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THE HOUSING GUARANTY PROGRAM OF THE AID 
OFFICE OF HOUSING AND URBAN DEVELOPMENT 

The world's accelerating shelter problems led the United 
States to develop the Housing Guaranty Program as part 
of its foreign assistance program in the early 960's. This 
Program fosters the transfer of resources and 
technologies to developing countries confronting shelter 
and related urban problems. 

In this unique AID activity, U.S. private sector lenders 
provide long-term financinq for low-income shelter and 
urban upgrading programs in developing countries. The 
United States government underwrites these transactions 
through the provision of a full faith and credit guaranty. 

AID charges a fee for its guaranty, which covers 
operating expenses and provides reserves against claims, 
resulting in an essentially self-su fficient program. 

The Housing Gwuronty Program finances a range of,lIterprogromus, designed to benefit poor families 
murily in urban orens: (I) Slum Upgrading, including 

4 ovision of facilities for water supply, sanitation, 
electricity, roads, etc., as well as building materials for 
self-help home improvement; (2) Sites and Services, 
inclmiding preparing vant areas for productive shelter 
use by surveyinq nd platting the land, installing water 
0(d sewage lines and roads, and providing building 
routeriol loons and technical assistance for self-help 
shelter construction; (3) Core Housing, hased upon a Sites 
and ervices project opproacm with tho addition of a 
rmdimen trv housing shell on each lot (perhaps foul walls, 
a roof, and water facilities) designed to he improved by 
the owner; and (1) Low-Cost Housing units for sale or 
rental. All four prject types may include 
complernentary facilities such as schools, health centers, 
and markets. 

These types of projects ore financed in the context of 
smippo ting the growth and development of national 
sh tler policies and shelter inst itut ions, such as national 
housing banks ndintional housing agencies. 

Recently, the norni, of the Office of Housing has been 
changed to the Office of Housing arid Urban Development 
to reflect its increased responsibilities in the area of 
urban deve lopment and urban research. 
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SHELTER SECTOR WORKSt-HOP FOR 
SENIOR PROFESSIONALS 

The rate and scale of urbanization in many countries is 
rapidly accelerating. More than one billion new urban 
citizens will need sFelter, basic urban services, and 
productive employment hy the yeir 2000. During recent 
years there has been an itcreasing awareness that 
conventional solutions and institutional systems were not 
successfully coping with national shelter requirements, 
particilarly the special needs of the urbcn poor. 

The U.S. Agency for International Development has 
developed a significant body of experience oer the last 
20 years with shelter programs in some 50 developing 
countries. 

The AID Office of Housing and Urban Development 
initiated the Shelter Sector Workshop in 1979. The 
development of an annual workshop came in response to 
the need to provide a structured forum in which senior 
level persons involved in the various aspects of shelter in 
developing countries could gain knowledge of new 
approaches and concepts being ued in the field. 

OBJECTIVES 

The overall objective oi the workshop is to respond to the 
need of public and private agencies in developing 
countries to increase the technical expertise and 
administrative capabilities of their staffs in order to deal 
effectively with, the immense problem of sheltering the 
urban poor. The workshop is designed to aid in the search 
for viable solutions to the shelter problem by providing 
participants with an opportunity to exchange experiences 
and to analyze and discuss a wide range of shelter sector 
issues, approaches, and methods. 

PIROGIAM COMrONENTS 

The four-week program is designed to cover the 
fundamental issues iffe.. ring the provi ;ion of shelter and 
shelter-related services in the deveklping world today. 
Issues will be presented throi.gn lectures, group 
discussions, and panel presentations. Extensive use will 
be made of visual aids to illustrate topics under 
discussion, and field trips will be taken to sites in the 
Washington/Baltimore arco. 

This year the workshop will concentrate on five themes. 

I. Analysis and definition of the appropriate roles of 
the public and private sectors. It is becoming clear that 
the private sector must play a significant role if shelter 
requirements ore to be met. The private sector, 
including informal private housing initiatives, is 
dependent on public sector policies and programs. The 
workshop will examine the essential interrelationships 
between the private and public sectors. 

2. Institutional and management capacities required 
to guide effective shelter sector programs. The need to 
expand institutional and management capacity is 
recognized as a prerequisite to successful shelter sec*Jr 
programming. The workshop will explore alternative 
institutional approaches, methods and techniques for 
improving management capacity. 

3. Settlement upgrading programs as on alternative 
to slum clearance. Other shelter solutions such as sites 
and services arid core houses will also be discussed, but 
the emphasis will be on settlement upgrading. 
Settlement upgrading consists of a bundle of related 
improvements in existing neighborhoods, includi I 
infrastructure improvement, as well as approaches fW 
prov'ding secure land tenure, home improvement loans, 
small scale enterprise loans, and community development
activities. 

4. The relations iu of project and program design to 
individual household income affordability levels. A 
critical constraint in shelter sector programming and 
project design is the extent to which the households in a 
targetted group can afford the shelter solution offered. 
The methods and techniques for defining target group 
affordability and its relationship to project design will be 
discussed. 

5. The importance of cost recovery to a self-reliant 
shelter sector. Cost recovery from household occupants 
of public sector projects has been a persistent problem 
for many housing agencies. The workshop will focus on 
the issues related to this problem and explore alternative 
methods and techniques being used to improve cost 
recovery. 

The workshop will examine these five themes in depth 
including their inter-relationship one with another. Other 
more specialized topics will also be introduced during the 
workshop from time to time to complete the shelter 
sector overview. 

http:throi.gn


TEAM CASE STUDY EXERCISE 

Throughout the four weeks of the workshop the 
a practical caseparticipants will work in small groups on 

study exercise. This exercise will require the 
development of a project brief for a sites and services r-
settlement upgrading program in a selected city, and an 
analysis of how the project relates to broader shelter 
sector policy issues. This year an entirely new case study 
is being introduced with several interesting innovations 
such as "role playing". 	 Role play;ng will allow the 

the various types of interestsparticipants to "represent" 

which affect decision making in real project development 


case study is to bring intosituations. The purpose of the 
focus the various issues discussed in the workshop and the 
methods arid techniques for analysis and dsign in a 
practical work situation. The case study approach also 
provides an opportunity for intense interaction among 
group members as they debate and discuss alternative 
approaches to practical problems and develop joint 
solutions. 

COUNTRY PRESENTATIONS 

ich country represente.l at tie workshop will be asked 
prepare a presentation on some aspect Gf their 

country's sielter sector experience. The opportunity to 
exchange first-hand experience 'ias been one of the most 
important feutures of previous workshops. Presentations 
in the past have included the examinatior of specific 
projects, housing finance systems, national housing 
policies, or the programs of specific housing agencies. 
These presentc(ions are usually supplemented with visual 
aids, slides, or Movies. This year it is requested that the 
country presentations address one or more of the five 
basic themes of the workshop. Each country 
repre.entative is expected to arrive at the workshop with 
a written paper summarizing their presentation which can 
be reproduced and circulated to all participants as part of 
their permanent records of the workshop. 

PUBLICAIIONS, 130016 AND REFERENCES 

manuals, andParticipants will be provided with papers, 
While in Washington,publications used in the workshop. 

can make use of the wide range ofparticipants 
or. the shelter sector available from libraries,information 

finance institutions, and development organizations. 
Each participant will be allotted $50 towards the 
purchase of books or publications of their choice. A 
small library of sample materials will be available in the 
workshop hotel, 

ALUMNI NEWSLETTER 

This year the Office of Housing and Urban Development 
has initiated a program of followup activities for past 
and future workshop participants. The purpose is to 
establish an alumni network through gatherings at 
Regional Conferences, distributon of an Alumni 
Newsletter, and selected professional papers dealing with 
aspects of shelter sector issues. 

During the first three workshops there were 83 
participants from 31 countries. It is hoped that through 
these followup activities this growing group of senior 
officiels can benefit from a continuing exchange of 
information between themselves and with the Office of 
Housing and Urban Development. 

WORKSHOP STAFF 

PETER M. KIMM, Director of the Office of Housing and 

Urban Development, has led the Agency for International 
developmentDevelopment's shelter and community 

over a decade. Mr. Kimm has lecturedprogram for 
worldwide on housing construction, housing and 

community development, 	 national housing policy and 
and housing finance. He hasinstitutional development, 


also written widely on these subjects. DORN C.
 

McGRATH, JR., M.C.P., A.I.C.P., Chairman cof the 

Department of Urban and Regional Planning, George 
,4ashington Universitry, has lectured on metropolitan 
development at many U.S. universities and in Europe and 
Latin America. He has been active in the American 
Institute of Planners, the Urban Land Institute, and other 
groups interested in the urban sector and written widely 
on the subject. ALFRED P. VAN HUYCK, M.R.P., 
President of PADCO, Inc., has specialized in national 
housing policy preparation and housing programs for 
lowest income people in the developing countries. He has 
worked on housing programs in 20 countries in Latin 
America. the Middle East, Africa and Asia. EDWARD H. 
ROBBINS, M.U.R.P., Senior Vice President for 

International Operations, 	 National Savings and Loan 
League, is a specialist in housing finance and finance 
institution development. He has worked extensively in 
Latin America and Africa. THEODORE PRIFTIS, M A., 

Cooperative Housii.g Foundation, is -nVice President, 
authority on the establishment and management o: 

He hascooperative housing, and housing program design. 
worked in many developing countries and has special 

issues of Latin America.expertise on the shelter sector 
SPEAKERS AND SPECIAL PARTICIPANTS willGUEST 

address the workshop from time to time supplementing 
the core faculty. The program will be organized and 
conducted by faculty and stcff of the GEORGE 
WASHINGTON UNIVERSITY, DEPARTMENT OF URBAN 
AND REGIONAL PLANNING. Faculty experienced ;n 

housing and international development will be available 
thro jghout the workshop f.,r counseling and assistance to 
participants. 



WHO SHOULD ATTEND THE SHELTER WORKSHOP 

Senior level persons who are in positions to make 
decisions and set policy are sought for this workshop.
This professional level is essential to ensure that 
information exchanaed at the workshop can he introduced 
into policy and program discussions as well as inteirated 
into the work methods of the countries represented. 
Candidates can be from a wide range of professions
within the shelter sector includinn administrators, 
economists, planners, architects, engineers, sociologists,
finance specialists, and estate managers. Candidates can 
be employed by public or private sector agencies at the 
national, provincial or local levels. 

A13PLICATION PROCEDURES 

The workshop will be held in Washington, DC, October 25 
to November 19, 1982. It will be limited to 30 persons
overall. Participating countries are invited to send two 
senior level officials each. Candidates must have good
English conversational, reading, and writing skills because 
the workshop relies on extensive participant discussion in 
English and all written materials and presentations are in 
I-nglish. 

Application forms can be obtained from the local IJSAID 
Mission Training Office or from the Regional RHUDO 
Office. Ccrnpleted applications should he forwarded to 
the Office of Housing anrid Urban Development in 
Washington, DC, not later than August 30, 1982. 
Selected candidates will receive :-n invitation to 
participate from USAID, along with additional 
information concerning the workshop. 

Scholarships may be available through some AID 
Missions. Inquiries should be directed to the AID training
officer of your particular country. 

ILLUSTIRATlIVE BUDGET 

Tuition $2,500
Per Diem: $75x29 clays 2,175 
Travel (will vary) 1,000 
Administrative Fee 100 
Books & Book Shipment 80 
Miscellaneous 145 

$6,000 

Approximate total will vary depending on transportation 
cost. 

EXPRE-SSIONS OF INTEREST 

Shelter sector agencies desiring to participate by sending 
one or more persons to attend the workshop are 
encouraged to contact their local USAID Mission or write 
directly to the Regional Housing and Urban Development
Office (RHUDO) for their region (see list below).
Application information is available on request. 

Michael Lippe,
 
Assistant Director
 
RHUDO/Abidjon
 
c/o American Embassy
 
Abidjan, Ivory Coast
 

Pamelo Hussey,
Assistant Director
 
RHUDO/Nairobi
 
c/a American Embassy
 
Nairobi, Kenya 

Albert Votaw,
 
Assistant Director
 
RHUDO/Bangkok
 
c/o American Embassy
 
Bangkok, Thailand
 

Mario Pita,
 
Assistant Director
 
RHUDO/Panama City
 
c/o American Embassy
 
Panama City, Panama
 

David Leibson,
 
Assistant Director
 
RHUDO/lun is
 
c/a American Embassy
 
Tunis. Tunisia
 

ADDITIONAL INQUIRIES CAN 13E DIRECTED TO: 

Viviann Pettersson, 
Policy Review Officer
The Office of Housing and Urban Development 
Room 626, SA-12
 
Agency for International Development
 
Washington, DC 20523
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October 25 October 26 October 27 October 28 Onrnher ?9 October 30-31 

8:30 

MONDAY 

Bus departs for 
Meridian House 

TUESDAY 

Walk to FHLBB 
Amphitheater 

WEDNESDAY 

Walk to FHLBB 
Amphitheater 

THURSDAY 

IWalk to FHLBB 
Amphitheater 

FRIDAY 

Walk to FHLBB 
Amphitheater 

SATURDAY/SUNDA 

9:00 

[0:00 

1:00 

Faculty Counselor 
Meetings with 
Participants 

Orientation to 
Workshop 

Currency Exchange 

Definitions & 
Functions of 
Housing 
VAN HUYCK 

USAID Programs: 
Policies, Perspec
tives, Objectives 

KIMM AND STAFF 

Presentation of 
Housing Case Study 
Background 

MCGRATH 
VITALE 

N/P #1 

Housinq Policy 

VAN HUYCK 

Lunch Time 

Economic 
Implications 
of Housing Policy 

WHEATON 

N/P #3 CSCT 

SATURDAY: 

Washington Area 
Field Trip 

9:00-1:00 

12:00 Buffet at WIC--
Meridian House 

Lunch Time Lunch Time N/P #2 Case Study 
Conf. Time 

Lunch Time Lunch at 
Tyson's Corner 

1:00 

2:00 

3:00 

Distribute 
Notebooks & 
Questionnaires 

FREE TIME 

4:0FREE 

USAID 
Programs: Recap 
of Selected 
Experience 
(Botswana/UPCHURCH 
(Honduras/CONWAY) 
Review of Major/ 
Persistent Problem 

Assignment of Roles Perspective on Natural Hazards SUNDAY: 
for Case Study and U.S. Housinq Issues and Shelter Policy 
Distribution of Free Time 
Special Materials FULLER KREIMER (Optional visit! 

GALE arranged if 
Country desired) 

Country Presentations (2) 
Presentation (1) 

FREE TIME Monument Room 
Office 
pM.O'BRYON 

3 p.m.  7 p.m.
TIME FREE TIME 

FREE TIME 

5:00 USAID / GWU 

6:00 

7:00 

Opening 
Receotion at --
Meridian House 

hnument Room 
Office 
T. McCARTHY 

-iument Roon 
Office 
S.IADAROLA 

tfonu -ent Room 
Office 
C. FARVACQUE 

Monuet 
Office 
G. ARABAK SATURDAY: 

Halloween Party 
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Week 2 


November 	1 


_ 	 MONDAY 

8:30 	 Walk to 

Marvin Center 405 


9:00 	 Land Tenure 

and Policy 


VAN HUYCK
[0:00 


11:00 N/P #4 CSCT 


12:00 Lunch Time 


1:00 Affordability 


Rivkin, M. 


2:00 


3:00 	 Techniques for 

Defining Target 

Groups 


4:00 	 RIVKIN G. & M. 


5:00 	 FREE TIME
 

6:00 	 Monument Room 

Office 


7:00 	 M1. O'BRYON 


October 25 - November 19, 1982 - Washinqton, D.C.
 

November 	2 


TUESDAY 


Walk to FHLBB 

Amphitheater 


Housing Standards 


VAN HUYCK 


N/P #5 	CSCT 


L_ _ _ _N/P 

Luncheon 


Speaker: 


Mr. R. PRATT 


Country

Presentation (1) 


FREE TIME 


Monument Room 

Office 

S. IADARnLA 


November 	3 


WEDNESDAY 


Walk to 

Marvin Center 405 


Upqrading: 

Comments, 

Definitions 

anM Applications 


RIVKIN 


N/P #6 	CSCT 


Lunch Time 


Hearing 


FREZ TIME 


Monument Room 

Office 

T. McCARTHY 


November 	4 


THURSDAY 


Walk to 

Marvin Center 405 


Sites and Services 

Concepts 

RIVKIN 

Sites & Services 


Case Example:

Phillipines--

Dagat -Dagatan 

DEMONCHAUX 


#7 CSCT
 

Lunch Time 


November 	5 


FRICAY 


Walk to
 
Marvin Center 405
 

Qualitative
 
Information in
 
Shelter Analysis 

and Policy
 

PEATTIE 


N/P #8 	CSCT
 

Luncheon
 

Speaker:

Hon. BRUCE GOLOING
 

IU/ 1q/tiid 

November 6-7
 

SATURDAY/SUNDA"
 

SATURDAY:
 
Monument Room
 

Office
 
T. McCARTHY
 
10 a.m. - 4 p.m.
 

CountryHan.BRUCEGOLDItr
 

Presentations (2)
 

Country

Presentation (1.)
 

SUNDAY:
 

Monument 	Room
 
Office
 
S. IADAROLA 
3 p.m. - 7 p.m.

FREE TIME FREE TIME
 

Monument Room Monument Room
 
Office 'Office
 
C. FARVACOUE G. APABAK
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November 	8 November 9 November 10 November 11 November 12 November 13-14
 

_ MONDAY 	 TUESDAY WEDNESDAY THURSDAY FRIDAY SATURDAY/SUNDI 

8:30 	 'alk to FHLBB Walk to FHLBB Board bus at Walk to Walk to
 
An.~,hitheater Amphitheater Park Central AIA Board Room AIA Board Room
 

9:00 	 Design of Dwelling Project Financing BALTIMORE Management of Resource
 
Environments 
 Financial Mobilization 

HOUSE FELD Institutions KEEN SATURDAY: 
CAMINOS 

t0:00 TRIP ROBBIhS Secondary Mortgage Monument Room 
O'LEARY Markets Office 

RICKS G. ARABAK 
10 a.m. - 4 p.m 

11:00 N/P #9 CSCT N/P #10 CSCT N/P #11 CSCT N/P #12 CSCT N/P #13 CSCT
 

12:00 Lunch Time Lunch Time Lunch at Lunch Time Lunch Time
 
Harbor Place
 

1:00 	 Case Study Complete Country Alternative
 
Status Peprts/ 	 Presentations (3) Mortgage. 
Review 
 Field 	 Instruments
 

2:00 Country Trip 	 BRADY
 
Presentations (2) 

"s 	 SUNDAY:
 

3:00 	 FREE TIME 
 , Monument Room 
Office 

' FREE TIME C. FARVACQUE 
3 p.m. - 7 p.m.

4:00 	 FREE TIME , FREE TIME
 

5:00 	 FREE TIME
 

6:00 	 Monument Room Monument Room Monument .Room onument Room Monument Room
 
Office Office office ffice Office
 

7:00 	 M. O'BRYON T. tIcCARTHY T. McCARTHY C. FARVACnUE G. ARABAK
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November 15 

MONDAY 

8:30 Walk to 

Marvin Center 426 

9:00 Management 
Principles 

BROWN 
10:00 

11:00 N/P 114 CSCT 

12:00 Lunch Time 

1:00 rountry
Presentations (2) 

2:00 

3:00 FREE TIME 

4:00 

5:00 

6:00 Mlonument Room 
Office 

7:00 14.O'BRYON 

November 16 


TUESDAY 


Walk to 

Marvin Center 426 


Subsidies and 

Incentives 


STRUYK
 

N/P 115 CSCT 


Lunch Time 


Country

Presentation (1) 


FREE TIME
 

Monument Room 
Office 

S. IADAROLA 


November 17 


WEDNESDAY 


Walk to FHLBB 

Amphitheater 


Institutional & 

Mgt. Capacities
 

N/P 016 CSCT 


Lunch Time 


Role & Programs of
 
the Word Bank
 

MR. HADAVO
 

FREE TIME
 

tonument Room. 
Office 

S. 1ADt.iOLA 


November 18 


-THURSDAY 


Walk to FHLBB 

Amphitheater 


CASE 


STUDY 


CONCLUSIONS AND 


REVIEW
 

N/P #17 


Lunch Time 


FREE TIME 


Closing Dinner and 
Presentation of
 
Certificates
 

November j9 


FRIDAY 


iG.W.U.
 
Lisner Hall 102
 

WORKSHOP 


EVALUATION 


SESSION
 

N/P #18
 

Lunch Time
 

FREE TIME &
 
Departures
 

N2-11
 

SATURDAY/SUNWI
 

SATURDAY:
 

Departures
 



ORGAiIZATION FOR USAID SHELTER WORKSHOP PROJECT
 

The George Washington University
 
School of Government and Business Administration
 

Department of Urban and Regional Planning 676-7475
 

Professor McGrath -- Academic Director, Gen. Director, P.I.
 
Assistant Professor Enders -- Associate Academic Director
 
Mr. Richard Nathan -- Manager, Workshop Activities
 

Workshop Aides (Graduate Students)
 

Mr. Gary Arabak
 
Ms. Catherine Farvacque
 
Mrs. Sally ladarola
 
Ms. Taryn McCarthy
 
Ms. Margaret O'Bryon
 

Manager, Monument Room Office
 

Ms. Jo Lynne Sedmak
 

Workshop Faculty (Dept. of U&RP)
 

Dr. Stephen Fuller
 
Dr. Dennis Gale
 
Dr. Alcira Kreimer 



Vorkrhop Faculty (Other Agencies/Departments)
 

Dr. Euyene Brady -

Dr. David Brown -

Prof. Horacio Caminos -

Mr. Francis Conway -

Mr. Carl House -

Mr. James Keen -

Mr. Peter Kimm -

Prof. Jean de Monchaux -

Dr. Callisto Madavo -

Mr. M. Joseph O'Leary -

Dr. Jorge Osterling -

Dr. Lisa Peattie -

Dr. Bruce Ricks -

Ms. Goldie Rivkin -

Dr. Malcolm Rivkin -

Mr. Edward Robbins -

Ing. Rodolfo Salinas -

Dr. Raymond Struyk -

Mr. James Upchurch -

Mr. Alfred Van Huyck -

Mr. Paul Vitale -

Dr. William Wheaton -


Indiana University, Graduate School of Business
 
GWU, Dept. of Public Administration
 
MIT, Architecture
 
AID, Office of Housing and Urban Development
 
Carl House Associates, Inc.
 
Associated Advertising
 
AID, Office of Housing and Urban Development
 
MIT, School of Architecture & Planning
 
The World Bank
 
Capital City Federal Savings and Loan Assoc.
 
Lima Case Study Consultant
 
MIT, Dept. of Urban Studies and Planning
 
Federal Home Loan Bank Board Advis. Comm.
 
Rivkin Associates
 
Rivkin Associates
 
National Savings and Loan League
 
AID, Peru
 
Urban Institute
 
Cooperative Housing Foundation
 
PADCO
 
AID, Office of Housing and Urban Development
 
MIT, Dept. of Economics and Urban Studies
 

and Planning
 

Special Lecturers
 

The Hon. Richard Pratt - Chairman, U.S. Federal Home Loan Bank Board
 

The Hon. Bruce Golding - Minister of Construction, Jamaica
 



Participating Staff PRE/HUD
 

Office of the Director
 

Peter M. Kimm, Director
 
Fredrik A. Hansen, Deputy Director
 
David S. Olinger
 
Viviann G. Pettersson
 
Hel ene Kaufman
 
W. Neal Goodson
 
Richard Zenger
 

Office of the Assistant General Counsel
 

Michael G. Kitay, Assistant General Counsel
 
Michael J. Williams, Attorney Adviser
 
Barry Veret, Attorney Adviser
 

Operatiors Division
 

John T. Howley, Assistant Director for Operations
 
Sara A. Frankel, Assistant Director for the Caribbean
 
Peter A. Feiden
 
James T. Grossman
 
William Mann, Jr.
 
Paul G. Vitale
 
Sonia Hammam
 
Sean Walsh
 

Program Support Division
 

Francis Conway, Assistant Director for Program Support
 
Robert H. Freed
 
Natalie F. Hawley
 
Carl V. Heffley
 



BIOGRAPHICAL DATA
 

PARTICIPANTS
 

BOLIVIA
 

MARCELO MIRANDA, Advisor, USAID Mission, Bolivia.
 

Mr. Miranda is under contract to the USAID Mission in Bolivia to provide
 
professional assistance to the mission in connection with low- and moderate
income housing.
 

CABEI
 

RAFAEL A. CHAVARRIA, Chief, Housing Studies and Promotion Division, Cetral
 
American Bank for Economic Integration (CABEI). C
 

For several years, Mr. Chavarria has been responsible for the fDrmulation and
 
review of shelter policies arid programs, and for the supervision of financial and
 
technical assistance programs for CABEI.
 

EL SALVADOR
 

COSME V. DUEAN, Coordinator, Housing Program, GOES-AID, Minplan.
 

For a year and a half, Cosme Duran has served as coordinator of the housing
 
program for GOES-AID. In this capacity, he is responsible for planning, directing
 
and coordinating low-cost housing projects for the urban poor.
 

. / 
JUAN JOSE GOMEZ, Advisor to President's Office, Urban Housing Institute.
 

Mr. Gomez is a technical advisor to the President of Urban Housing Institute
 
on matters relating to land use and urban housing.
 

EGYPT
 

R. G. HABIB, Under Secretary of Housing, Giza Governorate.
 

As Under Secretary of Housing for the Giza Governorate, Mr. Habib has major 
responsibility for housing and urban development policy in Cairo. 



GUATEMALA
 

JORGE ENRIQUE GIRON, Assistant Manager, Institute for the Promotion of Insured
 
Mortgages.
 

As a Civil Engineer, Mr. Giron provides technical assistance in the creation
 
of national housing programs, in addition to his regular admirnistrative responsibilities.
 

JULIAN MARTINEZ, Subcoordinator, National ane International Cooperation Unit, National
 
Committee of Reconstruction. 

As a professional Architect with the National Committee of Reconstruction, 
Mr. Martinez works in the design, planning and evaluation of non-governmental agency 
development projects. This organization mobilizes private resources to benefit 
low-income communities. 

INDIA
 

JOYANTA CHATTERJEE, Branch Manager, Calcutta Office of Housing Development"F1.0ance, 
Corporation Limited (HDFC). 

Mr. Chatterjee is the overall person in charge of HDFC's operations in the 
Eastern and North-Eastern states of India. Housing Development Finance Corporation 
Limited is the only housing finance institution approved by the Government of India 
operating throughout the country. 

V. V. THAKAR, Additional Chief Engineer, Delhi Development Authority (DDA).
 

Mr. Thakar worked for more than 20 years with the state government of
 
Madhya-Pradesh in India before joining DDA, a regional development authority. He
 
has acquired considerable professional experience in dealing with shelter sector
 
problems in the Delhi Region.
 

INDONESIA
 

HARRY HMAD JASA SLAWAT,. Chief Building Landscaping Detail Engineering
 
Subdivision, PERUM PERUMNAS.
 

Mr. Slawat is an Architect responsible for the preparation of detailed
 
engineering studies and the evaluation of prefabricated housing projects.
 

JIMMY TRIESTANTO, Chief, Subdivision of Feasibility and Site Planning,
 
Department of Public Works, PERUM PERUMNAS.
 

Mr. Triestanto is an experienced Engineer and Urban Planner with major
 

responsibility for site selection, preparation of feasibility studies and site
 
plans for housing projects in Indonesia.
 



JAMAICA
 

LESSEPT CUMMINGS, Director of Finance and Administration, Estate Development Company.
 

In addition to his regular administrative duties, Mr. Cummings is responsible
 
for the preparation of his company's budget and for related financial matters. He
 
also prepares, as required, reports for international agencies engaged in the
 
funding of housing projects in Jamaica.
 

DONOVAN ANTHONY NOLAN, Chief Project Officer, Jamaica Mortgage Bank.
 

Mr. Nolan's principal responsibilities include the inspection ofrinfrastructure
 
upgrading sites for Squatter Settlements, and the preparation of progr ss reports
 
on those sites for the Manager of Planning and Development, Jamaica Mortgage Bank.
 

PERU
 

LIDIA ENRIQUETA GALVEZ de SNYDER, Assistant Manager, Programming Area, National
 
Corporation for Construction (ENACE).
 

Mrs.Galvez de Snyder's organization has been assigned primary responsibility
 
for "The National Housing Plan." Her duties include all aspects of contract
 
administration, as well as urban, architectural and investment programming for all
 
housing projects in Peru.
 

PORTUGAL
 

JOSE ANTONIO ONTLIRO BARREIRO, Chief, Studies and Planning Department of Housing
 
and Public Works (GEP/HOP).
 

Inaddition to managing his Department, Dr. Barreiro is responsible for the
 
development of studies necessary to the establishment of sectorial housing and
 
public works policies.
 

LUIS FERNANDO FERREIRA MARTINS, Manager, Directorate for the Promotion of Housing
 
and Construction.
 

As Manager of his Department, Mr. Ferreira Martins isresponsible for housing
 
project analysis. He has extensive experience in foreign exchange operations and
 
financial loans to the housing and construction sectors, inparticular.
 



SRI LANKA
 

RATHUGAMAGE CYRIL ANTONEY FERNANDO, Deputy General Manager, Rural Housing (Estates),
 

National Housing Development Authority.
 

Mr. Fernando assists in the formulation of housing development policies and
 
His primary duties are concerned with post-development
programs in Sri Lanka. 


activities in rural housing.
 

ANANDA SWARNAPALA WEERASINGHE, Deputy Director (Engineering Services), Urban
 

Development Authority.
 

The principal objective of Mr. Weerasinghe's agency is~the:mplementation of
 

As a Civil Engineer, Mr. Weerasinghe is directly
urban development projects. 

concerned with the planning programming and implementation of infrastrucutre
 

construction.
 

THAILAND
 

RUS/VEE CHAIYANANUDHA, Policy and Plan Analyst, Office of Policy and Planning,
 
National Housing Authority.
 

As Assistant to the Chief of the Policy and Planning Division, Mrs. Rusamee
 
participates in the formulation and implementation of housing policy and oversees
 
foreign loan projects.
 

WASA14A SINSATIENPORN, Economist, Fiscal Policy Office, Ministry of Finance.
 

an Economist in the Loan Operations and Policy Division, Mrs. Sinsatienporn
As 

assists in the planning, preparation and evaulation of national housing project loans.
 

TARAIDOL TAYANGKANON, Deputy Chief, Project.Adiniistration Office 4, Research and
 
Construction Department, National Housing Authority (NHA),
 

Mr. Tayangkanon is a Civil Engineer responsible for the administration of
 
government-supported housing projects, as well as ADB-financed projects.
 



TANZANIA
 

BLASI A. SELEKI, Head Town Planner, Housing Development Division, Ministry of
 
Lands, Housing and Urban Development.
 

Prior to his current position, Mr. Seleki served as Chairman of his country's
 
National Sites and Services Project. His present responsibilities include the
 
development and coordination of housing and land policies.
 

ZANZIBAR
 

MUHAMMAD S. SULAIMAN, Assistant Minister (Principal Secretary) and Chief Executive
 
in Land Matters, Housing and Building Construction, Ministry of Lands, Construction
 
and Housing of Zanzibar.
 

Mr. Sulaiman has extensive experience in land surveying. His current position
 
entails the formulation of land use and national housing policies, as well as the
 
management of his agency.
 



PARTICIPANT ADDRESSES
 

DR. JOSE A. M. BARREIRO, CHIEF, STUDIES AND PLANNING DEPARTMENT OF HOUSING
 
AND PUBLIC WORKS (GEP/HOP)
 

STUDIES AND PLANNING DEPARTMENT OF HOUSING AND PUBLIC
 
WORKS (GEP/HOP)


GABINETE DE ESTUDOS E PLANEAMENTO
 
RUA FILIPE FOLQUE, NO. 4I4.
 
1000 LISBON
 
PORTUGAL
 

MR. JOYANTA CHATTERJEE, MANAGER, CALCUTTA BRANCH 

COOKE & KELVEY BUILDING, 1ST FLOOR
 
20 OLD COURT HOUSE STREET
 
CALCUTTA 700001
 
INDIA
 

MR. RAFAEL A. CHAVARRIA, CHIEF, HOUSING STUDIES AND PROMOTION DIVISION
 

CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION (CABEI)
 
APARTADO POSTAL 772 
TEGUCIAGALPA, D.C.
 
HONDURAS
 

MR, LESSEPT CUMMINGS, DIRECTOR OF FINANCE AND ADMINISTRATION
 

ESTATE DEVELOPMENT COMPANY
 
MINISTRY OF CONSTRUCTION (HOUSING)
 
19 PREMIER PLAZA
 
KINGSTON 10
 
JAMAICA, WEST INDIES
 

MR, R.C.A. FERNANDO, DEPUTY GENERAL MANAGER, RURAL HOUSING (ESTATES) 

NO, 420 
WILAMUNA
 
KI RI BATHKUMBURA
 
SRI LANKA
 

ARQTA, LIDIA E. GALVEZ DE SNYDER, ASSISTANT MANAGER, PROGRAMMING
 

NATIONAL CORPORATION FOR CONSTRUCTION (ENACE)
 
JR. HUANCAVELICA NO 446-80 PISO
 
LIMA
 
PERU
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PARTICIPANT ADDRESSES, CONTINUED
 

MR. JORGE ENRIQUE GIRON, ASSISTANT MANAGER, NATIONAL MORTGAGE AGENCY (FHA)
 

INSTITUTO DE FOMENTO DE HIPOTECAS ASEGURADAS
 
6A AVENIDA 0-60 zoNA 4
 
10 o PISO TORRE PROFESIONAL II
 
GUATEMALA CITY
 
GUATEMALA
 

4 /MR. JUAN JOSE GOMEZ, ADVISOR TO PRESIDENT'S OFFICE 

INSTITUTO DE VIVIENDA URBANA
 
CENfRO URBANO LI3ERTAD
 
SN SALVADOR
 
EL SALVADOR
 
PHONE: 253011
 

ENG, RAAFAT GHOBRIAL HABIB
 

NO, 2 EL BOHTORY STREET
 
COBBAH GARDEN, CAIRO
 
EGYPT
 

MR. JULIAN I.MARTINEZ, SUBCOORDINATOR, NATIONAL AND INTERNATIONAL 
COOPERATION UNIT 

NATIONAL COMMITTEE OF RECONSTRUCTION
 
7A. AVENIDA 3-19 ZONA 1
 
GUATEMALA CITY
 
GUATEMALA, C.A. 

(HOME) 4A AVENIDA 9-19 ZONA 10 
APTO, C 
GUATEMALA CITY
 
GUATEMALA, CA.
 

MR. LUIS FERNANDO MARTINS, MANAGER, DIRECTORATE FOR THE PROMOTION OF HOUSING 
AND CONSTRUCTION 

CREDITO PREDIAL PORTUGUES
 
AVENIDA DUQUE DE LOULE, 123-1 
LISBON 
PORTUGAL
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PARTICIPANT ADDRESSES, CONTINUED
 

MR. DONOVAN A. NOLAN, CHIEF., PROJECT OFFICER 

JAMAICA 	 MORTGAGE BANK 
33 TOBAGO AVENUE
 
KINGSTON 5
 
JAMAICA, WEST INDIES
 

(HOME) 	P.O. BOX 36
 
KINGSTON 3
 
JAMAICA, WEST INDIES
 

MRS. RUSAMEE CHAIYANANDHA, POLICY AND PLAN ANALYST
 

OFFICE OF POLICY AND PLANNING
 
NATIONAL HOUSING AUTHORITY
 
KLONGCHAN, BANGKAPI
 
BANGKOK 
THAILAND
 

(HOME) 	41 SOi FARMWATHANA RAMA 4 RD,
 
BANGKOK, THAILAND
 

MR. BLASI A. SELEKI, TOWN PLANNER, HOUSING DEVELOPMENT DIVISION
 

MINISTRY OF LANDS, HOUSING AND URBAN DEVELOPMENT
 
P.O, Box 9344
 
DAR-ES-SALAAM
 
TANZANIA
 

MR. HARRY A. J. SLAWAT, CHIEF, BUILDING & LANDSCAPING DETAIL, ENGINEERING 
SUBDIVISION 

PERUM PERUMNAS
 
JLN. D.I. PANJAITAN KAV, 11
 
JAKARTA, TIMUR
 
INDONESIA
 
PHONE: 	 021-814807 (5LINES)
 

MR. MUHAMAD S, SULAIMAN, ASSISTANT MINISTER (PRINCIPAL SECRETARY) AND 
CHIEF EXECUTIVE IN LAND MAI-ERS, HOUSING AND BUILDING CONSTRUCTION 

MINISTRY OF LANDS, CONSTRUCTION AND HOUSING
 
P,O. Box 238
 
ZANZIBAR
 
TANZANIA
 



PARTICIPANT ADDRESSES, CONTINUED
 

MR. TARADOL TAYANGKANON, DEPUTY CHIEF, PROJECT ADMINISTRATION., OFFICE 14
 

(OFFICE) 	 RESEARCH AND CONSTRUCTION DEPARTMENT
 
NATIONAL HOUSING AUTHORITY
 
KLONGCHAN, BANGKAPI 
BANGKOK
 
THA ILAND
 
TELE: 3772010-23
 
EXT, 283
 

(HOME) 	 245/2 SOi ONNUT, PRAKANONG
 
BANGKOK, THAILAND
 
TELE: 3114539, 3113918
 

MR. V. V. THAKAR, ADDITIONAL CHIEF ENGINEER, DELHI DEVELOPMENT AUTHORITY
 

D.D.A. OFFICER'S FLAT #15
 
7., BHAGWANDASS ROAD
 
NEW DELHI - 110001
 
INDIA
 
TELE: OFFICE - 272179
 

HOME - 384685
 

MR. ANANDA SWARNAPALA WEERASINGHE, DEPUTY DIRECTOR, ENGINEERING SERVICES
 

URBAN DEVELOPMENT AUTHORITY
 
NO: 27 D.R. WIJEWARDENE MAWATHA
 
COLOMBO 10
 
SRI LANKA
 

MRS. WASARA SINSATIENPORN, ECONOMIST
 

FISCAL POLICY OFFICE
 
MINISTRY OF FINANCE
 
THE GRAND PALACE
 
NA PRALARN ROAD
 
BANGKOK
 
THAILAND 

MR. JIMMY TRIESTANTO, CHIEF, FEASIBILITY AND SITE PLANNING 

PERU' PERUMNAS 
JLN. DI, PANJAITAN KAV. 11 
JAKARTA, TIMUR
 
INDONESIA
 
PHONE: 021 - 814807
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PARTICIPANT ADDRESSES, CONTINUED
 

MR. MARCELO MIRANDA, ASSISTANT OFFICER, PRIVATE SECTOR DIVISIONO USAID MISSION
 
TO BOLIVIA
 

(HOVE) 	 CAsiLLA 997
 
LA PAZ, BOLIVIA
 
PHONE: 782L00 

(OFFICE) CASILLA 673
 
LA PAZ, BOLIVIA
 
PHONE: 355363 - 350120 

M4R. COSME DURAN, COORDINATOR, HOUSING PROGRAM GOES-AIDoMvINIPLAN -

MINISTERIO DE PLANIFICACION
 
CASA PRESIDENCIAL
 
SAN SALVADOR, EL SALVADOR
 
PHONE: 223266 



BIOGRAPHICAL DATA
 

FACULTY
 

Eugene A. Brady
 

Ph.D., Economics, University of California; M.A., Economics, University
 
of Washington; B.A., Mathematics and Economics, University of Washington,
 

Dr. Brady is currently Professor and Chairman of the Department of Business
 
Economics and Public Policy for the Graduate School of Business at Indiana
 
University. He is also a private economic consultant employed by several state,
 
federal and international agencies to advisp 'n matters including housing in
 
developing countries, housing starts, economic stabilization policy, mortgage
 
markets, and economic forecasting. In 1970, Dr. Brady served as Director of
 
the Office of International Home Finance, and as Econometrician, OffIce of
 
Research and Home Finance at the Federal Home Loan Bank Board -4n Washington, D.C.
 
In this capacity, he advised the Board on regulatory matters governing the inter
national activity of all federally chartered savings and loan associations.
 

Other languages: Spanish (fluent) and French.
 

David S. Brown
 

Ph.D., Syracuse University; A.B., University of Maine.
 

Dr. Brown is well-known for his extensive overseas experience in management
 
training. His previous experience iicludes a teaching assignment in Scotland
 
and a consulting post in Pakistan, where he played a major role in establishing
 
the National Institutes of Public Administration. He has conducted a variety of
 
management programs for nationals of other countries and has lectured widely
 
throughout the world. Currently, Dr. Brown is a Professor of Management in the
 
Department of Public Administration at the George Washington University. 11
 
addition to his usual teaching responsibilities, Dr. Brown directed two programs
 
in Organizational and Management Development for the U.S. Department of Agriculture
 
for Developing Nations.
 

Horacio Caminos
 

B.Arch., Universidad Nacional de Buenos Aires, School of Architecture and
 
City Planning. 

Mr. Caminos has taught and practiced urban design in Latin America, Europe
 
and the United States. At the present time, he is a professor at Massachusetts
 
Institute of Technology. Mr. Caminos is currently conducting major research in
 
housing, with a special emphasis on urban settlement design in developing countries.
 
He has published widely in professional journals in Argentina, England, Japan,
 
Canada, and the United States.
 



Michael J. Enders
 

Ph.D., Geography, Clark University; M.S., Urban and Regional Planning,
 
M.S. Water Resources Management, University of Wisconsin.
 

Dr. Enders has conducted extensive research on the French planning process as
 
a visiting Fulbright Scholar, and has participated in a training project for 
regional planners of the Central Tunisian Development Authority in Kasserine, 
Tunisia. He has sarved as an Assistant Professor in the Department of Urban and 
Regional Planning at the University of Wisconsin and has worked as a full-time 
planner in a number of communities in Wisconsin and California. Dr. Enders is 
also a member of the Board of Directors of the International Division of the 
American Planning Association. He presently is an*Assistant Professor in the 
Department of Urban and Regional Planning at The George Washington University. 

Other language: French (fluent).
 

Stephen S. Fuller
 

Ph.D., Regional Planning, Cornell University; M.C.P., University 6 
Mississippi; B.A., Economics, Rutgers University. 

Dr. Fuller is an educator and consultant whose primary areas of expertise
 
include quantitative methods of urban and regional analysis, urban housing and
 
community facilities, and site selection evaluation. His special area of interest 
is Appalachia, an area of the southeastern United States noted for its chronic 
poverty and related conditions and trends. He currently holds the position of
 
Professor in the Department of Urgan and Regional Planning at The George Washington
 
University. 

Dennis E. Gale
 

A.B. Bucknell University; M.S. Boston University; M.Ed. Harvard University;
 
M.C.P. University of Pennsylvania; Ph.D. The George Washington University.
 

Professor Gale was visiting lecturer at the Institute f6r Planning Studies, 
University of Nottingham in England in 1981. He taught planning courses to African 
and British students and conferred with colleagues on development policy in several
 
African nations. He has conducted research and written numerous publications on
 
housing, demographic patterns and the fiscal aspects of planning policy. Recently
 
he completed a research project on neighborhood revitalization for the U.S.
 
Department of Housing and Liban Development and the Organization for Economic
 
Cooperation and Development (O.E.C.D.) in Paris.
 



Carl House
 

M.B.A., Business Administration, Harvard University; B.A., Psychology,
 

Grinnell College, Iowa.
 

Carl House is a Harvard-trained business manager and urban economist with
 

experience in all aspects of management and development from engineering and
 

marketing to social and institutional planning. His work has consistently been 

from the viewpoint of development economics and has often been expressed 
as
 

economic and financing models for testing policy and feasibility. He has worked
 

extensively on projects in Columbia, Maryland; Alaska; Tanzania; Colombia; and
 

Japan, and has also worked on projects in other parts of the U.S. and in England,
 

Greece, Nigeria, Swaziland, the Sudan, and Zambia.
 

Mr. House is currently President of Carl House Associates, Inc., a consulting
 

firm which provides economic evaluation and financial planning for urban land 

development projects with a particular focus on the design and use of computer
 

based systems.
 

James R. Keen
 

B.A., Education, Speech, North Central College.
 

Mr. Keen has had extensive experience in financial marketing programs.
 

In his current position as President/Owner of Associated Advertising, he 
is
 

actively engaged in providing a full-service marketing/advertising service for
 
and agricu'Iturallocal, regional, and national clients in retail, financial 

product categories. Mr. Keen's previous professional experience includes con

housing projects in developing countries. He recentlysulting on several USAID 
a project in Egypt to develop individual savings, home improvement
participated in 


and mortgage loan programs for low income nationals.
 

Other languages: French (fluent) and German (fluent).
 

Peter M. Kimm
 

Mr. Kimm is Director of the AID Office of Housing and Urban Development. 
He
 

housing policy and housing finance in the developinghas specialized in national 
world and has written and spoken widely on these subjects. He is responsible for
 

administering the shelter programs of the U.S. Agency for International Development,
 
The HG Program is a major international
including the Housing Guaranty Program. 

source of financial and technical assistance for housing activities in Latin America, 
Mr. Kimm has been responsible for its implementa-Africa, Asia, and the Middle East. 


tion for the past 16 years. 



Alcira G. Kreimer
 

Ph.D., Environmental Planning, University of California; M.A., Architecture,
 
University of Buenos Aires.
 

Dr. Kreimer is an international authority on disaster-related planning and
 
assistance, in particular the provision of housing, infrastructure and health
 
services to victims of natural disaster. Her other interests include housing
 
policy and design and environmental planning. She has taught and lectured at many

of this country's most prestigious universities, including the Massachusetts
 
Institute of Technology, Stanford University, and the University of CaliFornia at
 
Berkeley, and is presently Associate Professorial Lecturer in Urban Planning at
 
The George Washington University. In addition to her teaching responsibilities,
 
she has been a consultant to international agencies as well as to urban governments.
 

Other languagest Spanish and French (fluent).
 

Callisto E. Madavo
 

Ph.D., Economics, University of Notre Dame.
 

Dr. Madavo joined the staff of the World Bank in 1969 and has worked on Bank
 
assisted urban transportation and shelter projects in Asia, Africa and Latin
 
America. Formerly the Division Chief of the East and West Africa Urban Division,
 
he is currently Acting Assistant Director in the Urban Development Department.
 
Dr. Madavo is also the author of several articles on urbanization.
 

Dorn C, McGrath, Jr.
 

M.C.P., Harvard University; A.B., Architecture, Dartmouth. Professor of
 
Urban and Regional Planning and Chairman of the Department of Urban and Regional
 
Planning, The George Washington University.
 

Professor McGrath has served as past president of the American Institute of
 
Planners, and as member of the National Academy of Sciences, National Research
 
Council in many capacities, including urban waterfront lands, noise control, urban
 
transportation, and the planning process. He has served as a consultant to many

U.S. cities and federal agencies, and to foreign governments as well. His many
 
publications principally address issues of airport planning and the plan'ning
 
process. He is also a distinguished co-author of The Charter of Machu-P1jcchu
 

Other language: Spanish (fluent).
 



John P. de Monchaux
 

B.Arch., Harvard University; B.Arch. (Hons.), University of Sydney.
 

Since September 1981, Mr. de Monchaux has been Dean of the School of
 

Architecture and Planning at Massachusetts Institute of Technology, Cambridge,
 

Massachusetts. His previous experience includes a long association with Kinhill
 

Pty Ltd., an Australian planning and engineering consulting firm. As a Director,
 

Chairman, and later Principal Planner, he directed much of that firm's work on
 

programs in Australia, Europe and Southeast Asia. The projects included,
 
among other tasks, environmental impact assessments, residential development
 

suitability studies, policy and conservation studies, and policy planning for
 

slum up-grading and sites and services developments.
 

Other languages: Spanish (fluent) and Italian.
 

M. Joseph O'Leary
 

B.S., Georgetown University; Indiana University 1nstitute of Financial
 
Education Graduate School.
 

Mr. O'Leary serves as Senior Vice President of the Capital City Federal 
Savings and Loan Association in Washington. He is an expert in the field of
 
alternate mortgage instruments. His current responsibilities include budgeting,
 
cash flow management, financial analyses and the development of new sources of
 
Funds and income. He has had a decade of experience as a senior officer of
 
several Washington area savings and loan associations and is a past President
 
of the Washington Chapter, Institute of Financial Education.
 

Lisa Redfield Peattie
 

Ph.D., Social Anthropology, University of Chicago; M.A., Anthropology,
 
University of Chicago.
 

Mrs. Peattie is a well-known writer and lecturer on urban problems. She
 
has done extensive consultant work in Latin America, and has published numerous
 
articles on her findings with respect to the urban poor in that part of the
 
world. She is the author of The View from the Barrio, published in 1968.
 
Mrs. Peattie is currently a professor in Urban Anthropology at Massachusetts
 
Institute of Technology, and a staff member of Guyana Project.
 



R. Bruce Ricks
 

Ph.D., M.B.A., B,S., Business Administration, University of California,
 
Berkeley.
 

Dr. Ricks is a member of the Federal Home Loan Bank Board Advisory Committee
 
and is a consultant with special experience in mortgage financing. Dr. Ricks was
 
the chief economist at the Federal Home Loan Bank Board. His most recent Gervice
 
as a National Savings and Loan League consultant has been in Honduras where, under
 
AID sponsorship, he has worked with the Central American Bank ,for Economic
 
Integration on secondary mortgage market issues.
 

Other language: French,
 

Malcolm D. Rivkin
 

A.B. Harvard; M.C.P., Ph.D., Massachusetts Institute of Technology
 

Dr. Rivkin is President of Rivkin Associates and the author of two books
 
and numerous articles in the fields of international housing and urban development

He has been a Resident Advisor to the Government of Turkey, has represented USAID 
on assignments in a dczen countries, and since 1980 has been Economic Development

Advisor to the Republic of Palau inMicronesia. His U.S. work deals primarily

with negotiating development solutions between the private sector, government

agencies, and community groups. He was a Commissioner of the Maryland National
 
Capital Park and Planning Commission and served as Co-Director of the 1979 and 1980
 
Shelter Workshops.
 

Goldie W. Rivkin
 

A.B. Radcliffe- M.C.P. Harvard.
 

Ms. Rivkin is Vice President of Rivkin Associates and an Adjunct Professor 
at the American University. She is co-author of a recently completed book on
Approaches to Planning for Secondary Cities in Developing Countries. For USAID 
she has directed field missions on shelter assessment inSwaziland and Botswana,

and technical assistance for upgrading programs in Peru. Her U.S. work deals
 
primarily with market analyses of housing and commercial projects and with siting

and impact studies for major public facilities. She has been a member of the
 
faculty in the 1979 and 1980 Shelter Workshops and at Middle East Technical
 
University. Ms. Rivkin is a past President of the Harvard Graduate School of
 
Design Association,'
 



Edward H. Robbins
 

Master of Urban and Regional Planning, George Washington University; B.A,
 
American History, Yale University.
 

Mr. Robbins is Senior Vice President for International Operations, National
 
Savings and Loan League, Washington, D.C. In this capacity, he is responsible
 
for managing contracts with the Office of Housing and Urban Development, AID,
 
and for directing institutional, financial and social analysis required in
 
development of Housing Guaranty projects throughout the developing world.
 
Mr. Robbins recently participated in a series of meetings focusing on the con
dition of housing finance systems in Latin America, particularly the role of thp
 
U.S. Savings and Loan industry in the development of primary and secondary
 
mortgage markets and thrift systems in the developing world.
 

Other languages: French (fluent) and Spanish (fluent).
 

K. C. Sivaramakrishnan
 

Mr. Sivaramakrishnan, an Indian national, was educated at Loyola College,
 
Madras University, where he received a B.A. with honors in Economics andPolitics
 
in 1955 and a B.L. at the Law College in 1958. Later that year, he joined the
 
Indian Administrative Service. In 1963, after a spell of magisterial and admih
istrative work in the districts of W. Bengal province, he shifted to the urban
 
field. He was Director of the Asamsol Planning Organization, engaged in preparing
 
a regional development for a mining and industrial conurbation. Later, he was
 
Chief Executive Officer of the Durgapur (a new town) Development Authority. In
 
1970, he became Secretary of the Calcutta Metropolitan Development Authority
 
where he was responsible for implementing a multi-sectoral development program in
 
metropolitan Calcutta. During 1976/77, a Homi Bhabha Fellow and visiting Professor
 
at the Indian Institute of Management, Calcutta, he was engaged in writing a book
 
on New Towns in India and directing a comparative study on the organizational
 
framework for metropolitan development in Calcutta, Bombay, Madras and New Delhi.
 

