

• Lack of fundraising for construction,
operation and mainrenance

Sulabh began with a public awareness pro
gram stressing thc benefit of improvcd
sanitation. A community latrine demon~

mation was provided at both existing sites
and through mobile units. In thc course of
their demonstration. Sulabh discovered that
the CUtTent residents are so dissatisfied
with the current situation that they would
be willing to pay for clean, "ccessible,
well-maintained facilities in thcircommu
nities. Hence, the "pay and use" commu
nity I"trine concept was born.

The appropri3te size, location, and design
of the facility was then determined as well
as the necessary fee to recovcr all costs.
Following the assessment of needs and
willingness to pay, sulabh provided train
ing in the construction and thc necessary
materials and start up fiuancing. Sulabh
hired and trained a manager who is respon
sible for providing 24 hours, 7 days a week
malnlenance.

SuJabh now has programs throughout In
dia and has been responsible for construc
tion of over 2,000 facilities. Thus, the
Sulabh experiment has proven effective
and can be efficiently replicated under a
wide range of circumstances. Their Illost
important legacy, howcver, may be that the
demonstration that cnvironmcntaJ infra~

stmcture with full cost recovery can be
achieved across a.ll economic sectors.
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INANCING ENVIRONMENTAL INFRASTRUCTURE
AND COST RECOVERY
Introducing the appropriate price mechanism and financial incentives can greatly enhance the
provision and maintenance of environmental infrastructure programs which are designed to
reduce environmental pollution and protect the environment.

Cost recovery represents a reliable mechanism to finance environmental infrastructure on both
small and large scales. For instance, a project which is partially or fully self-financing can
stimulate the deli very of basic public facili ties and services to urban communities which suffer
from poor sanitation and inadequate infrastructure.

User charges, which represent one popular form of cost recovery, can be a reliable means of
financing environmental infrastructure projects. Local municipalities are often financially
overextended and thus cannot be relied upon to provide basic infrastructure to urban communi
ties who need them most. Also, the private sector may be encouraged to participate since the
initial capital investments can be eventually recouped and the project will generate ample funds
to maintain its operations.

User fees are charged based on the amount or frequency of use of public services. For example,
toll charges on bridges or highways and water supply fees are quite common. The rationale for
charging user fees is based on the notion that consumers place an economic value on these
services and thus are expected to pay for them in proportion to their costs. Distributing the costs
among all its users can be a reliable and efficient way to install essential urban infrastructure
services.

Without user charges, precious resources are squandered due to excessive consumption.
Charging full cost based on the value of used renewable resources promotes conservation. In
other cases, the government does not have the resources to invest and operate public services so
citizens, especially low-income people, are denied basic urban services. By employing a cost
recovery mechanism the provision of public services becomes partially or fully self-financing,
making it easier for local municipalities or private companies to provide basic infrastructure
facilities and services.

Although the cost recovery principle appears straightforward, charging for basic urban services
can be problematic. Sometimes, charging user fees for basic urban services can be politically
risky because many residents believe that providing basic infrastructure services is the respon
sibility of the government, especially basic necessities such as water. With regard to low-income
households their ability to pay is obviously diminished. Demanding that low-income families
pay the full cost of urban services is often viewed as a regressive tax which creates additional
hardship on the poor. Ifuser charges are too costly, people will attempt to circumvent the system
by refusing to payor they may resOit to more illicit activities such as iJlegal connections in the
case of water supply.

There are, however, examples of full cost recovery through user fees for services for low income
groups.



Earl Kessler recently left RH DOfBllngkok to become
the lIew Director of RI-Il.JDOlNew Delhi. and Julie
Otterbein became Director of RHUDOfBangkok. Earl

cs ler has written a farewcllietler, which is included
as an insert 10 this issue or A lA PERSPECTIVE.

FAREWELL LETTER FROM EARL KESSLER
The urban environment has pushed itself into the consciousness of the donors, the general public,
governments, and the private sector. Daily, one reads about new disasters, unsuspected levels
of degradation and new side effects of exposure to contamination. That is the bad news. The
good news is that one also reads about experiences in clean up and hard political decisions. Policy
IS being oriented to attract the human and financial resources necessary to conect environmental
problems and to change the attitude that "its his problem". We are starting to understand the
tradeoffs and to do something about the mess we have created. USAID is changing along with
this mass movement.

Fiveyears ago, I anived to work in the Regional Housing and Urban Development Office
(RHUDO) for Asia in Bangkok. The Office's area was vast and its programs few. During the past
five years the USAID/RHUDO portfolio of urban programs in Asia expanded greatly both
geographically and substantively. Capital and technical assistance programs are now being
Implemented in the Philippines, Indonesia, Sri Lanka, India, Pakistan, Nepal, Mongolia and
Thailand. Our programs seek systemic means to address past, cunentand future needs in housing
finance, urban envIronment infrastructure improvements, municipal development, privatization
and disaster preparedness and response. The threads of the different programs are woven into
development patterns that with some tailoring can fit a variety of circumstances.

For the Office of Housing and Urban Programs, adequate support for these diverse urban
programs has meant the opening of additional RHUDOs. From the one RHUDOIAsia, emerged
three - Bangkok serving IndoChina, Jakarta for the Pacific Rim, and New Delhi for South Asia.
Looking around it is clear we have yet to begin co(?ing with urbanization. The "U" word has only
become legitimate recently in economic and envIronmental circles. But better late than never.
Developing clear and simple processes to access credit, land and services remains the challenge.
It has been five years in Bangkok for me and my family. We have all grown. It is now time to
move to New Delhi as Director of the new RHUDOlNew Delhi perhaps for another five years.
From there I'll be reporting to you on our activities in South Asia. ASIA PERSPECTIVE as we
know it, will no longer be published. However, I hope that we will continue to use our various
networks to share experiences.

ANNOUNCEMENTS:
(1) The United States Environmental Protection Agency in conjunction with Purdue University
have developed 19 different programs covering a broad range of environmentally related topics.
For example, some of the titles include Principles & Design of Onsite Waste Disposal with Septic
Systems, Wetland Education System, and Agricultural Pollution Prevention just to name a few.
Each software set also comes with a slide show diskette explaining how the program works and
a brief history of its development.

The software is FREE of charge on a first come first serve basis while supplies last. To order,
please send your name, address, mailing address, phone number, and list of items ordered to the
following address below.

(2) The Research Triangle Institute has completed a comprehensive bibliography of urban
environmental literature for USAID, RHUDO/Bangkok. The bibliography which was published
in September, 1992 covers a wide range of cutTent topics including Privatization, NGOs, Cost
Recovery, Public-Private Partnerships, Enforcement, Impact Fees, Tourism and Tourist Taxes,
and Coastal Resourcesjust to name a few. Supplies arelimited. To receive your copy of the urban
environmental bibliography please write to the following address below.

USAID
RHUDO/BANGKOK
37 Petchburi Soi IS
Bangkok 10400 THAILAND
Attn: Mr. J. David Foster
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