Mr. Sivaramakrishnan was a Parvin Fellow at the Woodrow Wilson School of
 
Public and International Affairs, Princeton University during 1964/65 where he
 
participated in an urban affairs program. He has contributed frequently to
 
journals and has lectured at several universities in India, USA and Canada. He
 
has also been a consultant with the EDI, the UN, the Asian Development Institute,
 
etc.
 

Mr. Sivaramakrishnan joined thL Economic Development Institute of the World
 
Bank in July 1977. After. organizing and teaching the Institute's Urban Management
 
and Small Enterprise courses, he moved to the Bank's Urban Development Department
 
where he has been serving as Urban Management Advisor since September, 1981.
 



Raymond J. Struyk
 

Ph.D., Economics, Washington University; B.A., Economics, Quincy College.
 

Dr. Struyk has extensive policy formulation and analysis experience, having
 
spent 27 months as the Deputy Assistant Secretary for Research at the U.S.
 
Department of Housing and Urban Development (HUD). In that capacity, Dr. Struyk
 
had major responsibility for the majority of research programs sponsored by that
 
department. Prior to joining HUD, Dr. Struyk served as a consultant to the
 
Federal Re )ublic of Germany, and through the World Bank, the Republic of Korea
 
and the Republic of the Philippines. Dr. Struyk is currently Program Director,
 
Households and Housing Assistance Research, Urban Institute, Washington, D.C.
 

Alfred P. Van Huyck
 

M.R.P., University of North Carolina; B.A. Sociology, Dartmouth College.
 

Mr. Van Huyck, President of PADCO, is an urban planner specializing in low
cost housing. He worked in Indonesia as the PADCO team leader for advisory services
 
to PERUMNAS (the National Urban Development Corporation); as advisor to the Kabupaten
 
Provincial Planning and Management Training Project; as advisor to the Northern
 
Sumatra Regional Planning Study; and as advisor to the Medan Urban Project. He
 
served as PADCO's project director for the African Development Bank housing feasi
bility study; the Arusha, Tanzania master plan; the study to prepare recommendations
 
for the national low-income housing strategy in Tanzania; the study
 

of the Moroccan bidonville problem; and for the Jordan Valley settlement planning
 
project. He has participated in PADCO's work in Karachi, Turkey, Kenya, Uganda,
 
Jamaica and Ecuador, and he has served as a consultant on national housing policies
 
for Egypt, Taiwan, and Korea. He was formerly the chief consultant for urban
 
renewal in Calcutta, India, for the Ford Foundation. Mr. Van Huyck authored
 
Planning for Sites and Service Programs and coauthored The Citizen's Guide to
 
Urban Renewal and Guidelines for Establishing and Administering Land Development
 
Agencies in the Developing Countries. He also coedited Urban Planning in the
 
Developing Countries.
 

Other language: Spanish
 

William C. Wheaton
 

Ph.D., University of Pennsylvania; B.A., Princeton University.
 

Dr. Wheaton has published and lectured widely on a variety of urban issucs.
 
He is the author of Interregional Movements and Regional Growth, Urban Institute,
 
Washington, D.C. (1980), and of numerous articles on subjects ranging from
 
transportation planning to housing policies in developing countries.
 

Currently, Dr. Wheaton is conducting a study in Thailand on changing agri
cultural production, rural labor absorption, rural-urban migration and urban
 
development. Concurrently, he is investigating the relationship between different
 
mortgage instruments and housing demand. Dr. Wheaton has served in the U.S.
 
Department of Housing and Urban Development, the U.S. Agency for International
 
Development, and the International Bank for Reconstruction and Development. At
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HOUSING CHARACTERISTICS AND TRENDS
 

IN THE UNITED STATES
 

INTRODUCTION
 

The housing sector in the United States is complex as it repre

sents both a stock and a flow. Its importance is illustrated by its
 

accumulated value, $3,891 billion in 1980, as well as by the value
 

of new housing construction annually ($47.156 billion in 1980).
 

Yet, as large and important as the housing sector is, its performance
 

is affected by many external forces, some economic and some non

economic. The housing sector is unique in its interdependence of
 

private and public sector functions. The supply of and demand for,
 

housing reflects this relationship between the producers of housing
 

services and government control affecting the standards to which
 

houses are built, the legal framework in which houses are bought
 

and sold or are rented, and the supply and cost of mortgage money
 

required for tie sale and resale of houses. This paper describes
 

the housing supply conditions and demand characteristics in the U.S.
 

and the trends in the housing sector during the last decade. It
 

also explores the nature of the homebuilding industry and the costs
 

of producing and buying housing with this latter discussion in

cluding an overview of the housing finance system and recent trends
 

in mortgage instruments and interest rates.
 



I. MARKET CONDITIONS
 

This section will examine housing market conditions in the United States,
 

drawing on statistics from the 1970 and 1980 decennial U.S. censuses, the
 

Annual Housing Surveys and other federal covernment sources. First, the
 

characteristics of the national housing supply will be discussed. Secondly,
 

the nature and extent of demand for housinq will be explored.
 

Housing Supply
 

Between 1970 and 1980 the total U.S. housing supply increased from
 

68.7 million to 88.4 million dwelling units, a growth of 19.7 million units
 

(+29%) in 10 years. Of the 88.4 million units in 1980, about 60 percent were
 

units which were occupied by their owners on a year-round basis and 31 Percent
 

were units occupied by renters year-round. The remainder were vacant or
 

occupied only part of the year.
 

In 1979, the most recent year for which more detailed statistics are
 

available, 57.3 million units (68%) were in single- amily structures; 23.7
 

million units (29%) were in multi-family structures. The median number of
 

rooms Per dwelling was 5.1, slightly higher than in 1970. Owner-)ccuDied
 

units tend to have hiqher levels of occuDancy than renter units; in 1979
 

the median number of nersons per unit in owner-occuoied units was 2.6 whereas
 

the median for renters was 2.0. Dramatic proqress has been made in reducing
 

the number of units of housina lacking some or all plumbing facilities. The
 

number declined from 4.4 million in 1970 (6%) to 2.9 million in 1979 (3%).
 

As of 1980 low-rent oublicly ownea housing accounted for sliahtly less
 

than 1.4 million units. This was less than 2 nercent of all year-round housing
 

units in the United States. Between 1970 and 1980 the total number of these
 

units increased by 229,000 or an average of less than 23,000 each year.
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The number of new housing units on which construction was started
 

between 1970 and 1980 has fluctuated dramatically from a low of almost
 

1.2 million units in 1975 to a high of 2.4 million in 1972. In 1980 about
 

1.3 million units were started, a figure which reflects the decline in the
 

rate of housing construction since the early 1970's. Of these units 98
 

percent were privately owned and less than two percent, publicly owned.
 

Approximately 65 percent were single-family dwellings.
 

One form of hoLsing which increased drastically in the last decade
 

is the condominium. Generally, condominiums are units in multi-family
 

buildings. Each unit is owned by its occupant. (Insome cases the unit
 

will be purchased by someone who does not occuoy it but instead, rents it
 

to a tenant.) In any case, condominium buildings are different from con

ventional apartment buildings in that each unit is separately owned in the
 

former. In the latter, the entire building is owned by a single landlord
 

and units are rented to tenants.
 

Between 1970 and 1979 more than 328,000 anartment units were converted
 

to condominiums. Sixty-nine percent of these were converted in the two-year
 

period 1977-79. Sixty-two percent were located in only twelve metroDolitan
 

areas of the United States. In addition, it is estimated that between 1972
 

and 1979 about 1.2 million new condominium units were constructed. The
 

conversion of rental anartment buildinqs to condominiums has reduced the
 

total supply of private rental housing in the United States. About 1.31
 

percent of all rental units in the United States were converted to condominiums
 

between 1970 and 1979.
 

Another source of net housing growth has been the mobile home. These
 

are units manufactured on industrial assembly lines. They are transported
 

on wheels to a site and connected to sewer and water facilities. Mobile homes
 

are one of the most inexpensive forms of shelter in the United States. In
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1979 there were 3.6 million units of mobile homes, an increase
 

of 1.5 million units (74%) since 1970. Yet, they represented only
 

about 4.3 percent of the total U.S. housing stock in 1979.
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Housing Demand
 

While the housing supply grew Ly 19.7 million units between 1970 and
 

1980. The nation's population increased from 204.3 million to 227 million
 

people. This represented a gain of almost 22.7 million people (11%). But
 

the United States' growth in households is a more useful indicator of the
 

demand for housing. A household is defined by the U.S. Census Bureau as
 

comprising all persons who occupy a housing unit. It includes families
 

(individuals related by blood or marriage), single person and unrelated
 

persons who share a housing unit. Anyone not living in a household is con

sidered to be residing in group quarters (e.g. hospitals, jails, military
 

barracks, rooming houses, college dormitories).
 

The number of households in the U.S. rose from 63.5 million in 1970
 

to 79.1 million in 1980. This was an increase of about 15.6 rillion house

holds (25%). Thus, while population grew by 11 percent, households grew
 

at more than twice that rate. This suggests that the population was dividing
 

itself into smaller but more numerous households. Indeed, the data indicate
 

that while the average household size in 1970 was 3.24 persons, in 1980 it
 

had declined to 2.75 persons.
 

The fairly substantial growth in households over the past decade raises
 

the question whether most of the gain occurred among family (related persons)
 

or non-family households (unrelated persons).
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Family and Nonfamily Households, 1970-1980
 

% change
 
1970 1980 1970-1980 

Family 51,456,000 58,426,000 13.5 

Nonfamily 11,945,000 20,682,000 73.1 

Total 63,401,000 79,108,000 24.8 

Source: Statistical Abstract of the United States, 1981. Table 60, p.42.
 

By far, the greatest gain in households was among nonfamily households.
 

The rate of growth for these households was more than five times that of
 

family households. Most of the increase among nonfamily households occurred
 

in one-person households, which rose by 6.7 million (60%). But proportionally,
 

the largest gains occurred among two- (133%) and three-person (72%) households,
 

although their numbers were smaller than those of one-person households.
 

Two-person households composed of an unmarried male and female rose by 247
 

percent, showing another source of growth in smaller households.
 

Also related to the changing demand for housing was the relationship
 

between growth in households and in housing units. While the nation gained
 

19.7 million housing units (29%) in the 1970-1980 period, it grew by 15.6
 

million households (25%). Therefore, the past decade was a period during
 

which the housing supply was growing at a faster rate than the apparent demand
 

for housing. One result, as indicated above, was that on the average, housing
 

units had lower levels of occupancy and extent of overcrowded units declined.
 

Nevertheless, there are significant differences in the United States
 

between subgroups in the population. For example, black households tend
 

to be larger on the average than white households. Although average house

hold size declined from 1970 to 1980 at about the same rate for both groups,
 

black households still had larger average size (3.67 persons) than whites
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(3.22 persons) in 1980. Similarly, black households in 1980 were more
 

likely to have a lower household income and a higher rate of unemployment
 

than whites. These and other indicators help to account for the fact that
 

proportionally more blacks than whites are poorly housed. Other subgroups
 

such as families headed by females and persons over age 65 are also likely
 

to have less satisfactory housing conditions than most other subgroups.
 

There are important differences as well, between homeowners and renters
 

in the United States. About one-fourth (24%) of all owner-occupied housing
 

units have an annual household income of under $10,000 while one-half (50%)
 

of renter occupied units have such income levels. On the other hand, 31 percent
 

of owner-occupied units have incomes of $25,000 or more, whereas about 8 percent
 

of renter units have such incomes. Clearly, there are important income gaps
 

between owners and renters; more distressing is the fact that the incomes of
 

homeowners have been rising faster than renters in recent years. Between
 

1970 and 1979 the median annual income of owner-occupied units rose from
 

$9700 to $18,300 (89%). In the same period the median income of renter
 

occupied units increased from $6300 to $10,000 (59%). In 1970 the median
 

percent of income spent by renters tv pay their rent was 20 percent; by 1980
 

it was 27 percent. The median percent of income spent by homeowners rose
 

from 17 'o 19 percent during this period.
 

Finally, there are important geographical differences which are related
 

to the quality of housing. Income is the best measure we have of the ability
 

of a family to provide itself with adequate housing. Disparities in median
 

income between races and between those who live in central cities and those
 

who live in suburban areas are indicated in the table on the next page.
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Median Family Income and Percent Below Poverty of
 

Whites and Blacks in Central Cities and Suburbs of Metropolitan Areas, 1977
 

Central City Suburban
 

Median Family
 
Income of Whites $15,069 $17,371
 

Median Family
 
Income of Blacks $9,361 $12,037
 

Percent of Whites
 
Below Poverty Level 11.3% 5.9%
 

Percent of Blacks 
Below Poverty Level 31.0% 21.5%
 

Source: The President's National Urban Policy Report, 1980, Table 10-1, p. 10-3. 

The median income of central city white families in 1977 was $15,069
 

or 61 percent higher than that of central city black families. Although not
 

as extreme, the racial income gap in the suburbs was also substantial. Among
 

white families it was $17,371 or 44 percent greater than that of olack families.
 

In addition, there are critical disparities between blacks and whites in poverty
 

levels. The poverty level is defined by the Federal Government as that income
 

below which a household is considered to have insufficient income for a
 

minimally acceptable level of subsistence. In 1977, 11.3 percent of whites
 

and 31 percent of blacks in central cities lived below the poverty level.
 

In suburban areas, 5.9 percent of whites and 21.5 percent of blacks were
 

below this level.
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Conclusion
 

In the nation overall we made significant advances between 1970 and
 

1980 in increasing the housing supply, reducing overcrowding arrd improving
 

the physical condition of housing. Newer forms of ownership such as condominiums
 

and cooperatives and industrialized building techniques used in constructing
 

mobile homes have made homeownership a possibility in the United States.
 

But while the nation has become even more predominantly composed of homeowners,
 

the problems of tenants in rental units have grown.
 

Significant losses in the rental stock of housing have occurred. Reduced
 

rates of public housing construction is one reason. A second factor is the
 

conversion of rental apartments to condominiums. A third factor is the
 

diversion of construction money from rental apartments to new condominium
 

projects. In addition, the investment returns to landlords in purchasing
 

and operating all but luxury dwellings have declined; higher operating costs,
 

and the influence of rent control laws have been cited as contributing factors.
 

Although homeownership has increased substantially since 1970, the ability
 

of households to purchase a home has declined drastically in the past two or
 

three years. The cost of borrowing money has reduced the number of households
 

who can afford to buy a home. Rising unemployment has made many people wary
 

of undertaking new financial obligations such as a home mortgage. Lending
 

institutions have had to become more restrictive in their lending practices
 

due to the inability of many households to qualify for mortgage loans.
 

Finally, as previously cited statistics show, the distribution of
 

housing benefits across various population subgroups remains very uneven
 

in the United States. Minorities, the elderly and female-headed households,
 

especially those living in the larger central cities, are significantly less
 

able to secure decent, safe and sanitary housing at affordable prices and
 

rents than most other subgroups. Overall, the ability of renters to afford
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adequate housing has declined since 1970. Smaller average household size
 

and the growth in the diversity of household types have heightened demands
 

for smaller housing units, increasing pressures on the limited supply of
 

such dwellings. A major challenge for the United States housing industry
 

and for the public sector in the 1980's is attempting to further reduce
 

the disparities between supply and demand.
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II. THE HOUSING INDUSTRY
 

Introduction
 

The production and consumption of housing services is a major sector
 

in the United States economy. In 1980, 30 percent of total personal consumption
 

expenditures ($1.67 trillion) were allocated by consumers to the purchase of
 

housing and for household operations (furniture, furnishings, utilities, main

tenance). The purchase of housing, either rental payments or payments towards
 

buying a house, totaled $272 billion or 16 percent of total personal consump

tion expenditures. This share of these expenditures allocated to housing
 

has grown slightly during the past decade as housing costs have grown faster
 

than personal income during the period, thus housing is requiring an increasing
 

proportion of personal income. Various factors can be identified as contribut

ing to the growing cost of housing in the United States: the nature of the
 

product, the complexity of the homebuilding industry, the availability of land,
 

inflationary trends in the national economy, and home finance conditions. In
 

this section, the homebuilding industry will be described and the component
 

costs of housing will be explored. Home financing will be discussed in the follow

ing section.
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Housing: The Product and Industry
 

The characteristics of housing in the United States distinguish
 

it from all other consumer goods and require unique production and financing
 

systems. The fact that housing is inextricably tied to the land development
 

process has impcrtant cost implications. Land costs have been a major
 

contributor to the growth in total housing costs. The availability of sites
 

endowed with required infrastructure and community facilities and services,
 

graded and finished to specifications imposed by local governments and land

scaped to create an attractive setting have added costs and increased the
 

construction time period. The size of individual sites has also increased.
 

Consequently, site costs as a percentage of total housing costs have increased
 

from 12 percent in 1950 to 25 percent by 1980.
 

Housing in the United States is build to high standards and therefore
 

is extremely durable. This durability means that the housing stock consists
 

primarily of older units; new construction in any one year only adds from
 

one to two percent to the total stock. As the stock ages (approximately 25
 

million units were built before 1940), it requires regular maintenance and,
 

periodically, the replacement or renovation of major components such as the
 

heating system or roof. A large sub-sector of the housing industry exists
 

to maintain and repair houses as they age in order to extend their useful
 

lives. As new housing has become increasingly expensive, the conservation
 

of the existing housing stock has taken on greater significance.
 

The size of houses, averaging about 1500 square feet, their high costs
 

(the median price of a new house in 1982 equaled $82,000), and the variety
 

of styles and configurations (detached one- or two-story, townhouse, apart

ment--garden or high rise, condominium or cooperative, ranch-type, colonial,
 

split-level, etc.), all add substantial complexity to the production and
 

marketing of housing. This variety of product types makes standardization
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and the application of industrialized processes and components difficult
 

and therefore, the homebuilding industry has remained much less efficient
 

than other industrial sectors. The higher costs associated with product
 

differentiation have resulted in many consumers accepting more standardization
 

and the substitution of manufactured building components ana cost-saving
 

products. The growing acceptance of mobile homes and factory-built houses
 

has occurred primarily during the past 10 years in response to the lower
 

cost associated with these standardized units. From 1970 through 1980,
 

3.88 million mobile homes were delivered (352,820 per year average) which
 

was 17 percent of all private residential units added during this period.
 

The nature of the housing product and the consumer, along with the
 

diversity of local market conditions and variation in building codes and
 

regulations from one local jurisdiction to another, has resulted in a
 

building industry that is characterized by many small firms each producing
 

only a few housing units each year. There are more than 100,000 firms
 

nation-wide that build houses. Approximately 55 percent of these firms
 

(residential builders) build 10 or fewer units per year, about 35 percent
 

build from 10 to 100 units per year, and the remainder (10%) build more
 

than 100 units annually. The dominance of the small firms in terms of their
 

numerical distribution, however, is not reflected in their share of annual
 

housing production. The small builders (10 or fewer units per year) only
 

produce about 10 percent of the units, while the medium-size builder
 

accounts for approximately 35 percent and the large-volume builder produces
 

55 percent. Yet, no builders dominate the market as some firms do in other
 

industries. The largest builder in the United States may produce 4,000 

5,000 units a year which, while a large number, is less than .05 percent of
 

the total. The fragmented and small size of the homebuilding industry has
 

resulted in diseconomies of scale and possibly has discouraged technological
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innovation which have contributed to the relatively high and growing costs
 

of housing in the United States.
 

The Cost of Housing
 

There are two principal sources of housing costs: (1) the cost of
 

producing housing and (2) the cost of occupying housing. Both of these
 

costs in aggregated have grown faster than the All Item Consumer Price Index
 

during the last decade. The costs of building a house include: the cost of
 

land, materials, labor, overhead and profit as well as a variety of minor
 

miscellaneous costs. The distribution of production costs among broad
 

categories provides insight into the variety of these costs and the difficulty
 

of pin-pointing any one item which has been responsible for the growth in
 

total housing costs.
 

Development and Construction Costs: Single-Family Unit
 

Site Preparation and Finishing 33.0% 
Land Purchase 9.5% 
On-site Development 10.0% 
Off-site Development 2.5% 
Utility Hook-up 3.5 
Administration, fees 5.5% 
Landscaping 1.0% 
Driveway Paving 1.0% 

Construction 67.0% 
Foundation 11.5% 
Framing, Roofing 
Wall Boards, Windows 21.5% 

Plumbing, Heating and 
Electrical 16.5% 

Interior Finishing and 
Appliances 17.5 
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A general cost breakdown between materials (38%) and on-site labor
 

(19%), reveals that labor is not a dominant cost factor inspite of the
 

absence of technological sophistication in the homebuilding industry.
 

However, when this present percentage is compared to the labor component
 

in 1944 (29 percent of the total was associated with on-site labor), the
 

increasing use of manufactured building components that has reduced on-site
 

labor requirements as well as increases in labor productivity become
 

evident.
 

The costs of occupying a house include debt retirement, property taxes,
 

utilities, maintenance and repair. Rental costs would include these as well
 

as administrative and management costs, and allowances for vacancy, bad debt,
 

and profit. For households buying their house, debt retirement (that outlay
 

to pay off the loan that covers the cost of purchasing the house) represents
 

approximately 50-60 percent of total carrying costs. Property taxes represent
 

about 20-25 percent, utilities about 15 percent, and annual maintenance and
 

repair about 5 percent of total occupancy costs.
 

The effects of increased housing production costs are seen in part by
 

the growth in average housing costs, although other market factors have
 

contributed significantly to these price increases. In 1970, the median
 

price of a new house was $23,400. The effective mortgage interest rate
 

was 8.4% which required annual housing expenses of $2,652 to purchase this
 

median priced house. To afford this housing expense required an annual family
 

income of $10,610 which was slightly above the average income for all families
 

($9,867); 45 percent of all families qualified financially for t'Ie average
 

price new house in 1970. By 1981, the median price new house was $76,000.
 

With an effective mortgage interest rate of 17.25%, annual housing expenses
 

equaled $12,500 requiring a family income exceeding $50,000; only 5 percent
 

of all families had sufficient income to afford the purchase of an average
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priced new house in 1981. The 225 percent price increase over 11 years
 

has contributed to the housing affordability crisis in the U.S. The
 

cost of financing has been an equally significant factor in reducing the
 

number of families qualifying to buy houses. This problem will be discussed
 

in the next section.
 

Several changes affecting the homebuilding industry are helping to
 

moderate the increase in housing prices. The average size of housing sites
 

has declined in recent years. Also, the average floor area size of new
 

houses has declined. As new units have become less affordable, older
 

housing is coming under increasing pressure with the result being increased
 

expenditures for maintenance and modernization. Finally, consumers'
 

expectations have fallen and their previous objections to industrialized
 

housing and components have permitted their increased use.
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III. HOME FINANCING
 

The cost and duribility of housing in the U.S. affect the way
 

it is financed more than any other consumer good. The interdependence
 

between the housing industry and the financial sector affects builders,
 

sellers, and buyers. Together, the supply of mortgage money and its
 

cost have become primary determinants affecting housing production levels,
 

housing market activity, housing prices, housing costs, and housing con

sumption patterns. This section will briefly describe the structure of
 

the home finance system, examine the trends in financing costs and their
 

impacts on housing consumption, and outline recent changes in the way
 

people are financing home purchases in response to the higher costs of
 

traditional mortgage instruments.
 

The Home Finance System
 

The home finance system in the U.S. was created in the 1930's.
 

Its constituent parts and the controls and regulations that govern the
 

relationships among its components were designed to stabilize the housing
 

market that had collapsed during the Great Depression and to assure that
 

the future housing needs of the population were satisfied to the maximum
 

practical extent by the private sector with the production of good quality
 

and affordable houses. To accomplish this the U.S. Government established
 

numerous agencies to help manage the supply and cost of money directed
 

to the housing market.
 

This market consists to two levels of institutional activity. The
 

Primary Market is composed of the lenders and their agents involved in
 

making home mortage loans directly to prospective purchasers of houses.
 

Commercial banks, Savings and Loan Associations, Mutual Savings Banks,
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and Mortgage Companies are principal examples of the Primary Market's par

ticipants. The Secondary Market is composed of both private and public
 

financial institutions who generate the capital resources for home mort

gages and acquire home mortgages from their originators in the Primary Market
 

and hold them as long-term investments. Participants in the Secondary Market
 

may include life insurance companies, pension funds, commercial banks, Savings
 

and Loan Associations, the Federal National Mortgage Association, the Federal
 

Home Loan Mortgage Corporation, and the Government National Mortgage Association.
 

The relationship between the Primary and Secondary Market is critical to the
 

supply and cost of mortgage funds. As the Secondary Market acts as the supplier
 

and warehouser of these funds, its ability to raise money for long-term loans
 

determines the level of mortgage activity that can take place in the Primary 

Market. Factors such as the rate of personal savings, the level of borrowing
 

by other sectors including the Federal Government, risk, and regulations af

fecting bank reserves and discount rates, all determine the availability of
 

mortgage funds and their cost. To help stabilize this system the Federal
 

Government has created agencies: to insure individual saving to encourage the
 

accumulation of capital, to especially serve the needs of home mortgaging-

the Savings and Loan Association and the Federal Home Loan Bank Board, to
 

assure a Secondary Market for higher risk and low down payment home mortgages-

the Government and National MOrtgage Association and Federal National Mortgage
 

Association, to regulate money supply, reserve requirements, and discount rates-

the Federal Reserve Bank, and to encourage high building standards, lower down
 

payments, and stability in home mortgage instruments--the Federal Housing
 

Administration. 

The principal sources of mortgage finance in 1980 and their levels
 

of participation are shown below.
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Sources of Residential Mortgages, 1980 

Outstanding 
Mortgages*% 

Mortgage as 
a Percent of 
Total Assets 

Commercial Banks 
Mutual Savings Banks 
Life Insurance Companies 
Savings and Loan Assoc. 

222.1 
98.3 

126.7 
$476.7 

14.4 
59.0 
27.1 
75.7 

Total 
*in billions of dollars 

$923.9 32.9 

Home Finance Costs
 

The rate of interest is defined as the cost of borrowing money. Al

though interest rates are the result of a complex variety of forces, the
 

relationship between the supply and demand for money is of major impor

tance. Interest rates are also influenced by the actions of the monetary
 

and fiscal authorities of the Federal Government--the Federal Reserve and
 

the Treasury Department.
 

The principal form of mortgage instrument for almost fifty years has
 

been the long-term, amortized loan with relatively low equity or down
 

payment requirements. Loans ,nade without Federal Government insurance,
 

approximately 80 percent of home mortgages) are known as conventional mort

gage loans; these have generally required from 10-20 percent down payments. 

Federal Housing Administration (FHA) - insured mortgage loans generally 

have had down payment requirements ranging from 3-5 percent while Veterans 

Administration (VA) - guaranteed loans require no downpayment. The typical 

length of the mortgage loan on new homes is 30 years with older homes often 

having loans for 20-30 years. The overall average is approximately 27 years 

carrying an average loan-to-value rate. of 77 percent. 

The combined affect of these long-term, amortized lonas with small
 

downpayments has been to extend the possibility of homeownership to a large
 

proportion of the U.S. population; presently two-thirds of all households 

are classified as homebuyers. The same advantages that made this type of
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mortgage attractive to homebuyers when interest rates were relatively low
 

and house prices 4ncreasing more slowly than personal incomes have made
 

this loan instrument unattractive with high interest rates and prices
 

growing faster than personal income.
 

Mortgage interest rates averaged approximately 8 percent during
 

the 1970's, ranging from a low of 7 percent in 1971-73 to 10 percent by
 

1980. The conventional rate increased to 17 percent in early 1982 and has
 

declined 2 points between late August and mid October. FHA and VA rates
 

reached 17 percent in September 1981 but have retreated to
 

12 percent by October 1982. These FHA and VA rates usually carry finan

cing charges (points of interest) to be paid at the time of settlement
 

(securing the mortgage) with these representing an advanced payment of interest 

equivalent to the difference in earning power between the market rate of 

mortgage interest and the lower FHA or VA rate. Presently, 5 or 6 points (an 

amount equivalent to 5-6% of the face value of the mortgage) is not an unusual 

charge. 

A comparison of costs associated with an 8 % loan for an average size 

loan in 1975 to a 17% loan for an average-size loan in 1982 illustrates
 

the critical impacts of the increases in interest rates and house values
 

on the ability of families to purchase housing. On a thirty-year loan,
 

the following monthly and total accumulated costs are generated:
 

Interest Rate Mortgage Amount Monthly Payment* Total Payment 

82% $25,000 $192.23 $69,202.80 
17% $60,000 $855.41 $307,947.5O 

*principal and interest only
 

The impact of this increase in the cost of buying a home is illustrated
 

in the characteristics of houses sold, the terms of sale, the characteristics
 

of the buyer, and the relationship between the price of the house and the
 

down payment and income levels of the buyer. These characteristics are
 

shown below compared with those for 1976.
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GENERAL CHARACTERISTICS OF RECENT HOUSING TRANSACTIONS
 

1976 1980 

Medium price of house purchased $43,340 $68,714 
Average monthly mortgage payment $ 329 $ 599 

percent of income 24.0 32.4 
Percent buyers for first time 44.8 32.9 
Average age of buyer 32.0 32.4 
Source fo downpayment 

First time buyer 
Savings and investments 70.9 51.1 
Help from relatives 20.4 32.6 

Repeat buyers (privious homeowners) 
Savings and investments 21.2 27.7 
Previous home sale 45.5 39.7 

Downpayment to sales price 
First-time buyers 18.0 20.5 
Repeat buyers 30.8 32.7 

Source: 	Statistical Abstract of the U.S., Dept. of Commerce, Bureau of the
 
Census.
 

Alternative Home Financing Approaches
 

The high interest rates on home mortgages and their depressant
 

effect on home sales during the 1980 - 1982 period has lead to the rapid
 

increase in use of non-traditional mortgage instruments. These have been
 

termed "creative financing" by the real estate industry. In fact, there
 

are two 	classes of new home financing approaches. The first class involves
 

seller participation in the mortgage, sometimes taking back the entire
 

mortgage but more usually taking back a second mortgage to supplement a tra

ditional bank mortgage where the buyer could not qualify for a sufficiently
 

large first mortgage to cover the inflated price of the house and needed a 

short-term second mortgage to make up the difference between the first
 

mortgage plus downpayment and sale price. The second class of instruments
 

represent a large array of alternative mortgages all involving a feature that
 

permits the interest rate to change over the life of the loan in response to
 

changes in the cost of money. Several of the primary forms of new mortgage
 

instruments are briefly described below. These are available in addition
 

to the fixed interest rate long-term amortized loan which continues to be
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the most popular form of mortgage among mortgagees although it has lost
 

favor with mortgagors. 

Adjustable Mortgage Loan (AML) - Federally chartered savings and
 

loan associations have authority to offer a mortgage with flexible interest
 

rates and monthly payment schedule. Typically, interest rates would be
 

adjusted semi-annually with loan payment amounts being altered annually.
 

Some provide for payment changes on a five-year basis. The amount of the
 

loan would be increased or decreased to compensate for the adjustment lag
 

between interest rates and monthly payment amounts.
 

Adjustable Rate Mortgage (ARM) - National banks have been given per

mission to offer an ARM that allows the mortgage rate to go up or down
 

every six months by as much as one percentage point for a maximum change
 

of 2 points annually. The AML has no such limit.
 

Balloon Mortgage - The interest rate remains fixed and monthly payments 

are made as if the loan was for 25 or 30 years. But as the end of five years 

(sometimes 7 years), the mortgage matures and the unpaid balance is due. The 

final large payment is referred to as a "balloon" payment. Typically, the loan 

is refinanced at prevailing rates when the original loan matures. The original 

lender, however, has no obligation to refinance the loan. A Rollover Mortgage 

has the same features as the Balloon Mortgage except that the lender is obligated 

to renew the loan at the end of the period at prevailing market rates. 

Graduated Payment Mortgage - this type of mortgage has monthly payments
 

that start low and gradually increase to a fixed level after five or ten years.
 

Under a typical five-year graduated schedule, mortgage payments would rise 7
 

percent a year.
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These alternative types of mortgages instrument are attempts to make
 

home loans more attractive to lenders by allowing the interest rate to
 

fluctuate with economic conditions rather than fixing it at the time the mort

gage is issued and holrAing it fixed for 25-30 years as is true with the 

conventional mortgage. From the homebuyers perspective, the stability of the
 

fixed-rate mortgage is preferred. However, the instability of intelest rates
 

over the past ten years has made the fixed-rate mortgage obsolete and has
 

altered the way homes are financed for the first time since the Great Depression
 

of the Thirties. The impact that these alternative mortgage instruments will
 

have on the housing market is not yet clear. What ;s clear is that there is
 

more uncertainty in predicting the cost of buying a house than there was in 

the past and that these costs will no longer be protected from inflationary 

pressures on the money market. Whether the supply of mortgage money will 

become less erratic on account of the higher and shorter-term interest rates, 

as would be expected, is still uncertain. 



DEFINITIONS AND FUNCTIONS OF HOUSING
 

Alfred P. Van Huyck
 

I. 	What do we mean by housing or shelter:
 

II. 	What functions does housing fulfill for the household?
 

a. 	A physical base for the household -- protection, privacy, stability. 
b. A status sybol, a source of power, an expression of creativity. 
c.- Financial reward through capital accumulation, rents (or imputed rents). 
d. 	 Development of skills in construction, in management, in community. 
e. 	 Possibly a base foi commercial or small scale industrial activities 

which generate household employment and income. 

III. What does housing contribute to the nation? 

a. 	Contribution to national output (GDP): construction and employment
 
b. 	 Mobilization of savings for the national economy 
c. 	 Contribution to the national capital stock. 
d. 	Contribution to national social stability, and community organization.
 
e. 	 Contribution to public revenues through taxation and user charges. 

IV. 	 Considering the range of functions concerning shelter three related
 
definitions seem appropriate to recognize:
 

a. Shelter for the household consists of the land plot, dwelling unit,
 
and on-site infrastructure and on-site activities of the household 
(commerce, industry, as well as family). 

b. Shelter can also include the concept of the local settlement upon
 
which the household depends for community facilities (education, 
health, recreation, environment, transportation) and markets); social 
interaction with neighbors and friends; and government services (fire, 
police, administraiton). 

c. The Shelter Delivery System (all those entities involved in the
 
actual provision of shelter and local settlement) 

1. 	 legislative base 

2. 	public sector
 

a. 	 administrative framework 
b. 	role: to build, to finance, to facilitate
 

3. 	 Private Sector Role 

a. 	construction industry
 
b. 	 finance industry 
c. 	 developers, realtors, land speculators 
d. 	 the informal sector system 
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V. The elements of shelter which are of concern
 

a. the plot: land and site selection
 
b. the unlt: shack, traditional, core, single family, row house, 

walk-up, high rise. 
c. the infrastructure: foot paths, roads, drainage, water (well,


stand pipe, system), sanitation (pit latrine,
 
syptic, sewer), electricity, telecommunications,
 

d. the facilities: education, health, recreation, open space, markets,
 
government services (fire, police, administration).
 

e. finance sources: savings, loans, investment, terms and interest
 
subsidy.
 

f7 operations and maintainence, management, administration
 

VI. Given the functions, definitions, and elements of shelter the key 

issue is how to manipulate these to best serve the people and the
 

nation. This concerns: 

a. policy, programs, and projects
 
b. standards
 
c. techniques 

1. planning 
2. construction
 
3. financing 
4. operations, management, and administration
 

These central issues are the focus of this shelter sector training 
workshop.
 



SHELTER SECTOR POLICY OBJECTIVES OF PRE/HUD 

INTRODUCTION 

This paper outlines PRE/HUD's shelter sector policy objectives and illustrates
their varying levels of achievement through selected country experiences (provided in 
the Annex). It also outlines current policy objectives by country. 

Starting with the 1973 Congressional mandate to focus AID resources on the"poor majority" the Office has been working toward the development of a clear
consistent philosophy for the shelter sector in the developing countries.

The underlying premise of this approach is that shelter is a fundamental 
necessity to sustain a viable human society.

Inthe last decade there has been considerable shifts in shelter sector policies in
the LDC's with which PRE/HUD has worked. 

Major accomplishments include: 

o An 	increased awareness and response to the special shelter requirements of 
low 	income groups. 

o 	 A general recognition that sites and services projects and settlement
upgrading programs are an appropriate response to low income group
shelter needs. 

o 	 A growing realization that the private sector can provide a major
contribution to meeting a nation's shelter needs including those of low 
income groups. 

o 	 The importance of mobilization of domestic savings and building a system
of housing finance organizations. 

o 	 The gradual improvement of institutional capacity. 

THE OBJECTIVES OF PRE/HUD 

PRE/HUD seeks to promulgate shelter sector policies, programs, and projects 
in Third World countries which reflect a set of Basic and Operational objectives. 

Basic objectives are focused on comprehensive improvement in the nation's
shelter sector. They are national in scope, involving both the private and public
sector, and therefore must be sought over the long term. 

Operational objectives are specific to a given institution or project and theirachievement can be more readily measured. The Office sets Operational objectives
for each of its shelter sector interventions in a given country. Operational objectives
provide "stepping stones" toward the achievement of Basic objectives. 

The four Basic objectives of PRE/HUD along with illustrative Operational
objeclives (marked with o) typically soughi in individual H-G loans and projects are as 
follows: 



I. 	 To insure that low income households have access to secure land tenure,
appropriate types of dwelling units, and financial credit to obtain shelter 
solutions they can afford. 

o 	 Support home ownership solutions 

o 	 Support the introduction of settlement upgrading programs 

o 	 Support the introduction of sites and services programs 

o 	 Support reduction of physical standards to affordable levels for low 
income target groups 

o 	 Encourage efficient land use planning standards to reduce costs 

o 	 Recognize the contribution of the informal private sector and support 
self-help improvement progarms 

o 	 Encourage use of local materials for construction to the extent possible 

2. 	 To achieve sustainable shelter sector delivery systems sufficient to meet the 
reeds of the urban population with special emphasis on the urban poor. 

o 	 Stress the importance of private sector participation to reduce public 
sector financial burdens and increase efficiency. 

o 	 Encourage revision of unduly restrictive legislation and regulations that
unnecessarily raise costs or restrict private initiative in the formal and 
informal sectors. 

o 	 Introduce techniques and practices for enhancing public sector 
efficiency and capacity. 

o 	 Support training programs to improve capacity of technical staffs and 
policy makers. 

3. 	 To create appropriate shelter sector finance systems sufficient to fund the 
required shelter program without unsustainable public sector subsidy. 

o 	 Stress the importance of establishing private sector shelter finance 
institutions 

o 	 Introduce methods and techniques for mobilizing private savings into the 
shelter finance system. 

o 	 Urge the use of interest rates on shelter financing which reflect the real 
costs of money to the lender to reduce financing subsidies. 
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o 	 Stress importande of cost recovery on shelter solutions including both
units and infrastructure via user charges and taxes. 

o 	 Introouce methods and techniques for reducing delinquencies in 
payments. 

o 	 Stress the importance of providing access to shelter credit lowto 
income target groups. 

4. 	 To seek the preparation and implementation of National Housing Policies
whether formally written or defacto which reflect these objectives and provide
an internally consistent, comprehensive framework for future action. 

o Establish a sufficient data base on the shelter sector to facilitate 
informed decision making. 

o 	 Insure recognition of the importance of shelter in national development
planning and resource allocation. 

o 	 Define the respective roles of the public and private sector. 

o 	 Relate housing supply to effective demand and needs insuring specific
recognition of the requirements of low income groups. 

A decade go these objectives were not clearly defined by many LDC officials,but over the years they have gained increasing support at least at the technical level. 

THE 	INSTRUMENTS AVAILABLE TO PRE/HUD IN PURSUING ITS OBJECTIVES 

PRE/HUD essentially has three program instruments available with which to 
pursue 	its overall objectives within a national context. These are: 

I, The Housing Guaranty Loan 

The 	 Housing Guaranty (HG) program provides a US Government 
Guaranty for capital borrowed by an LDC country for financing low incomeshelter programs. It is recognized that HG's are no substitute for locally
mobilized finance but can meet specific importon! purposes in advancing LDC 
shelter objectives. These include: 

o 	Providing "legitimacy" to PRE/HUD's intervention in a country shelter 
sector in the sense that it is a well recognized right to reach mutually
acceptable terms and conditions for the loans that are guarantyed. 

o 	Providing "leverage" toward reaching PRE/HUD objectives over time in 
the broader national context. 

o 	 Providing "seed capital" for creation of needed institutions* and
demonstrating new shelter solutions or programs; in this sense, HG loansassist countries by sharing the risks of innovation and change. 
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o 	 Providing "liquidity" where for a variety of reasons progress in the 
sheller sector mat, be endangered if outside funding cannot be mobilized 
to respond to immediate situations. 

Whereas the size of any given loan must depend on many factors it is essential 
to recognize the importance of a series of HG's over time in a given country. 
Each individual loan must be subjected to rigorous criteria and be clearly 
related to its own Operational objectives, but the underlying "leverage" is 
vastly enhanced by the prospect that a given loon may be part of a continuing 
series of loans. 
Given the complexity of the shelter sector, the achievement of PRE/HUD's 
Basic objectives must be viewed as a process of building upon successive 
achievement of Operational objectives in individual HG loans over the long 
term. 

2. Technical Assistance 

Both long term and short term technical assistance (TA) contributes to 
the achievement of Basic and Operational objectives. Technical assistance is 
normally interwoven into the process of preparing and implementing HG loans. 
In this way the TA services can involve PRE/HUD in the shelter sector beyond 
the direct impact of the HG loan itself. 

Long term TA involving resident advisers is usually focused on enhancing 
institutional capacity, and improving the housing delivery system, finance 
system, or national policy. Some of the accomplishments of long term advisers 
in achieving objectives are referred to in the attached country experiences. 

Short term TA, frequently involves program lending preparation, 
"trouble shooting" in response to specific problems arising during project 
implementation, or responding to specific needs and requests by country 
institutions and agencies. In this latter situation, the ability of PRE/HUD to 
respond creates good will and respect which further enhances the climate for 
policy dialogue. 

Over ihe years PRE/HUD5 has built a cadre of staff and consultants with 
expertise in LDC shelter sector issues. This staff represents a unique resource, 
perhaps only rivaled by the World Bank anywhere in the developing world. 

3. Training and Research 

PRE/HUD is directly concerned with building technical capacity in LDC 
institutions. Besides, training which takes place during short and long term 
technical assistance, the office conducts specialized training activities from 
time to time,, supports annual regional conferences in Latin America, Africa, 
and Asia, and runs on annual senior level Shelter Sector Workshop in 
Washington. Through this approach, PRE/HUD has been able to advance the 
technical and managerial capabilities of LDC's and promote understanding of 
the issues which contribute to rational shelter sector policies. 
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It has contributed directly toward advancement of the skills of several
-hundred Third World technicians which has in turn improved climate for on
going policy dialogue in specific country situations. 

PRE/HUD has also supported a variety of individual research efforts
which have been designed to provide Third World technicians with specific,practical information on innovative approaches to shelter sector issues
supportive of its overall objectives. For example, the office has supportedresearch work on the use of indigenous building materials, building standards,temporary housing for disaster victims, use of bonds and secondary mortgage
markets, variable payment mortgages, and is currently supporting work on theuse of computer technology in project design, construction management, andfinancial controls. In addition, the office supports analytical case studyresearch (for example, on squatter settlements in Columbia and housing in 
Nigeria). 

Through sustained efforts in training and research, AID has become
recognized as a leader in the development of innovative approaches to shelterproblems and a major resource available to LDC shelter institutions. 

CONSTRAINTS ON ACHIEVING PRE/HUD OBJECTIVES 

PRE/HUD has contributed to the main stream of international thinking aboutThird World shelter issues. These views are generally consistent with the World Bank
and other multi-national and bi-lateral agencies in the field. 

The weight of evidence from all sources suggests that the achievement of theseobjectives would be in the national, interest of the developing countries concerned.Nonetheless, progress towards achievement is usually uneven at best and almost
always slow and difficult. 

There are reasons for this which might be called the constraints under whichPRE/HUD works. It should be noted that these consiraints are not dissimilar to onesworking in the United State and Europe which frustrate to a certain extent the shelterasperations of people in the developed world as well. 

Amongst the constraints are: 

1. National "Macro" Context 

Shelter is but one sector within a nation. Therefore forces external butclearly effecting shelter such as the rate level of nationaland economicgrowth; inflation; international and domestic market interest rates; levels of
subsidy in other sectors such as food, clothing, or transport; levels of income
and employment, etc. all effect the potential for progress. 

In countries suffering from severe "macro" problem-,, it will take longerto achieve PRE/HUD objectives which must be set within the reality of macro conditions. Nonetheless, the presence of PRE/HUD 
the 

initiatives in thesecountries may be of the utmost importance if progress is to be achieved. In some cases reform in the shelter sector, particularly reduction of urbansubsidies, may be essential to improved "macro" economic performance. 
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2. Local Political Agendas. 

Shelter worldwide is a highly. political subject. Unfortunately, short 
term political gain is often achieved through major damage to long term shelterpolicies. Most countries have frequent changes in the political leadership
affecting shelter sector policies which influences the ability of technical people
and the private sector to sustain positive long term progress. 

Obvious examples are decisions to build high standard housing with
heavily subsidized costs and to use below market interest rates as a way of"looking good" in the short run while undermining the support to long term 
sustainable programs. 

This political environment makes it necessary to have continuous shelter
policy dialogue, which involves a long term commitment on the partPRE/HUD, and to recognize that setbacks will occur from time to time. 

of 

3. Fundamental Lock of Institutional Capacity 

Most LDC's suffer from a basic lack of institutional capacity and the
shelter sector is not an exception. This is due in part to low salaries and
limited incentives for staff and in part from an overall deficit in sufficiently
skilled personnel in both the private and public sectors. This in turn limits
ability to execute policies and programs even if well designed. 

It is for this reason that PRE/HUD devotes much of its effort to building
institutional capacity. Nonetheless, these institutional limitations -:an
adversely impact the achievement of objectives. 

4. The Large Number of "Pacrticipants" in the Shelter Sector 

In the shelter sector a number of public agencies, financial institutions,
private firms, community groups as well as consumer households are involved.
Coordination and policy agreement among them collectively is therefore 
particularly difficult to achieve. 

5. Social and Cultural Constraints 

It is nol uncommon to encounter social or cultural constraints which
complicate the achievement of PRE/HUD objectives. The social/cultural
milieu of a nation is always slowly evolving, but the rate of change which can
be achieved within a given time period is difficult to predict. 

Frequently social and cultural characteristics make the introduction of
innovation difficult even though efficiency, cost reduction or other benefits can 
be demonstrated. 

PRE/HUD as on outside agent can facilitate and accelerate the change 
process in a country in ways not possible internally.lt can do so by bringingworldwide experience, operating across the spectrum of groups concerned, and
focusing its resources behind the most promising situations. 
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PRE/HUD must however remain sensitive to the social and cultural 
context in order to be effective. 

ACHIEVEMENTS OF PRE/HUD IN AFFECTING SHELTER SECTOR POLICIES AND 
OBJECTIVES 

PRE/HUD believes that clear progress has been achieved toward its objectivesover the last decade. The country experiences, found in the Annex, provide examples
of particular achievements as well as some disappointments. 

The first section of each of the country examples presents the shelter policysituation at the time of initial PRE/HUD involvement. There is a remarkableconsistency in these descriptions in that country after country found themselves insimilar situations. The main points in differing degrees were: 

o Overall weak or non-existent public ihelter sector institutions; 

o 	 Shelter finance was primarily available only to middle and upper
income households, and even that was in short supply; 

o 	 A generally hostile attitude to informal sector housing and illegal 
sett lements; 

o A lack of recognition of the potential contribution of the private sector 
to low-income shelter production on the part of the public sector; 

o 	 Incomplete or non-existent housing policies. 

Obviously, many of these problems still remain to a greater or lesser extent inmost countries. Nonetheless, progress has been achieved, and in some cases,remarkable progress, in responding to the problems. It is not possible to say exactlyhow much of this progress can be directly attributable to PRE/HUD participation. Butsince the office has worked to address these issues consistently over the time ofinvolvement, it is fair to recognize that a substantial contribution has been made. 

It is equally fair to say that in no country has it been possible to meet all ofPRE/HUD's Basic objectives. The 	main areas of progress have been in the successful
achievement of Operational objectives. Some of the highlights of these achievements 
related to the basic objectives are as follows: 

The 	 first basic obiective to ensure that low income households have access to secure land tenure, apropriate types of dwelling units and financial credit has seen
substantial progress in many countries. 

PRE/HUD participation has resulted in a shift from rental .housing to homeownership for low income groups in Botswana (where secure land tenure is providedthrough the innovative concept of "Certificate of Rights"), Thailand and Jamaica. 

Sites and services and settlement upgrading programs have been successfullyintroduced in the Ivory Coast, Jamaica, Panama, Tunisia. Ecuador, Honduras, Kenya,and Bolswanc. In Korea, however, a settlement upgrading program in Seoul, while atechnical success, did not overcome the 	political resistance of the city government. 
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This illustrates one of the constiaints which frustrate the achievement of objectives. 

Reductions in physical standards permits a larger segment of the low income 
population to acquire shelter from the total capital resource pool available. This has 
accorpanied rinse projects. For example, in Ecua or plot syzes were reduced from 
300m to 60m and the dwelling unit from 70m to 28m ; and in Korea, after 
protracted PRE/HUD and government negotiations, apartments for low income 

nowhouseholds were reduced from 460 square feet to 250 square feet and this has 
become the official Koream minimal standard. 

Improved attitudes and recognition of the contribution of the informal sector 
has been achieved in most countries including Honduras, Peru, Botswana, Panama, and 
Tunisia. 

In most cases substantial reallocation of financial resources have been mode to 
low income groups beyond the amount of HG funding. Perhaps most successful has 
been the case of Honduras where low income groups recently have benefitted from 
approximately 70 percent of all public sector funding from a share of next to nothing 
ten years earlier. 

These highlights are drawn from the many examples in the Annex. They 
demonstrate that low, income groups worldwide are receiving more atteni;on from 
their governments than ever before. It is, of course, too soon to say that their fair 
share has been fully mobilized, but the trend is in the right direction. 

The second basic objective to achieve a sustainable shelter sector delivery 
system has also seen progress, but clearly much remains to be done In virtually every 
country. Nonetheless, progress has been made. 

The private sector role has been recognized and supported in a number of 
countries such as Thailand, Ecuador, Honduras and Jamaica. 

Public sector institutional development supported by PRE/HUD through 
training and technical assistance has shown results in Ivory Coast, Thailand, Honduras, 
Peru, Panama, Jamaica, Tunisia (though with difficulty to-be sure), Kenya, and 
particularly in Botsvano (where the Self-Help Housing Agencies have developed very 
successfully). 

Some legislative improvements have been made in Honduras and Peru (both 
recognizing the importance of legalizing heretofore illegal settlements). 

The third basic objective to create appropriate shelter sector finance systems 
has also met with some success in most of the countries, It should be noted here ?hat 
during its first ten years of existence the HG program assisted in the successful 
establishment of the Savings and Loan systems in Latin America where with 
approximately US $300 million of HG support a system of institutions was established 
which today has combined assets of some US $20 billion. 

Elsewhere in the world PRE/HUD has assisted in the establishment of savings 
and- loan lyp& insliiulions in the Ivory Coast (BNEC), and Tunisia (CNEL), and 
supported the development of secondary morigage markets (JMB in Jamaica) to 
sustain financial resource mobilization. 
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PRE/HUD has consistently worked toward increasing interest rates on shelter 
loans to reflect the market rate of capital. It has achieved greater or lesser success
in a number of countries including Panama (interest rates first increased to between seven and nine percent and now up to 12 percent), Thailand (up from six to 10 percent
to recently IS percent), Ecuador (from 4 percent to 15 percent with full costs nowincluded), and more modest progress achieved in Tunisia and elsewhere. It can benoted that repeat HG loans assisted greatly in stepping up interer rates gradually to 
reduce political risk. 

Concepts of cost recovery (including the necessity to include full costs in thesales price) have also seen progress. For example, in Honduras the losses of INVA hasbeen reduced over the last five years by 80 percent, reliance on public sector fundingfor BEV in Peru has been reduced from 61 percent in 1979 to 55 percent in 1980, and
improvement can be roted in other countries as well. 

The fourth basic obieclive to prepare and have adopted National Housing
Policies has met with selected success. PRE/HUD believes that written national
housing policies should be prepared by the host countries themselves with only backup
technical assistance from AID. This approach has been used successfully in Korea,Honduras, and most recently and perhaps most successfully in Botswana and Jamaica.
Substantial progress has also been achieved in Peru and in Thailand (where PRE/HUD
assistance initially focused on one ogenc,-, the National Housing Authority and later
building upon that success has expanded to a broader national policy initiative). 

The work of establishing a national housing policy is never really complete. It
requires constant monitoring and change as the realities of the shelter sector change. 

While a written policy statement is desirable, it should be noted that what isactually done in budget allocation and implementation is the crucial test of the
responsiveness of a country to the policy objectives PRE/HUD seeks to support. 

The Annex expands upon these highlights, and some measure of satisfaction can 
be taken in the worldwide progress to date. 

The unfinished ogenda remains, however, enormous. Of particular concern is
the short fall in national housing finance systems particularly in Africa. 

There is also the need to provide for the flow of land for new urbanization to 
low income groups. 

There is still a general inability to recover sufficient taxes and infrastructure
service fees to permit the expansion of systems on a self financing basis and to meet
the demands of population growth. 

There remains persistent difficulties in cost recovery of public investment in 
shelter. 

There is still a continuing 
inappropriate shelter solutions (such 
industrialized building systems). 

attraction, particularly 
as 'walk up flats) and 

to politicians, 
technology (such 

of 
as 
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PRE/HUD hopes that it can continue to contribute in the years ahead to 
seeking progress, country by country, in these areas. 

The contribution of PRE/HUD will continue to be on on-aoing effort toward 
achieving its Basic objectives. Success in the future will as in the'post be uneven, but 
as the following country experiences indicates real and substantial progress has been 
achieved. 

The continuing task for PRE/HUD will be the successful and astute blending of 
its three basic operational insTruments HC loans, technical assistance, and training 
and research in order to overcome constraints and influence the achievement of Basic 
and Operational objectives. 

As the country experiences demonstrate there have been a wide variety of 
Operational objectives sought over time. They differ because the constraints 
encountered in each country vary widely, the time sequences are different and the 
levels of funding range widely in scale. Each country experience is therefore 
relatively unique in its successes and failures. 
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ESTABLISHING A NATIONAL HOUSING POLICY 

Presented by Alfred P. Van Huyck 



1. 	PURPOSES OF A NATIONAL HOUSING POLICY 

The need for a national housing policy is increasingly being recognized as an urgent 
issue among countries throughout the world. A national housing policy is essen. ial to the 
achievement of the following objectives. 

A. 	 To Establish a Unity of Purpose and a Basis for Decision Making 

I. 	 A housing policy should develop a unity of purpose among all groups 
involved in housing or affected by it. It should ensure that the interests 
of all groups, especially low-income groups, are reflected in the actions 
proposed.
 

2. 	 It should establish a basis for decision making for the public and private 
entities responsible for various aspects of housing development. In this 
sense the nalional housing policy acts as catalyst for achieving better 
coordination amung many groups. 

3. 	 A housing policy should be goal-oriented: it should not only respond to 
current problems but also set goals, (usually quantified in a National 
Housing Plan). It should provide guidelines for the future definition of 
target groups, space, services and construction standards, levels of 
investment financing, and the roles of the public and private sector 
involved in the housing delivery system. 

B. 	 To Understand Dimensions and Implications of the Housing Sector Problem 

I. 	 All of the groups involved in various aspects of housing should 
understand the basic linkages between housing, national economic 
development and urban development. 

2. 	 There should be a common sei of data, projections, and estimates which 
all parties involved should be using as background for their individual 
work. The formulation of a national housing policy brings together all 
relevant material, data, and projections that are required from many 
parts of the government and private sectors. 

C. 	 To Establishinq the PInce of Housing in National Development Priorities 

I. 	 Each country will ,:.solve housing priority issues depending on its own 
situation and neids. What is important is that housing be addressed 
explicitly and policy decisions be made within a recognizable decision 
framework. 

2. 	 All too often the housing sector has been left as an afterthought or 
residue item in the national economic planning process. This in turn 
leaves the many housing groups within tne public and private sectors 
without policy direction. The re-ulting program initiatives are ad hoc, 
often pooly conceived and unevenly implemented. 
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3. 	 The net result is waste of managerial skill and financial resources and a 
lower output of housing units than would otherwise be possible. 

D. 	 To Define the Respective Roles of the Public and Private Sectors in Housing 

1. 	 The role of each sector should be related to three basic functions: to 
build, to finance, and to facilitate. There is a broad range of policy
options in assigning functions to build and to finance. It is therefore 
important that the relative roles of the two sectors be defined. 

2. 	 Most housing policies and/or plans will specify in varying degrees of 
detail what the public sector expects to do in the housing field. The 
difference between this level of effort and the estimate of housing needs 
is then usually left as a single quantified figure labeled "private sector." 

(a) 	 This simplistic approach is detrimental to housing because it does 
not give clear guidelines to the private sector as to how it is to 
respond. 

(b) 	 Nor does it provide a convincing case demonstrating thpt the 
private sector can meet the targets set with the resources 
available. 

In most situations, the private sector will play an important role, and the 
quality and adequacy of housing constructed will be directly related to 
the capability of firms in the private sector. 

3. In order for the private sector to enter the housing field, it is necessary
hat it have reasonable expectations of freedom of operatiorn (with only 

as much regulation as necessary to protect the public interest), that it 
be given access to credit and to land, and -that it be allowed an 
acceptable rate of return on capital. 

4. 	 Conversely, it is important that the role of the public sector be firmly 
established so that it is able to control costs, regulate the provision of
financing, and in general perform those functions that are not the 
responsibility of the private sector. 

E. 	 To Relate Housing Supply to Effective Demand and Need 

1. 	 The national housing policy should be designed so that it clearly responds 
to the effective demand and needs of all income groups. This means 
ensuring that for each target group the shelter solutions are affordable. 

2. 	 As mentioned previously, the formal private sector's role should be 
defined in detail. Most often private sector developers with financing
from commercial banks, S and L's, etc., serve middle- and upper- income 
groups. Thus their present production vs. capacity and the proportion of
income groups served should be investigated. Oftentimes it will be 
found that the market at the upper end of the income scale is saturated 
and standards of private sector production can well be lowered to serve 
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middle and moderate income groups. 

3. 	 In most developing countries today, however, it is the informal private 
sector which is producing most of the housing. Oftentimes informal 
sector housing, i.e. housing not built or financed by existing housing
construction and finance institutions, comprises over two-thirds of the 
urban housing stock and 80 to 90 percent in rural areas. Thus, the 
operations of this important sector, often ignored in formal housing
pnlicies, must be included in the formulation of any realistic housing 
policy. Sites and Services and Settlement Upgrading programs are useful 
in harnessing informal sector initiative. 

F. 	 To Identify and Eliminate Sectoral Bottlenecks 

1. 	 Housing policy should identify specific problems or bottlenecks in the 
housing process and make recommendations to overcome them. For 
instance, in some developing countries just beginning to experience
large-scale urban development, virtually no key institutions and 
legislation may be in place. 

2. 	 The legislative base in many countries often has a direct link back to the 
days of former colonial power. 

(a) 	 The laws then were designed to ensure high standards of housing
for Europeans. Building codes, subdivision procedures, zoning laws,
and laws governing landlord-tenant relationships may be 
constraints on the construction of new housing and the operation of 
the rental market. 

(b) 	 The housing policy should call for legislation to create laws suited 
to the needs of the developing country. These will often be quite
different from laws developed during the days of colonial power. 

3. 	 In many countries there has been a tendency to create agencies at all 
levels of government in response to narrowly defined housing needs and 
as a method of overcoming the failure of agencies already in existence. 
As a result, it is almost impossible to ensure smooth administration of 
housing policy. A national housing policy should therefore recommend 
administrative and institutional changes necessary for improved 
implementation. 

4. 	 There is need in most countries for partial public land ownership and 
development, if not housing construction, in order to ensure that land is 
efficiently developed and that land is available for low income groups in 
suitable locations. Thus land management and development agencies
might also be necessary as part of the housing policy. 
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II. CONTENT OF NATIONAL HOUSING POLICY 

The content of national housing policies will be different for each country because 
of very wide differences in social, economic, cultural, and political factors which must 
be considerd. Therefore, it would be of little value to attempt to discuss the specific 
content of a national housing policy. However, key concepts and broad areas of 
substance can be stressed within which specific policy should be developed. 

A. Background Situation 

In preparing a national housing policy and subsequently national housing plans, 
a major effort should be made to gather background information on the 
housing sector and to establish an adequate data base. This need not be done 
all at once, and indeed, it is best for housing data collection to be the 
continuing function of an appropriate agency. This data need on!y be 
summarized in the housing policy document itself in order to provide a frame 
of reference by which to understand the policy recommendations which 
follow. Among the specific items of information which might be included in 
the housing policy are the following: 

I. Housing within Economic Development 

The historic relationship between the housing sector and the overall 
national economic development effort can be expressed by such 
indicators as the proportion of residential investment to overall capital
formation and the percentage of the gross national product represented
by housing. 

2. Housing Problem 

Information on the dimensions of the current housing problem and 
projections of the future housing requirements should recognize both 
rural and urban housing and cover the demographic factors related to 
housing: employment and household income distribution, household 
expenditure patterns, and levels of household income allocated to 
housing. It should include an analysis of the existing housing stock and 
estimate current and projected demands (by location and income 
group). It should include an analysis of urban land demands and related 
problems as well as an analysis of construction costs and building 
materials problems and related issues. 

3. Public and Private Sector Roles 

An historical review of public and private sector responses to the 
housing issues using quantified data in numbers of units constructed and 
capital invested should be presented. This information should establish 
the scale of the response to housing needs as well as the likely trends 
under existing policies in the future. The analysis should establish the 
adequacy of this level of response given dimensions of the problem
identified in Item B above. 
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4. 	 Delivery System 

The current housing delivery system should be described for the public, 
private, and informal sectors along the following lines: 

The public sector delivery sytsem should identify existing 
organizations responsible for housing production and give the 
nature of their programs, the scale of their operations, and the 
types of housing being constructed. It should identify housing
finance organizations by organization, the types of housing
financed, the terms and conditions of loans, and an identification 
of the subsidy elements. 

The private sector delivery system should identify house building 
activities and capacity of the private contractors, the private 
sector sources of housing finance and the terms and conditions of 
loans, and the capacity and content of the building, materials 
industry. 

The informal sector delivery system should be described including 
attempts at a quantified analysis of the number and distribution of 
individual self-built dwelling units, the methods of construction and 
finance being utilized, and a discussion of the quality and 
characteristics of the dwelling units being built. 

B. 	 National Housing Policy Objectives 

The objectives of the housing policy are perhaps the most important part of 
the document. The objectives statement will become the criteria whereby
specific actions or lack of actions can be evaluated within the housing plan
and during implementation. In the housing policy document the objectives 
statement should be specific as to direction and implications, but need not be 
quartified. Quantification should occur while preparing the housing plan.
While each country must determine its objectives for its own situation,
specific objectives should be developed in at least the following general areas: 

I. 	 To Achieve the Maximum Addition to the Housing Stock of the Nation 

a. 	 The central objective of housing policies and programs should be to 
achieve the maximum addition to the net housing stock of the 
nation. The fundmental emphasis must be on reducing the housing 
deficit and achieving levels of production which can keep up with 
new household formatin. Given the enormous numbers of total 
dwelling units to be provided, each nation must concentrate its 
limited resources in the most efficient way. 

b. 	 In most cases achievement of this central objective will mean 
orientation of the public sector's role in housing to establish 
nationwide programs focused on meeting the land and 



infrastructure needs of lowest income people who cannot afford to 
participate in regular public, semi-public, and formal private 
sector housing programs. 

c. 	 It will mean preservation of existing housing stock through 
upgrading programs. 

d. 	 There also needs to be the cessation of those actions (such as 
demolition of squatter settlement housing), which are inherently 
counter-productive to the central objective of ensuring the 
maximum net addition to housing stock. 

2. 	 To Establish Priorities Among Urban and Rural Areas 

Although rural development may well have priority over urban 
development, allocation of housing resources should favor urban over 
rural 	housing. 

a. 	 This conclusion is based op the fact that housing problems are most 
acute in urban areas, and rural housing needs can be met more 
efficiently through self-help. 

b. 	 Among urban areas the distribution of housing resources should 
seek to reinforce national strategies for population distribution; 
however, capital cities and large urban centers should be 
encouraged to maintain their housing stock through upgrading 
programs and to allow expansion at the rate of population increase 
through minimum standard sites and services projects which will 
not in themselves invite additional migration. 

3. 	 Target Groups for Housing Resources 

a. 	 The relative priority for housing resources by source (public, 
private and informal sector) should be related to target groups
within the population. The population to be provided housing
should be divided into target groups that reflect income groups of 
the general public and special groups. 

b. 	 In addition to target groups by income classification, many 
countries designate special target groups for whom housing 
programs are developed; for example, civil servants, military 
officers, veterans, industrial workers, and refugees may have 
special priorities for housing resources. These groups, if they are 
to have special programs, should be recognized in the objectives 
statement. 
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4. 	 To Establish a Financially Self-sustaining Housing Sector 

a. 	 In order to continually provide maximum additions to the housing
stock, a financially self-sustaining housing sector must be 
created. To obtain such a goal several principles must be 
incorporated into the housing policy: 

- housing subsidies should be minimized, if not eliminated; I 

- housing solutions should be designed such that they are 
affordable to even the lowest income groups. 

- maximum cost recovery from all programs should be obtained; 

- opportunity for self-help and participation from the urban poor 
should be provided; 

- housing programs should be flexible and capable of change in 
response to the changing needs of urban populations. 

Given maximum cost recovery, the current emphasis on settlement upgrading
and sites and services projects meets these criteria very well and offers a 
logical response to the requirements of the urban poor. 

5. 	 To Mobilize and Channel the Resources of the Informal Sector 

a. 	 In spite of a well-organized approach to housing in both the public 
and private sectors, it is unlikely that most countries will be able 

The general use of large subsidies within housing programs should be discouraged. 
In most cases the use of subsidies by governments acts to the detriment of the 
overall housing sector because it tends to limit the amount of housing which can be 
built over time by the public sector, and it drives the private sector away from 
meeting th: needs of middle and low income groups because they cannot compete 
with the subsidized pricing policies. 

It may not be possible for a country to terminate all subsidies abruptly, particularly
in situations in which a large amount of subsidized housing has already been 
introduced in the market. The objective should be to phase out general subsidies 
over a reasonable period of time in oraer to establish viable, self-financing public 
sector housing institutions. 

The first step is initiating adequate cost accounting of the subsidies provided and 
moving away from interest rate subsidies (which require cnnual subsidy
contributions during the life of the mortgage) toward once-only write-down 
subsidies. 
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to meet the needs of all their low income groups. Developing 
countries must, therefore, recognize the potential contribution of 
the informal sector and encourage self-help housing. 

b. 	 In addition, the informal sector should be recognized as a 
legitimate supplier of housing in the nation, and appropriate areas 
should be provided within cities for self-built houses. 

6. 	 Increasing Program Cost Recovery 

In order to achieve the goal of a financially self-sustained sector, 
effective cost recovery mechanisms must be instituted for all 
programs. Examples of some means being used are: 

- deductions from salaries at source, especially for public sector 
employees. 

-	 contracting with private collection agencies. 

- instituting incentive plans for estate management and community 
development staff. 

C. 	 The Housing Delivery System 

It is, 	 of course, necessary to establish within a country a housing delivery 
system which reflects the overall objectives to be achieved and provides a 
relevant procedure for implementatin. The housing policy should seek to 
define the housing delivery system which is desired while leaving specific 
detailed recommendations for implementation to the housing plan. Among the 
items 	to be considered are the following: 

1. 	 Updating Legislation 

a. 	 The legislative base is frequently ignored in setting housing policy; 
yet it frequently works counter-productively to achievement of 
housing objectives. Building codes, subdivision procedures, and 
zoning laws may all be real constraints on the housing process 
relevant to the given level of resources. Taxation laws and laws 
governing the landlord-tenant relationship may also inhibit 
development of a rental housing market. 

b. 	 Legislation also defines the housing finance system. Besides 
establishing finance institutions and defining their authority, 
legislation affects land tenure, mortgageability, title registration, 
and other legal considerations. 

c. 	 In framing a housing policy, careful review of the legislative 
framework affecting housing is imperative, and decisions must be 
taken as to whether or not the existing legislative base is 
conducive to achieving housing policy goals. 
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2. 	 Clarifying Institutinal Responsibilities 

a. 	 The government's institutional cnd administrative framework 
usually present fundamental questions to be resolved. Many 
developing countries have found over the years that a chaotic 
administrative situation has developed through the ever expanding 
number of agencies and actors involved in the housing process. 

b. 	 There has been a tendency to create agencies at all levels of 
government in response to narrowly defined housing needs and as a 
method of overcoming the failures of agencies already in 
existence. For example, in Jamaica at the end of 1981, housing 
programs and functions were spread throughout 5 ministries and 21 
agencies. 

c. 	 Thus, housing policy should seek to define responsibilities of the 
various agencies and organizations involved in housing at each level 
of government and to ensure that there is an agency charged with 
each 	kind of function and responsibility. For example: 

- Housing policy and planning functions might involve 
responsibilities at the national level for the Ministry of 
Housing (or Public Works), the Ministry of Economic 
Development, and the Ministry of Finance. 

- Housing administration and controls might involve the Ministry 
of Housing at the national level and various local 
governments. The responsibilities of each need to be 
identified. 

- House building capacity might be established in various 
government organizations, each with a different program 
perspective. For example, there may be house building 
programs in a National Housing Corporation, a Ministry of 
Housing, Ministry of Agriculture (rural housing), other 
ministries (for their own civil servants), other autonomous 
agencies (for their workers), and provincial and local 
governments. The housing policy should define the area of 
building responsibility of each organization, target groups for 
which housing is constructed, sources of finance, and the terms 
and conditions of cost recovery if any. The purpose of the 
housing policy is to reduce overlaps between agencies, avoid 
redundancy of programs, unify terms and conditions for cost 
recovery, and ensure that public resources are utilized 
according to housing policy objectives. 

. 3. Relating Sources of Finance to Housing Suppliers 

Housing finance capacity might come from a variety of sources which 
should be clearly identified and related to specific housing programs and 
target groups of housing users. For each of the public sector housing 
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suppliers identified above, there should be a specific source of finance. 
The available sources of finance to be considered include: 

a. 	 Direct government budget support through annual contributions in 
the form of equity capital to an institution or the direct 
construction or purchase of housing stock. 

b. 	 Government loans with prescribed terms and conditions of 
repayment. 

c. 	 Government guarantees for loans from the private sector or 
international sources. 

d. 	 Reinvestment of cost recoveries from previously built public sector 
housing which has been sold, leased, or rented to households. 

e. 	 Government encouragement of private savings. 

4. 	 Defining Public and Private Sector Roles 

The role of government in facilitating the private sector housing 
delivery system should be described. If the private sector is to be called 
upon to play a significant role in housing, as is almost certainly going to 
be the case in most housing policies, then it is important to identify how 
this can be achieved. In describing the private sector role in the 
national housing delivery system, attention should be given to the 
following: 

a. 	 The capacity of the private sector should be increased to achieve 
the necessary levels of construction desired for appropriate target 
groups. Government should consider methods for providing 
incentives to the private sector to achieve its desired role in the 
housing delivery system. 

b. 	 Incentives to be considered for inclusion in the housing policy 
might include, depending on the individual local circumstances, 
various tax benefits; assistance by government in land assembly; 
simplified procedures for government licenses, permissions, and 
approvals of appropriate housing projects; training to ensure an 
adequate supply of managers, foremen, and skilled workers; 
prioriti(!s for importation of essential equipment and materials not 
available locally; and priority allocation of building materials to 
ensure consistent supply at job sites. 

c. 	 Consideration should also be given to appropriate means to 
encourage establishment and development of small contractors and 
to ensure that sufficient construction capacity is distributed 
throughout the country to meet overall national housing 
objectives. Training in construction management should be 
encouraged to ensure smooth implementational larger scale 
projects. 
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d. 	 The supply and quality of building materials and the development 
of a domestic building materials industry should be improved. The 
government should consider the ways in which the building
materials industry can be facilitated in achieving national housing 
objectives. 

- Among the methods to be considered are providing access to 
credit for building materials suppliers, giving priority for 
importation of essential equipment, encouraging 
standardization of housing components, maximizing the 
utilization of local materials, and training for managers and 
foremen. 

- In addition, training for architects and engineers should be 
encouraged in order to achieve more efficiency in housing 
design and building material conservation. 

e. 	 The supply of capital to support private sector housing construction 
should be increased. The mobilization of capital for housing 
construction is essential, and the greatest potential in most 
countries rests in channeling private savings into housing. 

- The government can facilitate mobilization of private savings 
through encouraging private housing finance mechanisms such 
as savings and loan associations, credit unions, cooperatives, 
etc. Savings mobilized for housing through such organizations 
are frequently captured outside existing savings institutions 
and therefore are a net increase in available investment 
capital rather than merely a redistribution of already 
mobilized capital. 

- However, government (depending on the priority of housing) 
may wish to augment capital availability by requiring an 
allocation to housing investment from commercial banks or 
other financial institutions which presently are not making 
housing loans. Many countries have also established an 
employer-employee tax in salaries, the proceeds of which are 
designated for housing. 

5. 	 Defining Public and Informal Sector Roles 

The 	 position of government toward the informal sector should also be 
specified in the housing policy. In most countries it will be necessary to 
recognize the fact that the public and private sectors will not, at least 
in the near term, be able to meet the full housing demands of the 
population. Therefore, the informal sector will have a continuing and 
vital 	role to play in meeting shelter requirements of people. Measures 
government is prepared to take to facilitate the development of 
informal sector housing should be specified. This might include 
procedures for securing land tenure, access to minimal credit for house 
construction or improvement, exemption from building codes and other 
regulations appropriate only to higher standard housing. 

- 11



VI. DESCRIPTION OF THE BASIC HOUSING PROGRAMS 

The housing policy document should include a general description of the housing 
types and kinds of projects which are to be encouraged in the public and private sectors. 
The description in the housing policy document should only set broad guidelines for the 
housing programs in order to allow ample flexibility for design of individual projects. 

The housing types which should be identified would depend on local circumstances 
within the country in particular urban and rural cenlers. In general, however, 
consideration should be given to the following general categories of housing types: 

I. Settlement Upgrading 

Settlement upgrading programs are designed to respond to needs of the urban 
poor where they currently live. The philosophy of this type of project is basd 
on the assumption that most developing countries cannot keep up with new 
growth housing requirements and that it is therefore essential to conserve and 
improve existing housing stock, even if at a substandard condition. 

This approach is justified because for the most part the quality of the physical 
residential environment is more important than the actual quality of the house 
structure itself. Therefore, substantial benefits can be gained by the urban 
poor if environmental improvements are made to the neighborhood (such as 
improved water supply, sanitation, drainage, electricity, and roads and 
footpaths). In addition, settlement upgrading programs usually provide some 
means of transferring secure land tenure to the residents. 

2. Sites and Services or Core Houses 

The term sites and services projects is given to a wide variety of physical 
solutions to settlement needs of the urban poor. The common characteristics 
of all sites and services projects is that a complete house unit is not provided 
as part of the project itself. The household must either complete a partial 
house or build its own house from the start. 

3. Complete Housing Units 

Complete housing units such as: high-rise apartments; walk-up apartments; 
row houses; duplex houses; and single-family houses are usually financed by 
the private sector for middle and upper income families. 

4. Rural Housing 

Types of rural housing to be supported might include complete farm units, 
rural settlements based on sites and services and core house concepts, and 
rural house improvement for existing units. 
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THE IMPACT OF THE HOUSING GUARANTY PROGRAM (HG) IN HONDURAS 

AUGUST 1982 

I. Backaround
 

From 1976 to 1978, the AID Regional Housing Office for Central America
(RHUDO) provided technical assistance to Honduras in the preparation of a nationalhousing policy and plan which would focus on the basic shelter needs of the population inthat country. The policy was adopted in February of 1977, the plan in July of 1978.
Following 
 that, three Housing Guaranty projects for a total of $45.5 million have been
authorized for Honduras. 

These AID efforts through the Housing Guaranty Program have been largelyinstrumental in promoting t"# upporting a dramatic shift in the production of shelter to
address the basic shelter needs of the urban poort in that country, as evidenced by the

following facts: 

1981-8221970-74 1 

$19 million $19 million
 
invested per year in all types of housing of invested in one year in housing

which 

- none went to families in poorer half of - exclusively for families in the poorer
the urban population hal .f the-urban population 

- 95% to families in the toD 10% of the - 70%-of the total inv-.stment in:housing
income distribution (estimated to be $27 millionT is forbottom 50% of the income distribution 

Total annual production of housing in urban Projected number of shelter solutions areas is 2,000 units (includes new shelter and upgrading) to bedelivered in 1982 is 2,500 

- none affordable by the poorer half of - all for families in the poorer half of the
the urban population population 

None of the need for new housing among In 1983, production of shelter for familiesthe urban poor is being met. The stock of below the median is projected to increaseinadequate housing (lacking basic services to over 9,000 solutions. At this rate, alland with insecure tenure) is increasing by new need generated by population growth in4,000 to 5,000 units per year just in the the poorer half of the population ofmajor cities. Tegucigalpa and San Pedro Sula will bemet. In addition, the accumulated "deficit" 
of housing, that is, units with problems of 
tenure and lark of basic services in those 
cities will begin to be reduced at a rate of
3,500 per year, enough to elminate the 
problem by 2,000. 

"Politico Nacional de Vivienda: Resumen del Marco de Reference", CONSUPLANE, 
March 1977.Taken from the Project Delivery Plans for Projects 522-H-005/006/007 
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I1. Obiectives and Actual Results Obtained by Individual Housia Guaranty Proiect: 

Proiect 596-HG-003 (CABEI) 

Obiective Achieved 

Lower cost units ($3,000 base price in - August 1977 CABEI provides financing1975) financed through regional for first 70 core units delivered in
secondary mortgage market. Honduras. It is a coop project

developed by FEHCOVIL, a private non
profit organization. (To date over 600 
core units have been delivered by
FEHCOVIL). This coop core housing 
project provides a major breakthrough
and serves to convince many skeptics in 
Honduras and Central America that 
minimum housing concept works and is 
accepted by beneficiaries. 

Project 522-HG-005 (Shelter for the Urban Poor) 

Authorized: September 30, 1978 HG: $10.5 million 

Objectives Achieved -

Promote shift in production of Housing - January 1981 INVA delivers its 	 firstInstitute (INVA) to lower cost solutions core units (Faldas del Pedregal. 350 
units): 

- November 1981 INVA delivers-second 
core unit project (Los Brisas 485 units). 

- August 1982 
100% of INVA's production is of lower 
cost solutions as evidenced by: 

0 	 1,200 sites and services under 
construction with delivery
complete by January, 1983. 

o 	 835 c6re units delivered. 

a 	 1,435 core units under construction 
with delivery stoggered over a 
period fror end of Auust 1"982 to 
March 1983. 
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Support INVA efforts to improve its 1977 1982 77-82 
financial position and increase Delinquency 3.% 1.2%' (60%)
productivity Expenses $1.6 $ 2.25 40%

Profit (loss) ($1.3) $ .25) (80%) 
New Investment in 
housing $4.8 $12.9 170% 
Units delivered - 1,500 ro/ 
Average units 
55-77 435 1,500 245%
 
Total mortgage
 
portfolio $ 8 $22.5 180%
 

- In large measure, the increase in 
productivity is due to increased 
reliance on the private sector. 100% of 
new pr'ojects to slart after August 1982 
are through the private sector of which 
40% are on a turn key basis. This 
percent will increase as INVA finishes 
up its projects on sites it purchased 
years ago. Even in these cases which 
represent the remaining 60% of 
production, all construction is being
done bv private builders under contract. 

Project 522-HG-006 (Urban Upgrading)
Authorized: May 9, 1980 H9G: $i0million 

Objectives Achieve 

Institute cost-recoverable urban December, 1981 District Council of
upgrading program in Tegucigalpa and Tegucigalpa (CMDC) initiates firstSan Pedro Sulc upgrading project ever undertaken in 

Honduas (Tres de Mayo/ water and 
sewer for I ,500 famil;es). 

February, 1982 Municipal Government 
of San Pedro Sula (MSPS) initiates first 
upgrading project in that city
(Chamelecon/ water for 2,000 families). 

- As of August, 1982 a total of six 
projects are under construction and will 
benefit over 4,000 families. 

- In all cases there is prior, written 
approval of the community to repay the 
investment on monthly payments
ranging ffom $4 to $10. 
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Provide legal, stable tenure to residents 	 CMDC has prepared legislation to 
of upgraded communities, 	 simplify and reduce the time of

processing titles in illegal subdivisions 
which will be presented to the Congress 
for approval. The CMDC will proceed 
in the meantime with granting 1,500
title in Tres de Mayo this year under 
current procedures. 

Protect 522-HG-007 (Private Sector Shelter Program) 

Authorized: September 29, 1982 HG: $25 million 

Obiective Achieved 

Involve the private builders and savings As of August 1982 
and loans in producing-4el selling for 
their own account (not for the a 795 25m 2 units costing $3,800
government) housing affordbale by the $4,00b sold and delivered. 
urban poor and in managing the o 4,100 additional units in process.resulting loan portfolio. r As evidence of the agility of the 

private sector, this project which was 
authorized last, is the most advanced in 
impleTnentation. 

ill. Future Prospects 

Authorization will be sought in FY 83 for a rlew $+6 million HG projett in 
Honduras. It will seek to expand further the policy and institutional gains described

above. It will also seek to build on the lessons learned in current projects.
 

Objectives 

- Develop large scale shelter production outside the major Cities. 

The only shelter programs in Honduras whose scale is in proportion
to need, are those in the two major cities. Thre are good possibilities of 
accomplishing this in secondary cities. A much more difficult task, and one
which will take longer, is to develop rural housing programs on a sufficient 
scale. 

- Increase the financing available for siz!ter in Honduras from internal 
sources, through: 

o greater mobilization of voluntary savinqs. 
o access to domestic capital markets. 
o access to public pension funds. 

This is the most critical step remaining to be taken if the shift in emphasis in the
production of housing in Honduras is to be truly replicable and self-sustaining. The 
current heavy reliance on external financing (±80%) must be reduced. 

-4



Access to domestic financing will' be ,mode feasible by the substantial increase 
over post experience in th interest rate charged for shelter solutions in on-going HG 
projects. Time deposits in Honduras yield 15-16% currently. The maximum mortgage 
interest rate is 19% at this time. 

INVA is already using its GOH capital contribution to leveroge more 
expensive resources (the HG is passed on from the GOH at 16.5%). 

The upgrading project is operating at 17% interest rate to the 
beneficiaries, which would make it feasible for the municipalities to borrow 
locally to continue the program. 

The S&L's are charging 17% on HG financed loans (19.5% effective rate 
including commissions and other fees) requiring only a small increase to continue 
with domestic financing. 
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Any economic evaluation of housing policies in the Third World must
 

address two central concerns. First, what role does housing as a sector
 

play in the economies of developing countries? Second, based upon this, what
 

forms of government interv'entions are useful, and what kinds of policies may
 

create more problems than they solve? The two questions are so closely re

lated that they cannot really be addressed separately. As a consequence, this
 

paper is organized along a slightly different dimension. In the next section,
 

four arguments are reviewed which are frequently advanced relating to the
 

desirability of subsidizing the consumption of housing in the Third World 
-


beyond that which individuals, operating in private markets will consume them

selves. Putting the various arguments together, there appears to be little
 

merit in the widespread subsidization of housing. The second section then
 

suggests three areas in which the housing sector does seem to need government
 

assistance - involving the establishment of "support systems" for private
 

markets to better operate within.
 

I.
 

Government assistance to housing, in the form of subsidies, can come in
 

many forms: materials can have their prices regulated, land may be provided
 

'Prepared for U.S.A.I.D., October 1982. All opinions expressed are those
 
of the author.
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free of charge, rents may be fixed, credit advanced at below market rates,
 

and publicly owned housing rented at below cost. The form of the subsidy, in
 

this discussion, is not as important as the underlying arguments advanced
 

either for or against it. Four such arguments have received particular atten

tion in the last two decades, and each deserves some scrutiny.
 

(1) Housing as a sector should be assisted because it generates benefits to
 

society beyond its market price. This argument usually suggests that housing
 

improves the occupant's health, or productivity beyond that which he is aware
 

of. Unfortunately, there is little evidence of any such effects, and no evi

dencu that consumers are unaware of them. As long as consumers are aware of
 

such efforts, they may well place the appropriate value upon them, and there
 

will be no error in their private decisions. In fact, the health and product

ivity argument probably has much more substance when applied to basic foods,
 

rather than housing.
 

(2) Housing investment creates jobs and helps economic growth. Despite this
 

often advanced thesis, economists actually tend to argue the reverse. They see
 

housing services as being produced exclusively from housing capital and creat

ing no ongoing jobs beyond those used in the construction of that capital. 3y
 

contrast, a machine may also create jobs in its construction phase, but then
 

will continue to require substantial labor inputs throughout its life. If
 

developing economies are characterized by capital shortages, and labor sur

pluses, then scarce investment should go to those sectors generating many
 

ongoing jobs rather than housing. Of course, if there is not un- or under

employment, then housing merits the same priority as any other investment.
 

(3) Housing assistance is an important way of helping the Door of developing
 

nations. This argument involves a number of points which must be discussed
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separately. First, the income elasticity of housing is estimated to be
 

slightly greater than one in Third World countries while slightly less than
 

one in the more developed nations. Thus if the housing sector as a whole re

ceives assistance, much of those funds will go to the wealthy, not just the
 

poor. If the poor are to be assisted in a cost effective way, therefore, the
 

subsidies must be given only to selected individuals.
 

Even restricting housing subsidies, say, to the lowest half of the income
 

distribution usually creates too broad a clientele for most governments to
 

afford. For example, to provide a 30m 2 finished flat for every family below
 

the median income, would use'up 25-50% of GNP in many countries - on a current
 

basis, ignoring the backlog. Applying such a program only in larger urban areas
 

might possibly reduce the drain to 10-20% of GNT, but currently, most countries
 

spend only 3-6% of GNP for all forms of shelter. Thus providing housing at this
 

scale - even if to only the poor - is simply financially infeasible for most
 

developing countries. Governments that attempt such programs, almost always
 

wind up rationing the finished flats - as scarce commodity.
 

This raises the final issue, which is even if countries could afford it,
 

is it desirable to subsidize housing as oppobsed to, say, food or clothing
 

assistance? Economists generally agree that if cash transfers are impossible,
 

the poor should be helped through reducing the price of basic commodities,
 

which the poor currently consume a lot of, and which they tend to consume in
 

similar amounts with the subsidy. In this case, the subsidy literally acts
 

as a vehicle for transferring cash. Certain foods seem a far better candidate
 

than housing in this regard. The most sound argument made in favor of housing
 

assistance seems to be that housing provides people with a form of wealth,
 

rather than income. This kind of wealth can give them some financial leverage
 

later on, which income never seems to In countries with poor credit
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markets. This idea perhaps merits 
some further study, but in general, the
 

evidence on the desirability of housing subsidies is weak.
 

II.
 

If subsidies which assist housing consumption are such a dubious propo

sition, is there any role left for governments in the shelter sector? The
 

answer here, would seem to be a clear yes, and the assistance governments
 

should provide falls into three categories: infrastructure, land use controls
 

and financing. Each deserves considerable attention.
 

(1) Infrastructure. The provision of infrastructure (such as roads, water,
 

sewage treatment, electricity) has traditionally been regarded as the domain
 

of the public sector for a number of reasons. First, most such services have
 

high scale economies, and so public provision protects against private monopoly
 

power. In addition, however, the consumption of these services often creates
 

social benefits 
(improved public health) or social costs (road congestion)
 

which can only be internalized by public intervention. Under these conditions,
 

economists generally agree that cost recovery pricing is not necessarily
 

desirable. 
Marginal cost plus social taxes or subsidies may well be warranted.
 

The probleams with applying such recommendations in developing countries
 

are several, however. 
First, any tax funds used to subsidize such services
 

generally must come from very scarce national revenue sources. 
 Inevitably it
 

seems that utility subsidies are hard to 
come by, and so without cost recovery
 

pricing, the provision of services generally lags behind demand. 
 The ration

ing of se'rices that generally follows, usually passes by the lower income
 

areas which frequently need the services most.
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The issue in the provision of infrastructure, then, is whether subsidies
 

should be abandoned, even when justified, in favor of strict cost recovery?
 

Doing so would mean more expense to consumers, but probably more widespread
 

supply. Many institutional questions also arise in trying to implement full
 

cost recovery. Should independent authorities be set up with no access to
 

tax funds? Should such authorities be allowed to issue debt outside of the
 

controls oftcu imposed by national finance ministries? The question of what
 

combination of institutional structure - economic policy would best provide
 

infrastructure in the Third World rnrits much more attention.
 

(2) Planning codes - and land controls. Controls which restrict an owner's
 

use of his property, or which mandate certain building characteristics are
 

frequently justified when the character of individual structures may affect
 

surrounding properties. Regulations on noxious uses, setbacks, light, open
 

space can be useful when the social benefits of such controls exceed the addi

tional private costs they impose on-property owners. The problem in developing
 

countries is to assess these costs and benefits in the context of the country
 

in which the controls are being applied. Too often, most developing nations
 

simply adopt thp controls or standards of more developed countries with little
 

thought given about their justification or consequences.
 

Partly because of these "borrowed" standards and controls, private
 

developers find it very difficult to legally subdivide land and build low

income housing. Much land changes hand in the Third World, and much
 

residential construction occurs which is not registered, because doing so
 

necessitates meeting the legal standards or controls. Obeying these standards
 

would be far too expensive for the low-income market. Several recent studies
 

have estimated that as much as 75% of residential construction in Third World
 

countries is "illegal" - in this sense.
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The consequences of this illegality are several. First, building permit
 

data is largely useless in many countries and officials must wait until a
 

census enumeration to determine the actual level of construction activity.
 

Secondly, officials are often forced to provide services to such areas - ex post,
 

rather than ex-ante, and the former is far more expensive. Third, the tenure
 

that individuals acquire over their housing or land in these cases, is less
 

than complete, and the resulting insecurity may reduce investment in the site.
 

The design of an easy land-construction-registration scheme, which imposes
 

minimum burdens, aids planning, and guarantees tenure should be a high priority
 

in developing countries.
 

(3) Housing Finance. It is now widely accepted in economics that potential
 

savers and borrowers must have an institutionalized mechanism to exchange
 

their funds, Informal credit markets involve monopoly power and risks which
 

result in excessively high interest rate:. Despite this recognized need, the
 

formal credit systems in the Third World suffer from two problems. First,
 

interest rates are often fixed by authorities,at levels too low, so that
 

savings is discouraged, and credit demand is unmet. Secondly, countries are
 

reluctant to index-their credit systems so as to offset the large bias in
 

credit costs introduced by inflation. The first of these problems has already
 

received much attention, but the second has not.
 

Developing countries generally have moderate i12%j to high (50.Y levels 

of inflation. This rate of inflation, of course, will be built into interest 

rates - a phenomena which at least partly explains both the high cost of credit 

and its variability over time and across country. Under these conditions the 

standard fixed-payment loan resu':s in very high initial mortgage payments, 

which decline in real terms regularly over time. The inability of borrowers 
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to afford the interest rates over the first few years can sharply erode the
 

demand for loans. On the lender's side, therealso exists a substantial risk
 

to tying up funds with a fixed return when inflation is so variable. A good
 

return one year may be a negative return the next.
 

In countries with truly high inflation (Brazil, Israel) indexation has
 

eliminated these problems. Savers (and lenders) receive a fixed real rate
 

of return which is guaranteed above the level of inflation. Borrowers, like

wise, pay only a real interest rate (typically 6-8%), but on a balance that
 

rises with the rate of inflation. While indexation is essential in these
 

countries, there is growing evidence that it could make a substantial differ

ence in the credit markets of those countries with much more moderate inflation.
 

In principle, indexation increases the risk-free rate of return to lenders 

encouraging the formation of sa-ings, and reduces the lifetime cost of credit
 

to borrowers - making housing more affordable.
 

III.
 

In many respects, the shelter programs supported by the U.S.A.I.D.
 

approach the housing problem increasingly from this perspective of economics.
 

Projects such as sites-and-services, for example, emphasize land subdivision
 

with realistic standards, infrastructure and innovative housing finance,
 

rather than the direct subsidization of housing. The most important agenda
 

for the future would seem to be to institutionalize these ideas into the
 

ongoing planning process of the developing nations.
 



ANALYSIS AND DEFINITION OP THE APPROPRIATE ROLES OF THE
 

PUBLIC AND PRIVATE SECTORS
 

FOREWORD
 

In a market economy producers and consumers act and react in favor
 
of their own interest, aside from the consequences of their behavior. -
Such consequences imply the best use of their resources. Each market
 

decision is influenced by a number of established standards, tending to
 

guide, up to some extent, the activities of all the entities involved,
 
allowing them to approach to the optimun benefit expected. To reach this
 

goal, the assistance of the community is needed, in determining the 

parameters of the trade response in the light of the conditions of supply
 

and demand.
 

Therefore, it is necessary to define the role of the public and pri
vate sectors, looking forward an approach to bring into harmony the 
activities to be performed by each one of these sectors.
 

To the extend to the housing sector is concerned, we find that a
 

shelter problem exists, as shown by the unfulfilled housing needs of a 

large sector of population:that.should be address-somehow.
 

Upon being aware of the magnitude of these needs, housing demands are
 
determined; the required investment amounts are established; the market
 

framework defining what shall be performed by the private as well as by
 

the public sector, is put into operation.
 

Consequently it is concluded that the responsibility shall not only
 

fall on one of the sectors, but rather there shall exist a dual system
 
whereby the efforts of the entities involved in the housing market be 

complemented, as it is pretended to be explained through the present 

theme.
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I. BRIEF INFORMATION ON THE COUNTRY 

A. THE CENTRAL AMERICAN REGION
 

The Central American region is constituted by 5 small and 
 -

independent republics: Guatemala, El Salvador, Honduras, Nicaragua
 
and Costa Rica, between the republics of Mexico and Panaml. Its 
-

area is 440.877 Sq. Km.
 

The total population as of 1980 was 20.696.000 million, 43% urban
 
(8.905 million) and 57% rural (11.791 million) and a working popu
lation of 6.353 million (equivalent to 30.7% of the total).
 

The gross domestic product (GDP) in 1980, was US$21.077.7 million.
 
Agriculture and livestock was US$5.033.5 million, commerce US$4.788.1
 
million and industry US$3.769.9 million, as the major economic 
 -

segments, representing 24.0%, 22.7% and 17.9% respectively.
 

The total Central America exports registered for 1980 were of 
-

US$4.621.4 million, the major products being the following:
 

a) Green Coffee 34.5%
 

b) Bananos 9.1%
 

c) Cotton 6.3%
 
d) Meat 4.9%
 

e) Unrefined Sugar 4.0%, and
 

f) Sea food 1.7%
 

Total imports for 1980 amounted to US$5.991. million, distributed
 

as follows:
 

a) Intermediatf oods US$ 3.032.0 million 
 50.6%
 
b) Consumer go 
 US$ 1.535.2 million 25.6%
 
c) Capital gooc 
 US$ 1.392.2 million 23.2%
 
d) Other imports US$ 31.7 million 0.6%
 

Even if there are some differences in regard to territorial area,,
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total population and population density/sq.km among these countries,
 

historically, geographically and ethnically, they can be identified
 

as components of a close and integrated block where the agreement
 

of common interest in political, cultural and economic aspects, 
produced by the presence of homogeneous factors, can identify and 
determine the overcoming of development problems through the joining
 

of common efforts.
 

Central America was born united. It was during its historically
 

growth that the original union was broken, allowing the sprouting of
 
independent countries. But, even though the nations' identities
 
became permanent as time went on, the sense of unity beyond the borders
 

still remains constant for the future.
 

Due to geographic, historic, cultural and economic reasons, at present
 

Central America is considered as a sole nation and so there is the
 

idea that the assistance granted to one of the five-member countries
 
to overcome its problems, benefits the whole region. In the same way
 
and with this idea of integration inmind, the prevailing criterion
 

for the region is that violence, poverty and injustice may not be
 
considered as an isolated phenomenon in one country, but rather as a
 

common probler.
 

For the last 20 years, the Central American countries successfully
 
adopted a cooperation system to reach an effective integration among
 
its member countries. This integration represents the potential for
 

Central America's development. However the variety and complexity 
of its needs and the cost to carry out its aims, makes it difficult 
to meet them with-the region's own resources. In this regard, the 

Central Arierican development 1ay be reached only if it has available 
the effective support of the international community. 

Even though the scope of work of CABEI comprises the whole Central
 

American region, for the purpose of the presentation of this brief
 
paper to this Fourth Annual International Shelter Workshop
 

http:density/sq.km
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for Senior Professionals organized and directed by the Office of
 
Housing and Urban Development nf the US Agency for International
 
Development, Section I (BACKGROUND INFORMATION ON THE COUNTRY) and
 
Section II (.SHELTER SECTOR CHARACTERISTICS) have been referred to
 
as those of Honduras as a good sample of the whole region, because
 
Honduras borders with 3 of the remaining four Central American
 
countries and because the Bank's headquarters are located in -

Tegucigalpa, its capital city.
 

B. THE REPUBLIC OF HONDURAS
 

GEOGRAPHY, GENERAL TERMS 

The Republic of Honduras, located in the middle of the Central 
 -

American isthmus between the Pacific and Atlantic Oceans, has 
an area of 112.088 square kilometers ,nd borders with the republics
 
of Nicaragua, El Salvador and Guatemala.
 

The Republic of Honduras is a democratic and independent republic,
 
ruled by a representative government through the legislative, executive
 

and judicial branches.
 

Given its natural characteristics, it is mostly an agricultural country.
 
The major items of its economy are the exportation of bananas, coffee, 
lumber, sugar, frozen meat and other products, as shown below:
 

EXPORTS OF MAIN PRODUCTS 

1981 
(million US$) 

Product Amount % 
Bananas 215.8 27.8 
Coffee 172.9 22.2 
Lumber 43.2 5.6 
Frozen meat 46.3 6.0 
Sugar 46.6 6.0 
:Shrim,- and lobster 25.4 3.3 
Other 227.4 29.2 

TOTAL 777.6 100.0
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POPULATION
 

Based on the 1973 ,opulation and housing census and on the estimates
 
performed by the Department of Economic Studies of the Central Bank 
of Honduras as of 1981, the population of the country reached 3.4
 
million inhabitants, 36% of which is concentrated in the urban areas
 
and 64% in the rural areas.
 

NATIONAL POPULATION GROWTH RATE
 

According to statistical data developed by the Latin American Vital
 
Statistics Center CCELADE), Honduras is 
one of the most rapidly
 
growing countries with regard to population. Its population growth
 
has been estimated to be 3.47%, as a result of a gross birth rate of
 
49.3 and a gross death rate of 14.6 per each thousand of inhabitants.
 
Besides, it has been established that Honduras is 
one of the least
 
urbanized countries of the region, notwithstanding the fact that a
 
growth of 5% has been shown in its urban population.
 

The capital city of Tegucigalpa has around 502 thousand inhabitants;
 
San Pedro Sula, the second city of the country, where the major
 
industries are located, has a populktion of 369 thousand.
 

INCOME DISTRIBUTION BY DECILE OR QUINTJLE
 

Of the five countries of the Central lmerican area, Honduras is the
 
one with the lowest per capita income of US$530.00.
 

According to estimates, a monthly average household income are:-

US$ 181.00 for Tegucigalpa; US$163.00 for Sen Pedro Sula and US$133.00
 
in other urban areas.
 

Based on the methodology "Preliminary Description of Methodology for
 
Estimating Household Incomes, January 1980" of the Housing Office of
 
the Agency for International Division, the urban mean household*
income for Honduras was determined, as follow:
 

http:US$133.00
http:US$163.00
http:US$530.00
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MONTHLY HOUSEHOLD INCOME
 

IN LEMPIRAS
 

1 9 8 1
 

Percentils Amount
 

50 810
 

40 650
 

25 437
 

II SHELTER SECTOR CHARACTERISTICS
 

PATTERNS OF SETTLEMENTS
 

The country's urbanization is concentrated in the largests pnpu

lation centers, causing that the urban sector growths at a rate of
 

5.3% while the rural sector growths at 1.8% annually.
 

Therefore, the departments of the country with a more fast popu

lation growth are those located in the areas of highest economic
 

development, both in the industrial and the agricultural fields.
 

This remarkable concentration in urbanization is causing some kiid of
 
metropolization in the two major urban points of the country(Depart

ments of Francisco Morazin and Yoro in the hinterland and.Departments
 

of Cortes and Atlgntida in the Northern region of Honduras). As 

these metropolitan areas come forth, they absorb nearby town, originat
 

ing satellites with other more distant cities, the formal character

istic of the metropolies being clearly distinguished.
 

There are some opinions advocating that the solution is not the res

triction of urbanization, but rather should be balanced within the
 

space context of the country, thus avoiding that the migrating rural 
misery be substituted by poverty and slums.
 

This metropolization phenomenon additionally causes some kind of
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illusion which attracts the attention of rural population, thereby

activating the unofficial sector in the construction of housing
 
that, without any technical counselling and lacking the basic 

services and communications means, exert pressure on 
urban areas,
 
seeking tte fulfillment of their essential needs.
 

According to the 1979-1983 National Development Plan prepared by the
 
Superior Council 
for Economic Planning, during the 1974-1978 period,
 
the trend of population growth settled in urban areas of the country
 
remained constant, especially in those areas already having urban
 
concentrations. 
 The supply of the official housing sector does not
 
show improvement in its performance and therefore housing needs 
 and
 
deficit continue increasing.
 

Itwas noted that 85.3 percent of the minimum housing needs corresponds
 
to families having no access 
to the official housing market.
 

HOUSING STOCK 
 - CURRENT CONDITION 

According to the 1974 housing census, there was a total of 526,566
 
houses, having the following deficiencies:
 

-
67.4% had no water supply;
 
67.8% had no sanitary services;
 
41.7% had only one or two rooms;
 
56.1% had inadequate construction (adobe, bahareque, stick,
 

cane or lumber walls, etc.).
 

Based on 
the above, the total accumulated deficiency for this year
 
was estimated in 309 thousand units, that is, 59% of the total 
 -

inentory. Forecasts for 1979 showed that this figure shall increase
 
to 400 thousand units, of which 22% corresponds to the urban area 
-

and 78% 
to the rural area, and for 19.84 it shall amount to 505
 
thousand units, 125 thousand corresponding to the urban area and 379
 
thousand to the rural 
area.
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BUILDING MATERIALS/CONSTRUCTION SYSTEM
 

Direct researchs performed by specialized agencies reveal that the
 
housing construction industry uses.the following main materials:
 

Item Material 

Walls Clay bricks and blocks, cement blocks, cement, vinyl 
paint, plywood, sand and stones, premixed concrete, 

steel bars, lime, tie wire. 

Roofs Lumber, galvanized sheet, corrugated iron, asbestos
cement, plywood, premixed concrete, cement beams and 

joists, plastic sheets. Iron bars, tie wire. 

Floors Paving tie, terrazzo brick, lumber. 

Doors and 
windows 

Glass, aluminum, iron, lumber. 

Streets Cement, sand, stone and gravel, concrete paving block, 

cement pipe, premixed concrete. 

CONSTRUCTION SYSTEM
 

The characteristic of Honduran housing construction industry is that
 
it salabor intensive for semi-specialized workers, who are easily
 
available in the country, as there is 
a high rate of unemployment
 
and besides the contractors still use the traditional construction
 

system.
 

17enew construction systems such as in-site pre-stressed plates; 
fiberpanel plates; prefabricated, etc., have been used only in
 

.specific projects.
 

Indeed there has been a very slight techonological diversification.
 

There are 359 construction firms registered in the Honduran Engineers'
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Association (CICH), located mainly in the cities of San Pedro
 

Sula and Tegucigalpa, who jointly produced a total of 12.333
 

houses during the 1957-78 period, at an average of 587 houses
 

per year.
 

HOUSING DEMAND 

The accumulated deficit in 1980 was 419,200 units, 94,600 of which
 

were located in the urban area and 324,600 in the rural area. An
 

estimate investment of US$2,527.7 million shall be required for the
 

1981-2000 period.
 

According to the Housing Policy of the country, the accumulated
 

deficit is sidetracked and only considers as operating and prioritary
 

the minimum needs resulting from the demographic increase and 

absolescence (2%), which shall cause!an annual unbalance from 25 to
 

27 thousand houses, implying an inv'estment of US$85.0 million annually,
 

US$55.0 million corresponding to the urban sector and US$30 million
 

to the rural sector.
 

It is noteworthy that both the number of units and the amounts of
 

investment detailed above refer to partially address the minimun
 

housing needs caused by the population growth and absolescence during
 

the 1982-2000 period, which is convenicnt in order to sustain the
 

total accumulated housing deficiency implying that if the deficit is
 

not cared for, it shall drastically increase.
 

In 1979 only 4,978 houses were constructed with an estimate invest

ment of US$ 39.5 million. The public sector financed 462 houses
 

witi an investment of US$1.8 million and the private sector 4,516
 

houses, with an investment of US$ 37.5 million.
 

The Central American Bank for Economic Integration, through the
 

annual programming and promotion missions carried out in the five

member countries, countries, was able to establish, together with
 

the institutions and agencies involved, a financial demand for
 

housing as follows:
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EFFECTIVE DEMAND
 

(July / June)
 
- Millions of US$-


Expected
1982/1983 1983/1984 Total Investment 
74.4 83.0 
 157.4 196.9
 

From the total of US$157.4 million, 79.2% corresponds to low income
 
housing and 20.8% to medium income housing, as follows:
 

Sales Price Total
 
Percentiles US$ 
 Million US$. 

25-40 5.000 19.0 
40-50 6.500 105.6 
50 + 12,500 32.8 

Total 157.4
 

CABEI has granted to the Honduran Savings and Loan Systewp 37 long
term net financingswhich, as of June 30. 1982, amountei to US$68.1
 
million and 11 short-term loans (construction financing) to start
 
urbanization projects, in the amount of US$3.7 million. 
These funds
 
shall be used for the construction of 5,256 medium income houses 
-

and 5,953 low income houses respectively.
 

The financial share of CABEI, although important, alleviate onl' in
 
part the housing needs of Honduras.
 

As to the production of housing and needs of the low income house
holds, in
a sirvey performed by the Agency for International Develop
 
ment, the situation found for the country was as follows:
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HOUSING PRODUC'r!ON VERSUS NEEDS
 

(Honduras)
 

(Low Income Households)
 

San Pedro Sula and Tegucigalpa
 
Income Group Average need Units Production
 
by Percentiles 1974-1979 
 Needs 	 Needs
 

1. Below the median 4,400 Less than 	 3,150 670 0.16
 
2. 45-50 400 	 2,900 to 


3,150
 
3. 	 35-45 880 2,500 to 

2,900 70 0,07 
4. 25-35 880 	 1,900 to 

2,500 600 0.68
 
5. Below 25 2,200 	 1,90 -
Less than 	 -


LAND AVAILABILITY AND TENURE
 

It is estimated that the capital city of Tegucigalpa has a gross urban
 
area of some 78.2 square kilometers, out of which 30 are considered as
 
the total urbanized area. 
The urban land demand for the Construction
 
Program in the 1979-1983 period, developed by the Superior Council for
 
Economic Planning, as per income levels, is as follows:
 

URBAN LAND DEM4AND
 

(.Honduras)
 

1979-1983
 
Income No. of area
Average useful Percentage
 

Units per house (hectarEfs)
 
Sub-'minimun - . .
 
Minimum 790 
 28.9 3.8
 
Low 1,752 47.9 6.4
 
Medium low 5,791 137.4 18.4
 
Medium 5,050 	 75.3 
 10.1
 
Medium/high 10,737 	 247.1 
 33.1
 
High 10,622 	 211.0 28.2
 
Total 34.742 
 747.6 	 100.0
 

From the above it is concluded that 28.6% of the land adequate for 
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for construction shall be requi.red in this period by low income
 

households and 71.4% by medium and high income households.
 

The following information was obtained from the same source on
 
possible demand of land for the informal sector for the same
 
period:
 

LAND DEMAND FOR THE INFOrmAL SECTOR
 

( Honduras
 

1979 - 1983 

No. of 

Income Houses Urban Rural Total 

Sub-minimum 22,588 114.55 698.62 813.17 44.3 
Minimum 19,666 407.38 300.60 707.98 38.5 
Low 8,836 193.62 44.96 238.58 13.0 
Medium low 3,133 69.79 5.40 75.19 4.1 
Medium 96 - 1.44 1.44 0.1 
Medium high 32 - 0.74 0.74 -
High - - -

Total 54,351 785.34 1,051.76 1,837.10 100 

In the unofficial sector, 83% c'f the land demand corresponds to
 
sub-minimum and minimum income households.
 

NATIONAL DEVELOPMENT PLAN "HOUSING SECTOR"
 

The National Development Plan, Housing Sector of Honduras, for the
 
1979/1983 period, prepared by the Technical Secretariat of the
 
Superior Council for Economic Planning, contains the following
 

objecti yes: 

GENERAL OBJECTIVE
 

Address progressively and integrally the shelter requirements,
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extended to the integration of basic services, community develop

ment, social and economic facilities essential for the wellbeing
 

of the human settlements, giving priority to those of the lowest
 

income levels.
 

SPECIFIC OBJECTIVES
 

- To produce a number of houses and progressive shelter develop

ment covering the minimum needs in the period of the plan, 

especially those larger groups with less household income.
 

- Progressively improve of the houses having inadequate living
 

conditions and provide assistance to overcome their "habitat"
 

condition.
 

- Progressively supply the population centers with the basic
 

community equipment for their adequate development.
 

- To design a national system for human settlements in accordance
 

with and related to the Regfonal Development Policy, seeking
 

an adequate occupation of the national territory and overcoming
 

both urban and rural unbalances, between large and small settle
 

ments.
 

OVERALL GOALS
 

A program of construction of 34,742 houses to benefit some 208,452 

families is included in the overall goals. 

7.3% of this total shall be used to meet the needs of 2,542
 

families of low purchasing power.
 

A total of 591.2 million Lempirasc1) shall be invested during the
 

five-year period.
 

(1)One dollar (US$1.00) = 2 lempiras (L.2.00)
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24.72% of the minimum shelter needs of the major cities shall be
 

fulfilled.
 

Besides, a Support Program shall be performed to:
 

- To improve the housing condition of 20,063 urban families and
 

35,581 rural families.
 

- To obtain financing in the amount of 37.5 million Lempiras to
 
support the participation for housing improvement: The amount
 

of 27.0 million Lempiras for the urban area and 10.5 million
 

Lempiras for the rural area.
 

- To start the construction of 13,191 shelter solutions in the
 

urban area and 2,250 in the rural area.
 

- To begin the investment in social housing projects in approxi

mately 52.0 million Lempiras, of which 47.0 million lempiras
 

are for the urban sector and 5.0 million Lempiras for the rural
 

sector.
 

The execution of this program, according to the plan, shall be under
 

the responsability of the following:
 

- Instituto de la Vivienda (INVA)
 

- Sistema Nacional de Ahorro y Pr~stamo (SNAP) under the manage

ment of FINAVI.
 

- Federaci6n Hondurefia de Cooperativas de Vivienda Limitada
 

CFEHCOVIL).
 

- Asociaci6n de Promoci6n Humana CAPRHU).
 

- Sector Privado Empresarial Independiente del SNAP. (SPEI).
 

As for planning, the Program shall be coordinated by the National
 

Housing Committee and the Technical Labor Committee.
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In financial matters, the participation of the following inter

national institutions has been considered:
 

- Agency for International Development CAID)
 

- Interarmerican Savings:and Loan Bank (ISLB)
 

- Interamerican Development Bank (IDB)
 

- Central American Bank for Economic Integration (CABEI
 

- Central government and executing agencies of local entities.
 

According to the plan, the construction goals shall be in charge
 

of the following agencies:
 

CONSTRUCTION PROGRAM
 

By Entities
 

1979 / 1983 

Sector No. of Total Investment 

Entities Houses % Thousands US$ 

Public Sector 

INVA 6,168 17.7 21,401.2 

Pri vate Sector 

SNAP 10,966 31.6 94,497.7 

SPEI 15,958 46.0 171,577.7 

FEHCOVIL 1,165 3.3 6,765.0 

APRHU 485 1.4 388.0 

28,574 82.3 273,228.4 

TOTAL 34,742 100.0 295,629.6
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A BRIEFING ON PUBLIC AND PRIVATE INSTITUTIONS FOR THE
 

HOUSING SECTOR
 

a) 	PUBLIC SECTOR
 

1. 	Instituto de la Vivienda - INVA 

(Housing Institute)-*
 

Is a government agency, established ir 1957 as a non-profit
 

organization, with own capital. Its ,..Jin office is in
 

Tegucigalpa city and has regional offices in the major
 

cities of the country.
 

Among its main objectives is the promotion of construction
 

of a larger number of low cost houses, rather than a lesser
 

number of higher cost houses. Providing, in this way,a
 

social readjustment of the Honduras as person and households
 

in general. Furthermore it sets forth flexible specifica

tions for urban and rural shelter construction.
 

In achieving these goals, the INVA develops the construction
 

of housing programs and hygienization, directly or indirect

ly.
 

As of this date, the INVA has constructed or financed an
 

estimated of 9,900 houses, with an investment of US$49.5
 

million and has granted 1,700 loans in the amount of US$1.4
 

million for housing improvements and~expansion in the urban
 

areas.
 

2. 	Financie ' Nacional de la Vivienda - FINAVI 

(Financial Government Agency for Housing)
 

FINAVI is a public entity with own capital established on
 

March 18, 1975, with central offices in Tegucigalpa city.
 

Among its main objectives are:
 



a) 	Acts as regulatory agency for the National Savings.and.
 

Loan System for Housing.
 

b) 	Enforces national credit policy for the purchase, con

struction, expansion, repairs, modernization and purchase
 

of mortgages,accordingly.
 

c) 	Issues insurance or any other guaranties for the recovery
 

of mortgage loans and to remove liens (incase of mort

gagor's death) and other related insurance.
 

d) 	Provides financial support to its member for their 

operations.
 

e) 	Purchases and sells mortgage credits produced by the
 

member associations.
 

FINAVI has participated in the financing an estimated 1,848
 

houses, with an investment of US$ 15.0 million.
 

b) 	PRIVATE SECTOR
 

The 	private sector is formed as follows:
 

1. 	Loan and Saving Association for Housing
 

(FINAVI's affiliated members)
 

1.1 La Vivienda, S.A. 	 Tegucigalpa
 

1.2 Casa Propia, S.A. 	 Tegucigalpa
 

1.3 Futuro, S.A. 	 Tegucigalpa
 

1.4 Financiera Metropolitana, S.A. Tegucigalpa
 

1.5 La Vivienda de Sula, S.A. San Pedro Sula
 

1.6 La Constancia, S.A. 	 San Pedro Sula
 

The above six (6) institutions are stock companies special
 

ized in housing credit. To carry out their operations they
 

Aobtain 
 funds from the public and perform financial inter

mediary and trust transactions.
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FINAVI is a regulatory agency for the System, the afore

mentioned institutions became affiliated members, thus
 

being able to rediscount the mortage credit3 they produce,
 

and besides obtain financial support and technical assist

ance in the development of housing projects.
 

This System so structured has approved financings for an
 

estimated 3,779 mortgage credits for equal number of houses,
 

requiring an investment of US$46.6 million. 52% of these
 

houses are located in the city of San Pedro Sula; 16% in
 

Tegucigalpa, 21% in other cities and 11% corresponds to
 

individual credits (non project houses).
 

2. 	Banks and banking-related institutions (approved entities)
 

2.1 	 Instituto de la Vivienda (INVA) Tegucigalpa
 

2.2 	 Banco de los Trabajadores Tegucigalpa
 

2.3 	 Banco Sogerin, S.A. San Pedro Sula
 

2.4 	 Banco Municipal Aut6nomo Tegucigalpa
 

2.5 	 Banco de las Fuerzas Armadas, S.A. Tegucigalpa
 

2.6 	 Fundaci6n de Vivienda Minima de
 

Honduras Tegucigalpa
 

According to FINAVI's Constitutive Law, these public and
 

private institutions have, within their organic structure,
 
specialized departments which perform mortgage credit
 

operations for housing, with the same rights and privileges
 

of the affiliated Savings and Loans Associations ("affiliated
 

entities")
 

3. 	Federaci6n Hondurefia de Cooperativas de Vivienda-FEHCOVIL-


CHonduran Federation Cooperative for Housing Limited)
 

FEHCOVIL started operations in Tegucigalpa on July 1, 1967, 

it is constituted by nine (9)affiliated housing cooperatives 
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and one C11 in the process of affiliating. These housing
 

cooperatives are specifically established to meet the
 

housing needs of their members.
 

The Federation has gained much experience in the cooperative
 

housing field and good reputation in the remaining central
 

american countries.
 

At present it has granted a total of 2,273 housing credits
 

(occupancy contracts) with an approximate investment of
 

US$ 12.0 million.
 

CABEI has approved to FEHCOVIL long-term financings for US$6.9 

million and short-term financings in the amount of US$ 1.3 

million for urbanization work in Its projects. 

It is a remarkable fact that the houses constructed by
 

FEHCOVIL are assigned to the members at cost price, thus
 

facilitating their purchase and repayment.
 

Broadly we may observe that the Republic of Honduras has a
 

well consolidated private and public sectors with an ample
 

experience in the housing field. This consolidation has been
 

backed during the past two decades by the Central American
 

Bank for Economic Integration as their main source of funds. 

Other government agencies participate in the regulation and supply of 

public services for new urbanization projects, as detailed below: 

1. Concejo Metropolitano del Distrito Central -CMDC
(Central District Metropolitan Council)
 
Within the organization of the CMDC, the Petroplan Division,
 

through the Construction Permits Department reviews the urbani

zation and zoning projects and issues its opinion.
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The CMDC grants the final approval for any urbanization project
 
basing its decision both in the opinion of its Construction -

Permits Department and in ths opinion of other government agen

.cies explained further on (SANAA, ENEE, HONDUTEL).
 

The construction of streets and access roads shall be made by
 
the owner of the urbanization, according to the specifications
 
required by the Public Works Division of the CMDC which, after
 
three years, are transferred to the CMDC.
 

The CMDC as a Regulating Agency for Urban Development sets forth
 
laws and regulatic- for all the urbanization project, as detailed
 

below:
 

a) General Zoning Regulations
 

b) Urbanization and Plotting Regulations
 

c) Construction Regulation.
 

2. Servicio Auton6mo Nacional de Acueductos y Alcantarillados - SANAA
(National Autonomous Service for Water and Sewerage)
 
SANAA is a government agency in charge of defining the standards
 
for the potable water and sewerage services for urbanizations 
projects previously approved by the CMDC.
 

The opinion issued by SANAA is needed for the corresponding nego
tiation of all urbanization projects at the CMDC's Construction
 

Permit. Department.
 

a. 	 Empresa Nacional de Energia Elictrica - ENEE 

(Electricity National Company) 

The ENEE is an autonomous government agency established to supply
 
the electricity service. For new housing projects, the electri- °'
 
city costs are absorved by the builders and after three years
 
the facilities are also transferred to ENEE.
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4. *Empresa Hondurefia de Telecomunicaciones (HONDUTEL)
 

(Honduran Telecommunications Company)
 

HONDUTEL is a governmental autonomous entity in charge of
 
supplying the telephone service and controls the telecom
munication network in Honduras.
 

III. BRIEF DESCRIPTION OF THE CENTRAL AMERICAN BANK FOR ECONOMIC
 

INTEGRATION.
 

1. NAME AND ADDRESS: Central American Bank for Economic
 

Integration (Banco Centroamericano de Integraci6n Econd
mica). Apartado Postal 772. Tegucigalpa, Honduras, C. A.
 

2. CONSTITUTION: The Central American Bank for Economic
 

Integration (CABEI) is a multinational institution consti
tuted and founded by the governments of the Republics of
 
Guatemala, El Salvador, Honduras and Nicaragua by Agree
ment signed on December 13, 1960. The Republic of Costa
 
Rica joined the Agreement on July 27, 1963.
 

3. ORGANIZATION: The Board of Governors, constituted by
 

the Ministers of Economy and Presidents of the Central
 
Bank of each of the member countries, is the top authority
 
of the Banck, and determines, its overall strategy.
 

The executive body of the Institution is the five-member
 
Board of Directors, one in behalf of each country, appoin
ted by the Board of Governors, at the proposal of the
 

Governments.
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The President of the Bank, who is elected by the Board
 

of Governors, and has been in the past a member of the
 

Board of Directors, acts as President of the latter and
 

is the executive and administrative official of highest
 

position in the Institution.
 

At the request of the President, the Board of Directors
 

appoints and Executive Vice-President, who is in charge
 

of the direct administration of the Bank. For the mana

gement of its operations, the Bank has the following
 

major divisions: Finance, Programming and Promotion,
 

Analysis and Supervision, Administrative, Legal and
 

Audit Departments.
 

The Bank's headquarters are located in the city of Tegu

cigalpa, Republic of Honduras, and in order to expedite
 

its operations, it has regional offices in each of the
 

member countries, acting as agencies to handle directly
 

the negotiations of its borrowers and to support head

quarters in the performance of all its operations.
 

The Bank has been able to build up a highly qualified
 

professional staff from the five member countries, which
 

permits the development of its operations with a high
 

spirit of regional responsibility.
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In regard to CABEI's Shelter Program, several operative and
 

specialized areas or units are involved. A Permanent Housing
 

Committee which functions under the Vice-Presidency coordi
nates all the different activities of the Program. The local
 

institutions wishing to participate in the program must pre

sent written applications to the Bank accompanied by the in
formation required. Each institution is required to assume
 

a number of responsabilities for the soundness of the loans
 

made as a result of the Bank's resources including responsa

bility for servicing of the loan, repayment of monthly quo

tas of interest and amortization and the housing credit must
 

be insured by a.local institute for mortgage insurance.
 

4. OBJECTIVES: According to the provisions of its
 

Constitutive Agreement, the Bank pursues objectives which
 

shape it as a very special lending institution, for while
 
it promotes balanced economic development, it encourages
 

the regional economic integration among its member coun 

tries.
 

In order to harmonize both purposes, starting from the ana
lysis of the needs of the area, and pursuant to its Consti

tutive Agreement. The Bank finances mainly the following
 

projects:
 

= 	Infrastructure projects to complete the existing regional
 
systems or offset disparities in basic sectors which im

pair the balanced development of Central America.
 

= 	Long-term investment projects in industries of regional
 

nature or of interest for the Central American Market,
 

which contribute to increase the goods available for the
 

Central American trade, and for this and the export sec

tor.
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= Coordinated projects of agriculture and live stock 

specialization aimed at the improvement extension or 
substitution of fields that lead to a Central Ameri

can regional supply. 

= Projects of enterprises needing to expand their ope

rations, modernize their processes or change the or
ganization of their production to improve their ef

ficiency and competitive capacity within the Common 

Market in order to facilitate the Central American 

free trade. 

Housing projects for low and middle income population.
 

Projects of services which are essential for the ope
ration of the Common Market.
 

Projects of social impact in the fields of employment
 

and productivity, health, sanitation, nutrition, edu

cation and training and rural development.
 

= 	 Other productive projects tending to create economic 
and social reciprocity among the member countries 
and increase the Central American trade. 

5. OPERATIONS: Inachieving the objectives of the
 
Institution, the Bank may perform the following opera 

tions:
 

a) Study and promote investment opportunities resulting
 

from the economic integration of the member states, es

-tAblishment proper programming of its activities and
 

the necessary priorities for financing purposes;
 

b) Make or participate inlong - and medium-term loans;
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c) 	Issue its own obligations, which may or may not be
 
guaranteed by bonds, securities or mortgages;
 

d) 	Participate inthe issuance and placement of all 
ty
pes of credit instruments related to the implementa

tion of its purpose;
 

e) Obtain loans, credits and guarantees from Central
 
American, international and foreign finance institu

tions;
 

f) *Act as intermediary in the granting of loans and cre
dits to governments, public institutions and private
 
concerns established in the member states. Toward
 
this end it shall collaborate, as advisable, with
 
other Central American, international or foreign ins
titutions and may participate in the preparation of
 
specific projects in this connection;
 

g) Guarantee obligations of public institutions or pri
vate concerns, up to such amounts and under such
 
terms as determined by the Board of Governors;
 

h) Obtain the guarantee of the member states for the
 
contracting of loans and credits from other financtng
 
institutions;
 

i) Provide, from its own resources or from others ob
tained for such purpose, executive, administrative
 
or technical advisory assistance to loan applicants;
 

j) Carry rut all such additional operations as necessary
 
for Lhe furtherance of Its objectives and operations.
 

The Bank provides loans to both public and private sector.
 
Public sector loans have been primarily for the Central
 
American highway network, the regional telecommunications
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system and loans for water supply, electrification, silo
 

construction, and preinvestment studies for port and trans

portation projects. Of the loans to the private sector, main
 

fields have been manufaturing, tourism, housing and interme

diate financing.
 

6. 	PROGRAMS FOR THE SHELTER SECTOR: The Bank can develop speci

fic 	programs in cooperation with state agencies for the sec

tors of low income which are in need of shelter. The program
 

also pursues the following objectives:
 

1. To obtain resources and to provide the continuing and
 

permanent maintenance of the financing system through:
 

a) 	Savings from the Central America Area and from the
 

exterior, including through the emission of bonds
 

and the sale of mortgages;
 

b) 	International public and bilateral funds;
 

c) 	Funds or private capital from the exterior such as
 

through the commercial banks, insurance companies,
 

and savings and loan associations of the USA.
 

2. 	Endeavour to promote the adoption of laws, standards and
 

uniform documents for the development and financing low
 

and middle income shelter in the Central American coun

tries. The Bank has taken an active interest in promo 

ting minimum construction standards and regulations.
 

3. 	To provide financing for housing to existing institutions
 

which mobilize savings and which provide direct mortgage
 

credit for the construction of housing and stimulate the
 

creation of new institutions of this type.
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4. Increase the competence among the institutions which
 
provide housing credit, and among builders and con
tractors with the objetive of reducing the cost of
 
financing and building of housing.
 

5. Promote the creation of a Central American Market for
 
construction materials produced on the basis of com
mon modules and contribute in this way to the expan
sion and improvement of the Central American cons 
-

truction industry.
 

6. Increase the levels of economic activities in the
 
Central American countries and create opportunities
 

for employment.
 

7. By all these means to stengthen the independence and
 
integration of the countries of the area as well as
 
commercial Central American interchange.
 

Through the attention given to the secondary mortgage mar
ket in the area, the Bank has promoted the development of
 
housing construction, cooperating thereby to the solution
 
of the serious shelter problem of the-egion.
 

7. FINANCIAL RESOURCES: CABEI opened operations with an
 

authorized capital of US$.16.0 million, as Costa Rica be
came a member of the Bank. Later on, in 1965, the autho
rized capital was increased to US$.40.0 million, and in
 
1969 to US$.60.0 million maintaining this figure up to
 
1978, when it was raised to US$.200.0 million. Early in
 
1982 the authorized capital was increased to US$.600.0
 
million.
 

As of May 31, 1982, the capital structure of the Bank
 
showed the following figures:
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Capital
 

Authorized US$. 600.0 million
 

Unsubscribed 240.0 million
 

Subscribed US$. 360.0 million
 

Subject to call 185.0 million
 

Called receivable 20.0 million
 

Paid-up capital US$. 155.0 million
 

General reserve 121.5 million
 

Grants 5.0 million
 

Other 0.5 million
 

Total Capital and Reserves US$. 283.0 million
 

Inorder to separate the use of its resources, the Bank
 

channels its financing through the following five funds:
 

Ordinary Fund, to finance both the public and private
 

sectors, mainly for industrial projects, agriculture
 

and live stock, tourism, services and other lines of
 

business significantly important for regional develop

ment.
 

Central American Fund for Economic Integration, inten

ded to meet the financial needs of the public sector
 
(national government, decentralized entities and inter

prises financed jointly by government and private capi

tal), for the execution of projects in the fields of
 

highways, telecommunications, power, education, irriga

tion, and other fields of investment, aimed at promot

ing and strengthening the economic integration and ba

lanced development of Central America.
 

-

The Housing Fund, aimed at providing financial assistan

ce for the construction of shelter for the low and middle
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income population, through the purchase of mortgages and
 
or through direct loans.
 

Social Development Fund, established to offer very favor
able conditions for the execution of educational, health
 
and sanitation and of economic and social development
 
proyects of integral nature, in the rural and urban areas.
 

= 
Central American Fund for the Corjrnun Market, established
 
in 1981 with the purpose of financing for the Central
 
Banks of the region, the debit balances of the settle 
-

ments in the Central American Clearing House. With the
 
establishment of this Fund, the Bank has considerably ex
tended the scope of its operations, marking available to
 
Central America the means to overcome its temporary in 

trarregional balance of payment problems.	 

-

Since its inception the Bank has been aware of the fact
 
that, to meet some of the financial needs of the region,
 
it shall have to recourse to raising foreign funds. In
 
this regard, the Bank has carried out a 
dynamic entry

into the world capital markets raising from several coun
tries and financial institutions large amounts of funds
 
that are channeled for the region's development. As of
 
May 31, 1982, the funds obtained by the Bank abroad
 
amount to US$.1.068.3 million, which, added to its net
 
worth, have allowed the approval of loans for a total of
 
US$.1.692.6 million, of which US$.1.086.3 million have
 
been disbursed. The foreign funds above mentioned origi
nated in-the following financing institutions:
 

o Interamerican Development Bank (IDB) 
o 	 Agency for International Development (AID) 
" Commercial Banks (USA, Europe, Japan) 
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0 Government Banks or Agencies
 

o Regional Banks 

Resourses for Human Settlements: The banks has been an im
portant resource for financing housing in the -ountries of
 
Central America. Inall, since the Bank's inception 77 loans
 
have been made, totalling US$.224.4 million.
 

Technical Assistance:The Bank has supported researh projects
 
and studies related to its objectives. In the housing field,
 
in cooperation with other institutions, ithas been an impor
tant force for stenghtening construction standards, building
 
codes, financing techniques, etc. The Bank currently serves
 
as Secretariat to the Central American Organization for Hou
sing and Urban Development (COPVIDU).
 

7. LOAN APPROVAL As of May 31, 1982, the Bank had ap
proved a total of 928 loans, for the sum of US$.1.692.6 mil
lion, to the following sectors:
 

Sector No. of U S $. 

Loans Million 
TOTAL 928 1.692.6 

Agriculture and
Fishing 36 62.3 
Mining 7 8.3. 
Manufacturing 319 182.2 
Electricity And Water 65 255.7 
Infrastructure 186 637.5 
Transportation, Storage
& Communications 62 135.1 
Tourism 81 77.6 
Intermediary Fin. 62 53.7 
Social Services 30 55.7 
Housing 77 224.4 



- 31 -


As may be observed, the Bank's financing shows a widely di

versified structure, corresponding to the priorities which
 
both the borrowers and the Bank have considered proper for
 

the fulfillment of regional development purposes.
 

9. 	DISBURSEMENT AND PORTFOLIO: The amount disbursed by the Bank
 

as of May 31, 1982, is US$.1.086.3 million, corresponding to
 
64% of the loans approved as of the same date, this being an
 

indicative factor of the active use of the loans approved.
 

This dynamism of disbursements, together with the result of
 

loan recoveries (US$.336.1 million), has developed a port

folio of US$.741.7 million.
 

10. 	OUTLOOK FOR THE FUTURE: In order to meet its objectives
 

and considering the demands of the present condition of the
 
area, the Bank has focused its credit activity within a 

Medium-Term Plan, intending thereby to rationalize its finan

cing in a manner that may contribute efficiently and timely
 

to achieve the development goals of the area, by orienting
 

its 	financiang to sectors that strengthen agricultural and 
industrial production, that bring greater benefits to-the 
Central American population and contribute to the economic
 

and social stabilization of the area.
 

These purposes imply new quantitative and qualitative needs
 

of funds, which will permit a large share of the Bank in the
 

financing of the area development.
 

The 	estimated amount of lending by the Bank to achieve a mo

re significant impact in the area's development, totals
 

US$.2.0OO.million, to be granted in the 1981-1986 period.
 

The 	sector distribution of this financing is based on a cre
dit strategy oriented towards granting more attention to the
 

region's highest priority sectors, as may be noted in the fo

llowing table:
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CABEI: STRUCTURE OF LOAN APPROVALS BY SECTORS IN THE
 

1981 - 1986 PERIOD IN PERCENTAGES
 

Sectors 1961-81 1081-82 1982-83 1983-84 1984-85 1985-86 

Infrastructure 60.7 49.0 47.0 44.0 40.0 36.0 
Agriculture and 

Fishing 5.2 11.0 11.0 12.0 12.0 14.0 
Industry 17.1 14.0 14.6 15.5 16.7 18.0 
Housing 14.2 18.0 18.0 18.0 18.0 18.0 
Social Development. 2.0 8.0 9.4 10.5 13.3 14.0 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0
 

To achieve the concretion of the medium-term strategy of the
 
Bank, it is necessary to count with own and foreign resources,
 
according to the following structure:
 

Origen of Resources Approvals in the
 
Five-Year Period
 

Foreign resources US$. 1,217.0 million
 

Net recoveries 
 US$. 91.0 million
 
Profits 
 US$. 288.0 million
 
Required Capital 
 US$. 400.0 million
 
Grants 
 US$. 4.0 million
 

TOTAL US$. 2,000.0 million
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ANALYSIS AND DEFINITION OF THE APPROPRIATE ROLE
 

OF THE PUBLIC AND PRIVATE SECTORS
 

In the short foreword of this paper, it was mentioned the fact
 
than in a market economy there is an interaction between 
producers and consumers, originating a decision system involv

ing both the public and the private sectors.
 

Market behavior provides options both to private and public 
-

sectors (MixtEnterprise System) to define its field of action.
 

The government acting as executor, advisor and regulator, 
 -

providing national economic development plans and defining 

specific and general objectives and establishing the goals for 
their achievement in every sector of the national economy. 

Besides that, a very important part of such plans is devoted to
 
define the scope and role that should be played by both public
 
and private institutions in reaching those goals.
 

In this mixed economy system, the incentives that moves the
 
private sector are the potential profits shown in the various
 
alternatives offered by the market (supply and demand of goods
 
and/or services). On the other.hand, the public sector is in
 
charge of the welfare of the whole community, establishing
 
standards and regulations allowing an adequate and balanced
 

social and economic development of the country, as well as 
-

break-even point between the specific benefit of the enterprise
 
producing the goods and services available in the market and
 
the prufit or benefits to be obtained by the remaining popu

lation through their use and consumption.
 

The private sector contributes with its capacity and entrepre
neurship to promote and ensure the best use of the production
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factors (land, capital and labor), thus guaranteeing the
 
most effective use of resources in the various activities,
 

and a sustained extension of the country's productive capa

city as well.
 

It is worth to be mentioned that the sole existence of a 
potential market is not enough to ensure the real operation
 
and existence of such market. Entrepreneurship is required to
 
recognize the real potential of the market. Marketing must
 

appraise and promote the development of such a market. Manage
 
ment, on the other hand, must ensure the effective use of re
sources devoted to each specific activity. Marketing and
 

management are two important tools that the private sector 

uses to perform its role.
 

Economy entities (individuals, institutions and enterprises),
 
such as the private sectors, are motivated to perform their
 

activities in order to obtain specific benefits or profits.
 
With such purpose in mind, they seek be involved in the activi

ties for which they are best capable, experienced or qualified.
 
This meets the basic economy concept of specialization and
 
division of labor, which considers that economic efficiency is
 
enhanced when such economic entities specialized in those acti
vities where they are best or more efficient.
 

Efforts of the private sector are mainly concentrated in the
 
production and supply of goods or services having a demand in
 
the market (i.e. furniture, foodstuffs, housing, etc.). This
 
sector is distinguished by a notorious creative, organizational
 
and management capacity, making it more efficient and productive
 

than the public sector both in operations and in the use of
 

basic production factors (land, capital and labor).
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Public sector institutions often are affected by technical and
 
administrative problems and not only usually operate inef
ficiently under low production and productivity, but also seem
 
to be more inefficient as to the moving and channeling of 
-

funds. 
 In most instances, such institutions establish oper
ation goals for which the financial, human, institutional and
 
other available resources or whatever they are able to move,
 
are far below the requirements to meet such goals.
 

Guidance and promotion of the productive activity of the country,
 
as well as the development of policies for the various activities
 
carried out locally, are among the important tasks of the public
 
sector. Furthermore, strong efforts to keep on a follow up on
 
the economic, political and social development of the country.
 
At the same time seeks to improve the standard of living LF the
 
population and, on the other hand, promotes the increase of acti
vities towards employment generation.
 

As far as housing is concerned, the entrepreneurship capacity
 
of the financing instiuicions for such sector is clearly noted
 
in the special ability which they should have to move the public
 
savings, whether or not said institutions are savingsand loan
 
associations, construction firms, national housing banks or any
 
combination of those.
 

In the housing sector of Honduras, a more efficient guidance and
 
a better coordination between public and private institutions
 
participating in the integral solution of the housing problem
 
has been lacking,to overcome this situation it is needed to 
-

reinforce the.capacity and dynamics on 
this sector. It is also
 
necessary to change the traditional structure of the productive
 
system, as it has continued directing, in a prevailing manner,
 
the housing production, towards the fulfillment of the needs
 
of medium and high income socio-economic population, paying
 
little attention to majority'and less income sectors.
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INTERRELATION BETWEEN THE PUBLIC AND PRIVATE SECTORS
 

In a country's development of the various economic activities
 

and specifically in those peculiar of the housing sector, there
 

is a close relation between the public and the private sectors.
 

In the specific case of housing activities in Honduras, this
 

interrelation is evident through the technical support granted
 

to the sector by the government and the role of guiding and
 

regulating played by institutions such as FINAVI and the Central
 

Bank of Honduras.
 

As stated above, the private sector is formed by the following
 

entities:
 

- Sistema Nacional de Ahorro y Pr~stamo (SNAP) 

- Sector Privado Empresarial Independiente SNAP (SPEI) 
- Federaci6n Hondurefia de Cooperativas de Vivienda, Ltda. 

(FEHCOVIL) 

- Asociaci6n.de Promoci6n Humana CAPRHU) 

FINAVI participates in the Sistema Nacional de Ahorro y Pr~stamo
 

(National Savings and Loans System) as regulating agency. All
 

housing sevings and loans associations are members of the FINAVI
 

in addition to other institutions involved in housing financing.
 

As an autonomous public agency,(FINAVI) intervenes jointly with
 
the savings and loans associations (private entrepreneurship),
 

this system may be considered as a mixed enterprise system.
 

This group of private sector institutions is the market ready
 

to meet the effective demand subject to government's regula

tions.
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Likewise, private system enterprises have some capacity to
 
determine profits expected from funds invested 
 and to 
select and qualify the share of such effective demand to be 
taken care of, thereby diminishing their investment risks.
 

Income, financing, type of house to be constructed, households
 
to be served, establishment of terms and profit rates, shall
 
be considered in this qualification. This qualification is
 
deemed necessary as the housing financing, usually, ismade on
 
long-term, implying a slow recovery, provoking, in some in-
stances, a lack of liquidity in some degree.
 

To be in conditions to continue the financing of housing, the
 
private sector institutions shall have to make use of savings
 
funds, as well as of idle cash from the public and; therefore,
 
intermediary financing institutions shall offer special incen
tives to the owners of such funds. Some of those incentives may
 
be the following:
 

a) Safety (savings shall be accesible and safe) 
b) Profit (an adequate compensation, adequate interest) 
c) Access to credit (a special inducement for savers in the 

possibility of loans for the purchase of housing) 

On the other hand, it is important to outline that, quite often,
 
and usually due to political reasons, representatives of the
 
public sector intend to exceed the limits to be performed by
 
governmental agencies and turn it into management of consider
able productiye operations, resulting in low profits, produc
tivity and excessive paternalism granted to several of such
 

activities.
 

As an example, in the specific case of the housing sector,
 
very frecuently'it is.intended to give rise to the idea that
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the population of a given country is 
so poor that has no
 
capacity whatsoever as subject to credit to seek the so
lution for housing problems and that the only way is that
 
the government develops massive subsidizedhousing projects.
 

The National Housing Plan of Honduras for the 1974-1978 period
 
established a goal of 86,432 housing solutions, of which 71,538
 
units (83%) would be constructed by the public sector and 17%,
 
that is 14,693 by the private sector.
 

At the end Of the aforementioned period, it has been estimated
 
that real production reached only to 28,358 units, that is
 
32.8% of the projected and of this figure only 16,580 were new
 
units. The private sector constructed 12,333 (74.4%) and the
 
public sector only 4,247 units (25.6%).
 

The housing sector of Honduras has maintained a low pace of
 
production, with low productivity. The largest production of
 
housing has been concentrated in the major cities of the country.
 

The private sector continues being the major producer of housing
 
both regarding the number of units and the amount of investment.
 
The role of the construction companies prevails mainly the
 
interest in the production of high cost housing.
 

On the other hand, the action of the government has achieved
 
small impact regarding the fulfillment of the needs of less
 
income population, while the private sector has not been proper
ly encouraged to participate massively in shelter programs for
 
the poorest.
 

ROLE OF THE CENTRAL AMERICAN BANK FOR ECONOMIC INTEGRATION (CABEI)
 

Regionally, Central America, 
 C.A B E I plays- an 
important role in housing financing. In1964 the Housing -
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Financing Program was established, becoming a regulation as
 

well as catalyser agency which has allowed the formation of
 

new entities and has achieved the consolidation of all national
 

housing savings and loans systems, cooperative federations for
 

housing, official housing institutes, real estate banks, com

mercial banks (with mortgage department) and other related 

institutions.
 

Annually CABEI performs promotion visits to the Central American
 

ce~intries, in order to get acquainted with the credit demand of
 

the various sectors of their economy.
 

In the specific case of the housing sector tne total demand is
 

obtained, the best developed projects are analyzed and selected
 

together with the involved institutions and then those having
 

the highest priority are determined.
 

On the other hand, the Board of Directors of CABEI, based on its
 
availabilities, authorizes the funds to be alloted to each sector.
 

These allotment of funds are used'to partially finance those
 

priority projects submitted both by the public and the private
 

sectors.
 

SUMMARY AND SALIENT CONCLUSIONS
 

In general, the housing sector of Honduras has an adequate and
 

sufficient infrastructure, both in the public and private sectors,
 

to meet housing needs and now, in addition to the traditional
 

institutions,.the National Housiog Committee (Comit& Nacional
 

de Vivienda), organized in 1977, shall be the main Sectorial
 

Coordinator. 

The private sector iswell represented by several Savings and
 

Loan Associations, that coordinated by FINAVI, form the National/
 

Savings and Loan System of Honduras.
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Therefore, a dual system is available in which 
 the public
 
sector, in addition to participating actively, plays the role
 
of guide of the various activities performed by both sectors
 

in the housing fields.
 

Notwithstanding the above, more effective guidance and better
 
coordination between public and private entities participating
 
in the integral solution of the housing problem is needed.
 

-Inthe development of national housing policies, efforts shall
 
be made to give more importance -o the sector as a way. to
 
improve the standard of living of the population, promote the
 
generation of employment, the attraction of savings and move
 

the national construction industry.
 

According to the National Development Plan for the 1979/1983
 
five-year period, a construction goal of 34,742 houses, requir
ing an approximate investment of US$295.6 million, was 
established.
 

92.4% of the above mentioned goal shall be executed by the
 
private sector and 7.6% by the public sector. In fact, the
 
significant share of the private sector is noteworthy.
 

It is necessary to change the traditional structures of the
 
housing productive system, which has continued paying more
 
attention to the production of housing for medium income socio
economic groups and little attention to the majority less
 

income sectors.
 

The umbrella of public and private housing entities shall be
 
extended to meet the needs of both the urban and rural sectors.
 

In as much as 
the housing deficit in Honduras has continued
 
growing, it is necessary that the production capacity,
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hnd productivity, of the public and private entities, shall
 

have to be improved. Furthermore, the increase of investment
 
in the housing sector shall have to be encouraged. To this
 

end, it is important to establish'a permanent financing found
ation, a constant flow. As has been noted in previous years,
 

considerable ups and downs have taken place in the investments
 

for housing.
 

In the above mentioned plan's goals, the population sector
 
.below the 25 percentile of income curve was not included.
 

Around 25% of the urban population lives in temporary shelter,
 

lacking basic services. This situation requires the establish

ment of an adequate structure that somehow may help solve the
 

housing needs of these population groups.
 

An adequate and timely solution shall have 'to be given to the
 
problem of land provision for low-cost housing projects, as
 

this problem is one of the major stranglers of the sector.
 

The adequate methods and systems to lower the housing production
 

costs and complementary infrastructure costs, shall be revised,
 

adopting frameworks related to experiments and investigation in
 

the production of materials, design ari construction techniques,
 

minimum specifications, standardization, modulation, etc.
 

The construction goal set in the 1979/1983 National Development
 

Plan Housing Sector, requires funds to be achieved, and there

fore it considers negotiations with AID, IDB, BIAPE, CABEI and
 

local sources.
 

The Central American Bank for Economic Integration, as stabilizer
 

agency, participates granting financial support to public and
 
private sectors institutions involved in the housing problem.
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In addition to the financial support, CABEI also affords tech
nical assistance to the participating institutions under its
 
Housing Financing Program. This assfstance is extended to
 
promotors and cont.actors of housing projects.
 

The above shows that positive results may be obtained in the
 
goals established if there is 
a joint effort and agreement
 
between the institutions of the public and the private sec
tors.
 

In consolidating both sectors, the role of CABEI, as catali
zer agent, is outstanding.
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SHELTER TODAY
 

Shelter isone of the basic needs of man, and as such, it represents
 

one of the many problems faced by societies of all times.
 

A massive population growth and an increase inlow-income groups are
 

two of the most difficult problems the world has to deal with today. Only
 

recently we started to be concerned with these problems. Because of these
 

problems, the world's population today lives in a situation inwhich social
 

problems tend to intensify as time goes by. Our complex societies, exposed
 

to the effects of population growth and lack of economic means in order to
 

survive, are forcing humanity and their leaders to face a 
new challenge. This
 

never-ending prospect of needs is beginning to show the urgent necessity to
 

improve our housing policies and management.
 

We are suddenly realizing that many countries have started long ago to
 

involve themselves in the maximum use of their resources 
inorder to satisfy
 

their social needs.
 

Due to the sudden process that generally takes place, cities tend to grow
 

without the means of a proper organization. This helps the development of
 

informal human settlements that represent the misery of a nation. The problem
 

becomes even more complicated when we take into consideration that our population
 

isa mixture of many races with great differences among themselves.
 

The solution of the housing problems of a population with social, economic
 

and cultural differences, demands a certain amount of knowledge as 
to how to
 

handle this specific situation. For that purpose it isessential not only to
 

analyze the number of houses that must be constructed to meet the needs but
 

also to evaluate the resources that must be taken into consideration to accomplish
 



the task. This task makes it necessary to lower the standards of quality in
 

order to solve the individual problems of shelter according to the different
 

economic status of the population.
 

HOUSE PRODUCTION
 

As we analyze the figures of house production, we realize that the policies
 

used up to now have not been able to generate proper plans and programs to meet
 

reality. 
 The existing figures of house production do not take into consideration
 

the informal housing construction where it is estimated that 60% of the population
 

.live.
 

The increase in volume due to this type of production is caused by the
 

migration of people to the cities. 
 Due to a lack of social and cultural educa

tion, migrants tend to establish themselves in settlements that do not have
 

the m~nimum requirements of organization and public services to maintain a
 

decent standard of living.
 

Estimate figures considered that by 1980 the total population would grow
 

to 7 million, out of which 23% live in Guatemala City. This means that in the
 

last 20.years, the city has given shelter to 200,000 new families that somehow
 

have managed to solve their housing needs without the proper guidelines and
 

regulations.
 

LOW INCOME HOUSING
 

Guatemala is suffering from a lack of all 
types of housing solutions, the
 

national production is considered to be half the production of other countries
 

with similar conditions. Due to the country's economic situation, almost all
 

the housing production is to be considered in the low-income range, and a major
 

effort is needed in order to create suitable conditions so as to raise the
 

construction standards as much as to general 
-- demand permits.
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The low-income housing needs have been poorly attended by public sectors,
 

leaving the private sector aside in the formulation of construction policies.
 

In 1948, the government started to pay attention to this problem through
 

an agency created for that purpose called Departmento de Vivienda Popular, later,
 

in 1956, the Instituto Cooperativo Interamericano de la Vivienda (ICIV) was created
 

with the help of the U.S. Government. In 1956, this agency was transformed into
 

the Instituto Nacional de la Vivienda (INVI) and in 1973 became what is 
now
 

called Banco Nacional de la Vivienda (BANVI). This agency is the largest and
 

the most important public institution, responsible for executing the government's
 

housing programs through mass production of low-income housing. The existence
 

of other similar institutions has helped create other sources of production in
 

order to relieve the pressure.
 

The creation of different types of public institutions responds to the
 

different policies carried out by the different governments, in their effort
 

to create better solutions that could gather the help of all production sectors
 

of the country.
 

The early ICIV concentrated its efforts in creating self construction pro

grams for families of low income, reaching a mean production of 504 houses a
 

year. Subsequently, INVI took over the self-construction programs in 1965 and
 

also began to deal with self-administered projects, reaching by that time a mean
 

yearly production of 1324 houses. 
 The time came when that Institution under

took the construction of 4,000 houses in a 3-year period, then the policies
 

had to be changed in order to get help from the private sector. To be able
 

to accomplish the project in time, 37 different private sector construction
 

companies handled the field work leaving only the management to be handled by
 

the public sector. Because of the positive result of this joint venture, a
 

big finance institution was created, called BANVI. 
 This financial institution
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became involved in the execution of mass production projects for low income
 

families with the help of the private sector of the construction industry.
 

The production of this institution from 1962 to 1972 -- reached a total
 

of 12,734 houses. This production has increased every year, even more after the
 

1976 earthquake which generated the massive use of informal shelters.
 

PUBLIC AND PRIVATE SECTORS
 

The execution of shelter programs in any country should take into considera

tion the specific needs of the people involved. The public response to that
 

need is far too low and not capable of reaching a definitive solution. For
 

that reason, the help of the private sector is a main necessity.
 

The shelter problem in the last years has forced governments to make
 

difficult decisions in order to accommodate their housing policies to a growing
 

demand and to fewer economical resources.
 

Experience has shown that an easy way out is not available, because the
 

factors involved are too complex, the political situation too fluid, and the
 

economical situation too uncertain; therefore, all actions taken are considered
 

insufficient and incompetent.
 

Being conscious cf that situation makes it irtossible to believe that the
 

protlem could be solved in a short time with the means already available. It
 

is, therefore, necessary to begin a joint and organized participation of all
 

of the production capacities at hand.
 

It is easy to see how the projects undertaken by the private sector have
 

had more success than thosecarried out by the public sector. Programs,
 

policies and decisions are more effective when the private sector takes over,
 

and the needs and recommendations of a specific community are taken into
 

consideration.
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Shelter programs are the result of political decisions of governments and
 

therefore the state is the principal factor toward accomplishment.
 

The government's role in the financing of shelter programs should be done
 

by specific policies that create the mechanisms that make itmore feasible for
 

the low-income families to buy houses and that increase the participation of
 

the private sector.
 

Governments all over the world have proven to be poor managers of housing
 

programs and experience has demonstrated that it ismore economical to leave
 

the job to other sectors that do not have to deal with institutional conflicts,
 

lack of organization, and no coordination.
 

For that reason, it is necessary to create practical solutions to help
 

solve the shelter problem we are experiencing by making the public sector
 

combine efforts with the private sector inorder to create substantial means
 

of shelter production.
 

EARTHQUAKE EXPERIENCE
 

In1976, the country suffered one of the most severe earthquakes of its
 

history. This experience gave the opportunity to test a joint venture between
 

public and private sectors against disaster. Emergency policies were created
 

in order to face the great shelter shortage. Because of this change inpolicies,
 

the "LOT WITH SERVICE" was created as part of a new image of shelter solution,
 

helping more than 10,000 families to build a better home than the one they had
 

before. This type of project allowed private and public sectors t, work together
 

as a team. On the one hand, the government, through BANVI, was in charge of
 

the organization, promotion, supervision and financing, and, on the other hand,
 

private sector was incharge of field work and construction.
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SHELTER POLICY
 

In the housing industry of underdeveloped countries today the emergency
 

shelter production is very important because the emergency shelters generally
 

constitute permanent houses for most of the low-income families that have
 

migrated from the country to the cities in search of a better standard of
 

living. They settle on the hillsides outside the cities or constitute slums
 

on private or publicly-invaded areas, where there are no public services
 

available. In our country, population growth is considered no less than 2% a
 

year in the rural areas and 4% in the cities. In the slums, the estimated
 

growth is 8% per year.
 

The pattern followed by low-income settlements is the result of particular
 

historic situations of the country, followed by uneven distribution of resources
 

available in which basic human needs have not been fulfilled properly such as
 

housing, education, food, health and work.
 

Approximately 60% of the population in Latin America is suffering high rates
 

of urban population growth, a trend that will continue until the end of the
 

century. Low-income settlements represent 59% of the total population of
 

Guatemala City, 30% of Rio de Janiero, 60% of Bogota and 46% of Mexico City.
 

Considering these rough figures, it becomes easy to understand the importance
 

of this type of construction in our countries.
 

It is essential to create new technologies and design alternatives toward
 

a better use of the land in this type of settlements since they represent a
 

formal response to the shelter needs of low-income families.
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I. GUATEMALA,GENERAL INFORMATION.
 

1. GEOGRAPHICAL DATA. 

1.1.1 	Situation.- Guatemala, one of the five republics of Central America
 

(excluding Panama) is located at the western end of the Central
 

american ithmus and its limits are:
 

to the north and west: Mexico
 

to the east: Belize, the Caribbean Sea, Honduras and El Salvador
 

to the south: the Pacific Ocean
 

1.1.2 	Area: .108,889 square kms.
 

1.1.3 	Geographic regions.- There are five basic regions in the country
 

according to the their geographic conformation:
 

1.1.3.1 Peten.- This vast and karstic flatland in the north of the 

country, is part of the Yucatan peninsula and is mostly 

covered by tropical rainforest and grassland. Wide and placid 

rivers flow through this region, that also includes numeious 

lakes and lagoons. Temperatures in this area are normally 

high with a minimum average of 200 C. and a maximum average 

of 300 C. Rains pour down all over this region almost year 

round, with an average annual precipitation of 2,000 mm. 

Altitudes in this area range between 0 and 200 mts. for most
 

of the 	zone, but some elevations can be. found at the Maya -

Mountains at the southeast of the region wher. altitudes 

range between 200 and 1,000 mts. Percentage of humidity for
 

the area ranges between 60 and 80.
 

1.1.3.2 	The Northern Highlands.- A series of rough, forest covered,
 

astounding mountain ranges resting along the north central 

part of the country between Peten or the Mexican border and
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the Motagua river.
 

This region stretches from Mexico in the west to the -


Caribbean Sea in the east of the country. Most waterways
 

in this 	area are rushy mountain streams, except for a few
 

important rivers that strive their way to the coast through
 

canyons 	and gorges caved on the rock. Average minimum -

temperatures vary from a cold 5°C at Huehuetenango's Cuchu

matanes 	range to a mild 200C in Alta Verapaz, while average
 

maximum 	temperatures are around 250C all over the region.
 

The percentage of humidity for the area goes from 60 to 70.
 

Rainy seasons here are long and annual precipitation varies
 

between 	2,000 rpm and 4,000 mm, and altitudes range between
 

1,000 and 3,000 mts. 

1.1.3.3 	The Central Highlands.- This region as the Northern High

lands, is a continuation of the Sierra Madre mountain system 

in Mexico going through the country in a west to cast -

direction from Mexico to Honduras and El Salvador. It shows 

an alternative landscape of pine covered mountain ranges 

and fertile valleys. This area is full of cone shaped -

volcanoes and crater-like lakes that reflect its seismic 

activity. A rainy season strikes the area from may to october 

leaving the remaining six months for cloud-free skys and 

tempered weather. Average annual precipi.ation varies from 

1,200 mm to 4,000 mm. Temperatures here rank between cold 

and mild with an average minimum of 50-150 C and average 

o.o./ 
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maximum of 200 -250 C. The percentage of humidity for this
 

area ranks between 50 and 60.
 

1. 1.3.4 The semiarid region.- This area lies between the Northern
 

and Central Highlands presenting dry desert-like landscapes
 

of scarce vegetation and sandy soils. Except for the Motagua
 

river that flows along this region providing its only fertile
 

land on its banks, most waterways are seasonal creeks that
 

remain dry during great part of the year. Temperatures are
 

extreme with an average minimum of 15oC to an average maxi

mum of 300C and these two figures can be minimum and maxi

mum temperatures of a single day. Rainy season is short 
-


(45 to 60 days per annum) and average annual precipitation
 

varies between 400 and 1,000 mm.
 

Altitudes is this area range from 200 to 1,000 mts. The 
-


percentage of humidity never reaches 50%.
 

1. 1.3.5 The Southern Coast.- A strip of fertile lowlands of tropical
 

vegetation, that extends between the mountain ranges and the
 

shores of the Pacific Ocean, this region is the most import

ant agricultural and catEle raising zone in the country. All
 

rivers flowing down from the highlands towards the coast pass
 

through the area assuring water supply for crops even during
 

the dry months. Rainy season stretches from early May to late
 

November with an average annual precipitation of 2,500 mm.
 

Temperatures are warm or even hot, with a minimum average of
 

200C and the maximum average of 350C. This region is almost
 

enterely flat with altitudes variations between 0 to 200 mts.
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The percentage of humidity varies between 60 at the 


mountains footsteps to 80 or even 90 at the shores of the
 

ocean.
 

1.1.4 Population.
 

1.1.4.1 Total Population : 7,000,000*
 

1.1.4.2 Rural Population : 4,270,000 (61% of total pop.)
 

1.1.4.3 Urban Population : 2,730,000 (39% of total pop.)
 

1.1.4.4 Population of metropolitan Guatemala City.: 1,300,000
 
(18,5% of Tot. Pop.)
 

1.1.4.5 Indigenous Population: 4,300,000+(62% of total pop.)
 

1.1.4.6 Non indigenous (ladino) population: 2,700,000 (48% of Tot.Pop
 

1.1.4.7 Population per square kilometer 64.3. Although it varies 
-


from one region to an other, thus Peten has 2 persons per
 

sq. km., the Northern Highlands 47.5, the Central Highlands
 

127.7 the Semiarid Region 65, the Southern Coast 88 and the
 

Departamento of GuatemalF 691 inhabitants per sq. km.
 

1.1.4.8 Population by age+
 

years of age population Percentage of Total Pop. 

0 - 6 1,582,000 22.6 

7  12 1,092,000 15.6 
13 - 19 1,064,000 15.2 

20 - 64 3,045,000 43.5 

65 and more 217,000 3.1 
TOTAL 7,000,000 100.0 

Guatemala has a young population, 53.4% of tot4.! popu-

lation is under twenty years of age and more than two 
-


thirds of total population is under 30 years of age.
 

. All Geographical data from National Geographic Institute. Guatemala
 
• CEPAL (ECLA) Seminario sobre Pobreza y Grado de Satisfacci6n de las
 
Necesidades B~sicas en el Istmo Centroamericano (1981).
 

+ Estimated.
 
• • ./
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1.1.4.9 National population growth rate: 29 per thousand inhabitants.
 

Birth rate: 36.97 per thousand inhabitants
 

Death rate: 12.74 per thousand inhabitants
 

1.1.5 Economy.
 

1.1.5.1 Labor Force
 

Total labor force: 2,100,000* or 30.5% of total population
 

Working in agriculture: 58.2% of total labor force*
 

Working in industry and energy: 17.7% of total labor force*
 

Working in commerce and services: 24.1% of total labor force*
 

1.1.5.2 Income distribution by deciles in Quetzales (One Quetzal=One
 

U.S. Dollar).
 

Tenths Per Capita Family Monthly Annual Family
 
Monthly Income Income Income
 
(average)
 

I 10.11 45.19 542.28
 
II 16.99 75.94 911.28
 
III 20.49 91.59 1,099.08
 
IV 24.01 107.32 1,287.84
 
V 27.58 123.28 1,479.36
 
VI 31.17 139.33 1,671.96
 
VII 33.30 148.85 1,786.20
 
VIII 34.01 152.02 1,824.24
 
IX 45.20 202.45 2,429.40
 
X 71.20 318.26 3,819.12
 

.La Distribuci6n del Ingreso en Guatemala, Evelyn Klussmann. 1973.
 

1.1.5.3 Gross domestic product US$ 3,130.2* (in millions of 1958)
 

1.1.5.4 Value of exports (1981) US$ 1,533.9*
 

1.1.5.5 Value of imports (1981) US$ 2,189.6*
 

1.1.5.6 Inflation rate: (1981) ll.4%*(consummer price index)
 

1.1.5.7 Major Export Products : Coffee, cotton, sugar, meat.
 
* 	 CEPAL (ECLA) Seminario sobre Pobreza y Grado de Satisfacci6n de las Nece
sidades Bdsicas en el Istmo Centroamericano (1981). 

http:3,819.12
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1.1.6 Education: Elementary school is free-charged and compulsory 

between ages 7 and 14. In 1978 10.7% of the National budget was
 

assigned to education.
 

1.1.6.1 Elementary school attendance*
 

Rural % of rural pop. on Urban % of Urban pop. on 
ages 7 - 14 ages 7 - 14 

375,117 52 295,030 79 

1.1.6.2 Secondary school attendance* 135,801
 

1.1.6.3 Vocational school attendance* 3,276
 

1.1.6.4 There are five universities in the Country with an -

attendance of 50,000 students , One of these institutions, 

the Universidad de San Carlos was founded in 1676. 

1.1.6.5 The percentage of illiterate population is 54.4% for the
 

whole country, but this percentage is 68.2 for rural areas
 

and 77.6 for indigenous population.
 

1.1.7 Health.** 

1.1.7.1 Number of medical doctors by 10,000 inhabitants: 2.5
 

1.1.7.2 Total number of medical doctors (1973): 1,310
 

1.1.7.3 Total number of dentists (1973): 302
 

1.1.7.4 Total number of nurses (1973): 6,535
 

1.1.7.5 Number of hospital beds by 1,000 inhabitants: 1.9
 

1.1.7.6 Death rate by thousand children under one year of age: 83-46%
 

of all deaths are of children under four years of age.
 

CEPAL (ECLA) Seminario sobre Pobreza y Grado de Satisfacci6n de 
las Necesidades Bgsicas en el Istmo Centroamericano (1981). 

•* All Health information from National Census 1973.
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II. SHELTER SECTOR CHARACTERISTICS.
 

2.1. SETTLEMENT PATTERNS.
 

As we could see in paragraphl.l.4,distribution of population
 

in Guatemala is quite uneven. This settlement pattern is the
 

direct result of social and economical conditions, which pull
 

people towards certain zcnes or places or keep them in their
 

traditional regions or towns. There is not a private or public
 

policy that might orientate human settlement into a more balanced
 

situation.
 

There are over populated zones with scarce resources, and other
 

places which are plenty of resources with a small number of 

inhabitants. It is also clear that the most energetic activities
 

tend to gather around Guatemala City (which concentrates more 

than ld% of total population), while large portions of the rural 

population live in small farms dispersed over extended areas. 

Support infrastructure for industry and living is also concentrat

ed in or around Guatemala City, causing that more than 1,200 out
 

of 2,000 industrial centers in the Country (1973) are located in
 

the City, generating 70% of the gross industrial added value. -


Concentration of commercial enterprices is also evident, and 
 -


according to the Ministry of Health 52.5% of all hospital beds
 

in the country and 62% of all medical consultations in the nation
 

are reported in Guatemala City. Elementary education in the City
 

covers 70% of the demand for such an education, while schools in
 

the rest of the country cover a mere 46% of their demand. Guate

mala City's secondary school facilities count for more than fifty
 



per cent of all students attending such educational level in
 

the country.
 

Consequently, Guatemala City's population grows faster than any
 

other place in the country (except of Peten and Izabal) due to 

the attraction its benefits draw in rural population, an this 

boom produced serious problems in sanitation, health, education, 

housing, and transportation which primarily affect low income 

population. 

22.1 Human Settlements. 

2. 	 1.1.1 Urban Settlements.- The metropolitan area of Guatemala -

City concentrate 44% of the country's urban population, 

and it is 17 times more populated than Quetzaltenango, 

the second largest city.
 

19 Major 	centers have a population over 10,000 inhabitants, 

but all of them are under 100,000 people.
 

695 regional centers are between 1,000 and 10,000 inhabit

ants.
 

2.1.1.2 Rural Settlements.- 1,400 villages with a population 

between 400 and 1,000 inhabitants. 

3,000 hamlets varying between 200 and 400 inhabitants. 

12,900 clusters under 200 inhabitants.
 

2Z.2 Migrations.
 

Although birth rates are higher in rural areas, urban growth
 

of population shows higher figures because of migration, this
 

particular factor reflects great movility of the population. 

. . . / 
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These migrations can be explained by the fact that young people 

from rural areas are attracted by cities and towns which 

apparently offer better employment opportunities, better education 

facilities for their children, and better services; but can also 

be the result of the concentration of properties and production 

assets, low productivity in certains zones, and substitution of 

human labor by modern technology in big farms. 

The most attractive departamentos for migrants, which therefore 

show possitive population growth are Peten (30.8%) (in this 

particular case, migration is increased by colonization programs),
 

Izabal (10.7%), Guatemala (5.6%), Escuintla (2.1%).
 

On the other hand, the departamentos that contribute more to
 

these migration flow, showing negative population growth, are
 

El Progreso (-6.18%), Zacapa (-6.16%), Chiquimula (-5.9%), Baja 

Verapaz (-4.25%), Santa Rosa (-3.5%) and San Marcos (-2.29%). 

It is interesting to point out that El Progreso, Zacapa, Chiqui 

mula and Baja Verapaz conform the Semiarid Region.
 

One important characteristic of these migration flows is that
 

in most cases it takes different steps: from the countryside to
 

small towns and then into bigger cities. Consequently, certain
 

towns show high rates of immigration, and at the same time high
 

rates of emigration. That is the case of Escuintla, a city in
 

the Southern Coast where immigration between 1969 and 1979 show

ed a figure of 27,500 new residents, and emigration figure for
 

the same period was 22,000.
 



...	 / 10. 

2.2 	HOUSING STOCK 

According to 1973 National Census there was a total of 1,013,817
 

housing units in the country, for a total population of 5,030,133
 

inhabitants. There is not an updated figure for present day hous

ing stock, but based upon the increase of population during these
 

years it can be estimated a total of 1,410,870 units for the whole
 

country. Urban stock counts for 34% of total number of units, that
 

in cities and towns over 1000 inhabit-.
is that 479,695 units are 


ants and 931,175 units correspond to small villages and dispersed
 

farmhouses.
 

2.2.1 CONSTRUCTION PATTERNS 

Depending upon its construction pattern and size, these housing 

units can be classified in the following categories: 

a) Single house : 

One or several rooms that according to its or their construc

tion pattern, is designed to shelter a single family group.
 

b) 	 Apartment : 

Same as Single House but included in a complex of similar units 

as in a building or cluster. 

c) Tenement House Room :
 

A room in a large house divided into several units of this type
 

in order to rent them to independent family groups.
 

d) Cabin
 

Single House, usually rural, which has been built with locally

found, natural materials like mud, straw, cane, logs, timber,
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stone, etc.
 

e) Shack :
 

A provisional or temporary house built with waste materials, as
 

those used by families in squatter settlements.
 

f) 	Others : 

In this classification are included all other units as tents, 

boats, sheds, boothes, natural shelters, vehicles, etc. 

1973 National Census figures showed the following percentages of
 

units, according to the above mentioned classification, for urban
 

and rural stock.
 

PERCENTAGE BY TYPE OF UNIT.
 

Single Apart- Tenement Cabin Shack
 
House ment" Hs. Room
 

URBAN 73.62 4.98 11.70 6.00 3.53
 

RURAL 60.51 0.42 0,84 36.46 1.57
 

TOTAL 67.07 2.70 6.27 21.23 2.55
 

2.2.2 TENURE OF HOUSING UNITS 

Depending upon its tenure, housing stock can be classified in:
 

totally paid units, units under a payment process, rented units,
 

and lent units.
 

1973 percentages were as follows
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PERCENTAGE BY TENURE. 

Totally Under Rented Lent
 
Paid Payment
 

URBAN 44.13 7.83 31.26 13.10 

RURAL 58.64 0.76 2.02 34.35
 

TOTAL 51.39 4.30 16.64 23.72
 

These figures should have significantly changed after 1976 

earthquake, mainly those of the under payment type, since more than 

eighty thousand new houses were built in the following three years 

by the government and private institutions as well, and the majority 

of the new units were sold under monthly installment plans, with a'
 

payment period that varied from ten to twenty years.,
 

This is specially significant for rural areas where long term payment
 

plans were almost unknown before the reconstruction process, and 

more than half of all new units were assigned,to such areas.
 

2.2.3 LIVING STANDARDS OF HOUSING'STOCK. 

Water service. 54% of total housing units obtain their water supply 

from water wells, rivers, lakes or springs. In rural areas 80% of 

the units obtain their water supply from these sources. 82% of the 

urban units dnd 43% of the rural units are connected to private or 

municipal water networks. 

Energy. 50% of all units use kerosene and wood for lighting and cooking - 

while 28% use electricity for thE same purposes. 
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Sewage. 59% of all units (84% in rural areas) lack any sewage sys

tem. Septic tanks are used by 19% of all units, in urban areas 

this type of sewage is used by 30% of the units. A mere 15% of all
 

houses in the country have water closets connected to public net

works.
 

Overcrowding. If it is considered that a room of 9 sq. mts. is 


overcrowded when more than three people live in it, 59% of all -

houses in the country (67% in rural areas) are overcrowded.
 

Number of rooms. Considering a room as a living space of a mini-

mum of 4 sq. mts. 41% of all houses has two rooms, 30% one room 

and 14% has thre.; rooms. Most of these rooms are used as bedrooms
 

and in second place as cooking/eating spaces.
 

2.2.4 PRODUCTION PATTERNS. 

Through the years, the construction of houses in Guatemala has -

been carried out under two definite modalities: the formal modali
 

ty and the informal one.
 

The formal modality includes all constructions made by trained -

technicians, using appropriate materials and safe building methods.
 

This modality has normally had access to credits, their own finan

cial resources and has followed more or less, the trends of modern
 

construction throughout the world.
 

The informal modality otherwise, has been the expontaneous answer
 

to housing needs of large sectors of the population that lack fi

nancial resources to afford payment for a well designed, safely 

constructed house.
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As it may certainly be supposed, the majority of the houses built 

in Guatemala are the product of the informal modality of construc
 

tion. According to the publication "El Problema de la Vivienda Po
 

pular en Guatemala" (CIVDU, CIID, SIAP, IDESAC, 1978), the infor

mal modality is responsable for 70.6% of all houses built in Gua

temala City. Although there is not a similar study for the rest
 

of the country, it can be assumed that figures must be higher for
 

such areas.
 

-Between 1973 and 1975, 9500 houses were built under the formal 

modality, while the informal modality produced 23000 units during 

the same period. 

This tendency suffered a significant change after 1976 earthquake 

due to reconstruction activity, which generated an increase in 

public and private investment in housing. Between 1977 and 1979 

the formal modality was responsable for the construction of an 

average of 20000 units a year. 

Once again after 1979 the production of houses under the formal 

modality decreased as a result of local political instability, -

high interest rates for international credits, and a severe crisis 

in country's economy due to the descent of international prices for 

Guatemala's main exports. 

The formal modality includes two different sectors, the public sec
 

tor and the private one. The private sector is formed by construc

tion companies, construction materials industries, construction re
 

lated professionals, and private banking. Most of the product of
 

. • ./ 
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the private sector is aimed to meet the demand of middle and upper 

strata of the population, however, the present economical crisis 

is increasingly leading private contractors to attend lower incuzne 

sectors of the population, and new private managed projects for 

these sectors are now sprouting in several places. 

The production figures of the private sector in Guatemala during
 

the last ten years are as follows: 

PERIOD NUMBER OF UNITS PER ANNUM 

1972-1975 Between 2100 and 2612 

1976 2731 

1977 2685 

1978 2124 

1979 2043 

1980 1421 

1981 2089 

In respect to the public sector, until 1976, the production of 

houses was the exclusive competence of the National Bank of --

Housing -BANVI- which produced 1558 units in 1974, 1192 units in 

1975, and 1280 in 1976.
 

From 1976, because of the quake, it can be observed an increase
 

of housing production due to reconstruction programs, under the
 

coordination of the National Committee of Reconstruction -CRN-.
 

This coordination was responsable for the construction of 48,231
 

units in 1976.
 

To manage reconstruction programs, two new offices were created,
 

one of them inside BANVI, to attend programs in Metropolitan Gua
 

temala City and ten provincial capitals, and the other one, as a
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housing department in the National Bank for Agriculture Develop

ment -BANDESA-.
 

The last one aimed to attend housing programs for tural areas.
 

Most of the projects realized by BANVI Reconstruction, were urban
 

complexes for low income families who invaded private or public
 

land after the quake. These projects were the first in the -

country to include such modalities as Site and Services, Basic 

Units, Core Houses, etc. 

Early this year BANVI's projects has provided a definitive so

lution for 20000 affected families.
 

-BANDESA's program, on the other hand, attended rural families 

who already owned their own lot, and had lost their house during 

the quake. Consequently this program consisted of individual 

credits, that included construction supervision by the agency 

technicians, and allowed families to build the house under their 

own management. By the end of 1982, BANDESA will have granted 

64,981 credits of this type, in one of the most successful hous

ing programs ever realized in the country. 

Other successful program coordinated by the CRN during these -

reconstruction years, has been carried out by approximatedly 40 

private voluntary agencies, usually called NGO, (for Non Govern

mental Organizations) which are responsable for 28,000 units built 

after the quake, with a strong participation of the benefited -

families. The most important NGO which worked or are still working 

in housing projects are: Caritas, World Neighbours, Fundaci6n del
 

. 0 .1 
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Centavo, IDESAC, Save the Children, Hogar y Desarrollo, The Swiss
 

Disaster Relief, Church World Service and The Norwegian Church Aid.
 

2.2.5 HOUSING DEFICIT. 

Litterally, the housing deficit is the difference between the number 

of households and the number of existing houses. This is a quantita

tive deficit. But there is also a qualitative defi it that includes 

all houses that do not meet minimum requirements for adequate human 

living. 

Guatemala's hc-sing deficit is mostly a qualitative one, which means 

that tha majority of the houses built in this country, do not satisfy 

the minimum needs of their inhabitants. 

As long as updated information is scarce or null, housing deficit 

calculations differ from one source to another, here we will consider 

three different figures from three different institutions, in order 

to show an approximate situation of the housing deficit. 

The Department of Housing at the General Secretariat of the National 

Council of Planning estimated national housing deficit in 1980 in 

486,835 units, considering a deficit of 747,000 units for the end of 

the century. 

Bank of Guatemala's (central bank) Division for Economical Studies 

estimated 1980 deficit in 659,169 units, and the figure for the year 

2000 in 894,114. 

Finally, analyses made by the Housing Investigation Division at the 

National Bank for Housing -BANVI- estimated the global housing defi 

cit for 1980 in 981,269 units, and 1,570,805 units at the end of the 

century. 
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Everyone of the estimations cited above are based in particular
 

criteria and respond to different approaches to the same reality.
 

In any case, no matter which estimation is more accurate the pro

portions of the deficit are completely out of control.
 

2.3 CONSTRUCTION MATERIALS.
 

In Prehispanic Guatemala most of the houses were built with walls
 

made of cane and thatched roofs. All these materials were easily
 

obtained in the surrounding environment, and its constructive tqch
 

nique was extremely simple. 

After the conquest the Spaniards introduced new techniques like 

adobe and brick for walls and tile for the roofs. 

Although this adobe-tile technique is not the best option for a 

seismic country like Guatemala, it is excellent to moderate climate 

extremes, even more if it is accompanied by a design that includes 

central patios and their surrounding corridors. 

With the arrival of the coffee-growers germans, during the second 

half of the last century, and the banana company at the begining 

of this century, foreign techniques are introduced again in several 

zones of the countxy. These techniques includes timber structures 

for the walls and corrugated tin sheets for the roof. These materials, 

imported ii most of the cases, were rapidly adopted by national upper 

classes, influencing in many aspects their "tastes" in housing proto

types. 

In the years that preceded the quake, the construction of formal 

housing in the country was already employing modern techniques, 
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either for design or for construction. Industrialized materials
 

like portland cement, concrete blocks, steel made structures, tin
 

sheets, aluminum windows, etc. were normally used, and most of them
 

were locally produced, though in many cases industries used import

ed.raw materials. Prefabricated methods were also employed includ

ing precast panels for walls, and prestressed structural elements
 

in high-rise building, bridges, etc.
 

Nevertheless , the informal modality of construction, which as 

we mentioned before is responsable for 70% of all constructions,
 

was still using traditional systems like adobe walls - tile roofs,
 

cane walls - thatched roofs, wattle and daub walls - tile or -

thatched roofs, timber or logs for walls and tile or thatched 

roofs, etc.
 

The following table shows percentage of housing units according
 

to the materials they used for walls, as it appeared in 1973 
 -

national census.
 

PERCENTAGE OF HOUSING UNITS ACCORDING TO THEIR WALLS
 
MATERIALS (1973)
 

BRICK OR ADOBE TIMBER WATTLE AND LOGS - CANE 
BLOCK_ DAUB 

URBAN 19.64 51.45 15.48 5.32 
 6.67
 

RURAL 
 2.64 32.68 18.09 13.96 30.89
 

TOTAL 8.61 39.23 17.19 10.94 22.44
 

According to the materials used for roofs 1973 census showed the
 

following percentages.
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PERCENTAGES OF HOUSING UNITS ACCORDING TO THEIR
 
ROOFS MATERIALS (1973)
 

TIN SHEETS TILE. THATCH CONCRETE SLAB
 

33.90 27.9 29.5 7% 

During the quake unappropriate techniques usedin adobe-tile construc

tion, caused the destruction of more than 90% of all unit of this type
 

in the affected areas.
 

As a result of this catastrophe, adobe - tile system was signaled as
 

extremely dangerous by the population and the authorities as well.
 

All over the affected areas new houses were built in most of the 

cases; of concrete block walls and tin sheet roof, changes in construc
 

tion materia" were obvious everywhere.
 

According to "Guatemalan Earthquake Study" (Substantive Report No. 2)
 

an study.of the changes in housing characteristics in seventeen guate.
 

malan communities following the earthquake, prepared by Frederick L.
 

Bates (University of Georgia), W. Timothy Farrell (Instituto de Nutri
 

ci6n de Centroame'rica y Panama) and Jo Ann K. Glittenberg (University 

of Colorado), the use of materials for walls and roofs in these mention
 

ed seventeen communities was a follows.
 

. . o/ 
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PRE- AND POST- EARTHQUAKE WALL TYPES (PERCENTAGES) 

MAEILGUATEMALA CITY HIGHLANDS EAST TOTAL 

PREQUAKE POSTQUAKE PREQUAKE POSTQUAKE 
PREQUAKE POSTQUAKE PREQUAKE POSTQUAKE
 

Patch Work 3.1 14.1 0.2 11.0 0.7 4.5 1.2 
 10.2
 

Cane 1.9 0.0 2.2 8.4 
 6.1 11.8 2.8 6.8
 

Wattle and
 
Daub 0.9 0.0 3.7 3.2 
 12.6 12.5 5.3 4.8
 

Cast Mud
 
Walls 0.0 0.0 1.1 1.0 0.3 
 0.0 0.6 0.1
 

Wood 15.0 31.6 
 1.1 26.9 1.0 28.4 
 5.2 28.7
 

Half Adobe 1.3 
 0.0 0.2 18.3 0.3 3.5 0.6 8.8
 

Half Block 0.6 0.0 0.4 
 5.2 0.0 0.4
2.4 2.9
 

Adobe 64.4 0.0 88.3 
 5.2 76.8 -22.1 78.4 8.2
 

Concrete
 
Block 10.9 46.9 2.4 19.8 2.0 4.9
14.2 26.4
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PRE- AND POST- EARTHQUAKE ROOF TYPES
 

MATERIAL GUATEMALA CITY HIGHLANDS EAST TOTAL 

PREQUAKE POSTQUAKE PREQUAKE POSTQUAKE PREQUAKE POSTQUAKE PREQUAKE POSTQUAKE
 

Thatch 0.9 0.0 4.3 2.6 13.7 7.9 5.9 3.3 

0.0 0.3 0.3 0.2 1.1Wood 0.0 0.0 0.2 


79.9 28.3 42.8 9.1
Tile 7.8 0.0 48.7 3.5 


Tin Sheets 85.9 100.0 45.2 81.5 12.3 49.3 48.4 78.3
 

Asbesto
 
Sheets 3.1 0.0 0.9 10.3 1.0 9.0 .1.6 6.9
 

Concrete
 
Slab 1.6 0.0 0.4 0.4 0.7 1.4 0.8 0.6
 

--- ---.....- ------------------------------------------ "-...------------C ----------------------------
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Although the data showed above has been drawn from the preliminary
 

report and therefore they should ;be regarded as tentative until a
 

full analysis has been completed, they reflect more or less the 
-


tendency in construction materials changes after 1976 earthquake.
 

It is obvious that meanwhile adobe and tile was favorite construc

tion system before the quake, they have been substituted by concrete
 

block, wood and tin sheets in the builders preferences. It is also
 

obvious that tin sheet roof were also popular before the quake, and
 

it can be assumed that the substitution of tile by tin sheet as 
-

favorite roofing material had started beforc the quake which was 
-

just an accelerator of the process.
 

At this moment, it is important tc point-out that, as long as the
 

informal modality is still responsable for most of the units built,
 

this new materials and construction system are not always used with
 

the appropriate techniques, so as it happened before with the adobe

tile system, most of the units being built, no matter if they are -

made of concrete block or steel frames, they are not guaranteed -

against seismic risks. 

2.3.2 CONSTRUCTION MATERIALS INDUSTRY.
 

According to the survey made by the publication Directorio Nacional
 

de Establecimientos Industriales de Guatemala 
(National Office of -


Statistic 1976). there were 502 industrial centers which produced 

materials or commodities for the construction industry. This number
 

represented 25% of all producin9 
units of the country's industrial
 

sector.
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Industries grouped in the construction sector included factories
 

of paints, varnish, clay products, bricks, tiles, non metalic 

mineral products, blocks, sinks, pipes, mosaics, iron and steel 

products, tools, structural elements, and construction machinery
 

and equipment.
 

Major construction materials produced or transformed in the country
 

are fundamentally cement or wood products and a few metalic ones.
 

Cement, limestone, tools and many equipments are produced by indivi
 

dual firms with no ccmpetition in the market.
 

The following table shows the distribution of construction materials
 

industrial units, according to the number of their employees.
 

CONSTRUCTION MATERIALS INDUSTRIAL UNITS ACCORDING TO THE 

NUMBER OF THEIR EMPLOYEES.-

NUMBER OF NUMBER OF
 
CODE EMPLOYEES CATEGORY FACTORIES
 

1* 5 - 9 Small Industry 197 

11* 10 -19 Small Industry- 85 

111* 20 -50 Medium Industry 54 

IV* 51 or more Medium or Large 44 

V** 1 - 4 Shop 	 122 

* National office of Statistics, Directorio Nacional de Estableci

mientos Industriales 1976.
 

** 	 Informe sobre la Situaci6n de la Industria Productora de Materia 

les de Construcci6n despues del Terremoto del 4 de Febrero de 1976. 

General Secretariat of the National Council of Economical Planning, 

May 1976.
 

- . ./ 
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2.3.3 CONSTRUCTION MATERIALS PRICES.
 

The global increase of construction materials price indexes for 1980,
 

based on 1950 was 424.4%.
 

Next table shows price index for 15 materials, in april 1980. It can,
 

be seen that wood (pine, cedar, lining) suffered increases of four 

to six times in respect to 1950 prices. Increases in prices of adobe
 

and bricks were also high, while variations in tile, corrugated tin
 

sheets and barbed wire were moderate.
 

PRICE INDEXES FOR CONSTRUCTION MATERIALS ON APRIL 1980
 
BASED ON 1950 = 100.0 

MATERIAL UNITY % 

Cement 94 Pounds Sack 240.0
 

Brick Thousand Units 422.4
 

Adobe 1 " of 340.9 

Gravel Cubic Meter 358.0 

Sand (yellow) " " " " 349.6 

Roof Tile Thousand Units 130.0 

Fine Board Foot 609.1 

Cedar " " " 465.7
 

Wood Aining Board Foot 612.9
 

Limestone 25 Pounds 479.8
 

Iron (Rods) Piece 240.5
 

Corrugated Tin Sheet SQ. Foot 145.4
 

0 3/4" Pipe Foot 205.6 

3" Nail Pound 207.4
 

Barbed Wire Roll 161.0 

SOURCE : Bank of Guatemala
 

Indices de Precios de Materiales de Construcci6n, Abril 1980.
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2.4 HOUSING DEMAND.
 

According to their average monthly income, guatemalan families are
 

divided into four basic groups.
 

The lowest income strata represents 35.9% of all families with an
 

average monthly income under 0.100.00.
 

Low income strata include 46.8% of all families in the country and
 

their average monthly income varies between Q.101.00 and Q.350.00.
 

Medium income strata represents 14.1% of all families and have an
 

average monthly income between Q.351.00 and Q.900.00.
 

The upper income strata include 3.2% of all families, with an average
 

monthly income over Q.901.00.
 

-
If it is considered that a typical low income family assigns for 


housing purposes between 5% and 15 % of its total income and medium
 

and upper income families can assign between 15% and 30% to the same
 

purpose, it can be assumed that almost half the population cannot
 

afford for a complete housing unit at present costs, and some kind
 

of specific strategy has to be designed to attend this population 

housing needs.
 

In the following table, that shows housing demand for different 

strata of the population in 1981, it is noticed that none of the 

present housing possibilities in the country can be obtained by 35.9%
 

of the population, while 46.8% can be considered for such solutions
 

as site and services,basic unit,chore house etc.
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Housing demand for the next four years can be seen in the following 

table, prepared for the 1983 - 1986 National Development Plan, Housing 

Sector. 

HOUSING DEMAND - PRODUCTION 1983 - 1986 

BASIC MIDDLE UPPER
 

YEAR HOUSING HOUSING HOUSING TOTAL
 

1983 	 24350 2925 1080 28355
 

1984 	 24823 2806 1187 28813
 

1985 	 24446 2251 1252 27949
 

1986 	 23716 2192 1264 27172
 

SOURCE : 	 Department of Housing, General Secretariat of the National
 

Council for Economical Planning - 1982.
 

This demand has been calculated, considering the projection of 

national housing deficit minus an estimated production, based on 

present trends. 

2.5 LAND AVAILABILITY AND TENURE. 

2.5.1 LAND AVAILABILITY.
 

Land in Guatemala has always been scarce for construction purposes.
 

There are four major reasons for that :
 

a) Guatemala is basically an agricultural country, as it can be seen
 

in paragraph 1.1.5.1, 58.2% of the labor force works in agriculture
 

and all major exports are agricultural products. Concentration of
 

land for agricultural purposes, is therefore an unquestionable fact.
 

b) Booming population growth demands great amounts of land every year,
 

and as long as main agricultural lands can not be divided, the rest
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of the availabe land has to be constantly parceled, resulting in 

a constant reduction of the per capita availability of usable 

land. 

c) Concentration of scarce land for speculative purposes. As long 

as usable land becomes more and more scarce, more and more land 

is monopolized for speculative purposes, resulting in a constant 

increase of land value. 

d) People traditional reluctance for living in high-rise apartment.
 

building, conveys cities to span over extended areas demanding
 

even more land.
 

This scarcity of land and its consequent high price, is one of the
 

most important facts that helps to bring about a reduced production
 

of housing units in the country, and that contributes more signi

ficantly in the final cost of housing solutions. This contribution
 

is quite more significant as the solution is more economical.
 

A situation like that is also contributing to push low income strata
 

of the population into unappropriate land like ravines or flooding
 

areas, and into peripheric areas far from their jobs and services.
 

The following table shows the increase of land prices for BANVI 

projects in metropolitan Guatemala City between 1976 - 1979.
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AVERAGE PRICE OF SQUARE METER OF LAND PURCHASED BY THE 
GOVERNMENT, IN DIFFERENT ZONES OF GUATEMALA CITY AND -
ITS VARIATIONS IN FOUR YEARS. 

ZONE 	 1976 1977 1978 1979 

6 	 0.76 12.50 12.88
 

7 	 4.13 10.00
 

5 	 10.00
 

18 2.25 2.50 0.93
 

17* 2.40 5.01 6.50
 

21 	 1.03 0.46 7.16 

19* 	 3.11 

Mixco* 1.29 2.46 8.24
 

Villa Nueva* 0.59 1.07 7.77 5.72
 

San Miguel Petapa* 6.80 3.58
 

San Juan Sacatep4quez* 1.93 1.43
 

Chinautla* 7.15
 

Las Vacas* 2.86
 

San Pedro Ayampuc* ,1.89
 

Average Square Meter 1.88 4.46 5.41 6.74
 

All prices are in Quetzales, One Quetzal = One U.S. Dollar 

SOURCE : 	El Problema de los Asentamientos Precarios en Guatemala,
 

Hermes Marroquin Nov, 1979, based on data from BANVI and
 

Marco Antonio To (Department of Housing, General Secretariat
 

of the National Council for Economical Planning).
 

* Peripherical Zones. 

The next table indicates average prices of sq. mt. of land in 

different 	zones of Guatemala City between 1964 and 1978, showing 

the drastic changes of these prices for certain areas, due to
 

speculation.
 

-- • ./
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AVERAGE PRICES OF SQUARE METER OF LAND IN DIFFERENT ZONES OF 
GUATEMALA CITY. PERIOD 1964 - 1978. 

PRICES YEAR '
 
ZONE 64 - 68 71 - 72 1974 1976 1978
 

1 65.00 86.00.. 108.00 N.A. 180.00
 

2 19.00 32.00 39.00 N.A. 75.00
 
3 21.00 33.00 41.00 N.A. 42.00
 

4 40.00 61.00 76.00 N.A. 217.00
 

5 15.00 21.00 26.00 N.A. 83.00
 

6 12.00 19.00 24.00 N.A. 42.00
 

7 10.00 20.00 26.00 N.A. 75.00 

8 25.00 36.00 45.00 N.A. 58.00
 
9 25.00 42.00 53.00 N.A. 217.00
 

10 18.00 21.00 27.00 N.A. 130.00
 

11 10.00 21.00 26.00 N.A. 75.00
 

12 8.00 15.00 18.00 N.A. 58.00
 

13 13.00 14.00 17.00 N.A. 127.00
 

14 13.00 17.00 23.00 N.A. 85.00
 

15 
 N.A. 12.00 29.00 N.A. 90.00
 

16 
 N.A. 3.00 10.00 11.44 30.00
 

All prices are in Quetzales, One Quetzal = One U.S. Dollar
 

SOURCE El Problema de los Asentamientos Humanos Precarios en Guate

mala, Hermes Marroquin Nov. 1979, based on information from
 

Araujo y Anguiano, Professional Thesis 1979, Hermes Marro

quin and Marco Antonio To.
 

Based on the table above, if we consider an hipothetical project for
 

low income families in Zone 161 which showed the lowest average price
 

per square meter, and if we assume that every family will receive a
 

lot of 72 sq. mts. with a house of 36 sq. mts. we will find out that
 

this family will have to pay 72 x Q.30.00 = Q. 2,160.00 for the lot 

http:2,160.00
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(without considering urbanization costs) and approximately Q.2,000.00
 

(at normal CRN costs) for the house. That means that land will repre

sent 52% of total cost. 

The following table shows total land purchased by BANVI in the last 

years and its cost per square meter. It is important to point out 

that all land purchased by BANVI for regular projects, was bought 

before 1976.
 

TOTAL AMOUNT OF LAND PURCHASED BY BANVI 1976 - 1979
 

AVERAGE PRICE
 

ORIGIN OF FUNDS PURCHASED AREA (SQ.MTS.) TOTAL COSTS 	 PER SQUARE
 
METER
 

Reconstruction 4,874,247.30 Q 8,469,812.17 Q. 1.73
 
Trust (FEER)
 

Joint Venture 4, .42, 154. 50 Q11, 501,090.46 Q. 2i77
 
BANVI/World Bank
 

Regular Projects 4,400,667.29 0 2,506,110.31 	 Q. 0.56
 

T 0 T A L 13,417,269.09 	 Q22, 477,012.94 Q. 1.67 

One Quetzal = One U.S. Dollar
 

SOURCE Land Records, Projects Unit, National Bank of
 
Housing.
 

Average prices of land in different zones.
 

Price variation for rural areas is also important, however there is
 

scarce information ;bout this fact, and most of the projects carried 

out outside Guatemala City consist of credits for families that 

already own their lot, a fact that is quite more common in rural 

areas and provincial cities.
 

.. .e/
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.LAND TENURE. 

According to the 1979 Agricultural Census, there were 610,246 -

properties in the whole Country. About 60% of all these properties 

were exploited by their owners, and represented about 78% of the -

total surface. 

The following table shows the relationship between the number of 

properties and their extension. 

DISTRIBUTION OF PROPERTIES BY STRATA 1979. 

---------------------------------------- -------------------------------

PROPERTIES AREA 

No. % HECTARES 
in thousands) 

% 

1 

II 

III 

IV 

V 

250,918 

296,656 

49,137 

13,158 

477 

41.1 

48.6 

8.1 

2.1 

0.1 

60.9 

616.2 

774.7 

1793.0 

955.5 

1.4 

14.7 

18.4 

42.7 

22.7 

TOTAL 610,246 100.0 

----------------------- ------------------
4200.3 

----------------
100.0 

-----------

SOURCE : CensoAgropecuario 1979 

STRATA : I Properties under 0.7 Hectares 
II Properties between 0.7 and 7 Hectares 

III Properties between 7 and 45 Hectares 
IV Properties between 45 and 900 Hectares 
V Properties over 900 Hectares 

The following table shows the situation of properties in the Depar

tamento of Guatemala. 
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PROPERTIES AND THEIR AREA IN THE DEPARTAMENTO OF GUATEMALA
 
1964.
 

PROPERTIES % HAS. 	 %
 

TOTAL 	 15201 100.0 110,966 100.0 

Owned 8955 58.9 102,516 92.4
 

Rented 3001 19.7 4,532 4.1
 

Communals 478 3.1 655 0.6
 

Usufructed 2556 16.8 2,874 2.6.
 

Others 211 1.4 389 0.3
 

SOURCE : II Agricultural Census 1964.
 

The lack of legal pocession of theiroland, however is one of the
 

bigger problems faced by potential participants of housing projects
 

in rural areas consisting of credits for site owners. Many households
 

have inherited their properties from their elders with ho document at
 

all, many support their property with old titles,even colonial titles,
 

and many have been living in that property for years and consider it
 

as their own.
 

In many cases, land belongs to local municipalities which has never
 

worried of their properties, but are also against legally endowing
 

them to the people who live on them.
 

2.6 	INFRASTRUCTURE : HOW PROVIDED?
 

The provision of infrastructure in housing projects depends on many
 

different institutions, including several ones for the same purpose.
 

BANVI projects normally includes water and sewage networksand roads.
 

Electrical network is provided by INDE (National Institute for --


Electrical Development), schools depends on the Ministry of Education,
 

I e.../ 
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markets on the municipalities and so on.
 

Private projects usually include water and sewage networks and
 

roads, but assign specific areas for the Ministry of Education, the
 

Confederation of Sports, etc. so they can complete infrastructure.
 

It is common to see those areas completely abandoned after a few 

years after the project conclusion.
 

Up to date the National Committee of Reconstruction is coordinating
 

actions among different governmental agencies in order to assure the
 

adequate provision of infrastructure in public projects or NGO projects
 

coordinated by the CR1
 

A typical coordination of the CRI1 would include the following steps
 

l.-	 Design of units and urbanization by executive agency (BANVI, BANDE
 

SA, NGO).
 

2.-	 Constriction of urbarization (water, sewarte networks, roads) and 

housing units by a private contractor under executive age-icy 

supervision. 

3.- Selection of participants by CRN and e-ecutive agency. 

4.- Construction of electrical network and public lighting system by 

INDE. 

5.- Construction of schools by the Ministry of Education. 

6.- Construction of sport fields by the National Confederation of -

Sports. 

7.- Construction of parks by the local municipality. 

8.- Allocation of units to participants by C.Rq and executive acency. 

9.- Conne~:ioa of water arnd sawaga networ-ks to m:unicipal networ:'s 1-y 

local municipalities. 



... / 38. 

10.- Connexion of electrical network to national networks by INDE.
 

11.- Assignation of teachers'to new schools by the Ministry of Edu

cation.
 

12.- Assignation of park3 and roads to local municipality 
for further
 

maintenance.
 

13.- Assignation of public lighting to INDE for future maintenance
 

and service.
 

14.- Issuance of property to participants by CrN and the executive
 

agency.
 

3. 	 THE DIATIOAL COU.ITTEE OF RECONSTRUCTION (CRN). 

one month
The National Committee of Reconstruction (CRIU) was founded 

of 1976 in order to coordinate all efforts aLned
after the earthquake 

to rebuild the affezted areas. This coordination includes govarnmental 

and non governmental actions, and/its main goal consists of 
orienting
 

these actions into an efficient process.
 

obvious that fisical reconstruction'After a certain time, it became 

was not enough, and reconstruction programs started to contain such 

aspects as people xotivation, comnunity organization, and self -

became integral devaloo 
management of coi,=una! programs. At last they 

ment programis where different agencies, under the CIRN coordination got
 

along with the people in all sort of development projects from housing
 

-

to agricultural improvement, from potable water networks to biogas 


digestors.
 

Whole communities became involved in such programs. Original housing
 

reconstruction projects gave way to potable water networks, latrines,
 

e*l/
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low consumming lorena stoves, electricity, new agricultural techniques
 

for traditional crops,and knowledge of new crops for higher incomes. 
-

Community organization in local reconstruction committees offered the
 

people new possibilities for managing their own businesses, cooperative
 

groups appeared all over the affected areas,and people participation
 

in all kind of projects,providing their labor and local materials, -

permitted the conclusion of many pojects that otherwise would have 
-

not been carried out.
 

However, this successful reconstruction process has been hardly 
 -

affected by later years struggle between the guerrillas and the army.
 

People in rural communities became afraid of meetings, particularly
 

if they were held during the night, community organization almost 

desappeared. As a matter of fact, reconstruction activities had to
 

be reduced to safe areas, and many projects were abandoned.
 

In spite of that situation, reconstruction projects in Guatemala -

City and the eastern provinces remained normally, and after new 
-


natural disasters in these areas 
like Santa Rosa's earthquakes of 

1979, Lake Peten Itza's floods of 1981 and Jalpatagua's eart9':ake 

early this year, new projects were 'begun under the CRN usual methods. 

On August 2 1982, a new reconstruction program was started _J assist 

the western highland, and the CRN was called again to be in charge. 

This new program called PAAC (for Conflict Areas Action Plan) tends 

to help villages and hamlets destroyed by the war, to rebuild their 

houses and to start productio: again. After two months, temporary 

shelter has been provided for about 5000 families in Estancia de la
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Virgen, Varituc, San Jose Poaquil, Nebaj, Nent6n and other places
 

and simultaneously, seeds and fertilizers are given to the families
 

so they can start again the cultivation of their farms.
 

Some of the communities being helped by the PAAC have remained in 

their same places, but others are completely new settlements.
 

These new communities are designed to become after a certain time,
 

self-reliant villages, the projects include a village center with
 

school, health post, church, and the houses; and a surrounding farm

land which will be cultivated under a cooperative systen by the 

community.
 

As long as the availability of funds is scarce due to the economical
 

crisis of the country, these new communities must be designed for a
 

maximum use of local materials, appropriate technology and maximum
 

participation of community members, who will provide most of the 
 -

labor in constructicn jobs. Temporary shelters are made of locally
 

sawed wood and tin sheets for the roofs. All walls are completed by
 

the families with such traditional methods as adobe (protected with
 

barbed wire and diagonal braces), cane, wattle and daub, etc. These
 

shelters and the whole village will be improved step by step, as long
 

as new funds are available, and community economical conditions get
 

better with new production and better marketing methods.
 

3.1 CRN ORGANIZATION.
 

The CRN is a civil-military organization that depends directly on 

the President of the Republic.
 

The Committee in itself, is conformed by the President the Ministr
 

.. I/ 
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of Finances (Treasury), a Representative of the Federated Cooperative 

Groups in the country and an Executive Director who is appointed by 

the President. 

The Executive Director is helped by one Deputy Director and two -

Secretaries, a military one and a civil one. 

The Military Secretary is in charge of all the logistics like 

trahsportation, supplies, materials, reparings, and is also in charge 

of certain specific construction programs, assigned to the CRN. 

The Civil Secretary or Secretary General, is in charge of the 

techical branch which elaborate plans and coordinates the action of 

the executive agencies. 

Both secretaries are helped by specific unit coordinators who control 

the different operations. 
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ABREVIATIONS 

BANDESA: Banco Nacional de Desarzollo Agricola, (National Bank 

for Agibicultural Development).
 

BANVI: Banco Nacional de la Vivienda, (National Bank of Housing).
 

CEPAL (ECLA): Comisi6n Econ6mica para la Am6rica Latina de la Or
ganizaci6n de las Naciones Unidas, (United Nations 

Economical Commission for Latin America). 

CRII: Comit6 de Reconstrucci6n Nacional, (National Committee of 

Reconstruction.
 

NGO: 	Non governmental institutions, (private voluntary organiza

tions.
 
SGCNPE: 	Secretarla General del Consejo Nacional de Planificaci6n
 

Econ6mica, (General Secretariat of the National Council
 

for Economical Planning).
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LAND TENURE CHOICES IN URBAN UPGRADING PROJECTS 
WITHIN THE CONTECT OF NATIONAL LAND POLICY 

This paper discusses the theory of how Ikind increases in value, the general
characteristics and importance of land policy, and the major urban land policy
instruments whereby the public sector can intervene in the land market to implement
land policy. Finally, it reviews the issues of land tenure, as a key aspect of land policy, 
with reference to settlement upgrading programs. 

1. THE PROCESS BY WHICH VALUE IS CREATED IN URBAN LAND 

A. 	 Urbanization is a Wealth-Creating Process. In simplified terms, the 
mechanism is as follows: National population increase and migration results 
in larger urban populat-Jns which require land for settlement, social 
facilities, jobs, and commerce. The amount of land available in cities 
(particularly land with urban services) is limited. Thus, an enormous demand 
pushes upon a very limited supply, forcing dramatic increases in prices. 

B. 	 Increasing the supply of urban land by extending transportation lines, and 
servicing new areas with water, sewage, electricity, etc. is costly and slow. 
In almost all countries, governments -ave not been able to increase the 
supply of urban land at a rate equivalent to the demand created by migration
and natural increase. Thus, supply has always logged behind, the price has 
continued to increase much more rapidly than the costs of most other goods. 

C. 	 This process is presented in more detail, in Diagram I on the next page. 

D. 	 Conclusions Drawn From the Diagram 

I. 	 In a perfect market system, supply will respond immediately and fully 
to new demand, and increases in the values of goods will be the costs of 
producing those goods, plus a reasonable profit for the entreprenurial 
work of the developer. 

2. 	 Urban land markets are very imperfet: Demand is very high and 
continuous (see discussion above), and subdivision (C) and (M) falls far 
behind demand, due to the scale of the problem; speculative
withholding of land in the expectatio.i of even higher prices in the 
future; and inadequacy of public authK ities to grant permits at the 
necessary rate. In some cases, clouded titles and outmoded recording 
systems also constrict supply. 

3. 	 The demand-supply discrepancy between demand and land subdivided 
into lots is great. But the discrepancy between the demand for 
serviced urban lots, which require the actions of many public agencies 
as well as the developer, is even greater. Virtually no major city in any
developing country has been able to supply serviced :ots at the rate 
nee-ded by urban population increases. Thus, while the cost of installing 
services (especially sewer sytems) is high, (N) on diagram , the 



DIAGRAM I
 

SCHEMATIC DIAGRAM OF THE INCREASE IN THE VALUE OF LAND (PER SQUARE
 
METER) AS IT PROCEEDS FROM LARGE, UNIDIVIDED, UNSERVICED PARCELS OF
 
AGRICULTURAL LAND (base line) TO SMALL, SUBDIVIDED, SERVICED PLOTS
 
READY FOR URBAN CONSTRUCTION (top line). (Actual proportions of all
 
items will vary greatly in different countries, diffprent cities,
 
and different projects.)
 

Urban Plot
 
$$$ Plot Value
 

Installation 	 "Z" is the "surplus"
5d 	 of'"fifth" value created whenservice, facility(*) 	 service facilities
 

Z 	 are installed.
4 Install. ofN"fourth" 

d4 
 service 	 I "Surplus" is defined 

as difference between 
"'D" represents -increase in market 
increase in value -I value ("D"), and 

D 	 from install, of actual cost ("N"). 
public services 

.'"infrastructure") 
N" represents theInstall.2 of 	 actual cost of
"second" service 	 ata oto 

N 	 installing service
 

facilities 	(**)
 

d1 
 Install. of
 
"first" service
 

,C-	 repZesents increase I I"Y" represents the-- '1 	 "Surplus"t crearease 

in value'frem. sub-	 Iurplus" created by
dividing; primifiwe. 	 subdividing,pim.sericeprim.diidng prrads& Y 

. roads & prim. servicesC roads; enough primitiv-e-


services to make plots l"M" represents the actual
 
saleable M cost of subdividing
 

iprim,roads; prim.service
 

"B" represents increase , "X" represents the 
in value from official I increase in value 

B recognition land is ' arising from official 
"urbanizable" X reclassification from 

I "Agric." to "Urban": 
A 	 . I"The Planner's Gift"

"A" 	 represents increase in 

value recognized by
Undivided
Agricul 	 market even though

Landc 	 land officially still
 

"agricultural"
 

(*) 	 In this diagram, we assume five services. An actual project
 
may have many more (or less).
 

(**) 	 Like "D", "N" and "Z" may occur in steps, with each service.
 
(Each step not shown, as in the case of the "five" steps
 
represented in "D".
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resulting increase in market value is almost always much higher, 
causing surplus (Z). 

Also note that if (N), the cost of installing public services is borne by 
public agencies, with no mechanisms for recovering these expenses 
from the land that is benefitted by. them, surplus (Z)(or profit to the 
owner or developer) is correspondingly greater. 

4. 	 Surplus (X) is the increase in land which occurs, when urban growth 
causes people to perceive the possibilities of futurie urbanization, and 
hence are willing to pay more for the land; and when this fact is 
legitimatized by an action of the appropriate public land control 
agency, designating, on a zoning map, or official master plan, that this 
particular area is now legally eligible for urban uses. 

It should be noted that both these factors occur without any cost or 
investment by the owner, even though the financial benef-s may be 
quite substantial. 

This increase is known as "the planner's gift," because it confers a 
surplus or profit to the owner (or developer) without any outlay on his 
part. 

E. 	 Policy Implications 

Because the process of urbarization produces wealth (often great 
wealth), a number of policy issues arise, the most nmportant of w 

I. 	Who gets the "surpluses" or "profits from this process? In many 
countries it is the person who is the owner or developer of the land at 
each stage. Frequently, ministries of public works, municipalities, etc. 
see new urban migration as a cause for alarm, because it will impose
heavy new burdens on public agencies to provide services for the new 
citizens of the city. Every effort is therefore made to discourage 
urban migration. 

2. 	 On the other hand, urban migration undoubtedly produces wealth in the 
form of increased land values. More important, as argued above, it 
generally produces more increases in value than the costs it creates. 

The real issue, therefore, is: How are these increases in land values to 
be ailocated, as between private owners/developers and public bodies? 

It would appear that most cases, public agencies could recover their 
full costs (if they had the proper institutions for doing so), while still 
leaving a reasonable profit to the owner/developer. Or, from a 
different point-of-view, it could be argued that since the increase in 
urban populations is a social phenomenon, all or virtually all of the 
"surpluses" mentioned should be recoverd by public bodies, leaving only 
minimal profits to the owner/developer. 
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I IMPORTANCE OF NATIONAL URBAN LAND POLICY 

The preparation on adoption of a National Urban Land Policy is a means 
whereby the government can guide its intervention in the land markets. 

A. 	 Relation of Economic Development 

Cities are the heart of industrial growth in all countries. Urban 
growth, in turn, is dependent on the availablity of land at the right places at 
the right terms. Urban development without sound land policy creates 
problems of congestion, resulting in heavy losses in national wealth in the 
form of wasted human time and productivity, fuels and other natural 
resources.
 

B. 	Required Participation of Public Sector 

Many other economic sectors can be handled by the private sector; 
with minimal public intervenlion. Urban land, however, always must be tied 
to major public infrastructures-water, sewer, roads, electricity, etc., No 
government can avoid being involved in urban land service activities at the 
city scale. 

C. 	Economic Importance 

I. 	 In almost all counties, the price of urban land has been rising rapidly. 
The burden on the poor is especially great, but high urban land costs, 
adds to production costs in general which cause higher prices for goods 
and services for everyone. 

2. 	 Urban land tenure policy (a part of urban land policy) can have a major 
effect on national rates of savings and investment. Specifically, when 
poor families are given secure tenure, they have an incentive to 
mobilize capital ("brick-by-brick" capitalization) which would never be 
put into savings accounts, or otherwise enter the process of economic 
development. Self-help housing mobilizes savings and creates new 
capital in a way no other institution does. 

Il 	 THE OBJECTIVES OF NATIONAL URBAN LAND POLICY 

A. 	 Ef ficiency 

I. 	 Insuring the maximum productivity all parcels for economic benefit and 
minimum "diseconomics." 

2. 	 Responsiveness of rapid increases in demcnd: particularly the ability 
of the policy to accommodate a high flow of low-income migrants, if 
required. 
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B. Equity 

Provision of access to all groups (particularly those of low-income) to 
land for residence, commerce, industry and institutions in a way that is 
socially just and responsive to the differences in income and power of those 
affected. 

C. Compatibility 

Compatibility with national economic planning, national urban policy, 
the national system of federal, provincial and local governments, the 
institution's of taxation and public finance, etc. 

D. Continuity 

To the extent possible, the policy should avoid abrupt "breaks" with 
the cultural and political systems which are dominant or emerging in the 
country. 

IV. 	 ALTERNATIVE INSTRUMENTS FOR USE IN A NATIONAL URBAN LAND 
POLICY 

There is a wide selection of instruments by which the public sector can 
effect the land market. 

A. Complete State Ownership 

All land may be nationalized and owned by the State. In this case, all 
of the processes of land development would be carried out by the State, and 
all the "surpluses" described above be returned to its treasury. Perhaps the 
clearest example is the Soviet Union. 

B. Large-Scale State Acquisition and Land Banking 

This system provides national technical and financing support for 
cities to acquire all land needed for urban development for say 10 years in 
advance. As land is disposed of each year, additional land is acquired, so 
that the 10-year "backlog" is maintained. 

C. Strategic Acquisition in Advance of Need 

In this system, the ministry, city or a public development corporation 
will acquire land on a large scale. Parcels will be selected on the basis of 
their special impact on future metropolitan form: the sites of "New Towns" 
(or "new Towns-in-Town" major highway interchanges; major housing
projects; regional parks; areas for water collection and storage; flood 
control areas; large industrial parks; etc. 
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D. Installation of Public Services (Infrastructure as Incentives) 

Governments follow two philosophies of installing public services;
follow the need, or use service installation as a tool to guide growth in 
desired directions. The latter is obviously an indirect way to carry out land 
policy, compared to ordinary land use controls such as zoning, but it can be 
effective. 

E. Land Readjustment 

"Land Readjustment" is a system practiced in Japan, South Korea, 
Taiwan, and Austrialia, which permits public bodies to designate areas for 
new urban development; to subdivide and install services on the land; and 
then to return a remainder to the original owners. The cost of installing
public services is met by the public body retaining some of the serviced.lots 
and selling them when development is completed. On the other hand, the 
remainder returned to the owners almost always has a value much higher 
than the total value of their land before the project. Though this system 
new urban development can be "self-financing," that is, done without cost to 
the public, since all public investment is recovered by the sale of a certain 
percentage of tht project's lots by the body doing the development. On the 
other hand, owners needs not suffer, since the land returned to them, while 
smaller in areas, will be much higher in value. 

F. Land Price Regulation 

Same countries give the government direct power to intervene 
through land value "freezes" and other statutory means if land prices appear 
to be unusually high. As a result of this, and other land use control 
measures, land speculation (dealing in land purely to make a quick profit)
become very much less attractive. It should be noted, however, that such 
techniques require great political will and administrative enforcement. 

G. Land Use Regulations 

Use of zoning, subdivision, building codes, and other means to 
regulate the use and dimensions of buildings and land, but many developing
countries lack the administrative capacity to enforce their regulations, 
particularly in rapidly growing urban areas. 

H. Taxes on Land and Improvements 

The use of taxes, proportioned according to value, on all land and 
improvements (basically buildings) is typically available. While these taxes 
are the foundation of municipal financing in the United Kingdom and United 
States, their application in developing countries is minimal. Even in 
countries where the system exists, the rates are often so low that the tax in 
insignificant. 
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1. "Betterment" Charges 

This is a special tax, imposed on surrounding properties when a public
service has increased their value. It can be used for streets (or street 
widenings); installing water lines; sewer systems; public parking; or even 
historic preservation projects. The theory is that if public money has been 
spent in a way that "(D)" values are created (see previous diagram), the 
public agency should have a right to recover this "betterment" given to 
landowners at public expense. In practice, however, existing betterment 
recovery programs do not attempt to recover all of "(N)" and "(Z)", but only
"(N)," that is, enought to permit the public agency to recovrits own costs in 
building the project, but not all the new value created. In other words, the 
attempt is to recover "(N)" but leave "(W)" to the fortunate land owners 
affected by the project. 

While the mechanics of determining the "area of influence" of a 
project, and proportioning costs among the land parcels in that area, are 
difficult, the administration of system has been worked out in Colombia and 
is transferable to other countries. 

J. Deferred "Betterment" Charges 

It has been suggested that the "Betterment Charges" system could be 
greatly improved by providing that charges need not be paid immediately,
but simply recorded against the property. The amount due would be 
increased each year according to an interest rate that would guarantee the 
public body constructing the public work a complete return of capital even if 
payment were delayed for many years. However, payment would always be 
required upon the sale of the property. Thus, owners would not have to incur 
charges until the increased value was created by the public work was in a 
"liquid" state (that is, when this value was reflected in the higher selling
price). It is, of course, at this momen1 that the seller has readily available 
assets to pay. 

While this system might have sorme problems, such as concealed sales, 
it has many interesting advantages. It would presumably reduce political
objection to the basic betterment collection idea, since payments would be 
more "painless," Equally important, it would facilitate the use of the 
betterment recovery system possible in lower-income areas. 

V. LAND TENURE ISSUES 

A. Introduction 

Land Tenure is a basic part of overall national land policy as it is an 
important influence on the process of allocation of urban land urban 
investment decisions, and land use. 

For all households, the form of land tenure (rights to own and/or use 
property as legally defined) is of critical importance to their social and 
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economic wellbeing. Amongst low income people, it is feit that "secure" 
land tenure is the difference between perpetual dependence and
"marginality" and some degree of economic dependence. 

In squatter areas in particular, the amount of investment in housing is 
closely correlated with the perception of risk of removal, irrespective of the 
technicalities of legal title. 

Stated operationally, the critical element may not so much be the 
precise legal category involved as the perception of the occupant of his 
security in relation to the investment contemplated. Thus, in Africa, a 
renewable license to occupy may give enough feeling of security to persuade
its holder to make substantial investment in residential construction on the 
site. 

Because it does involve mental attitudes, the calibration of 
appropriate tenure terms for projects is not an easy one. 

B. Tenure in Relation to Market and Land Use Controls 

Whal happens to a given piece of urban land is a product of three 
basic forces: market, land-use controls and form of tenure. One way of 
defining land policy is that it is the function of finding the optimum balance 
of these three elements in a specific situation. 

Market can be highly flexible but subject to important limitations: 
i) once committed, buildings are often not easily convertible to new market 

pressures, (ii) information is imperfect, (iii) owners must depend on credit 
sources as well as their own decision to resoond, and (iv) inrividual decisions 
are subject to unpredictable externalities, such as public decisions with 
respect to transportation and infrastructure, the actions of adjoining 
landowners, etc. 

Land Use Controls tend often to be negative, pose serious 
enforcement problems (particularly in developing countries), and are hard to 
individualize to specific sites. Some forms of indirect land use controls, 
such as those involving credit or taxation policy, may be more positive in
effect, but still lack the specificity possible through the mechanism of 
tenure. 

Tenure controls, exercised through deed restrictions or lease 
provisions, are: i) generally more powerful than land use controls since 
they are based on certain property (or "ownership") rights being held by the 
public body, so tat violations may result in the property itself being
transferred back to the public, whereas violations of land use controls 
normally only result in fines or other less drastic remedies; (ii) can be 
individualized, since the ownership retained can be varied in each case, while 
land use controls r.ormally apply to general districts; and (iii) permit a wider 
range of responses to such policy matters as efficiency, equity and recapture
of increments, since constitutional limitations on land use controls are 
frequently not applicable where the public has legitimately acquired a share 
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of the ownership itself. Their disadvantages are: (i) to the degree that 
controls are individualized to each parcel, administrative complexity is 
greatly increased; (ii) temptations to graft and manipulation are greater,
since 'he negotiations are individualized and hence less subject to public
scrutiny than land use districts, which affect many landowners at the same 
time; and (iii) can be potentially more stifling to private initiative than land 
use control systems which do not interfere with basic ownership rights. 

C. 	 Dynamic Aspects of Land Use 

Another pronounced characteristic of urban land in the large cities of 
developing nations is the dynamism of the forces (government and market)
which act upon it: Squatters upgrade. Low-density residential districts 
formerly on the outskirts find themselves centrally located, and subject to 
pressures to accommodate more prople. For example, sites and services 
projects may have to begin with quite large lot sizes, say, 300 sq. meters. 
Some years later, as the urban area has spread, there may be heavy pressures 
to resubdivide into lots of, say, 150 sq. m. each. Ideally, initial tenure 
arrangements and building codes would take this potential into consideration, 
so that reassignment would be easy at the designated future date. Under 
these conditions, flexibility and adaptability become factors of high 
importance. 

The establishment of institutions for defining the rights of ownership
and use of land ("tenure") in a given country are therefore a major concern. 

In settlement upgrading programs, decisions about the kind of land 
tenure to be made avalable and the administrative systems for providing it 
are the utmost importance to the eventual success of the projects. 

D. 	An Overview of the Special Problems of Land and Its Tenure 

I. 	 Land Tenure is closely associated with the historical (including 
Colonial) precedents and the social/cultural context of the country.
Therefore, there are an enormous array of land tenure forms varying 
from country to counTry. 

In African countries, the persistence of tribal traditions often restricts 
alienability, or establishes different market prices for tribal versus 
non-tribal purchasers. In many British colonies a dual tenure system 
was established, in which "Crown lands" (generally the areas of colonial 
settlement, mines, ports, etc.) were governed by English law, while the 
"territorial reserves," that is, the remainder of the country (often 80
90%), continued to be governed by ancient tribal custom, which was 
frequently not only unwritten and ill-defined, but varied greatly from 
one tribal area to another. This MOSAIC of ownership concepts still 
exists, even in major urban areas. In Francophone Africa, tribal 
concepts have been modified by the Napoleonic Code, particularly, 
Arricle 554, which states that ownership is "the right to absolutely free 
enjoyment and disposal of objects, provided thlt they are not in any 
way 	contrary to the laws or regulations. This is generally considered to 
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to give greater powers of control over land than English law, although 
the Article is obviously ambiguous and has received different 
interpretations in different countries. In the Middle East, and parts of 
Africa influenced by Islam, land ownership is defined by concepts 
codified in the Ottoman Land Law of 1858, which divides land 
ownership into four categories: mulk (private); miri (State); musha 
(tribal/collective); and waqf (charitable and religious). The latter 
category is a particularly significant one. Coming from the phrase 
mawguf lilah ("stopped" for God), waqf land is part of the endowment 
of such uses as mosques, hospitals, libraries, schools, and, on occasion, 
housing for indigent families. Although some countries (Iraq, Jordan, 
Lebanon and Syria) have ministries or departments for the review and 
administration of such lands, the State does not have the power to 
change their use. This can become a critical problem in urban areas, 
particularly if it is necessary to engage in urban redevelopmen, or 
major public projects such as highways. 

2. The Low of Expropriation 

Many developing countries suffer from badly outdated expropriation 
legislation which either (i) makes expropriation virtually impossible or 
(ii) so costly and time-consuming that it is, for many purposes, almost 
useless. Even when most public acquisitions are are in fact negotiated, 
an effective expropriation law is necessary as a "back-up" possibility to 
prevent owners from demanding excessive prices. 

CenTral to effective expropriation procedures is a provision for "quick 
taking," that is, for giving the government access to the real estate 
concerned at once, while negotiations, and possibly litigation, continue 
as to its fair price. The questions in many developing countries is 
persuading governments of the importance of this item in the planning 
of legislative reforms, and securing the necessary political support. 

3. Cadastral Surveys 

Many developing countries lack adequate basic surveys of property 
boundaries. The absence of a reasonably accurate cadastral system 
makes all forms of urban land use control extremely difficult. 
Moreover, any effective system of land taxation and tenure policy is 
dependent on its existence. 

Recent developments in aerial photogrammetry and computer storage 
of both numerical and graphic data have enormously facilitated and 
enlarged. the techniques available for dealing with this issue. The 
reluctance of governments tc commit resources and trained personnel 
is still a problem. 

4. Deficiencies in Recording Systems and Unclear Titles 

The government's capability to record the ownership of parcels quickly 
and accurately is important for clarifying land tenure rights. 
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The importance of an effective recording system is illustrated by the 
number of public entities which can utilize the information as shown in 
Table I below. 
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TABLE I: PLOT REGISTRATION USES BY VARIOUS AGENCIES
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In many developing countries the recording systems, particularly in 
rapidly growing urban areas, are inadequate to modern demands. In 
some parts of the world, such as Africa, this condition has resulted 
from the traditional concept that land "belonged" to whomever wished 
to work it, or according to the informal decisins of the village council 
or chief. In others, such as Latin America, recording systems existed, 
but have been unable to keep up to the pace of contemporary urban 
change. In still others, the culture or religion has established many
forms of claims "by custom" which have never been put down in written 
form. 

While these may seem to be relatively unimportant problems, they can 
be quite critical to effective urban politices. For example, in 
Djakarta, the Perumnas Sites and Services projects were seriously
delayed and are still impeded by the deficiencies of the Indonesian land 
recording system. 

Neither tenure policy nor effective property taxation can be carried 
out in the absence of-accurate recording of ownership. 

The question of clouded titles has been greatly aggravated by the 
existence of large-scale squatting, and the question of the acquisition
of rights by "adverse possession." As time passes, not only do the 
original squatters gain additional legitimacy by operation of law in 
many countries, but they themselves engage in numerous informal 
sales, leases, and occupancy agreements which become increasingly
difficult to unscramble. Procedures for the rapid and equitable 
clearing of "clouded titles" is thus a pre-condition to projects involving 
sustantial amounts of urban land. 

One method is the use of "title insurance," which would assign title to 
the most probable owners, but provide insurance should any other 
claimants later appear. 

VI. POLICY OBJECTIVES AND TYPES OF LAND TENURE 

*A. 	 Policy Objectives 

The 	 selection of appropriate land tenure systems should reflect the 
policy criteria by which a given system might be judged. The main 
categories of land tenure have differing advantages and disadvantages with 
regard to the policy objectives being sought. The policy objectives to be 
considerd are: 

(I) 	 Efficiency: Does the system encourage a smoothly functioning land 
market that: 

(a) 	 Permits the maximum productivity of land as a resource for all 
uses at all places at all times; 
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(b) 	 Has it flexibility to be responsive to rapid increases in demand, 
which normally under modern conditions implies the ability to 
assemble land as needed for such demand; and 

(c) 	 Has it flexibility to be responsive to major chanqes in urban form,
whether resulting from market forces, or the intervention of 
government. 

(2) 	 Eit: Does the tenure system provide reasonable access to all groups
(particularly those of low income) for land for housing, busines and 
other needs? Does the tenure system allow recapture by the public 
sector increments in land value increase when it is socially desirable to 
do so. 

(3) 	 Compatibility: Does the tenure system integrate well with other policy
instruments dealing with economic development and urban land, such as 
national; provincial and municipal planning, taxation, the management 
of public service systems, etc.? 

(4) 	 Continuity: Does the tenure system avoid, to the extent possible, 
abrupt "breaks" with the cultural and political system which lead to 
existing arrangements? 

B. 	 The Major Types of Land Tenure 

Operationally, it is probably most helpful to use the concept, that 
property in land consists of "a bundle of rights," whch can be distributed to 
an almost inflinite number of ways to different parties (including, of course, 
public bodies). No one form of tenure can be selected for general
appl;cation in upgrading projects. Choice of tenure systems will be governed
by many public and private concerns according to country and location. 

I .	 Communal Ownership (Tribal) 

Probably the oldest form of land tenure is tribal, in which the territory 
controlled by the tribe is not considered to be the personal property of 
any person or family, but of the group as a whole, with the chief or 
tribal council allocating specific sites for housing and agriculture to 
individuals, and resolving any disputes which may arise. 

In many African cities, however, a pressing problem is that tribal 
traditions have carried over into urban areas, particularly when 
members of one tribe have concentrated in a single section. In such 
cases, there are often strong pressures to allocate land only to other 
members of the tribe, at lower than market prices, and possibly subject 
to other tribally-imposed controls. While tribal authority tends to 
erode, sometimes fairly rapidly, under urban conditions, these 
organizations often have to be considered in the formulation of 
effective policy, particularly for low-income groups. 
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2. De Factor Tenure 

This form of "tenure" is usually illegal. In this case, public or private
land is generally occupied by squatters without the owner's 
premission. This type of tenure can represent a large proportion of 
urban residential area (and population concerned) in major urban 
centers of the developing world. The degree of security in these areas 
varies greatly. Often unofficial recognition takes the form of public 
services provision and public inaction or tolerance over a period of 
several years. 

3. Temporary Tenure 

In some cases, it may be desir,")le to grant temporary tenure to 
residents of upgrading areas. This is done when the future land use of 
the area is yet in question, or to postpone decisions regarding the 
future of the settlements in question. Temporary tenure may be very
short or renewable. Types of this form of tenure include: 

(a) Right of Occupancy 

A form of tenure based on legal statutes rather than title. It is 
generally granted by government for a temporary period and can 
be revoked should the land be needed for other purposes. 
Occupancy rights are granted under obligation of rent and other 
possible conditions. 

(b) License and Permits 

A system granting temporary legal tenure under statute. These 
are granted generally on a short-term basis (i.e. five years) with a 
small annual fee. They may be either revoked or renewed. 

4. S mi Permanent Forms of Tenure 

There are several forms of more semi permanent legal tenure which 
could be instituted in upgrading projects. In these cases, choice of 
tenure ranges between public and private "rights" and responsibilities. 
Generally, tenures which provide the greatest public control also 
require highly developed and efficient administrative mechanisms in 
order to be effective. On the other hand, tenure which emphasizes
private rights require less public administration but provides for less 
public control. 

(a) Private Leasehold Tenure 

This tenure system occurs when a private owner leases or grants 
temporary title to a private individual or entity for a specified 
period and an annual fee. The lessee may have full rights or 
certain restrictions may be applied. Public control or restrictions 
may be similar to those on freehold tenure. 
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(b) Public Leasehold 

A form of tenure which occurs when a public body leases land to a 
private individual or ?ntity. In this case, title is granted for a 
specified period and :or an annual fee. Special conditions may
also be applied in addition to other urban development controls. 

5. Permanent Forms of Tenure 

Permanent forms of tenure which transfer legal ownership for an 
indefinite period with termination only possible at time of sale. 

(a) Private Freehold 

A form of tenure in which land is owned by a private individual or 
entity with permanent and nearly exclusive rights. Public 
controls over this tenure form generally may include restrictions 
on zoning, subdivision, building, etc. This type of tenure is often 
desired by financial institutions as a basis for mortgage lending.
It provides the owner with a capitol asset. 

(b) Public Freehold 

This form of tenure constitutes public ownership of land. In 
upgrading projects, public freehold tenure will probably be 
restricted to open areas, rights of ways, and community 
facilities. Of particular public and private concern, is the fact 
that a balance needs to he achieved between the needs of areas 
for public freehold land exist within a project area, costs which 
are usually attributed on an area basis, may be excessive. 
Furthermore, in upgrading areas the introduction of public land 
usually results in the displacement of households leading to 
compensation and alternative replacement housing solutions. 

5. Combination of Tenure Systems 

Certain systems combine different forms of tenure. 

(a) Lease Purchase 

A tenure form which combines leasehold and freehold systems. A 
leassee enters into an agreement with either a private or public
entity with an option to purchase after a specified period. During
the period of lease, the leassee is under obligation of rent and 
possibly other restrictions. 

(b) Distinction Between Land and Improvements 

One important distinction is that between land and improvements 
(that is, all types of structures, or other changes which increase 
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the original value of the land). In cases of squatting, for example,
it is all-important to squatters if, upon removal from the land, 
they will or will not be compensated for the improvements which 
have been r,ode. If, as in Venezuela, the law is relatively 
generous with respect to this question, there will be incentives to 
construction in squatter areas. If the law is strict, squatter areas 
are likely to be dominated by the minimal shelter investment 
possible. Similarly, in sites and services projects, it may be 
possible for the public body to retain significant rights in the land 
and infrastructure, if it is firmly established that full market 
.compensation will be paid for all improvements if it becomes 
necessary to move any of the participating families. 

(c) 	 Division of Tenure Beiween "Development Rights" and abJse 
Rights" 

"Use rights" have to do with the right to benefit from and to sell 
land or structures according to the use of which they are 
currently being put. "Development rights" have to do with the 
right to benefit from more intensive use of land or structures, by
conversion to a more profitable use, increasing density, etc. 
Because "use" values are present, they can be readily capitalized
into a specific value. Because "development" values necessarily
deal with the future, their capital value depends on the rate of 
discount applied, which in tui'n is dependent on a number of 
calculations, including, in most cases, the stability and probable
future policies of public land use control, likelihood of new 
taxation, expropriation, etc. 

Because of the fact that the value of development rights
(particularly in urban areas) depends upon such things a 
governmental installation of infrastructure and transportation,
and on population growth in that city, as well as the actions of 
adjacent landowners, it is frequently argued that much of 
development value is socially created and therefore more 
legitimately subject to public control than interferences with the 
value of use rights. A variation of this theme it that there can 
and should be public ownership of development rights while use 
rights remain private. 
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Figure 2 presents the network whereby the different types of tenure can flow from the 
State to individual households 

FIGURE 2: 	 ALTERNATIVE POSSIBILITIES FOR DISPOSITION OF LAND RIGHTS 
FROM STATE TO INDIVIDUAL 

STATE 

KEY 
I Communal Ownership 
2 Individual 

3 Freehold 
1 4 Terminable 

5 Lease Purchase 
6 Long-Term
7 Medium-Term 

_ _ _ _ _ _ _8 	 Short-Term 

~~3 	 4_ 

5 6 7 8 

RENTERS 

Source: 	 House Registration Handbook (page 29), Sood Yahya, Urban Development 
Department, World Bank, 1982 
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C. Observations Regarding Tenure Types and Objectives 

In many developing countries, existing systems of tenure are deficient 
in one or more of the following respects: (i) they do not result in the most 
efficient patterns of land use; (ii) they reinforce existing inequalities of 
wealth and opportunity; and (iii) they are "mechanically" ill-adapted to the 
needs of rapid urbanization because of cumbersome methods of registration 
and recording, clouded titles, transfer taxes, lack of adequate powers of 
expropriation for legitimate public needs, and other out-moded institutions 
left over from earlier periods, which generally are particularly burdensome 
to those with low incomes. 

However, since land does have a dual private and public nature, some 
forms of radical change in the tenure system can result in fundamental 
tradeoffs, the effects of which must be carefully considered. 

Many types of public interventions, for example, promise theoretical 
advantages in both efficiency and equity, but in practice may require very 
large and relatively high-level administrative skills which are beyond the 
current capability of many governments, particularly at the municipal level. 

Thus, while deficieticies and inequities of existing tenure 
arrangements are easy to observe, corrective public interventions may also 
initiate negative effects in high start-up costs in money, administrative 
time, and litigation (since expropriation procedures are lengthy, and serious 
constitutional questions may be involved). 

Diagram I attempts to relate the types of land tenure to the 
objectives suggested. 

It is worth noting that land tenure has deep roots in national and 
ethnic cultures, and is reflected in an enormous variety of concepts (with
both gross and subtle distinctions) among the nations of the developing 
world. Solutions which are not sensitive to this variety (which can 
frequently involve quite subtle distinctions) are unlikely to survive or 
ameliorate the problem at which they are aimed. 

Given this situation, the categories used in this paper should be 
viewed as generalized attempts to organize an extraordinary variety of land 
tenure types into a useful conceptual framework. When it comes to actual 
translation into policy, however, the context of each project, the 
institutional milieu in which it will be placed, and the exact nature of the 
parties with interest in its effective execution must have major effects on 
policy decisions concerning appropriate tenure arrangements. 
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LAND 1ENRE OBJECTIVES RELA1ED TO TENL&E TYPE 

OBJECTIVES OF LAND TENURE FORMS 

Type of Tenure Efficiency In 
Lend Produc-

Efflclancy in Rinpone 
to Doad 

Efficiency In Urbon 
Farm 

individual nd 
Sociel Equity 

Comatobllty with 
Other Poliies 

ContdLrity of 
OwltwaI end 

1Poalitol 

COMMUNAL Frequently result 
in Irefficient 
productiviy of 
land as dependent 
an coamr oldeci. 
sions which moybe
*n-*...onomlc" 

Usually not respan-
sive to general market 
demand but only to 

br Individual 
demands 

Not likely to be 
responsive unles 
com 1unolleodersip 
perceives opportuni-
ties 

Normally very
ei ble to 
members; of the 
commMl grop 

Liktely to be Inoam-
patible & difficult 
toctnge 

Obviously of 
Ce0nuNol tenure 
form is wWd It has 
deep aitural 
rote but toybe 
politically
unaisiro, 
to moern 
governents 

DEFACTO Very high as 
squatters fre-
quently use lond 
posed over by
market, but some-
times site 
invded blocks 
potential for 
higher use 

Often only available 
means of meet uli low 
Income group demand, 
but In woys not 
1optiol" for either 
households or public 
authorities 

Quick to respond to 
1oppartunltles" for 

Wwoaskn created by 
charges Inurban form 
but once occupied 
difficult to choge 
lid e thvugh 
eqiroding gerernlly 
occurs spaontore xly 

Isby nature a 
reollocotion of 
resources to low 
Income grotps 
but may hove 
high Indirect 
..osts to occu
piers, property
owners and 
public outhrwItles 

Almost Olways Is 
Incomrpoltble with 
other developmenttnd 
policies. A key 
Issue Ishow to 
mace It caspothle 

Ually recognized 
os both culturolly

polIti clly 
not esirable 

TEMPORARY Con be excellent 
I ppropriote 
changes are 
enforced at end 
of short term 
period of tenure 

Not responsive to 
demand during short 
terto of tenure, but 
con be adjusted at end 
of tenure period 

Not likely to be 
responsive during 
short term period
of tenure 

Depends an 
social elulty 
considerations 
of gency graml.
Ing tporsey 
tenure 

Con be mode carpot.
able at time of 
I uorma 

Generally a tin, 
tenure concep
aid cultural and 
politico factors 
will very from 
Country to country 

SEMI-
PERMANENT 
Private 
Leasehold 

Con be good 
depending an 
leae condiltions 

Response Isdependet 
on degree of lriperfec.
tim on land market 
and public regulation 

Can be responsive 
If terme of le<ae 
permit 

Theoretically 
can be equitable
but in proctice 
frequently reflect 
Inequalities In 
both economic & 

May or may not be 
comotlbe. If not 
difficult to adopt 

If available it Is 
usuolly compatibie 

political power 

PLblic 
Leosehold 

Dependent on 
public entity 
decislons. Public 
leoseholds fre-
quonilly lose in-
centive to max.-

Not responsive usually 
unless high degree of 
odministratIve effi-
clancy present 

Dqpdont on odminI-
strot1vw decision 

Depends on 
social equIty 
concerns of 
administering
authorIty 

Con be made €omipati-
b at time of les 
but once granted
difficult to adopt 

Normally highly
compotible 

mire productivity 

PERMANENT 
Private 
Freehold 

Con be good, but 
lorpely subtect 
to privote 
Oeclsians as to 
use 

Response Isdependent 
on public regulations
and Individual 
decisions 

Usually responsive 
to opportunities
created by changes
In urban form 

Theoretically 
con be equltoble
but In proctice
frequnitly 
reflect Ineql.
Itle in both 

May or may not be 
cempot ble. If not 
difficult to adept
If tere innot 
exproprialon lows 

If available It is 
usually taipothle 

economic and 
politicalpower 

Public 
Freehold 

Totally dependent 
on efficiency
and odminlstro-
tive capity
of public entity 

Not responsive usually 
unlen ahigh degree of 
odministrative effi-
ciency presen! 

Dependent an odmini-
strative decision 

Depends on 
social tquity 
cncert* of 
public authority 

Theoreltiolly good, 
but frequntly
deped on Inter
agency coopatIon
and cmrd naion 

Normally highly 
compolible 

COMBINA. 
TION Thielicolly

good, but highly
dependent on 
odministrative 
capability and 
public/private
cooperation 

Usually Inefficient Because of coordi. 
notion requirlem tIs 
may be slow to 
respond but thoo- 
reticolly possible 

If public land 
ownership Is 
used for cross 
subsidies con be 
useful means of 
ochievirg social 
equity obectives 

Con be made cooriati-
ble at tkme of 
Issunce of develop-
ment or use rights. 
but mry L difficult 
to change lotr 

Generally anew 
tenure concept
amdculturol and 
poliicol factor 
will vary country 
to country 
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Problem Set 

The followini material deals with establishing the priority targets 
in national housing programs. Participants should review the outline 
paper and examine the suggested readings. 

Each participant should come to the session prepared to discuss how 
target groups are identified in his or her country if, indeed, they 
are. As you think about the following questions, please note your 
answers to at least one of them on a piece of paper for reference auring 
the 	session and submission to the faculty following the discussion.
 

1. 	What sources of data are used in this process?
 

2. 	Are there special groups or categories of families other 
than the poor who are targeted for special programs? 

3. 	 If specific locations or types of location are targeted for 
programs, how is this done? 

4. 	 How are components of the shelter program matched with the 
needs and means of the intended beneficiaries? 

5. 	 How are over all estimates of national shelter need 
derived?
 

6. When your country allocates resources for programs in the
 
shelter sector, is the whole expenditure for all types o7
shelter activity (including the subsidies in government 
housing) takea into account all together and matched up against
 
the profile of over all national shelter needs?
 

7. How is the geographical distribution of shelter investment
 
determined? By the private sector? The public sector?
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TARGETING AND TARGET GROUPS: OUTLINE PAPER 

I. 	 Context of Housing Production and Policy 

While some groups within a society are able to provide/purchase 
adequate shelter without governmental intervention, the proportion is 
sral,, particularly in developing countries. 

A. 	 Housing as the Focus of Early Efforts to Cope With Unmet 

Needs 

Government normally undertakes a variety of programs or 
activities which influence the availability of shelter. These can 
include direct shelter construction, creation/licensir- of finan
cial institutions to provide mortgages, assembly and resale or 
disposition of housing sites to private parties or governmental
 
institutions, subsidies of various kinds to civil servants or other 
favored groups.
 

When government has taken the shelter of lower-income 
households as an public policy objective, the predominant modes of 
intervention have been: 

1. 	design and construction of dwellings for such
 
households and
 

2. 	 provision of subsidies for the occupants which may take 
a variety of forms but amount to government's absorbingthe 	difference between sums which the poor can, or are 
asked to, pay and the real cost of construction and
 
operations for such units.
 

Both developing and developed countries have used such approaches.
 

The history of such subsidized efforts has generally been that the 
volume of production falls well short of the need, and in spite of very 
high continuing costs to government, relatively few families have been 
housed. 
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In developing countries this approach has largely proven infeas
ible. Rural/urban migration has been so extensive that the conventional 
construction/subsidy approach has been unable to come at all close to 
meeting demand - even for middle-income families who often displace the 
poor in subsidized housing allotments. The results have been prolifera
tion of slums and squatter housing and considerable drain on the respec
tive national treasuries.
 

B. Revising Ideas about How to Provide for Shelter Needs
 

To alleviate these problems many countries have begun to 
adopt different approaches to shelter provision for those unable to 
afford more conventional solutions. The approaches have involved the 

following basic techn4 ues: 

1. 	reduction in design and construction standards so that
 
the funds available for shelter can be spread over more 
unitsi 

2.. 	 greater reliance on self-help or individual construc

tion and finishing of shelter; 

3. 	gradual elimination of slum and squatter clearance
 

efforts which displace families from these settlements 
in favor of upgrading existing self-built shelter and 
providing it with basic utilities and stirvicesi 

4. 	 evolution of sites and services programs for new shel
ter in which regularized plots are.provided along with 
utilities and servics; (Units are then built on these 
plots by contractors and/or the respective families to 
whom the plots are allotted.) 
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5. 	greater reliance on cost recovery from the individuals
 
and families who benefit, thus allowing for replica
bility and wider distribution of housing fundsj
 

6. 	establishment of financial instruments and institutions
 
which provide credit geared to a 
broader spectrum of
 
incomes, enabling a wider spectrum of families and 
individuals to take advantage of 	the opportunities; 

7. 	 creation of enterprise assistance and training programs 
hich capitalize on the potential for employment and 

economic development inherent in thtse approaches;
 

8. 	encouragement, directly or 
tacitly, to rental of rooms
 
or portions of units with a twofold objective: as an 
income supplement for the beneficiary; to provide for 
transients, migrants, elderly or other groups indirect
ly which even the more flexible approaches to housing 
provision cannot accommodate.
 

In 	 short, as the demand for shelter -- particularly urban 
shelter -- has surpassed conventional means of providing shelter, 
governments have adopted more sensitive, flexible, cost effective
 
and 	sophisticated techniques.
 

The *price* of adopting such techniques and using them 
efficiently has been the need for government to know more in 
advance about the population who are to be the beneficiaries of 
housing efforts. Choices are necessary for any support activity
 
that 	involves limited resources. By identifying the groups to be
 
served through shelter programs and by understanding key character
istics of these groups, those who plan 	the shelter programs can 
design them more effectively.
 



II. The Process of Identifying "Target" Population
 

The process of identifying in advance the populations to be 
served by a shelter program is called 'targeting". The population to be 
served is called the Otargetu group or groups. Tools employed in tar
geting are: national and local statistics, special surveys, and the 
carefully formulated assumptions (when such statistics or survey mater
ial exist in only rudimentary form or not at all). 

A. The "Who" of Targeting: the "Poor" and Others
 

Some analysts suggest that all households below a certain 
minimum income level - which will vary from country to country 
be considered the target group. Income is used as a gross, 'short
hand" index of how effectively one can obtain shelter and other 
services. When a national income distribution is available it Ls 

possible to determine what is the "poverty' level and to gear 
shelter assistance to households at or below this level. 

The concept of poverty alone is? however, too simplistic
 

to be the sole basis for allocating resources and for designing
 
shelter programs. Income levels, purchasing power, and costs may 
vary considerably between urban and rural areas and between areas 
of the country. Rural households at poverty income levels may be
 
able to satisfy their minimal shelter needs adequately by building 
their own houses with traditional materials and methods -
solutions no longer satisfactory when applied under the densities
 

and other conditions of the urban setting. 

In rapidly expanding urban areas there may be few options 
for obtaining minimally adequate shelter because of institutional 
and other barriers, for example: lack of available sites, exces

sively high construction standards or overly restrictive credit
 
terms. As a result, even families whose incomes are above poverty
 

level may be unable to obtain adequate shelter, and may be found
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living among the informal settlement areas. These households merit 
inclusion in the target population for housing program efforts, in
 
addition to those below "poverty" income levels.
 

Thus, income levels may be only one of several factorm to
 
consider in a targeting exercise.
 

B. Identifying Target Locations: 
 The "Where" of Targeting
 

Sufficient information should be available through central
 
government sources to determine some priorities for location of
 
housing efforts.
 

Where are the principal shelter problems , or opportun
ities, unmet by present institutions or private effort? 
Are these
 
in rural areas, urban areas or both? If in cities, are the "prior
ity" locations the capital or chief city, secondary centers, 
sec
tions of individual cities such as defined squatter areas, or com
binations of these?
 

Once the *where" of targeting has been defined, then it 
becomes possible to utlize income and other data to begin to iden
tify appropriate target group(s) for the shelter programs.
 

C. Demographic/Economic Analyses and Profiles 

Obtaining accurate and current population statistics by
 
location may be difficult. Approximations and assumptions by
 
skilled analysts become crucial.
 

The data tools 
National and local censuses, information
 
from social security systems, public health statistics, and special 
surveys of squatter areas are all material which can be probed and 
arrayed to construct population profiles of the target areas by:
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1. 	income levels (i.e. identification of high, middle, :Low 
by as discriminating categories as possible). 

2. 	type of current shelter (e.g. conventional, squatter
 

units, etc.)
 

3. 	cost of current shelter solutions
 

4. 	household size and composition
 

5. 	employment/unemployment levels (taking into account the 
wage sector, informal sector activity, women in the
 
labor force, etc.)
 

Appended to this paper is a case study of a housing survey in
 

Swaziland. This survey brings together data and assumptions from
 

many sources to formulate 'profiles" of population in need of
 

shelter.
 

Ill. Affordability'Analysis
 

While population and income profiles can provide insights into 

the 	present level of shelter needs in the target area(s), they are still
 

not sufficient to illuminate these needs or serve as basis for a pro

gram. It is necessary to follow up with affordability analyses and 

special surveys. Affordability analysis indicates what forms of housing 

the range of income levels in the target areas can purchase (or rent)
 

under present conditions, given:
 

an estimated proportion or proportions (for various income 
levels) spent on ihelter,
 

the costs (for land and building) of prototypical shelter 
currently tested and buildable in the country, and 

the financing arrangements currently available to residents
 
of the target areas/members of the target population.
 

A. 	Proportion of Income Available for Housing.
 

Countries vary in respect to the proportion of current 

income households spend on shelter, and even within a given country 
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the proportions differ among income groups. (See page 2 of the 
paper by Anthony Churchill of the World Bank which is appended as 
an additional reading.) Churchill cites shelter budgets ranging
 
frco. a low of 6.5 cent forper low income households in Madras, 
India, to a high of 27 per cent in Jamaica. He suggests that in 
low income countries an average expenditure may be 15 per cent and 
in middle income countries it could go as high as 25 per cent. 
Today in the United States find manywe middle-income people spend
ing as much as 30 to 35 percent of houEehold income for shelter.
 

The point is that some data, or assumptions, are necessary
 
to identify the proportion of income target groups are spending 
today on shelter. This will give some basic idea of how much they
would be prepared to spend if broader opportunities for adequate 
shelter were madeavailable. (Should such opportunities actually 
be made available there have been examples, as inTunisia, where a
 
target group will actually spend a higher proportion of income
 
because they now have a realistic reason for doing so.) Data and 
estimates of current housing expenditures should be broken down
 
fairly precisely between expenses for the shelter unit alone, and 
those for utilities, services and furnishings.
 

Based on such findings government shelter program planners
 
in many countries set as a goal or policy target some level they
 
consider a feasible, acceptable share household income to be allo
cated for family shelter. 
The target level may vary for different
 
segments of the target population depending, for example, on how
 
much in absolute terms families must spend on minimum subsistence 
requirements of other basics such as food and drinking water. 

B. Shelter Types Available
 

The second step of ai affordability analysis is identifying
 
the types and cost ranges of shelter units currently buildable
 
within the country. These can range from luxury apartments and 
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individual homes to simple sites and services. It is especially 
important to identify the cost components of minimal standard 
shelter  which may or may not be currently available - but whose 
construction feasibility has been determined. These would include
 
squatter settlement upgrading, core housing, sites and services 
etc. If such unit types or estimates do not exist, then some 
approximations based on best available information should be 
established.
 

The basic question is: given potential, acceptable house 
hold shelter expenditures by various segments of the target 
group, what kinds of physical solutions can realistically be 
provided for them, assuming that credit financing opportunities are
 
made available? 

C. Financing Arranements
 

Existing shelter financing arrangements and capacities 
should be reviewed to determine what is available for shelter and 
the extent to which these resources can be relied on to meet fore
seeable shelter needs, particularly those of the target popula
tion. These analyses are extremely important.
 

It may be that current financial mechanisms, interest
 
rates, amortization periods, etc. are adaptable to serve households
 
across a wide range of income levels who could afford to pay for 
shelter appropriate to their respective resources, but that the
 
level of funds available and/or the institutional capacity to
 
administer a mortgage credit program are insufficient to meet the 
scale of the need. In such a case the analysis would suggest that 
a principal objective in program development would be to increase 
the level of funding available to the existing institutions. In 
Tunisia, for example, a wide array of private and governmental 
financing techniques are available for low-income families to 
finance core housing and sites-and-services plots. That these 
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institutions do not serve more households is mainly a function of 

limitations on their working capital.
 

Elsewhere the financial systems may have inherent institu
tional constraints that render them unable to serve but a narrow 
segment of the population. In the Swaziland case study, we learn
 
that shelter financing instruments are so designed and administered 
as to serve only the upper income groups, particular industries and
 
professions, or a relatively limited group of households within the
 
larger population, the government employees who are subsidized so
 
they can occupy housing built to standards above what they could
 
afford on their salaries alone. Under these conditions, program 

efforts would be required to broaden the financial mechanisms them
selves as well as to increase the level of resources to be chan

neled through them.
 

IV. The "What* of Targeting: Components of an Affordable Program
 

A. Analyzing the Needs of the Designated Target Group(s)
 

Existing statistics, supplenented by analyses and assump
tions are appropriate in making the initial identification of tar
get groups. They are normally inadequate, however, to serve as a
 
solid basis for program and project design to serve these groups.
 

Where possible, special interview surveys of needs,
 

attitudes, and present living patterns are desirable for moving
 
into actual design. These surveys should be conducted by trained
 

interviewers who can establish good rapport with the people in
 
target areas. 
 (An example of just such a survey, in Swaziland, is
 

also appended among the additional readings.) With such a survey,
 
the following types of information can be elicited prior to
 

project/program design:
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1. 	 adequacy and use patterns o7 existing shelter 

2. 	 actual income and expenditure patterns 

3. 	 employment patterns, skills, women in labor force 

4. 	 ability to save and willingness to devote income to 
housing expenditures
 

5. 	attitudes towards various shelter options (sites and 
services, apartments, upgrading, self-help schemes) 

6. 	family size and composition
 

7. 	profile of renters
 

8. 	transportation costs and modes 

B. 	 Identifying Solutions To Meet the Needs of the Target 

Group(s) 

The next step is to match affordable shelter solutions 
against income levels and other characteristics of the target popu
lation. (See the appended chart from the Swaziland case study 
which identifies income levels of potential target groups, and the
 
type of physical shelter provisions each could afford under certain
 
assumptions of available financing.)
 

From this type of assessment, it should be possible to
 
identify the class or classes of population to be served in a
 
housing program, and to understand whice facets of a comprehensive
 
shelter program should be directed to each.
 

It should be determined, at this point, how much of the
 
percentile scale for household incomes and shelter needs can be
 
served through measures to improve the conventional delivery sys
tem, e.g. making appropriate building sites available, revising
 
codes so as to permit a wider variety of housing types and tenure
 
(especially the more affordable and somewhat higher density
 
attached housing and multifamily types of design for rental or
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condominium ownership), or changes in credit terms which result in 
down payments or monthly instalments within a level these house
holds can manage to pay. 

Needs of income groups below this threshhold of service
 
level should then be studied to determine which types of more
 
direct assistance are necessary to enable them to secure adequate
 
shelter. 
Measures geared to them may range from government
sponsored sites services squatterand to settlement upgrading 
projects, to speci;tl mortgage credit arrangements such as loans for
 
building materials and technical assistance in building their own 
housing suitable in a manner suitable for the urban setting, to
 
activities for enhancing 
 their income-earning abilities - or
 
combinations 
 of several of these. Some households at the lowest
 
ends of the income spectrum may require welfare payments 
 or other 
forms of income supplement in addition to direct shelter
 
assistance. 

It is good policy, in this matching of program measures 
against needs, to match the standards of shelter solutions as
 
closely as possible to the potential occupants' ability to pay. 
The object is to stretch available resources by going as far down
 
the income scale as possible before applying any solution that 
involves subsidy. 

V. Design of an Affordable Program 

Once the data and assumptions have been arrayed to identify 
the target groups, the scale of their respective needs and the
 
range of appropriate shelter solutions to meet those needs, the
 
general scheme of the shelter program begins to take form. 
Next,
 
this general scheme needs to be tailored realistically to the
 
amount of resources available for the shelter program and to the
 
capacity of the institutions which will be responsible for imple

menting it.
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Some estimate of how long it will take to carry .out the 
various elements of the program can then be made in light of these 
last two factors. This is important if shelter policy-makers are
 
to understand the implications of program scale for the crucial,
 
central questions of who will be served, how and when. 

Answers ta the following questions may lead to changessome 
in the relative scale or timing of individual program elements: 

A. Which elements of the shelter program involve government 
intervention primarily in institutional changes, legisla
tive initiatives, relaxation of standards or 
other measures
 
that do not necessarily require major capital or recurrent 
budget allocations?
 

B. Given the level of funding potentially available, what 
priorities should be observed in selecting physical solu
tions for the target group and its component segments, e.g. 
where, and for whom, are existing problems the greatest?
* * 
where and for whom, will future needs be particularly 
acute? . . which aspects of the shelter program outlined in 
the foregoing steps present opportunities for fairly early
implementation? . . which will take longer to develop? 

C. 	What financing arrangements and other program elements
 
especially geared to the needs of the target group repre
sent the most promising opportunities for full cost recov
ery, minimizing subsidies and covering associated recurrent
 
costs?
 

D. What will the tenure arrangements be for the target groups

(i.e. freehold, land leasing, rental, etc.)
 

E. 	How large a scale of effort will be attempted, and over 
what time period? 

Some of these questions go beyond the process, strictly speak
ing, of identifying the target group and its component subgroups.
 
They are significant, however, in 
as much as they bear on crucial
 
choices when it comes time to translate the target group identi

ties, target locations and targeted program elements into program 

priorities.
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AID Shelter Workshop
 

Affordability Session
 

TARGETING AND TARGET GROUPS: SUPPLEMENTARY READINGS
 

A. Excerpt on Housing Needs and Target Population from 

Swaziland Shelter Sector Assessment by Rivkin Associates 

Inc. and Carl House, USAID, 1978. 

B. Basic Needs iu Shelter, by Anthony Churchill, IBRD, 1979. 

Notes on Readings: 

The Swaziland material demonstrates how data were used and assump 

tions, made to identify groups for whom shelter assistance would be
 

designed in one African country. It also includes a questionnaire
 

that was administered to residents in squatter areas to learn about
 

income patterns, attitudes, et al. The most important aspect of 

this material is the way in which the analysts made assumptions 

based on limited reliable data. While the assumptions remain to be 

tested, they provided at least an initial basis for identifying the 

potential beneficiaries of the housing program. 

Churchill's paper is an excellent global overview of basic shelter 

needs and a potential role for international institutions. Its 

appendix provides data on household incomes and expenditures for 

several countries. 



TARGETING AND RGET GROUPSg 

AN OUTLINE PAPER WITH READINGS 

Prepared and Presented by
 

Malcolm D. and Goldie W. Rivkin
 

Problem Set
 
The following material 
 deals with the subject of establishing thetarget group or groups for priority in national housing programs.Pzticipants should review the outline paper and make an effort toexamine the suggested readings. Each participanh should come to thesession prepared to discuss how target groups are identifi-,dor her country if, indeed, they are. 

in his
What sources of data are usedin this process? Are there special groups or categories of familiesother than the poor who are targeted for special programs? If


specific locations or types of 
location are forhow is targeted programs,this done? How are components of the shelter program matchedwith the needs and means of the intended beneficiaries? How areover all estimates of national shelter need derived? Does thecountry allocate resources for programs in the shelter sector inlight of over all assessment of national needs? If no, are alltypes of shelter activities taken into account when analyzing therelationships between the distribution of resources and the profil.eof national shelter needs (e.g. the total value of the subsidy whichgovernment housing represents for those classes of families whooccupy it)? isHow the geographical distribution of shelterinvestment determined? As you think about these questions pleasenote your answers to at least one of them on a piece of paper forreference during the session and submission after the discussion. 
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Targeting and Target Groups: An Outline Paper with Readings
 

Context of Housing Production and Policy 

While some groups within a society are able to provide/purchase
 
adequate 
 shelter without governmental intervention, the proportion is
 
small, particularly in developing countries.
 

I. Housing as the Focus of Early Efforts to Cope With Unmet Needs 

Government normally undertakes a variety of programs or
 
activities which the of
influence availability shelter. These can 
include direct shelter construction, creation/licensing of financial 
institutions to provide mortgages, assembly,and resale or dispositicn of 
housing sites to private parties or governmental institutions, subsidies
 
of various kinds to civil servants or other favored groups.
 

When government has taken the shelter of lower-income house
holds as an public policy objective, the predominant modes of inter
vention have been:
 

A. design and construction of dwellings for such households 
and
 

B. provision of subsidies for the occupants which may take a 
variety of forms but amount to government's absorbing the
difference between sums which the poor can, or are asked
to, pay and the real cost of construction and operations
for such units. 

Both developing and developed countries have used such approaches. 

The history of such subsidized efforts has generally been that the 
volume of production falls well short of the need, and in spite of very 
high continuing costs to government, relatively few families have been
 
housed.
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In developing countries this approach has largely proven infeas
ible. Rural/urban migration has been so extensive that the conventional 
construction/subsidy approach has been unable to come at all close to 
meeting demand - even for middle-income families who often displace the 
poor in subsidized housing allotments. The results have been prolifera
tion of slums and squatter housing and considerable drain on the respec
tive national treasuries. 

B. 	Revising Ideas about How to Provide for Shelter Needs
 

To alleviate these problems many countries have begun to adopt 
different approaches to shelter provision for those unable to afford 
more conventional solutions. The approaches have involved the following 
basic techniques: 

1. reduction in design and construction standards so that the
 
funds available for shelter can be spread over more unitsi
 

2. 	greater reliance on self-help or individual construction
 

and 	 finishing of shelterl 

3. 	gradual elimination of slum and squatter clearance efforts
 
which displace families from these settlements in favor of 
upgrading existing self-built shelter and providing it 
with basic utilities and services;
 

4. 	 evolution of sites and services programs for new shelter 
in which regularized plots are provided along with util
ities and services; (Units are then built on these plots 
by contractors and/or the respective families to whom the 
plots are allotted.)
 

5. 	greater reliance on cost recovery from the individuals and
 
families who benefit, thus allowing for replicability and 
wider distribution of housing funds
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6. establishment of financial instruments and instituHons. 
which provide credit geared to a broader spectrum.of 
incomes, enabling widera spectrum of families and indiv
iduals to take advantage of the opportunitiesi
 

7. 
creation of enterprise assistance and training programs
 
which capitalize on the potential. for. employment and
 
economic development inherent in-these approachesj
 

8. encouragement, directly or tacitly, to rental of rooms or
 
portions of units with a twofold objective: 
 as an income 
supplement for the beneficiaryl to provide for transients,
 
migrants, elderly or 
other groups indirectly which even
 
the more flexible approaches to housing provision cannot
 
accommodate.
 

In short, as the demand for shelter - particularly urban shelter 
has surpassed conventional meanb of providing shelter, governments have
 
adopted more sensitive, flexible, cost effective and sophisticated tech

niques.
 

The "pricen of adopting such techniques and using them efficiently
 
has been the need for government to know more in advance about the
 
population who are to be 
 the beneficiaries of housing efforts. 
Choices
 
are necessary for any support activity that involves limited resour
ces. By identifying the groups to be 
 served through shelter programs
 
and by understanding key characteristics 
of these groups, those.who, plan 
the shelter programs can design them more effectively. 

II. 
The Process of Identifying "Target" Population
 

The process of' identifying in advance the populations to-berye.:
 
by a shelter program is called 
*targeting". The population to beuierved 
is called the 'targetu group or groups. Tools employed in targeting are 

http:spectrum.of
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national and local statistics, special sirveys, and carefulthe formula
tion of assumptions when such statistics or survey material exist in
 
only rudimentary form or not at all.
 

A. The "Who" of Targeting: the "Poor" and Others 

Some analysts suggest that all households below a certain mini
 
mum income level  which will vary from country to country -- be 
considered the target group. Income is used as a gross, "short
hand* index of how effectively one can obtain shelter and other 
ser
vices. 
When a national income distribution is available it is pos
sible to determine what is the 'poverty" level and to geat shelter 
assistance to households at or below this level.
 

The concept of poverty alone is,however, too simplistic to be
 
the sole basis for allocating resources and for designing shelter
 
programs. Income levels, purchasing power, and costs may vary
 
considerably between urban and rural areas and between areas of the
 
country. Rural households at poverty income levels may be able to
 
satisfy their minimal shelter needs adequately by building their own 
houses with traditional materials and methods - solutions no longer 
satisfactory when applied under the densities and other conditions 
of the urban setting.
 

In rapidly expanding urban areas there may be few options for 
obtaining minimally adequate shelter because of institutional and
 
other barriers, for examplet lack of available sites, excessively
 
high construction standards or overly restrictive credit terms. 
 As
 
a result, even families whose incomes are above poverty level may be
 
unable to obtain adequate shelter, and may be found living among the 
Informal settlement areas. These households merit inclusion in the 
target population for housing program efforts, in addition to those 
belov, 'poverty" income levels. 

Thus, income levels may be only one of several factors to be 
considered in a targeting exercise.
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B. Identifying Target Locations: The "Where" of Targeting.
 

Sufficient information should be available through central
 

government sources to determine some priorities for location of 
housin6 efforts.
 

Where are the principal shelter problems , or opportunities, 
unmet by present institutions or private effort? Are these in rural 
areas, urban areas or both? If in cities, are the Opriorityu loca
tions the capital or chief city, secondary centers, sections of 
individual cities such as defined squatter areas, or combinations of 

these?
 

Once the 'where" of targeting has been defined, then it becomes 
possible to utlize income and other data o begin to identify appro
priate target group(s) for the shelter programs. 

C. Demographic/economic Analyses and Profiles
 

Obtaining accurate and current population statistics by loca 
tion may be difficult. Approximations and assumptions by skilled 

analysts become crucial. 

The data tools National and local censuses, information from 
social security systems, public health statistics, and special 
surveys of squatter areas are all material which can be probed and 
arrayed to construct population profiles of the target areas by:
 

income levels (i.e. identification of high, middle, low by as
 
discriminating categories as possible). 

type of current shelter (e.g. conventional, squatter units, 

etc.)
 

cost of durrent shelter solutions
 

household size and composition
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employment/unemployment levels (taking into account the wage
sector, informal sector activity, women in the labor force, 
etc.) 

Appended to this paper is a case study of a housing survey in 

Swaziland. This survey brings together data and assumptions from 
many sources to formulate "profiles* of population in need of
 

shelter.
 

III. Affordability Analysis
 

While population and income profiles can provide insights into the 
present level of shelter needs in the target area(s), they are still not 
sufficient to illuminate these needs or serve as basis for a program. 
It is necessary to follow up with affordability analyses and special 
surveys. Affordability analysis indicates what forms of housing the 
range of income levels in the target areas can purchase (or rent) under
 
present conditions, given:
 

1. 	 an estimated proportion or proportions (for various income
levels) spent on shelter, 

2. 	 the costs (for land and building) of prototypical shelter 
currently tested and buildable in the country, and 

3. 	 the financing arrangements currently available to resi
dents of the target areas/members of the target
 
population.
 

A. 	Proportion of Income Available for Housing.
 

Countries vary in respect to the proportion of current income 
households spend on shelter, and even within a given country the 
proportions differ among income groups. (See page 2 of the paper by 
Anthony Churchill of the .World Bank which is appended as addian 
tional reading.) Churchill cites shelter budgets ranging from a low
 
of 6.5 per cent for low income households in Madras, India, to a 
high of 27 per cent in Jamaica. He suggests that in low income 
countries an average expenditure may be 15 per cent and in middle
 



income countries it could go as high as 25 per cent. Today in the 
United States we find many middle-income people spending as much as 
30 to 35 percent of household income for shelter.
 

The point is that some data, or assumptions, are necessary to 
identify the proportion of income target groups are spending today 
on shelter. This will give some basic idea of how much they would 
be prepared to spend if broader opportunities for adequate shelter 
were made available. (Should such opportunities actually be made 
available there have been examples, as in Tunisia, where a target 
group will actually spend a higher proportion of income because they 
now have a realistic reason for doing so.) Definition of existing 
housing expenditures needs to be precise, moreover, identifying 
whether the categories are for the shelter unit alone, or include 
furnishings and utilities. 

Based on such findings government shelter program planners in 
many countries set as a goal or policy target some level they con
sider a feasible, acceptable share household income to be allocated 
for family shelter. The target level may vary for different seg
ments of the target population depending, for example, on how much 
in absolute terms families must spend on minimum subsistence re
quirements of other basics such as food and drinking water. 

B. Shelter Types Available 

The second step of an affordability analysis is identifying the 
types and cost ranges of shelter units currently buildable within 
the country. These can range from luxury apartments and individual 
homes to simple rites and services. It is especially important to,
 
identify the cost components of minimal standard shelter - which 
may or may not be currently avaiable --
but whose construction feas
ibility has been determined. These would include squatter settle
ment upgrading, core housing, sites and services etc. If such unit 
types or estimates do not exist, then some approximations based on 
best available information should be established. 
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The basic question is: given potential, acceptable house 
hold shelter expenditures by various segments of the target group, 
what kinds of physical solutions can realistically be provided for
 
them, assuming that credit financing opportunities are made avail

able?
 

C. Financing Arrangements 

Existing shelter financing arrangements and capacities current 
ly available should be reviewed to determine what is available for 
shelter and the extent to which these resources can be relied on to 
meet foreseeable shelter needs, particularly those of the target
 
population. These analyses are extremely important. 

It may be that current financial mechanisms, interest rates, 
amortization periods, etc. are adaptable serveto households across 
a wide range of income levels who could afford to pay for shelter
 
appropriate to their respective resources, but that the level of 
funds available and/or the institutional capacity to administer a 
mortgage credit program are insufficient to meet the scale of the 

need. In such a case the analysis would suggest that a principal 
objective in program development would be to increase the level of 
funding available to the existing institutions. In Tunisia, for
 
example, a wide array of private and governmental financing tech
niques are available for low-income families to finance core housing 
and sites-and-services plots. That these institutions not servedo 
more households is mainly a function of limitations on their working 
capital. 

Elsewhere the financial systems may have inherent institutional 
constraints that render them unable to serve but a narrow segment of 
the population. In the Swaziland case study, we learn that shelter 
financing insttuments are so designed and administered ai to serve 
only the upper income groups, particular industries and professi 
or a relatively limited group of households within the larger 
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population, the government employees who are subsidized so they can 
occupy housing built to standards above what they could afford on their 
salaries alone. Under these conditions, program efforts would be 
required to broaden the financial mechanisms themselves as well as to 
increase the level of resources to be channeled through them. 

IV. The "What" of Targetng: Components of an Affordable Program 

A. Analyzing the Needs of the Designated Target Group(s) 

Existing statistics, supplemented by analyses and assumptions 
are appropriate in making the initial identification of target
 
groups. They are normally inadequate, however, to serve as a solid 
basis for program and project design to serve these groups. 

Where possible, special interview surveys of needs, attitudes,
 
and present living patterns are desirable for moving into actual
 
design. 
These surveys should be conducted by trained interviewers 
who can establish good rapport with the people in target areas. (An 
example of just such a survey, in Swaziland, is also appended among 
the additional readings.) With such a survey, the following types
 
of information can be elicited prior to project/program design:
 

adequacy and use patterns of existing shelter 

actual income and expenditure patterns 

employment patterns, skills, women in labor force 

ability to save and willingness to devote income to housing
 
expenditures
 

attitudes towards various shelter options (sites and services,
 
apartments, upgrading, self-help schemes)
 

family size and composition 

nature of renters
 

transportation costs and modes 
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B. Identifying Solutions To Meet the Needs of the Ta,:get Group(s)
 

Th 
next step is to match affordable shelter solutions against
 
income levels and other characteristics of the target population.
 
(See the appended chart from the Swazilaud case study which identi
fies income levels of potential target groups, and th% type of phy
sical shelter provisions each could afford under certain assumptions
 
of available financing.)
 

From this type oll assessment, it should be possible to identify
 
the class or classes of population to be served in a housing pro
gram, and to understand whice facets of a comprehensive shelter pro
gram should be directed to each.
 

A determination should be made at this point respecting how far
 
down the income spectrum, shelter needs can be met through measures
 
to improve the conventional delivery system, e.g. making appropriate
 
building sites available, revising codes so as to permit a wider
 
variety of housing types and tenure (especially the more affordable 
and somewhat higher density attached housing and multifamily types
 
of design for rental or condominium ownership), or changes in credit
 
terms which result in down payments or monthly instalments within a
 
level these households can manage to pay.
 

Needs of income groups below this level should then be studied
 
to determine which types of more direct assistance are necessary to
 
enable them to secure adequate shelter. Measures geared to them may
 
range from government-sponsored sites-and-services to squatter-set
tlement upgrading projects, to special mortgage credit arrangements
 
such as loans for building materials and technical assistance in'
 
building their own housing suitable in a manner suitable for the
 
urban setting, to activities for enhancing their income-earning
 
abilities - or combinations of several of these. 
Some households 
at the lowest ends of the income spectrum may require welfare pay
ments or other forms of income supplement in addition to direct 
shelter assistance. 
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It is good policy, in this matching of program measures against 

needs, to match the standards of shelter solutions as closely as 
possible to the potential occupants' ability to pay. The object is 
to stretch available resources by going as far down the incom scale 
as possible before applying any solution that involves subsidy. 

V. 	Design of an Affordable Program
 

Once the data and assumptions have been arrayed to identify the
 

target groups along with a measure of the scale of their needs and a
 
range of appropriate shelter solutions to meet those needs, the general 
program scheme needs to be tailored realistically to the level of 
resources available for the shelter program and to the capacity of the 

institutions which will be responsible for 	 implementation. 

It should he possible at this stage to ask, and to answer, the 

following questions:
 

1. 	 Which elements of the shelter program involve government 
intervention primarily in institutional changes, legisla
tive initiative, relaxation of standards or other measures
 
that do not necessarily require major capital recurrentor 
budget allocations?
 

2. 	 Given the level of funding potentially available, what 
priorities should be obs.rved selectingin physical solu
tions for the target group and its component segments, 
e.g. where, and for whom, are existing problems the great
est? . . where and for whom, will future needs be parti
cularly acute? . . which aspects of the shelter program
outlined in the foregoing steps present opportunities for 
fairly early implementation? . . which will take longer to 
develop? 

3. 	 What financing arrangements and other program elements 
especially geared to the needs of the target group repre
sent the most promising opportunities for full cost 
recovery, minimizing subsidies and covering associated 
recurrent costs? 

4. 	 What will the tenure arrangements be for the target groups 
(i.e. freehold, land leasing, rental, etc.) 
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5. 	How large a scale of effort will be attempted, and over
 
what time period?
 

Some of these questions go beyond the process, strictly speak

ing, of identifying the target group and its component subgroups. 
They
 
are 	significant, however, in as much as 
they bear on crucial choices
 
when it comes time to translate the target group identities, target
 
locations and targeted program elements into program priorities.
 



AID Shelter Training Worksho
 

TARGETING AND TARGET GROUPS 

SUPPLEMENTARY READINGS 

A. Excerpt on Housing Needs and Target Population from 
Swaziland Shelter Sector Assessment by Rivkin Associates
 
Inc. and Carl House, USAID, 1978.
 

B. Basic Needs in Shelter, by Anthony Churchill, IBRD, 1979. 

Notes on Readings:
 

The Swaziland material demonstrates how data were used and 
assumptions, made to identify groups for whom shelter assistance 
would be designed in one African country. It also includes a 
questionnaire that was administered to residents in squatter areas to
learn about income patterns, attitudes, et al. The most important
aspect of this material in the way in which the analysts made 
assumptions based on limited reliable data. 
While the assumptions

remain to be tested, they provided at least an initial basis for
 
identifying the potential beneficiaries of the housing program.
 

Churchill's paper is an excellent global overview of basic shelter
 
needs and a 
potential role for international institutions. Its
 
appendix provides data on household incomes and expenditures-for
 
several countries.
 



A. Excerpts on Housing Needs and Target Population
 

from
 

Swaziland Shelter Sector Assessment,
 

Rivkin Associates, Inc. in Association with
 
-Carl House, USAID, 1978.
 



1978-83V. Shelter Needs, 

of the Need, Location and ComponentsA. 	 Scale 

and movement within Swaziland has had a dramatic 
Population growth 

In the Core Region, 790 new
impact on urban shelter needs. 

were added each year between
urban and peri-urban households l 

area, 300 in the manziniin the Mbabane1966 and 1976--295 

and the balance in'com~munities between.
Kwaluseni-Matsapa 	 area, 

new urban households
Elsewhere in Swaziland, too, the number of 

was due partly to the smaller house-Thisexceeded the rural. 
the attraction

hold size in the towns and villages and largely to 

annualTable V-1 illustrates the average
of new job opportunities. 

areas.for several of Swaziland's urban
increment of households 

is fortunate.
In many respects this dispersion of urban growth 

a number of places,
Although squatter conditions have developed in 

so massive and intractable a problem
they do not constitute 

center.
they might were they concentrated in a single urban 

as 

Outpacing Housing Production. Annual
Situation of Needs 

of housing through the formal sector has simply
production 

rate of urban household formation. 
not kept pace with the 

of formal housing affects families at all
The shortage 


scale.
levels of the income 

in Mbabane and Manzini had been increasing at
Households 

quite steadilyof 300 per year, respectively,average rates 
of the privatecombined effortsfor half a decade 	before 

and other 
sector, the government worker pool housing program, 

ashousing organizations such the Industrial Housing Company 

the National Housing Corporation and the Ministry
(Pty) Ltd. 

Low Income Housing unit began to
of Local Administration 

household sizesincrease and average1. Calculated from population 

prevailing in 1976.
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raise annual production 'levels to anything approaching 

the annual need. (See Tables V-i-and V-2).
 

Informal Sector Bridges the Gap. Meanwhile the new families 

who could not be accommodated in these new units c.,: in others 

already existing, found sites for themselves on Swa-_A Nation 

land, temporary occupancy Government land or unlawfully occupied 

squatter areas and provided shelter informally for themselves. 

The informal, low-income settlements of shelters built of mud, 

stones and poles represent the backlog of need unmet by the 

formal sector of Mbabane and Manzini, and indeed, virtually 

every other urbanized community in Swaziland. A measure of 

the prevalence of urban squatter conditions is depicted in 

Tables V-3, V-4 and V-5. (Data for individual towns are in Table A-35.) 

Swaziland had, at the time of the 1976 Census, 14,600 urban
 

homesteads (or household units) built of non-durable materials 

wholly or partially. Of this number 10,450 or 72 per cent 

were in the Core Region, about equally distributed batween 

the Hhohho portion and the Manzini portion.
 

This type of structure is quite typical. for Swaziland. Indeed, 

self-built homesteads in urban areas comprise but 20 per cent 

of the total for this type of dwelling across the whole of 

Swaziland. Over and above the basic need to upgrade housing
 

conditions throughout the country, urban self-built housing 

presents special problems more serious than s ple numbers 

aloAe reveal. The densities at which these dwillings are' 

built in urban areas create particular. health hazards'since 

they characteristically lack sanitary facilities for disposal 

of human wastes. The problems are compounded by accumulation 6f 

other wastes amidst the confined living area. Footpaths are 

dangerous, uneven and steep, winding circuitously among the houses 

set helter-skelter.
 



TABLE V-I. ANNUAL INCREASE IN URBAN HOUSEHOLDS, 1966-76 

ILLUSTRATIVE EXAMPLES 

NUMBER OF NEW 
URBANIZED AREA HOUSEHOLDS PER YEAR 

1966-1976** 

Mbabane Area 295 

Manzini-Kwaluseni-Matsapa 300 

Pigg's Peak Area 160 

Hlatikulu 50 

Nhlangano 220 

Stegi 125 

Big Bend Area 475 

Mhlume Area 410 

Tshaneni Area 415 

**Calculation based on the average urban household size prevailing 
in 1976: .4.2. Average ruralhousehold size was 6.7, average 
for urban, and rural combined, 5.7. These figures differ somewhat 
from household sizes reported by the Census due to definition 
of urban area here which includes both a town or village and the 
surrounding area of concentrated settlement. These represent an 
implied rate of increase in numbers of dwelling units based on need 
rather than an actual count. lHousing data for 1966 comparable with 
the 1976 Census tallies are not available. Thus, the number of units
 
actually built during the 1966-76 decade is not known precisely. The
 
relative proportions of informal and formal sector production are not 
known either.
 

V-3
 



TABLE V-2. ESTIMATE OF FORMAL HOUSINb CONSTRUCTION 

ACTIVITY MBABANE AND MANZINI, 1971-78 

DEVELOPER 

Private Sector* 
(Including Housing for 
coupdny and parastatal 
employees) 

Public Works 
(Government Pool 
Housing) 

ifidustrial Housing 
Company (Pty) Ltd. 

Ministry of Local 
Administration-Low Income 
Housing Unit 

National Housing 
Corporation 

Peak Year Product.,on 
(1975-76).
 

ANNUAL AVERAGE PRODUCTION 
(NO. OF UNITS) DURING 
PERIOD OF OPERATION 

PERIOD MANZINI-

OF OPERATION MBABANE MATSAPA 

1974-1978 120 50 

1971-1978 80 56 

1973-1978 48 '34 

1975-1978 35 

1974-1976 75 

283 215. 

*Estimates based on review of building permit applications and 
final inspection reports for the two towns. 

vi A 
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Table V-3
 

CONDITION OF HOMESTEADS, 1976:
 

DURABILITY OF CONSTRUCTION TERIAL"
 

Partially Non -

Durable** Durable Durable 

No.of % of . No.of I of No.of % of 
Home- Nation Home- Nation Home- Nation 
steads Total steads Total steads Total TOTAL 

Core Region 8,250 44.0 10,900 32.6 12,900 37.2 32,050
 

Urban:
 

Hhoaiho .... 3,000 16.0 1,050 3.3 4,050 11.7 8,100
 
Maniini.... 3,600 19.2 1,750 5.2 3,600 i0.4 8,9S0
 

Rural. 1,650 8.8 8,100 24.2 5,250 15.1 15,O00
 

Northern
 

Hhohho Dist. 1,950 10.4 6,250 18.7 8,900 25.7 17,100
 

U'bhan: 500 2.7 1,300 3.9 650 1..9. 2,450
 

Rural: 1,450 7.7 4,950 14.8 8,250 23.8 14,650
 

Shiselweni
 

District... 2,000 10.7 8,900 26.6 6,850 19.8. .17,750
 

Urban: 550 2.9 100 .3 200 .6 850
 

Rural: 1,450 7.7 8,800 26.3 6,650 19.2 16,900
 

LubomboDistrict... 6,500 34.7 7,400 22.2 6,000 17.3 19,950
 

Urban: 5,400 28.8 400 1.1 1,5SO 4.5 7,350
 

Rural: 1,100 5.9 7,050 21.1 4,450 12.8 12,606
 

SWAZ"IAND
 

TOTAL...... 18,750 100.0 33,450 100.0 34,650 100.0 86,850
 

Urban: 13,100 69.9 4,530 13.6 10,0O50 29.0 27,700
 

Rurel: 5,650 30.1 28,900 86.4 24,600 71.0 59,150
 

Numbers do not add in all cases due to rounding. See Appendix Table
 
C for detail breakdow-n.
 

Durable corresponds to the 1976 Census designation "permanent" and ii
 
refers to wall construction in cement block, stone or stabilized
 
brick. Partially durable corresponds to "mixed" in the census and
 
means a portion of a structure or at. least one structure in a group
 
that constitute a homestead (family compound) is built of durable ma
 
erials. Non-durable corresponds with "temporary" and refers to buil
4;--, mf unstabilized mud, poles and unmortared stone. 



Table V-4 

CONDITION OF HOMESTEADS, 1976; SOURCE OF WATER
 

TAP OR
 
STANDP IPE
 

TAP IN HOUSE OUTSIDE HOUSE OTHER TOTAL
 

No.of. 	 No.of
No.of. 	 No.of 

Home-Home-	 Home- Home-
steads 100%


steads 	 steads steads 


24.2 17,900 55.8 32,050
 
re Region 6,400 20.0 7,750 

ban,: 
3,400 41.7 	 2,150 26.4 8,100


,ohho ..... 2,600 31.9 
25.3 8,900
35.4 3,500 39.3 2,250Lnzini..... 3,150 


900 6.0• 13,500 89.4 1S,O00.700 4.6
iral: 


3rtnern
 
100%
16.1 12,850 	 75.1 17,100

xohho. 1,500 8.8 2,750 
8.2 2,450850 34.7 1,400 57.1 200rban: 

650 4.4 1,350 .9.2 12,650 86.3. 14,650 

hiselweni
 
3.? 1,350 	 7.6 15,750 88.7 17,750 100% 

istrict. 	 650 


450 52.9 '350 41.2 50 5.9 850

rban: 


1,000 	 15,700 92.9 16,900

ural: 	 200 1.1 5.9 

ubombo 
5,3S0 26. 11,350 56.9 19,9s0 100% 

,istrict. 3,250 16.3 
52.4 S0 6.8 7,350


Irban: 3,000 40.8 3,850 


z.o 1,500 11.9 10,850 86.1 12,600
'ural: 	 250 

iWAZ I LAND 11,800 13.6 17,250. 19.9 57,800 66.5 .86,850 100% 

45.3 s,150 	 18.6 Z7,700
Irban: 10,000 36.1 12,550 


52,650 '89.1 59,150

tura1: 	 1,750 3.0 4,700 7.9 


Numbers do not always add due to rounding.
 



Table V-5
 

CONIMTION OF HOMESTEADS, 1976: 
SANITARY FACILITIES
 

WATER CLOSET* PIT LATRINE OTHER TOTAL 

No.of,. 
Home-
steads 

No.of. 
Home-
steads 

No.of 
Home-
steads 

No.of 
Home
steads 100% 

Core Region 8 150 25.4 8,500 26.5 15,450 48.1 32,050 

Urban: 

Hhohho..... 
Manzini .... 

Rural: 

3,000 
4,200 

900 

37.0 
.47.2 

6.0 

3,650 
2,750 

2,050 

45.1 
30.9 

13.7 

-"1,450 
1,950 

12,O50 

17.9 
21.9 

80.3 

8,100 
8,900 

15,000 

Northern 
Hhohho. 

Urban: 

Rural: 

2,600 

1,800 

850 

15.2 

73.5 

5.8 

2,650 

450 

2,200 

15.5 

"18.4 

15.0 

11,800 

200 

11,600 

69.2 

8.1 

79.2 

17,100 

2,450 

-14,650 

Shiselweni 
District. 

Urban: 

Rural: 

700 

500 

200 

3.9 

58.8 

1.2 

2;250 

250 

2,000 

12.7 

29.4 

11.8 

14,800 

100 

14,700 

83.4 

11.8 

87.0 

17,750 

850 

16,900 

Lubombo 
Pistrict. 

Urban: 

Rural: 

5,950 

5,100 

850 

.29.8 

69.4 

6.7 

2,600 

1,500 

1,100 

13.0 

20.4 

8.7 

11,400 

750 

10,650 

57.2 

10.2 

84.5 

19950 

7,350 

12,600 

SWAZILAND 

Urban: 

Rural: 

17,400 

14,600 

2,800 

20.0 

52.7 

4.7 

16,000 

8,600 

7,350 

18.4 

31.0 

12.4 

53,450 

4,500 

48,950 

61.5 

16.2 

82.8 

86,850 

27,700 

59,150 

Numbers do not always add due to rounding 

These figures should be used only with 
great caution because census
 

tabulations indicate, among other inconsistencies, 
more homesteads
 

with "water closets" than the.!e are homesteads with indoor sources
 

of water.
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Most serious, however, is that 19 percent of Swaziland's
 

urban households are without such sources of safe drinking water. 
This situation continues in spite of a concerted effort by 

government to provide treated water via standpipes serving 
several dwelling units or taps within individual homes.
 
Informal settlement is spread.ing into new areas faster than the
 
water supply is being extended.
 

The drinking water problem is even more severe in Swaziland' s 
rural areas, where 89 percent of the households lack a source 

of treated water supply. 

New Urban Households on the Way. Projections of Swaziland's 
population and its geographical distribution are shown in 

Table V-6. If the overall growth rate observed in the 1966-76 
decade (28%) continues, Swaziland will approach the millionone 

mark at the turn of the century. 

By then 40 percent of the nation's population will be living 
in urban areas. National average household size will be 5.3 
(down from today's level of 5.7) because the smaller urban
households will represent a larger share of the total than 

they do at present. 

The Core Region will still be the most heavily populated, 
but-- assuming efforts to maintain a dispersed pattern of 
growth are successful-- will still have less than half the 

population.
 

Urban households will increase by an average of 2,200 per year 
through 1988 and over 3,900 per year .the following decade. 
A,nual need for sheltering new urban families in the Core 
R,gion alone will amount to 1,680 over the next ten years and 

3 140 units in the ten years following. 



Table V-6 
a 
and Projected 1976. 1986, 1998

Distribution ot Population and Households 1976, 1978

I 1991976 
b Urban 1976 Tol Urban RuraRegioTotal Urban Rural Total Urban Rural Total 

Reqionbor I-radTtl 1991 

core uara 


(anztnl Distriat plus 

HMaban Expanded Area, 

Lobamb, and rxulvini) 

105.330 186.20 151,100 12S,6SO 217,530 213,170 150,190 434,0611 
Population 

HousehbldsO 

71,770 

17,033 

101,040 172.610 

15,024 32,0S7 

31,590 

19,430 15,720 2S,150 36,160 13,7SO 54,310 67,S o 22,420 90,010 

Persons/Household 4.2 6.7 5.4 

Horthern Hhohho District 

Population 

Households 

11,290 

2,461 

36,930 100,220 

14,632 17,093 

11,660 

2,530 

92,650 104,510 

15,220 17,750 

14,520 1113,0 125,900 

3,160 18,260 21,420 

19,300 133,610 152.910 

4,200 21,900 26,100 

Persons/lousshold 4.6 6.1 5.9 

ShiLselvint District 

Population 4,045 113,125 117,170 4,270 117,460 121,730 6,960 140,400 147,360 9,760 167,620 177,580 

4iouseholds 845 16,399 17,753 910 17,530 13,440 1,430 20,960 22,440 2,000 25,050 27,130 

Persons/Household 1.7 6.7 6.6 

Luboebo Dist ict 

Population 27,740 76,590 104,330 30,270 79.380 109,650 45,440 94,880 140,320 69,030 113,410 132,440 

HIouseholds 7,363 12,S&0 19,944 7,970 13,010 20,980 11,960 15,550 27,510 18,170 13,590 36,760 

persons/lousehold 3.3 6.1 5.2 

SvazLland Total 

Population 

Households 

114,845 

27.711 

379,665 494,530 127,7901J5,020 522,110 2116,00 472,310 691,110 31,960 
S65,030 946,990 

59,136 86,347 30,830 61,520 92,320 S2,760 73,520 126,231 92,040 87,960 160,000 

Persons/Mousehold 4.1 6.4 5.S7 5.5 4.1 6.4 5.3 



FOOTNOTES TO TABLE ON DISTRIBUTION OF POPULATION AND HOUSEHOLDS 
(V-6)
 

Population estimates for 1978 are based on projections for 
individual communities and the residual rural population
for each district. Assumptions applied in the community pro
jections are explained in Appendix Table A. 

"Core Region" encompasses the Manzini District plus the fol
lowing portions of Hhohho District: Mbobane Expanded Area,
 
Lobamba and E:ulwini.
 

"Urban" includes the communities listed below. The 1966 and
 
1976 Census tallies show urban population of 50,800 and

80,600 respectively. They do not include as urban the squatter

settlements on the outskirts of Mbabane, the communities of

Malkerns, Mankayana, Lobamba, Ezulwini, Sidvokodvo, Motshane
 
or the concentrations oZ population settled around Pigg's

Peak, Stegi, Big Bend or Mhiume. Because infiastructure in
vestments and settlement in these areas may be the basis for
future growth, depending on employment policy and opportuni
ties, we include them in this analysis.
 

Core Region
 

Mbabane Expanded Area (Enum. Dist.'s 5001-31, 1528)

Manzini Expanded Area .............. (6001-23)
 
Bhunya-Mhlambanyati 
..... (2503,2SS3)

Malkerns . ................. (2301,2310)

Manka ana . o....... ...... (2527

Loba,,a ...............9. (1s371
 
Ezulwini .......................... (1531,1S38)
Sidvokodvo ............... ........ (2341)
 

Balance of Hhohho District
 

Motshane-Ngwenya .................. (1S39,lS14)

Pigg's Peak Expanded Area.......
i (1218-19)
 

Shiselweni District
 

Hlatikulu ......................... (3242)

Nhlangano ......... 
 (3347
Layumisa ................ ::::: (3s36
 

Lubambo District
 

Stegi Expanded Area .............. i (4322,4324)
Big Bend Expanded Area ............ (4407-8,4413,4420,4423, 

4440-2,4340)
Mhlume Expanded Area ............ (4201,4204-7,421S,4249)

Tshaneni . ... 
 (4202-3)
 

"Rural" includes the bglance of population in each district.
 

Numbers of households Lre a composite of 1976 Census count
 
of homesteads and estimates for three of the individual ccm
runities. Details are shown In Appendix Table B.
 

Household estimates for 1978, 
1988 and 1998 are based on

household 5i.zes prevailing in 1976. Numbers may notadd
 
due to rounding.
 

Reduction in average household size for Swaziland 
as a
 
whole occurs over time because the smaller urban house
hold units are projected growing at a faster rate than the
 
rural households. Consequently they constitute an Increa
sing proportion of the total.
 



household growth by individualThe distribution of projected 
flow tourban areas is presented in TableA-3 6 . The rate of 

is se~en to be double that ofthe Mbabane' and Manzini areas 

the past decade. 

Urban 	 shelter needs overRecapitulation of'Shelter Needs. 


the next five years may be divided into two component parts:
 

have already settled in and around theneeds of people who 

towns, and needs of the families yet to come. Census 

data on living conditions set the scale/of the problems of 

the first group:
 

of treated* 	 5,150 urban homesteads without a source 


drinking water
 

4,500 	urban homesteads without toilet or sanitary 

pit latrine 

* 	 14,600 urban homesteads in residential structnres of 

(whichnondurable or partially durable materials 

is only partially an indication of inability to 

afford lasting materials 	and much more signi

ficantly an indication of inability 	to secure 

mortgageabletenure on the land so as to build a 

house.) 

The three types of problem generally occur in combination, 

but there are almost 10,000 of these urban dwellings where
 

not 	 critical health hazard.water and sanitation problems are a 


For the families in these households the crucial need isto
 

they have the basis for
 secure tenure on a piece 	of land so 


their housing over time.
improving the quality of 

To the foregoing measures of urban need must be added the
 

needs of new households in the urban areas:
 

V-l 



,
 
*2,200 	 urban families per year (700 per year in the 

Mbabane and 600 in the Manzini urbanized areas) 

*11,000 over the five years 1978-83 who will need water,
 
sanitation, land tenure and housing
 

Rural needs force a somewhat different set of priorities. 

There are: 

*52,600 rural families lacking a source of treated
 
drinking water 

"49,000 rural homesteads without sanitary facility 
for human waste 

•*45;000 rural homesteads where nondurability of building 
materials is a problem at least for some of the 
structures 

* 1,200 new rural homesteads forming each year or 

* 6,000 new homesteads for which water supply will
 
be the first order of need, 1978-83. ?. 

To these figures, both urban and rural, must be added the needs 
for shelter and relocation of any families displaced by urban 
redevelopnent, public works projects or rural development area 
resettlement programs. 
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Household Income and Housing Affordability
B. 


There are no well developed data on hbusehold income in Swaziland,
 

but 	because of their importance to this analysis, estimates of
 

average and median income and income distribution have been 

made based on a variety of sources. This analysis required 

considerable judgment by the research team. Therefore, the 

tables should be used as planning estimates, not as ac,. ual 

data. They should be revised when better survey data becomes 
2
 

available.
 

Average monthly income for urban families is estimated to be 

E190 ($218.00) per household in 1978. As estimated 47 percent 

of urban households cannot afford to live in shelter produced.
 

by the formal sector and therefore are most likely to be living
 

under squatter conditions. Their incomes average about E95
 

per 	month.
 

on the basisHigh, medium and low income ranges are roughly defined 


,af housing affordability. Low income families are those with 1978
 

monthly cash incomes in the E135-160 range. That is the level
 

generally required to afford the one-bedroom prototype house of
 

the Housing Unit at 1978 prices and market terms if monthly pay

ments are held at 25% of monthly income. (This assumes unsubsidized
 

for mortgageunits replicated in a new. self-help project with costs 

and homeowners' insurance folded into the mortgage total as in the 

Msunduza project.) To illustrate the relationship of this break

point for housing affordability to occupation and earnings scales,
 

families at the top of this E160 group might include those headed
 

by private sector male clerical workers or public sector male
 

skilled workers. (See Table A-38.)
 

2. 	The MLA Housing Unit has commissioned a study of housing
 
quality and family incomes in the poorer sections of Mbabane
 

and 	Manzini.. Data forthcoming from this survey will be 
more definitive.
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The breakpoint between middle and high income families occurs at 

E350 per month. This would place in the high income category
 

most male public and private sector administrative and managerial
 

and male private sector professional and technical occupations.
 

Some male private sector skilled workers might be included as well.
 

Civil service grades 11 and up would be high income. 

Based on these definitions a distribution of urban income levels 

was created. It is presented in summary below. .
 

TABLE V-7. SUMMARY OF INCOME DISTRIBUTION ESTIMATES 

Urban Urban Total 
Non-Squatter Squatter Urban 
Households Households Households
 

(53%) (47%) (100%) 

High Income 
(E 350+) 24% 13% 

Middle Income
 
(E 160-350) 55% 10% 34%
 

Low Income 
(E160 and under) 21% 90% 53%
 

Total 100% 100% 100%
 

Mean (E/month) E 280 E 95 E 190 

Median (E/month) 230 90 150 

Note: Authoritative information on incomes is not available for 
any year since 1976. Economic Planning Office suggests in the 
Draft Third Plan that 1976-78 wage gains have not kept pace with 
rises in the preceding years (14% in 1975 and 24% in 1976), that 
the increases have been considerably less in the public sector 
than in the private and that cost of living has been catching up 
with the increases. In order to test the effect on housing affor
dability, alternative assumptions on 1976-78 household income 
growth are shown below. For the purpose of creating the income 
distribution an annual growth rate of 12% for those years was assumed. 



1978 Mean Income if 1976-781976 
. Annual Increase isMean Income
Urban Household 


Per month 8% 10% 12%
Category 

E270 E280
E223 E260
Non-Squatter 

E 76 E 89 E 92 E 95

Squatter 
El90
E152 E177 E184


All Citegories 


Housing prototypes have been defined on the basis of existing 

models, standards, and costs. A contrdctor-built one bedroom 

kitchen, and.-living room with 37 M2 

house with sanitary core, 

per acre can be builtof gross building area at density 12.8 

for E4,596 in 1978. If available, and if financed at market
 

(SDSB) this unit would require E460 down and E41 monthlyterms 

(plus utilities) and would be affordable by an estimated 65 

percent of urban households (assuming 30 ercent of total household 

at 11 percent interest forincome went for mortgage payments 


25 years). Table V-8 presents estimates on key datia'for the
 

"minimal one bedroom house", two levels of standards for sites
 

and services, and squatter upgrading. 

Table V-6 distributes 1978 households (with particular focus
 

on low income households) across the prototypes in accordance
 

terms. Although this
with shelter affordability on market 


establishes a context for program planning, it does not deal
 

with policy decisions or recommendations about the rate at
 

which the current housing situation should be improved.
 



Table V-8 
3TXMATw Hosim am AND A-romILITY - 1978 

(Based en,' pnn &ssumpti.ons not empirical data. ootnotes appear an following page.). 

Sraziland

Swaziland Care RegionUrban Families Care P Tion urban Filies inUrban Familie Informal Sector Rousing Urban Families inInformal Sector Housina 

Wmaber % Number Esrmated Nuber Estimatad Number % 

Total ramilnas 30,830 
 100% 19,430 
 100% 14.500 
 100% 9,200 100% 
Income Distribution (1)
 
High Income (E 350+) 4,000 13% 
 2,530' 13% - - -medium Income (E 160-350). 10,480 34% 6,600 34% 1.500 10% 900
Law Income 
 (,adr a 160) 16,350 53% 10,300 53% 

10% 
13,000 
 90% 8,300 90%
 

Shelt r Affordability by 

T.o Income Families (2)

Total Low Income Families 16,350 
 100% 10,300 100% 13,000 
 100% 3,300 100%
 
Can Afford One
 
Bedoos Housea (E 4140)
 
at 25% of Income'
(E 135-160 monthly income) 3,400 21% 2,140 21% 1.600 12% 1,010 12% 
Can Afford Full Sites ..d 
Services 0 (E 3000) at 25t 
of Income E U10-135monthly income) 3,420 21% 
 2,160 
 21% 2,230 17% 
 1,430 
 17% 
Can Afford Basic Sites 
and Servicesd (E 1500) 
at 20% of Income E 75100 monthly inccm) 4,390 27% 2,760 27% 4,000 31% 2,560 31% 
Can Afford Squatter 
Upgradir.q (E 400) at 
10% of Income (E 45-75monthly incose) 
 3.100 19% 
 1.950 19% 
 3.100 
 24% 1,990 
 24%
 
Cannot Afford L onom±c 
Housing (less than E 45monthly) 
 2,040 
 12% 1.290 
 12% 2,050 16% 1.,310 16% 
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rootnoter to TAble V-8 

ousing -rototves -	 TIlustrative Standards and Costs 

a. 	 Karket Level Friancing Terms at Swaziland Develooment and Savinas 

sank. 10% down, 11% interest. 25 year te for repayment (not 

past 25th birthday) 11.8%constant payment pex year. waximum 30% 

cf income for debt service. 

care.
b. 	 One Bedroom ETxyan4m.ble yj.t, One bedroom plus sazitarv 

kitchen and living room vith 37 M2 gross building area at 12.8 

per a:cre. Aidod self-help urdt. )Mortqage includes insurance costs. 

Total Cost - Z A140 

Down Payment 414 (10%) 

J4ortqage Z 3726 x 11.8%/year - Z 37/month debt service 

25% of Licome requires Z 148 per month of household income 

20%of income requires E 123 per month of household income. 

c. 	 Fully Served Sites and Servicee. Zndividual water tap for each 

dwelling unit. sewarage, sanLtary core. 330 K2 .plets (6 per acre), 

no electricity. 

Total 	Cost - 9 3000 LcludLnq lan, infrastzrcture. and 

materials for house 

Down Payment -. o (10%) 

Fimancig E 2700 x 12.4%/year (20 year tram) - E 23/month 

debt service 

251 of income requires EL10 per month of bousehold income. 

d. 	 Basic Sites and Services. Water stanpipe for each 4 dwelling
 

units, individual pit latrine, lots I 12/acre.
 

Total 	Cost - Z 1.,500 including land, infrastructure, and 

mater&is for hoe 

Down Payment 150 	(10%)
 

rinancing E 1,350 	x 13.6%/year (15 year term) - Z 15/month 

debt service 

20% of income requires C 75 per month of household income. 

25% of income would require E 60 per month of household income." 

Pit l&jtes. footpaths, etc. as called forSquactaer Oading. 

in individual proects. 

Total Cost - E 400 LIcLuding Lnfras=ucture only 

Financing E 400 x 13.6%/year (15 year term) - E 4.50/month 

debt service 

income requires Z 45 per month of household income10%of 

would require Z 18 par month of household25% of income 


income.
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C. Motivation for Home Ownership 
Swazi families who value home ownership are readily willing to 
spend 25 to 30 percent or more of their income on debt service for 
their homes. However, the history of heavily subsidized rental 

housing provided by. government and by companies has made home 

ownership relatively less attractive. A few families who .ould 

afford to own their own homes on very favorable financing terms 
(9 percent mortgages for government employees) have taken advantage 
of these terms to build houses and rent them out 'rather than"give 

up their government-subsidized -rental unit. This abuse, the 
carrying of two housing subsidies in one family, is being brought 
under control with'Increased scrutiny by government authorities. 

Families selected for the first stage of the aided self-help 
project had incomes ranging from E40-EI50 monthly 3,clearly within 

the category of low income by the definitions used in this report. 

This was possible due to subsidies on both costs and Ifinancing. 

Approximately 70 percent of the cost of completed units was passed
 

on to the participant purchasing families. The remaining 30 
percent was a subsidy by the iovernment and UN. grant assistince 

coverinq the infrastructure portion and costs of staff. 4 Financing 
was arranged through SDSB at 7 percent interest for 20 veai.s with 
no down payment on the E200 plot. Current market rates are 

11 percent interest for 25 years and 10 percent down payment is 

required.
 

3. 	 Source of this information is the Housing Unit of MLA. 
4. 	 A valid argument could be made that stiff costs are part of 

the government's Housing Unit recurrent budget and therefore 
should not be counted as project overhead. From another view
point, however, the need to escalate the scale of shelter pro
grams substantially implies a need for expanded Housing Unit 
staff resources. In the face of tight government controls over 
growth in the recurrent budget, there are advantages to an 
accounting procedure which classifies staff costs as project 
overhead. In this Way they become part of the dwelling unit 
cost included in the mortgage and recoverable from the ultimate 
home occupants.
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Squatter families typically "own" 	 their own units, though they 

Squatter units typically costlack assured tenure to the land. 
bagsfor materials (roof, window, door 	and two 

concrete for the floor) plus E135 for the value of their labor in 

(500 per hour). 

about E250: E115 	 N 

constructing it hours @E.27 

percent of squatter units are rented, typically at E5 toAbout 20 

E12 per month. This would be 10-20 percent of family income in 

squatter areas of Mbabane and about 6-13 percent of family income 

in Manzini. 

Wa1Eer has been provided. at standpipe locations at about one for 

every ten to twenty families at certain squatter areas. There 

is no charge to the residents for 	either the initial cost or the 

continuing water usage, over and above the E2 annual fee for 

temporary occupancy of government-owned land, if applicable. 

Mobilizing Personal Income for a Shelter Program. Household 

income of urban families is one resource in Swaziland that appears 

not to have been tapped to its potential in providing shelter. 

Some families are capable of paying considerably more for their 

accommodations than they are paying now, if 25 percent of income 

is the criterion. 

:he foregoing affordability analysis "matches up" portions of the. 

spectrum of urban household with packages of shelter services, 

i.e. the prototype accomodations each income group can afford 

without severe strain. Actually mobilizing resources of this sort, 

however, requires that there be programs which produce the facil

ities, and that mechanisms be created whereby individual families 

can assume the responsibil~ty for paying off the costs of ti~e 

shelter they occupy. The 1977 rural-urban migration study in the 

low income settlements of Mbabane and Manzini indicated that 

quite a number of families maintain savings accounts in a bank. 
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Some claim to be saving to purchase cattle. Others tell of 

housing aspirations. Yet shelter as an object of savings appears 

to ba less competitive--not only because interest rates are 

relatively low (4 to 7 percent) and taxable--but also because 

shelter takes so very long to materialize. 

D. 	 Capital Requirements 

If the 11,000 new households expected in Swaziland's urban areas 

over the next five years were to be provided shelter at standards 

related to their capacity to afford it so that no new squatting 

occurs, the capital-requirement would be on the order of E20 

million annually. 5 This estimate does not make a distinction 

between what portion would be with or without a subsidy. Nor 

does it imply any assumptions about which institutions should 

be responsible for satisfying any portion of the need. Nor does 

it include any provision for slum clearance or otherwise 

upgrading shelter for households living in the urban areas now. 

The E20 million would be an initial capital outlay for housing, 

land and on-site infrastructure. It does not include major infra

structure such as trunk line sewers or major roads and it does not 

include community facilities such as schools, sports fields or 

parks.
 

Certainly, a substantial part of such an investment could be 

channeled in the form of loans which would be repaid, possibly 

into a revolving fun& for. shelter reinvestment. 6 

The 	 figure is not meant to imply a particular program outline, 

but 	rather to establish the order of magnitude of foreseeable 

needs. It sets a context within which alternative program 

proposals may be debated and priorities set. 

5. 	 See Appendix A-44. 

6. 	 By contrast, it should be considered that the combined total 
of all outstanding bank loans for home mortgages today at .the 
Development and Savings Bank and the Swaziland Building Society 
is E9.0 million. 



Table A-39 

OF 11C4E FOR URBAN iAMLIVS IN SWAZILANDESTIMATED DISTRIDUTION 


(1918 TcM4S)
 

DistibutionCumulativeDistributionTotal ramilies 

Urban Non
Urbannon Wan 

Total Squatter VquatGr Ttal 
Squtte quatter Total Squatter Squatter 

High Income 
 13.0%
 

- 13.0% 24.5%24.5%
- 13.0%13.0%
z3O 


middle Income 
79.2% IO.ft% 47.0%34.0%
34.0% 54.7% 10.0%

29.01 S.0%9160-350 

Low Income 21.5% 58.0%
10.9% 11.0% 90.3%


11.0% 11.1%
5.9% S.1%Z13S-160 36.9% 69.1%15.4% 11.1% 97.7%
" 11.1% 7.4%3.9% 7.2%
3110-13S 
 64.51 8.3%
100.0%
2.3% 27.6% 14.2% 


1.2% 13.0% 14.2% 

37S-110 
 75.I 88.6%
 

- 11.3% S.3% --
5.3% 5.3%


Z60-7 S- 5.9% 93.41
 
- 10.1% 4.%

4.8% 4.6% 
45-60 

-- 97.7% 99.9% 
- 11.9% 5.5% 

- S.S% 5.5%
B16-4S 

' N 100.0% 100.0%2.3% 1.1% .1.1%
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53.0%
53.0% 20.6% 89.4% 
Subtotal Low Inome 11.0% 42.0% 

100.0%
 
Sa1 47.0% 100.0% 100.0% 100.0%

53.0% 


and Wage; .- 1976. the 3.tablistmento Register - 77/78. and the 
are based on EmploymentHotee" These estimates at the lab6r

As these sources are based an different segmentssurvey. 
covers all population seguents,1977 urban-rural migration considerable judgment 

no source of household income dataforce, and from the data. These estimates 
by the researchers in Interpolating these estimates 

.- in exercised that these 
as better data 

has Also. it should be rememberedbecomes available.
should be replx % as soon 

from abroad.Lnusoe earned
Income estimatt.A xclude expatriate 



Table A-40 

Derivation of the Household Income Distribution of Swaziland 

1976 and 1978 

This table is derived primarily from information on wages manipulated 
through the methodology described on the ne:t page. There probably 
is a skewing of this data downward from the nature of the source data. 
For example, expatriates are included but that portion of expatriate 
income which comes from foreign donor sources is not included.
 

Avg. Monthly Cash.Income
 
1978 Total Urban Rural
 

1976 (+ 12%/year) Homesteads Homesteads Homesteads
 

E540+ 500+ 1,.000+ 1,000+ 

400 500 640 640
 

350 440 
 700 700
 

300 375 1,000 1,000
 

250 310 1,300 1,300
 
200 250 2,210 2,000 210
 
150 190 6,000 3,000 3,000
 
100 .125 22,000 10,000 12,000
 

50 60 21,200 5,200 16,000
 

25 30 30,800 800 30,000
 

To'al Homesteads 86,850 25,640 
 61,210
 

Total Monthly

Cash Income (1976) 7,200,000 3,900,OCO 2,200,000
 

Notes:
 

1. 1E - $1.15
 

2. Wages increased by 12 percent in 1975 and 23 percent in 1976.
 
according to the Central Statistical Office', Employment and

Waces, 1976." Projection to 1978 assumes the lower rate of 12 percent
which is about equal to increases in the cost of living. 

Continued on next page. 
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Footnotes to Table A-40, Continued 

3. In the absence of actual data assumptions were made concerning 
general indicators of the distribution of homestead income. 
The approach outlined below should be validated or replaced by 
empirical data as soon as survey reports become available: 

a. Average monthly wages for non-agricultural male wage earners 
by skill level for both public and private sectors were taken 
from the Central Statistical Office', Employment and Wages, 1976. 
This represented a distribution of male wage earners into twelve 
income levels ranging from ES1/ionth for private sector, unskilled 
workers to E581/month for private sector professional and 
technical employees. These were assumed to be heads of home
steads. (See Table A-38.) 

b. Male wages earned were increased by 25 percent to reflect 
additional homestead income produced by wage earning women 
(assumed to be wives). This was regarded as homestead income. 

c. Homestead income was reduced by 15 percent 
sent to the rural homesteads. 

to adjust for money 

d. A distribution curve of these twelve cells of assumed levels 
of homestead income was made,, reasonable income interval. were 
marked off and the numbers of homesteads within them were 
counted. 1. 

e. Allocation of some of these wage earning homesteads was made 
rural areas as guided by employment in forestry, mining, and 
quarrying. 

to 

f. Non-wage earning rural homesteads were distributed by income 
based on de Vletter, The Rural Homestead as an Economic Unit, 
July 1978, p. 23. 



APPENDIX 46 

RURAL-URBAN MIGRATION STUDY 

In the sunmer of 1977, students at the University of Botswana andSwaziland* conducted a survey, in a number of the low income, informal
shelter settlements of Mbabane and Manzini. The questionnaire attached 
to this appendix was administered to approximately 300 respondents.
They were distributed among the settlements as follows: 

Low Income (Migrant) Housing Area 
 No. of Survey Interviews
 
1'babane and Vicinity 
 94
 

Fonteyn 
 13

Mangwaneni 
 19
 
Corporation 
 12
 
Msunduza 
 27
 
Mvakwelitshe 
 4
 
Sidwashini 
 19
 

Manzini and Vicinity -. 206 

Khoza's Area 
 94
 
Kwaluseni 
 9
 
Moneni 
 51
 
Zakhele 
 29
 
Kamanzana 
 3
 
Sitandeni 
 20
 

Students were instructed to interview at every third house (not a randomly
selected sample) and to go on to the neighboring house if they found no 
one at home or a respondent unwilling to be interviewed.
 

The questionnaires were coded and tabulated for selected questions in
July 1978 by the Rivkin Associates' team. After being culled to removeobviously invalid or inconsistent questionnaires, there were approximately
285 questionnaires remaining in the sample. Not all questions were
answered in each case so the sample size for individual questions varies.
In the case of monthly income data reported in Figure 9, p.IV-16, forexample, the weighted average figures fo; households reporting income
from all sources (e.g. salaries of all household members, room rentals,

informal sector enterprises, et al) was computed. 
Other information
 
presented in the Figures 9-13 of Chapter IV was checked against enumeration
district tallies from the 1976 Census (e.g. shelter occupancy) or the

Rivkin team's observations from field visits and a limited number of
 
interviews.
 

Under the supervision of Fion de Vletter.
 



The survey was designed with objectives other than strictly gaining data
 
on which to base the planning of shelter. Therefore, much information
 
that would be crucial to a housing program (e.g. current savings
practices, expendituxe patterns and the capacity of various income strata 
to save) is not systematically obtained. Nor is comparability with other 
available data easily established.
 

Income information for families who applied to participate in the Msunduza 
aided self-help housing project shows a monthly average of E76 in 1978. 
The difference between this level and the ESS of the UBS survey could 
be attributable to sampling error, inflation between 1977 and 1978 and 
possibly even a bias because the lowest income families of Msunduza 
would not be applying for the Housing Unit project. Even while this 
shelter sector study is being completed, a survey of housing quality and 
incomes in the low income areas of Mbabane and Manzini is in process for 
the Housing Unit. The new survey may be expected to reveal a more 
definitive picture. Thus, the Rivkin team has urged that income estimates 
in this shelter sector study be regarded as judgmental and indicative 
only. 

For the purpose of designing a shelter program such as this study outlines 
in its recomendations, the Government of Swaziland will need proper 
survey data for the low income population of all the towns and significant
settlements in urbanizing areas. It will be important to gain knowledge
of the resources and income potential of the families who will be 
migrating to the urbanizing areas over the coming years as weil as the 
families who have already arrived. An inventory. of shelter conditions, 
costs, production levels, and availability in the smaller towns will 
also be necessary for the planning of appropriate program components. 



babane-Manzini Rural-Urban Migration StudT Department of Economics, 
University College of Swaziland 

Name of Interviewer Date -

Area of Interview Household Number 
(If possible) 

Description of Premises 

Sex *of Respon."ent Male Female Position in Household
 

Background/otivations/Achievementa
 

* How old are you?_
 

:. What level of education have you attained?__ 

. Where is your"home"?(i.e. place which could be considered a family base)
(Specify area by name, district and nearest town) 

1. When did yuu.leave your home ar6a?.. 

IXo Why did you leave your home area? 



Where did you gm and what did you do frnm the time you left your h^me area 
to moving tm this area?(Ask respondent to indicate all places lived in and 
all employment activities engaged in during that time)
 

4hat would 7ouhave done if you had remained in yhur home 'area? 

What attracted you tn come to this area? 

What type of employment did you expect to obtain on-moving to this area? 
(Ask respondent to indicate what he realistibally expected to do as opposed 
to what._he/she aVnted to do) 

What type of work have you done since arriving in this area? (Ask respondent 
to indicate all forms of income generating activities engaged in) 
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Are you satisfied with your present form of employment?
 

If YES:How long were you in this area before obtaining satisfactory work? 

If NO: Why not?
 

FamilY Structure
 

a Who did you stay with when you first arrived in this aL'ea? 

b How long did you stay with them? 

c Did you stay in any other households before moving into this house? 

If YES: Who did you stay with and for what periods of time? 



7. Who lives in this household presently? (Ask respondent.to specify relation
ship and age of each inhabitant including all non-family members) 

8. Do yqou or any of your family own a rural homestead? (Explain) 

If YES: Who lives in rural homestead? (Ask respondent to specify relation" 
ship and age of each inhabitant to the best of his/her knowledge). 

9, How many people do you support with your income? (Explain) 

Income Flows
 

;0&. What types of activities/employment are you presently earning income from? 

b. How much do you earn per month from these activities/employment?(approxima
tion) (Break down by activity if possible) 



Who else in your household earns income? (Specify who,. what type of 
work and approximate monthly income) 

Do you receive food ar any goods from your rural homestead? 

If YES: What types of food/goods and what quantities per month
 
(approximately)? 

Expenditure Patterns 

What do you consider your main *tems of expenditure are? (list in 
7order of importance if possible 

Do you send money' or goods to your rural homestead? 

if YES: Approximately what value, how 0often? 

41 Do' you plan- to buy cattle with your earnings? (Explain)
 



.5. Do ymu save or plan to save any of your earnings in a bank or 
its equivalent? (Explain)
 

HousiRE
 

a. Do you own or rent your house? 

. Who owns the land that you li , on? 

v. If resDondent rents house/land aak:How much do you j'ay per month 
for: / house
 

ii/. land. 

Do you rent out or sub-let any rooms in your house?
 

If YES: How much do you earn from Tent per m6nthT
 

8. What payments do you or did you make to: i/ municipality/govt. 

(Explain in each-case)
 
ii/ local chief
 

iii/ other (Explain)
 
I 



. Have you already or do you plan to spend much money on household 
improvements or expansion? 

If TES: ask respondent to give details. 

If NO: Why not? 

a What do you feel are the main problems of housing *1 this area? 

b. What pre.blems do you believe require immediate attention? 

Services 

21. Have any members of this household fallen serivusly ill o. died? 
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a. 	 When. ill what medical facilities would you use? (Tick appropriate 
category(ie and ask respondent to elaborate if possible) 

Government Clinic 

Government Hospital 

Private' Clinic 

Mission Clinic/Hospital
 

Private Practitioner
 

Swazi Traditional Doctor
 

Other (Specify)
 

b. 	 What 'do you feel are the main problems of the medical facilities 
provided for this area? 

3a. 	 How far away is y6iar nearest suitable water supply? 

b. 	 How is it tetched? stream 

stand pipe 
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ow are your wastes disposed of? (Ask respondent to indicate sepg' 

ately for human waste and rubbish) 

aow many members of this household go to school? 

If there are any members of the household who are eligible to
 
so to school but do not, why don't they?
 

Attitudes 

Would. you be willing to consider manual work in any" of the 
£ollowing areas? (Ask respon&dnt to explain wby/wby not for 
each case)
 

i/ South African mines (only if respondent is male) 


ii/Parming or forestry in South Africa 

iii/ Manufacturing sector in South Afri6a 

iv/ Mining in Swaziland 

."" aml.7and 

4 



SELECTION OF DESIGN STANDARDS AND AFFORDABILITY 

Prepared by Robert Olsen 

October, 1982 

This material consists of two parts. 

Part One is the discussion outline which will be followed during the presentation.
This material will be illustrated by use of an HP 85 computer which will demonstrate the
implications of different physical standards on costs and affordability issues. 

Part Two is a narrative paper on the use of Design Standards and Costs For 
Residential Projects. 

Participants are asked to read Part Two and be familiar with the outline of issues 
to be discussed as raised in Part One. 



PART ONE
 

SELECTION OF DESIGN STANDARDS AND AFFORDABILITY
 

I. Introduction 

The seleclion of standards for housing and upgrading projects can greatly effecttotal costs. When countries establish minimum standards by law, the effect on low
income target groups can be enormous. 

This paper examines the selection of alternative standards as they affect costs 
and affordability of housing to low-income people. 

A. 	 Most countries have legislation which establishes minimum legal standards for 
urbanization. If a subdivision or squatter settlement does not meet those 
standards, it is considered illegal. 

I. 	 As such, its inhabitants may not be eligible for urban service benefits such 
as water supply, sewerage, and solid waste collection. 

2. 	 Illegal status may even affect land tenure. Private ownership may not be 
protected by law, even in cases where occupants have purchased their 
plots. 

3. 	 Minimum legal standards often reflect the values and urbanization 
standards of middle-class people rather than those which are actually
affordable by most of the population. They are often imposed during
colonial eras and have not been altered. 

4. 	 The total cost of projects which must adhere to uniform legal standards 
often make them unaffordable to low income groups. 

B. 	 Reasons for standards. Properly formulated standards can serve many 
important functions: 

I. 	 Assure efficient use of urban lands. Uncontrolled urban sprawl creates 
problems - poor access to employment, high transportation costs, lack of 
services. 

2. 	 Reduce cost of providing municipal services. Government resources are 
limited and must be used carefully. 

3. 	 Assure adequate land for public services and open space. 

4. 	 Assure public safety. 

5. 	 Minimize damage from natural disasters. 

*6. Protect the environment. 



II. Types of Standards 

A. 	 Land Use Standards: determine how land surface is used - residential, plot 
size circulation, facilities minimum open spce. 

B. 	 Infrastructure Standards 

I. 	 Basic objective - habitable and healthy neighborhood environments. 

2. 	 Many ways to meet desired requirements by defining water supply, 
sanitation, drainage, and circulation standards. 

C. 	 Construction standards 

I. 	 Determine types of material, size of rooms, ventilation, etc. 

2. Important in zones subject to disasters. 

Ill. Cost Considerations of Standards for New Projects 

A. 	 Each Minimum Standard has its Cost 

I. 	 When the costs of all tie minimum standards are considered together, it is 
often impossible for the vast majority of urban populations to afford 
them. 

2. 	 Most urban residents have no alternative to illegal subdivisions. 

B. 	 Cost of Land Use Standards 

I. 	 Density is most important factor. The lower the density the higher the 
cost of a plot. 

2. 	 Examples of how standards effect costs. West Africa project. 

Example I
 

Circulating Space
 

Width of Width of % Space Density Mthly.
 
Primary Secondary for Cir- Persons/ Payment %
 
Street-M Street-M culation ha CFA Increase
 

Proposition 1 16 10 27.1 155 129512 
Proposition 2 28 16 41.9 115 15,589 23.8 
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Example 2 

Plot Size 

Density Monthly 
Size M2 Persons/ha Payment CFA % Increase 

Proposition I 200 208 11,227 
Proposition 2 400 112 169229 44.6 
Proposition 3 600 80 209649 83.9 

C. 	 Cost of Infrastructure Standards 

1. 	 Many ways to solve problems. The higher the standard, the higher the 
cost. Must look at recurring maintenance costs of systems. 

2. 	 Example - same West African project. Basic Standard (stand pipes, gravel
streets, no street lights) - Monthly payment 7,843 CFA. Medium Standard 
(Individual connections for water, paving and street lights for primary
streets) Monthly payment 11,647 CFA, 48.4% increase. See Annex I for 
more detail on cost standards. 

D. 	 Cost of Construction Standards 

I. 	 Often standards result in over design. 

2. 	 Expensive materials - sometimes exclude local or traditional materials. 

3. 	 Performance standards are most difficult to implement but provide 
flexibility. 

E. 	 Land Costs 

I. 	 Must consider site preparation costs as well as purchase price. A cheap
initial site may cost high to develop. 

2. 	 Must consider recurring costs to residents such as transportation if site 
located far from center. 

F. 	 Affordability 

I. 	 PADCO/Bertaud Model developed to analyze project feasibility.
Considers major variables and the trade-offs between them. Results from 
West Africa project illustrated graphicly in Figure I. 

2. Curves at left for 3 infrastructure standards. Target population cannot 
afford highesr standard (#3). Variety of options available with standards 
#2 and #1. 
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3. 	 Affordability of project in Central America is illustrated in Figure 2. 
Plots developed to minimal standards at minimum land costs require $100 
monthly oayment. 66% of population cannot afford a plot developed to 
these standards in the city. 

IV. Cost Considerations of Standards for Upgrading Projects 

A. 	 Upgrading projects more difficult because there is less control 

I. 	 Urban fabric established and housing exists. Expensive and difficult to 
change existing land use patterns. 

2. 	 Only area of control is infrastructure standards. Usually difficult to 
integrate systems into existing urban fabric. 

3. 	 Cost recovery more difficult when plots not sold. Tax also difficult 
because of inefficient collection systems. 

4. 	 Set standards to meet basic improvement objectives but to keep costs as 

low as possible. 

B. 	 Land Use Standards 

I. 	 Density - check first. Usually high in spontaneous neighborhoods. May
require some acquisition and clearance for circulation and community 
facilities. If density is low, identify unused land for public use or irifill 
housing. 

2. 	 Do not impose new development standards on existing area. Keep 
clearance to minimum. Look at real needs and ability of residents and 
government to pay. Squatter upgrading illustrated in Table 3 has lower 
standards for public space and circulation than would normally be sought 
in new development. 

C. 	 Infrastructure Standards 

I. 	 Difficult to integrate new systems into existing urban structure. Use 
circulation spines and services. 

2. 	 Problem areas - sanitation and drainage sites are occupied by squatters
because areas are not desirable to higher income groups. 

3. 	 Costs increase with higher standards similar to example for new 

development (111.C.2). 

D. 	 Affordability 

I. 	 Do not improve neighborhood beyond ability of area residents to support. 

2. 	 In some cases cost of upgrading will be so high that project is not 
feasible. Relocation may be the best solution. 
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V. Compcrison of Standards 

I. 	 Examples from different parts of world. Look at land use standards, 
density and were available cost. 

2. 	 Middle eastern country. Three new town projects and a sites and service 
project are compared in Table I. Projects 2 and 3 are for the same target
population and on similar sites but because of different densities and 
infrastructure have a very different per capita cost. Only 0.1% of 
population could afford to pay full price of projects I and 2 while 70-75% 
could afford a plot in the sites and services project. 

3. 	 Central American country official subdivision standards are compared
with an existing upgraded squatter settlement. (Table 2) 

Even though a much higher percentage of land is used for housing in the 
squatter area, the densities are not too different because plots are larger 
in the squatter area. Note that government was willing to accept much 
lower standard for circulation and open space in squatter area. 

4. 	 Sites and service projects in West Africa. Table 3 shows land use from 
projects in two countries. These are USAID sponsored projects with 
target populations earning below the medium income. Densities are lower 
because of a preference for larger plots. 

5. 	 Sites and services project in Asia: Land use similar to other projects. 
(Table 4) Circulation is lower because width of streets no greater than 
8m. Access to least expensive lots is by 3m wide footpath. Variety of 
plots designed for different incomes. Table 5 illustrates affordable 
solutions for different incomes. 

6. 	 Table 6 compares costs and infrastructure standards for two upgrading
projects. Costs are considerably lower in the Asian country. Difference 
results in part from sanitation solutions. Individual privies and septic 
systems account for 6.2% of total costs of the Asian project while the 
sewered septic systems are 39.7% of costs for the Africa project. 

VI. Criteria For Evaluation 

A. 	 Principal areas of Influence 

I. 	 Cost implications 

Land Use - Density 
Infrastructure - design standards and level of service 
Construction - materials and finishes 

2. 	 Functional implications 

Public and personal safety - disaster preparedness 
Environmental quality - health 
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B. 	 Flexibility 

I. 	 Performance standards. Allow for innovative solutions and use of 
materials. 

2. 	 Avoid arbitrary or over restrictive regulations. 

3. 	 Different standards for different situations or objectives. Lower 
standards for upgrading projects. 

4. 	 Long-range view of lo%'-income development. Experience indicates 
families will improve situation as they have resources if ownership is 
secure. 

C. 	 Periodic Review 

I. 	 The usefulness of any fixed minimum standard should be periodically
reviewed, taking into account the issues raised in this chapter. 

2. 	 Particular attention should be given to the need for standards affordable 
by even the lowest income groups. 

TABLE I 

LAND USE - MIDDLE EASTERN COUNTRY 

Gross 
Density

Resi- Service Circu- Persons/ Per Capita
dential Open Space lation ha. Investment 

New town I 46.9% 22.1% 31.0% 76% $4743 
New town 2 23.7% 39.0% 37.3% 145% $4120 
New town 3 39.7% 47.9% 12.4% 812% $1047 
Sites & Services 66.1% 7.4% 26.5% 594% $358 
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TABLE 2 

LAND USE - CENTRAL AMERICAN COUNTRY 

Residential 
Service & 
Open Space Circulation 

Gross Density 
Persons/ha 

Official 
Standards 39.7% 27.8% 32.5% 384 

Upgraded
Squatter
Settlement 78.0% 3.5% 18.5% 581 

TABLE 3 

LAND USE - WEST AFRICA SITES AND SERVICES PROJECTS 

Residential 
Service & 
Open Space Circulation 

Gross Density 
Persons/ha 

Country I 60% 14% 26% 220 
Country 2 56.9% 17.2% 25.9% 216 

TABLE 4' 

LAND USE - ASIAN COUNTRY 

Residential 
Service & 
Open Space Circulation 

Commerical 
Small Industry 

Gross Density 
Persons/ha 

64.9% 16.8% 15.2% 3.1% 315 
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TABLE 5 

HOUSEHOLD AFFORDABILITY AND HOUSING STANDARDS - ASIAN COUNTRY 

Percential Income Group 10 30 50 76 90 

Monthly Income $ 40.32 75.81 94.35 146.77 217.61 

Percent of Income 
Spent on Housing 15 15 15 15 15 

Affordable Monthly Payment $ 6.05 11.37 14.17 22.02 32.64 

Total Capital Resource $ 610 i,147 1,430 2,222 3,294 

Plot Size - M2 60 90 120 140 180 

Core House 13 21 21 36 45 

Ne ghborhood Density-person/ 
hectare 570 429 340 301 236 
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TABLE 6
 

UPGRADING STANDARDS AND COSTS
 

Project Area-Hectores 

Population 

Estimated Costs $ 

Costs/Capita $ 

Costs/hectare $ 


Primary Streets 

Secondary Streets 

Residential Sheets 

Footpaths 

Drainage 

Water supply 

Sanitation 

Electricity 

Solid Wastes 

African Country 

186 
40,000 

3,730,000 
93.25 

20,054 

Asphalt paving 

Gravel (latarite) 

Grading 

Sand 

Combination concrete 
and graded ditch 

Extend system of 
standpipes I/100 plots 

Sewered septic systems
Public toilets in 

Minor extension of 
street lights primary 
streets 

Asian Country 

244
 
80,300
 

3,358,065
 
41.82 

13,763 

Asphalt paving 

Asphalt paving 

Asphalt paving 

Brick lined ditch 

Extend system of standpipes 
1/45 plots 

Individual Prures or septic
Public toilets in 

* 

System of hand carts 
Pick up by small trucks 
on secondary streets 

Electricity will be installed by the local utility. Costs will be recovered by means of user 
fees. 
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PART TWO
 

DESIGN STANDARDS AND COSTS FOR
 
RESIDENTIAL PROJECTS
 

In most countries of the world, the development of housing

in urban areas is not keeping pace with the ever increasing

demand. The greatest problems are being experienced in urbanizing
 
areas of developing countries where these problems are most
 
acute for the urban poor. While the demand for housing is
 
increasing the financial capactiy of governments to provide

assistance for housing programs is decreasing. Therefore,
 
the costs which can be borne by government agencies will be
 
limited, making it difficult in most cases to provide even
 
basic services such as schools, major roads and parks.
 

If the housing needs of urban families are to be satisfied,
 
it will be necessary for project beneficiaries to support most
 
of the costs of project development themselves. Thus projects
 
must be designed that are appropriate and affordable by the
 
target population. Since design standards determine to a
 
large degree the costs of a project, it is imparative that
 
planners understand the cost ramifications of design decisions
 
and that appropriate standards be established to assure that
 
shelter needs are satisfied.
 

This paper will look at the types of standards needed as
 
well as the influence on costs of various standards. It is
 
felt that standards in addition to assuring project feasibility
 
are needed to:
 

1. Assure the efficient use of urban lands.
 

Experience in industrialized as well as developing
 
countries has shown the problems created by uncontrolled
 
urban sprawl such as poor access to sources of employ
ment, high transportation costs and lack of community
 
facilities and services. These problems are particu
larly acute for low-income familities. Many newly
 
urbanizing areas in third world cities have few or no
 
public services. Therefore, it is extremely important
 
that standards be established to assure the proper
 
utilization of valuable urban land.
 

2. Reduce the costs of providing urban services.
 

With continued world-wide inflation, the cost
 
of servicing urban development becomes increasingly
 
more expensive. A substantial investment of both
 



public and private funds will be required to bring

the level of public facilities in urbanizing areas of
 
cities up to basic acceptable standards. Therefore,
 
it is important that expansion areas be designed to
 
assure that urban services can be provided as economi
cally as possible.
 

3. 	Assure adequate land for public facilities and open
 
space.
 

It is critical for the proper functioning of residen
tial neighborhoods that adequately sized and located
 
public facilities be provided. This is particularly
 
true for high-density development because of the
 
increased concentration of population.
 

TYPES OF STANDARDS
 

1. 	Land use standards
 

These standards determine how the land surface is used
 
by setting a desirable percentage for various uses
 
such as residential, circulation, open space, commercial,
 
etc. These percentages are partially determined by

detailed standards such as the width of streets and
 
the size and proportion of plots. For example, in a
 
residential area with primary streets, 16 meters wide
 
and secondary streets 10 meters wide, 27% of the land
 
will be used for circulation. If the width of primary
 
streets is increased to 20 meters and secondary streets
 
to 12 meters, the circulation space increases to almost
 
33% of the site.
 

The percentage of circulation space is also affected
 
by the size and proportion of residential plots. As
 
plots become smaller the percentage of circulation space

increases. The effects of changes in various parameters
 
are illustrated in the following section.
 

2. 	Infrastructure standards
 

It is obvious that the higher the level of services,
 
the 	higher the cost of providing these services. There
 
are 	basic requirements which must be met to create a
 
habitable and healthy neighborhood. Certainly,
 
access to the city and sources of employment, potable
 
water supply and basic drainage and sanitation are
 
required. There is great latitude in how these 
'
 
requirements can be satisfied. For example, a graded
 



gravel street can provide access as well as a paved
 
street with curbs and sidewalk but at a sustaintially
 
lower cost. Water can be supplied by individual house
 
connections or by a less expensive system of public
 
standpipes.
 

Most people would like to own a spacious plot in a
 
neighborhood developed to a very high standard, but
 
lower income categories of the population cannot
 
afford to purchase such a plot. Infrastructure
 
standards must be set such that an acceptable environment
 
is created but at a price affordable by the target
 
population.
 

COST CONSIDERATIONS OF DESIGN STANDARDS
 

The two factors having the greatest influence on costs of
 
development are density and level of infrastructure. The
 
effects of density on costs are obvious. If 30 families instead
 
of 10 families divide the costs of developing one hectare of
 
land,the cost to each family will be significantly reduced.
 
Therefore, standards should be set which will create the maximum
 
acceptable density. Obviously, efforts to reduce costs by
 
increasing densities can be carried to extreme. Densities of
 
50 families per hectare would be very economical but may not
 
provide acceptable conditions for area residents.
 
Therefore, densities must be set such that plots are affordable
 
by a target population but at the same time provide acceptable
 
plots sizes and adequate levels of public space.
 

To study the effects on costs of different design parameters,
 
a planning model developed by PADCO, a U.S. planning consulting
 
firm has been used. The model, using a programmable calculator,
 
analyzes the major parameters influencing urban development.
 
The effect of changing one parameter on the other parameters
 
can be quickly evaluated. Several examples using a variety
 
of standards will illustrate the effect of both land use and
 
infrastructure standards on the cost and affordability of a
 
project.
 

In each example the density and the resulting monthly payment
 
to purchase a serviced plot have been calculated. The financial
 
terms used in all examples to calculate the monthly payment are
 
11% interest, 10 year repayment period and 10% downpayment.
 

1. Land use standards
 

Example 1 - Circulation space
 

As previously mentioned the width of streets influences
 
the percentage of space used for circulation. If the
 
density is lowered the cost of plots is increased. In
 
Table 1, three different propositions for street width
 
have been compared.
 



TABLE 1 - Circulation space 

Width of Width of 
primary secondary % of Density(1)Monthly % Increase 

-Proposition 
streets 
in meters 

streets 
in meters 

site for 
circulation 

plots/-
hectare 

payment 
F CFA 

over 
Proposition 1 

1 16 10 27.1 19.3 12,592 -
2 
3 

20 
28 

12 
16 

32.8 
41.9 

17.4 
14.4 

13,560 
15,589 

7.7 
23.8 

(1) Based on a plot size of 300 m2.
 

The only change made in standards is the width of streets,

but this results in an almost 24% increase in the cost of
 
of a plot for proposition 3. 
 Also the percent of circulation
 
space is increased to almost 42% of the site.
 

Example 2 - Public space
 

Using proposition 1 of the previous example, the
 
percentage of space reserved for public facilities
 
and open space has been adjusted. The effect is not
 
as dramatic as for increases in street width, but
 
still an increase in public space increases the
 
cost for residents.
 

TABLE 2 - Public space
 

Monthly
 
% Public Density (1) Payment % increase over
 

Proposition space Plots/hectare F CFA proposition 1
 

1 10 21.0 11,769 
2 15 19.3 12,592 7.0
 
3 20 17.6 13,572 15.3
 

(1) Based on a plot size of 300 m2.
 

Example 3 - Plot size
 

As discussed above, density is the land use criteria that
 
has the greatest influence on costs. 
 Plot size is the factor
 
that most directly affects density so is therefore one of the
 
most important factors to be evaluated. In this example all
 
factors remain constant except for plot sizes which very from
 
200 m2 to 600 m2.
 



ANNEX A 

INFRASTRUCTURE STANDARDS 

Proposition 1 Proposition 2 
Basic Level Medium Level 

Primary Streets Laterite Paving 

Secondary Streets Laterite Laterite 

Drainage Open earth channels Open earth channels 

Potable Water Stand pipe at 200m Individual connections 

Electricity Supply lines primary streets Supply lines all streets 

Street lighting None Primary streets 



2. Infrastructure standards
 

One example will be given to show the obvious influence
 
of the level of infrastructure on the cost of land
 
development. Two standards, proposition 1 at a basic
 
level and proposition 2 at a medium level, are evaluated
 
in Table 5. (See Table 6 for the infrastructure standards.)
 

TABLE 5 - Infrastructure standards
 

Density Monthly % increase
 
Level of Plot size Plots/ Payment over
 

Proposition Infrastructure m2 hectare F. CFA Proposition 1
 

1 basic 300 19.7 7.843 
2 medium 00 19.7 11.642 48.4
 

It can be observed that the higher standard of infrastructure
 
is the most expensive and that the level of service along

with the plot size are the two most influencial factors on
 
the final price. Particularly for low income families it
 
is important to keep standards at an affordable level even
 
though this may not be the most desirable at the present
 
time. The project can be improved in the future as resi
dents become established and incomes increase.
 



3 - Plot size 

" -Month ly 
Plot size. Density Payment % increase over
 

,Proposi bion m2 Plots/hectare F CFA proposition 1
 

1 200 26 11,227 
2 400 14 16,229 44.6
 
3 600 10 20,649 83.9 

The substantial influece of plQt ,:size on density and as 
a result .costs is evident from the above table. With 
600 m2 plots the ..ensity is only about 10 plots per 
hectare which .s-very-low.by generally accepted standards 
for urban development. It can..also be noted that the cost 
of 600 m2 plot is almost 84% higher than that of a 200 m2 
plot.
 

Example 4 -iPlot proportion
 

The size of-the p.ot is the most important consideration 
but the proportion ,gf the plot can also influence costs. 
The wider the frontage,, the more expansive servicing
 
will be. Table 4 shows the influence of the plot pro
portion on costs.. All plots have a surface of 300 m2
 
.but -with di~fer.ent rat-ios of length to width.
 

TABLE 4 - Plot ratio 

Rat lo of Density Monthly % increase
 
Plot size Plot Length Plots/ Payment over
 

Prop6sition in m2 Dimensions to.width hectare F. Cr'A Prop. 1 

1 30.0 -12 %,,25 2.08 19.0 12,729 
2 300 1.4. X 21.4 1.1,53 18.4 13,833 8.7 
.3 300 1.7.3xt.,..3 1.00 17.4 15,727 23.6 

Itt should be noted that as street frontage increases (ratio 
nears i') the densit-y 'is decreased because of higher percentage
 
of-space is needed for circulation. The monthly payment
 
for a square.plot (ratio 1) is almost 24% more than for
 
proposition 1 even thpugh it has the same surface. If a
 
plot becomes very narrow (a ratio of over 4) it is more
 
economical but not likely 'vry compatible with beneficiaries 
lifestyles. It is best to.have the length of the plot about 
twice the width or a, ratio qf; 2.. 
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In most developing countries, there 
is considerable focus
 
on 
creating and improving mechanisms for the origination of
 
mortgages - mortgages which come 
newly into being associated
with the purchase or refinancing of property. We call this 
the
 
primary market. With demand for mortgage credit exceeding the
supple of funds by those institutions which originate mortgages

in the primary markets, there is increasing attention to invest
ment in existing mortgages or mortgage securities by those who

do not originate the individual mortgages. We 
call this the
 
secondary market for mortgages.
 

In many developing countries, 
the creation of and improvements

in secondary mortgage markets 
can: I) bring more funds into

housing finance, 2) give liquidity to the asset portfolios of the
 
mortgage originators, 3) help with institution building in 
the
credit markets, 4) develop mechanisms which facilitate international
 
lending to developing institutions in developing countries, 5) help

build capital markets, leading to more active bond and stock markets, 6) be an attractive means 
for direct government allocation

of funds 
to the housing sector as an alternative to government

construction and ownership of housing.
 

For these reasons, the reader is encouraged to study herein:

1) the purpose and structure of secondary mortgage markets, 2) the
 way they have been developed in the United 
States, and to consider,

while studying these matters, the ways these activities may be

adapted and integrated into the financial structure of his 
or her'
 
own country.
 

HIGHLIGHTS OF ADVANTAGES
 

Numerous opportunities can found for
be a secondary mortgage
 

market. Among these are:
 

The secondary market has 
a multiplier effect.
 
The secondary market provides cross-selling opportunities.
 

The secondary market 
can spread portfolio risk.
 
The secondary market broadens 
the lender's capabilities.
 
The secondary market allows quality investments.
 
The secondary market allows controlled growth.
 
The secondary market is an e-onomic indicator.
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The secondary market can increase portfolio yields.
 
The secondary market can 
expand loan portfolios at less cost.
 

NEED
 

At any point in the business cycle, there are capital deficit
 
areas of the country - where lenders experiencs mortgage demand
 
greater than their supply of mortgage funds, and capital surplus
 
areas - where demand*is slow compared to savings.
 

Mortgages 
are illiquid because of their heterogeniety. Mortgages,
 
which account for most residential lending, are originated by
 
many different lenders, each according to 
its own standards.
 
There is 
no method of grading these mortgages, so that rather
 
than trading a commodity, each unit of which is like every other,
 
lenders are trading units 
that by there nature differ from each
 
other. This has led to inefficient, cumbersome and 
time consuming
 

techniques of sales.
 

Until 1970, in the United States, this market was unstructured,
 
functioned on a highly personal basis, and often depended upon
 
established business relationships. Mortgage loan originators
 
who wished to deal 
in the market usually transacted business by
 
contacting former customers 
or brokers with whom they had previously
 
conducted business. A buyer might insist upon personal review of
 
the loan and even inspection of the underlying properties and the
 
seller's recordkeeping and servicing procedures,,
 

Lacking a central market place, traders in 
the secondary mortgage
 

market had few guidelines for judging prices, yields, and other
 
characteristics of 
the loans being offered. Sellers encountered
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difficulties finding buyers during periods of credit stringency,
 
even when some' area of the 
country had surplus capital. Lack
 
of adequate market information forced buyers and 
sellers to
 
search inefficiently for each other, and 
the cost of the search
 
eventually was reflected in 
the cost of originating the loans.
 

THE SOLUTION - AN ORGANIZED SECONDARY MARKET 

The liquidity provided-to mortgage financez institutions through
 
the secondary market 
is important 
to meeting primary demands for
 
mortgage loanF,. In areas where and 
at times when mortgage demand
 
is heavy, lenders can quickly become " loaned up ",. with all
 
their available funds tied up 
in mortgages or committed for future
 
loans. If no additional sources 
of funds are 
readily available
 
at 
a reasonable price, these institutions will need 
to reduce their
 
level of 
lending activity, and their reduction will adversely
 
affect both new construction and sales of 
existing units.
 

By selling loans 
in the secondary market, 
lenders recycle their
 
funds, pulling their capital 
out of long-term mortgage invest
ments and reinvesting in new mortgages. The resulting increase
 
in the velocity of mortgage capital is 
important to maintain and
 
increase the flow of 
fund3 into housing finance.
 

Obviously the capability of the secondary market to 
match sellers
 
and buyers, and 
thus to provide additional funds 
for investment in
 
the primary market, is 
the key to secondary market effectiveness.
 
The market's efficiency is hindered by 
the lack of a central
 
market place and by 
the wide geographical dispersion of potential
 
traders. Thus, although capital surplus areas 
and capital deficit
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areas exist simultaneously during most periods, buyers and
 

sellers from these areas often experience difficulties locating
 

edch other, and the volume of secondary market trades remains
 

below potential. An inefficient secondary market restricts the
 

flow of funds back into the primary market.
 

In addition to providing liquidity to the primary market by
 

facilitating the trading within the mortgage finance industry,
 

the secondary market draws investors such as pension funds,
 

financial institutions'with long term reserve investment require

ments, governmental agencies with reserves and others who do
 

not traditionally invest in mortgages and who would not want
 

to establish origination capability. Theseinvestors are a very
 

important supplement to the supply of mortgage credit.
 

The secondary market we see has three main functions: 1) to
 

bring together buyers and sellers, and in the process move
 

capital within the mortgage finance industry from surplus areas
 

to -mortgage deficit areas, 2) to attract new investors to mort

gages in order to supplement the supply of funds within the
 

industry, 3) to serve as a dampering influence on the effects
 

of disintermediation, providing institutions facing savings
 

outflows a ready market for their mortgages so that adequate
 

capital may be provided to meet rising loan demands despite
 

overall credit stringencies.
 

FNMA, GNMA, THE MORTGAGE CORP.
 

The U.S. government created three major entities to assist the
 

secondary market in improving mortgage liquidity: Federal National
 

Mortgage Association ( FNMA or Fannie Mae ), Government National
 

Mortgage Association ( GNMA or Ginnie Mae ), and the Federal Home
 

Loan Mortgage Corporation ( FHLMC, The Mortgage Corp. or Freddie Mac
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Oldest of the 
three is FNMA, created in 1938 to provide a
 
market for the new FHA insured loans. Until 1954, 
FNMA was
 
entirely a government operation. A series of changes since 
then
 
culminated in 1968, when the original company was 
split into
 
two separate corporations. One corporation continued as 
a gov
ernment agency, known as 
GNMA. The other became privately owned
 
and managed, retaining the 
name FNMA. Its principal activity is
 
to bu mortgages in the secondary market to 
support homebuilding.
 

The secondzetitiy,GNMA, is 
a government corporation, part of the
 
Department of Housing and 
Urban Development. GNMA has 
two major
 
functions: 
1) a special assistance function under which it pur
chases FHA and VA mortgages at below market prices to 
support
 
the construction sector, and 
2) a mortgage-backed securities
 
program in which it guarantees long-term securities issued by
 
mortgage originators against pools of mortgage loans.
 

The Fedreal Home Loan Mortgage Corporation was established by

Congress in 1970 
to increase the availability of residential
 
mortgage credit 
for American homebuyers by developing and
 
maintaining a secondary market 
for conventional ( non Government
 
insured ) residential mortgage loans, with particular emphasis
 
on 
the savings and loan industry. The Mortgage Corporation has
 
become 
a major force in the market place, reponsible for inno
vations 
that have increased liquidity for conventional loans.
 

Each of 
these entities has a different emphasis, different pro
grams, and differences in 
the ways they finance mortgages. Let
 
us review each in turn.
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
 

FNMA purchases, services, sells and 
otherwise deals in mortgages,
 
primarily on residential properties, and also lends 
on the security
 
of mortgages. It does not make direct mortgage loans in 
the pri
mary market, but rather invests in mortgages originated by others
 
when primary lenders are 
short of funds. FNMA thus provides liquid
ity for the secondary market in residential mortgages. It is the
 
nation's largest single supplier of 
funds for homes and apartments
 
and during most years is the nation's largest borrower except for
 
the Uiiited States Treasury. The corporation is owned by private
 
stockholders. 
Its stock is listed on the major exchanges. An
 
unusual feature of its organization is that five of the fifteen
 
members of the Board of Directors are appointed by the President
 
of the United States, who is required by law to select at least
 
one of his appointees each from the homebuilding industry, the
 
mortgage lending industry, and the real estate industry. The other
 
ten directors are 
elected annually by the stockholders in the
 

usual manner.
 

At one time FNMA carried on its mortgage purchase operations by
 
posting prices 
ae which it would buy mortgages over the counter 
that is, for immediate delivery. The prices, which varied by
 
geographic areas, were determined 
on the basis of frequent surveys
 
of mortgage yields. The system had 
several disadvantages. Despite
 
the frequency and 
care with which the prices were set, it was
 
difficult 
to keep up with all the price fluctuations that con
stantly took place in the mortgage market. Second, the system
 
tended to discriminate among local mortgage markets. It 
was diffi
cult to make realistic distinctions as to mortgage prices in the
 
many areas, espectially since the very activities under which
 
mortgages were being purchased were helping to create a more
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uniform national market for the entire FNMA portfolio. Also,
 
the over-the -counter purchase system failed 
to give members
 
of the homebuilding industry the insurance they needed in order
 

to plan ahead.
 

A new method for the purchase of mortgages was developed in order
 
to avoid the defects of the posted price purchase system. It was
 
first used in 1968 and known as 
the Free Market System ( FMS )
 
commitment auction. It',has become FNMA's principal method of
 
issuing commitments for the purchase of mortgages on 1-4 family
 
homes. As the word " auction " indicates, those who wish to sell
 
mortgages to 
FNMA bid against each other by specifying the yield
 
that would be produced by the mortgages that they each offer for
 
sale. As the word " commitment " indicates, FNMA enters into
 
agreement under which it is committed for a specified period of
 
time to purchase ( at 
the yield specified in the commitment ) the
 
mortgages offered by the successful bidders if they wish to complete
 
the sales transaction.
 

Because the many competing bidders under the Free Market System
 
are in constant touch with the mortgage market, FNMA receives
 
additional assurince when it accepts bids 
in the higher ranges
 
that it is achieving the yield on its investment which reflects
 
current market conditions more accurately than was possible
 
under the fixed price system. The auction system has a further
 
advantage of providing an unbiased market mechanism, previously
 
lacking, for allocating scarce funds among local market 
areas.
 

Finally, commitments by FNMA to make later purchases of mortgages
 
at yield agreed upon in advance enables mortgage sellers, and
 
the home builders and real estate companies served by them, to
plan their future activities in rfliance on the availability
 

of FN1 M's secondary market financing should it prove needed.
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FNMA permits prospective sellers to submit two kinds 
of bids
 
in the Free Market System auction. The basic " competitive "
 
bid is submitted for the sale of 
stated dollar volume of mort
gages at a specific yield. Sellers 
are also permitted to sub
mit a " non-competitive 
" bid to sell a specific volume of mort
gages at the weighted average yield -- whatever that may prove
 
to be -- of all competitive offers accepted in the auctiun.
 

The notice announcing the auction also specifies the period of
 
time during which FNMA is committed to purchase the mortgages
 

from the successful bidders. FNMA collects fees 
for these commit
ments - a major source of its 
income. The fees are designed to
 
compensate for the risk the corporation bears that interest rates
 
will rise during the commitment period. The successful bidders
 
do not bear an equivalent risk, since 
they are not obligated to
 
sell the mortgages to FNMA, but are free 
to sell them elsewhere
 

-- for example, to another investor.
 

FEDERAL HOME LOAN MORTGAGE CORPORATION
 

The Federal Home Loan Mortgage Corporation has sought 
to achieve
 
two goals: to relocate funds available for mortgage lending within
 
the thrift industry from capital surplus 
areas to capital deficit
 
areas; 
and to direct funds from outside the thrift industry into
 

mortgage lending.
 

When The Mortgage Corporation was chartered 
in 1970, secondary
 
market activity in conventional mortgages was quite limited.
 
Uniform documentation afid underwriting standards and government
 
insurance facilitated the trading of 
FHA and VA loans, but did
 
not exist for conventional loans. As 
a result, conventional loans,
 
which dominated mortgage origination activity, had little liquidity.
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To establish purchase programs 
for conventional loans, The
 
Mortgage Corporation developed a system of uniform loan doc
uments. Since prior to this the 
laws of fifty states and the
 
desires of the legal department of each lender determined the
 
language of lending documents, this standardization was 
a
 
herculian task.
 

The Corporation has used various debt instruments 
to finance Lts
 
operations, including joint financing with the 
Federal Home Loan
 
Banks and issuance of GNMA guaranteed bonds backed by FHA and VA
 
mortgages These methods were considered temporary until successful
 
sales programs were developed. From inception, The Mortgage Corp
oration, unlike 
FNMA, intended to mnimize operating as a mortgage
 
accumulator or warehouser, which is 
a corporation that finances
 
purchases of long 
term mortgages through sales of short-term or
 
intermediate-term debt. It wanted to avoid the substantial refin
ancing risk associated with this refunding type of 
transaction.
 
Not only has The Corporation sought 
to achieve balanced financing
 
( matching of purchase and sales volumes and maturities ) to
 
avoid the risk inherent in the mortgage accumulator's role, but
 
it has also had as its goal the development of instruments to
 
facilitate the sales of conventional mortgages on a nationwide
 
basis and to attract new funds to mortgage finance during periods
 
of credit stringency.
 

To accomplish these objectives, The Corporation developed 
two 
mortgage securities, the Mortgage Participation Certificate ( PC ) 
and the Guaranteed Mortgage Certificate ( GMC ). The Mortgage
 
Participation Certificate 
( PC ) passes through interest and
 
principal monthly as received on the underlying mortgages, and
 
thus is of special interest to the thrift institutions, because it
 
qualifies as a real property Lnvestment for purposes of laws
 
and regulations governing the thrifts.
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MORTGAGE PARTICIPATION CERTIFICATES
 

In 	1971, The Mortgage Corporation began to assemble mortgages it
 

had purchased into groups and to sell securities representing
 

undivided proportional interests in each mortgage in the pool.
 

To 	be successful, such an instrument had to have characteristics
 

which would make it attractive to thrift institutuions seeking
 

additional mortgage-like investment opportunities.
 

The PC offers investors the following features:
 

1. 	Classification as a mortgage investment for the purpose of
 

regulation and tax laws applying to thrifts.
 

2. 	Timely payment of interest and ultimate collection of
 

principal guaranteed by The Mortgage Corporation.
 

3. 	Functions of intermediate service, transfer agent, and registrar
 

performed by The Corporation, with each PC holder receiving
 

one monthly check regardless of the number of certificates
 

purchased.
 

Initially PC's were sold periodically in special sales as groups
 

of adequate size C $100 million ) were assembled. Beginning late
 

in 1974, The Corporation maintained a continuous market for the
 

certificates. Since January, 1977, PC's have been offered each
 

Monday morning in large weekly sales through The Corporation's
 

marketing department in its Washington D.C. office and through
 

a securities dealers group. The broker group, by adding the
to 


liquidity and flexibility of the instrument, has increased the
 

proportion of PC sales to investors other than thrift institutions.
 

PC's are important in the operation of The Mortgage Corporation,
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serving as 
the major vehicle by which funds are recycled from
 
highly liquid associations, many of which are 
consistently at
 
liquidity levels well 
inexcess of minimum requirements. The
 
Corporation's sales of PC's to 
such institutions draw these funds
 
into the secondary market, increasing the supply of funds from
 
capital alzeady within the 
thrift industry.
 

GUARANTEED MORTGAGE CERTIFICATES
 

The recycling function performed by The Corporation is most
 
effective during periods of stable 
or declining interest rates
 
when excess liquidity exists within the thrift industry and thus
 
may be directed to capital deficit 
areas. During periods of credit
 
stringency, however, the 
rising demand for mortgages strains the
 
available supply of 
funds which is experiencing a corresponding
 
decline. At 
such times, new sources of mortgage finance must be
 
reached to supplement normal credit 
sources. To deal with this
 
problem The Mortgage Corporation created the Guaranteed Mortgage
 
Certificate ( GMC ). Just as the PC is 
designed to be attractive
 
to thrift institutions, the GMC 
is designed for institutional
 
investors in the capital markets by meeting their objections to
 

mortgage investments.
 

Like PC's, 
GMC's represent undivided interests in specific mort
gages. Investment in a GMC is ownership of 
a proportionate share
 
of each mortgage in the underlying pool. The GMC offers investors
 
the following features designed 
to meet their investment needs:
 

1. Semi-annual payment of interest and 
annual repayment of prin

cipal.
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2. Minimum principal reduction payments according to a pre

determined schedule.
 

3. Unconditional guarantee by The Mortgage Corporation of interest p 
ments to the extent of the certificate rate and ultimate collec

tion of principal.
 

4. Published notice not less than 25 
days before principal date of
 
amount of principal to be paid when principal payments exceed
 

shceduled minimum amounts in agiven year.
 

By offering mortgage certificates with semiannual interest payments
 

and annual principal reduction rather than monthly payments of the
 

pass-through instruments, The Mortgage Corporation eliminated 
an
 

obstacle for institutional investors. 
GMC features allow investors
 

more precise cash management and reduce the reinvestment risk
 

associated with more frequent return of investment. The guarantee
 

attached to the GMC overcomes investors' concern with evaluation
 

of mortgage quality, since holders of GMC's need look only to 
The
 

Mortgage Corporation for interest and principal payments, rather
 

than to the quality of each underlying mortgage loan.
 

GOVERNMENT NATIONAL MORTGAGE ASSOCIATION
 

GNMA has three basic areas of responsibility: 1) Approval of
 
issuers and guarantee of Mortgage Backed Securities, 2) Management
 

and liquidation of portfolio mortgages resulting from FNMA oper
ations prior to 1954, 3) Secondary Market purchases of mortgages
 

when such purposes serve to accomplish government policies and
 

objectives. We shall concentrate on the first of these.
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The GNMA Modified Pass-Through security, being issued and sold
 
in today's market place, guarantees the security holder principal
 
and interest due, whether 
or not received by the servicer of the
 
pool. Again, the term " modified " simply means the payment of
 
interest and principal are paid to the investor whether or not
 
collected from the homeowner. Because the issuer has 
this require
ment, it is strongly advisable to select loans 
for the pool which
 
are most likely to 
have good payment records over the term of
 
the security. A heavy delinquency experience on a pool can 
strain
 

an issuer's cash reserves 
through the foreclosure period of the
 
mortgages. 
The timely payment of the interest and principal by the
 
issuer over the life of 
the security is guaranteed to the investor
 
by GNMA, and that guarantee is 
the full faith and credit of the
 
United States Government. The securities are ekempt from regis
tration under the Securities Act of 
1933 and do not constitute a
 
liability of or evidence any 
recourse against the issuer.
 

Each security certificate is collateralized by a pool of mortgages
 
insured by either the 
FHA or VA. Each pool must consist of the same
 
type of mortgages ( single family, project, mobile home, 
etc. ) ,
 
bearing the same 
interest rate, and having approximately the same
 

maturity.
 

SECURITIES ISSUED BY ORIGINATORS OF MORTGAGES
 

Increasingly, originators of mortggges are 
issuing securities
 
without the GNMA guarantee. In order to differentiate between
 
borrowing funds and 
selling mortgages, an understanding of the
 
difference between a sale of assets 
and issuance of a debt obligation
 

is essential.
 

A sale of 
assets occurs when a loan originator sell an interest
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or sell whole loans to an 
investor. The seller transfers title
 
or interest in the 
loans and then usually services the loan for
 
the investor for a fee. There is no 
liability to the investor
 
in the event of default on the mortgages. Recourse is only to the
 
underlying loans. Exception to this occurs 
in regard to The Mortgage
 
Corporation's PC's and GNMA securities. Although PC's represent 
a
 
sale of assets, there is an unconditional guarantee by the issuer.
 
On a GNMA security, the issuer's promise to 
pass through paymeats
 
is on a non-recourse basis. The only recourse is to GNMA, the
 
guarantor, and to 
thd underlying loans.When a sale of 
assets occurs,
 
profit or loss based on the difference between carrying value
 
and sales price must usually be recognized at that time.
 

A debt obligation occurs when the mortgage loans 
are pledged as
 
collateral for borrowing purposes. 
An interest in the underlying
 
loans is not purchased by the investor. The investor is 
simply
 
lending funds to the issuer, whose promise to pay back these
 
borrowed funds is collateralized by a pool of mortgages. The loans
 
remain on the asset side of the 
issuer's financial statement, with
 
the debt obligation appearing as a liability. The dollar amount of
 
loans pledged as collateral is shown as 
a footnote. Since the mort
gages are not sold, just pledged, profit or loss is not 
taken at
 
the time of the borrowing. Cash flow from the mortgages continues
 
to the issuer, and there is 
no restriction on its reinvestment.
 

CONVENTIONAL PASS-THROUGH MORTGAGE-BACKEr SECURITIES
 

rt was indicated that the GNMA Modified Pass-Through deals only
 
with mortgages in the pools which 
are FHA or VA insured. There
 
*has been 
a need for such a security with conventional loans as the
 
underlying security. In October,1977 the first Conventional Pass-

Through Security was 
issued by the Bank of America, and a second
 
one in November, 1977 by First 
Federal Savings and Loan of Chicago.
 
Since this pioneering beginning, many have been issued by many
 

originators.
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Convenional mortgages are assigned a trustee
to 
 and a formal
 
trust is established. The originator then handles 
the issuance
 
of Mortgage-Backed Certificates, technically 
on behalf of the
 
Trust. The originator/issuer services 
the mortgages and remits
 
funds to the certificate holders 
on behalf of the trust.
 

Pertinent points of 
the security are:
 

1) A sale of assets occurs 
from the originator to the trust.
 

2) Cash flow from the mortgages is 
passed through to the certificate
 

holders
 

3) 3. The issuer agrees to 
pay timely payment of interest and
 
principal, but not 
on a recourse basis. 
( The issuer indicates
 

intent, but not obligation. )
 

4. The underlying loans usually carry private mortgage insurance
 
issuer by one 
of several PMI companies in 
the United States.
 

Significant differences between the 
Conventional Pass-Through
 
Security and the'GNMA Security 
are that on the former there is no
 
guarantee of timely payment  the issuer's agreement is an
 
" intention 
' rether than a promise; and the loans are privately
 
rather than Federally insured. 
The issuer may " elect " to 
for
ward principal and interest due but not 
received, if the issuer
 
believes that 
those payments are collectable under the private
 
mortgage insurance policy, should 
the mortgage actually reach
 

foreclosure
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MORTGAGE-BACKED BONDS
 

The issuance of Mortgage-Backed Bonds was approved by the FLHBB
 
in May,1975. While slow to 
be adopted by the industry, in 1977, a
 
number of substantial associations came to the market 
for the first
 
time with large public 
issues. The FLHBB defines a MBB as " any
 
borrowing ( other than a borrowing from a FLHB ) secured in whole
 
or part by one or more real estate loans ". MBB's are used by
 
thrift institutions tofraise capital from sources other than their
 
FHLB or a commercial bank line. Through the use of 
a MBB, a thrift
 
can liquify funds tied up in 
long-term, low coupon martgages-hh t
 
may represent the greater part of its assets.
 

A MBB is a debt obligation secured by a pledge of mortgage assets.
 
The mortgages may be conventional or FHA/VA. It is net a pass-through
 
security of any type and does not 
give the purchaser an ownership
 
interest in the mortgages used as collateral. MBB's vary in maturity
 
and prepayment schedule. All 
issues to date have interest payments
 
semiannually and principal payments ranging from annually 
to a
 
single payment at the end of the term of thL 
bond. These terms
 
range from.5 to 15 years. Bonds ma> contain a " call provision
 
whereby the issuer has the right to retire 
some or all of the
 
remaining principal balance of the bond at predetermined dates in
 
the future. Issues may also contain a limited " put " permitting 

the investor to cash in the bond at his option at some predeter

mined date(s) in the future. 

A primary factor in obtaining market acceptance is the degree of
 
over-collateralization of 
the pool and the type of underlying
 
mortgages. Over-collateralization occurs when mortgages 
are pledged
 
with a market value that is significantly greater than the dollar
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amount of the bond 
to be issued. There normally exists 
a provision

in the bond stating that 
the issuer must maintain some minimum level
 
of over-collateralization during 
the life of the issue. The over
collateralization is important 
to bondholders: 
1) to be certain that
 
the pool contains sufficient collateral 
to withstand drastic changes
 
in market conditions, so that 
if defaults occured in mortgages the
 
pool would contain sufficient assets 
to be marketable with no 
sig
nificant increase of risk 
to the new bond purchaser, 2) to guard

against any shortfalls in principal 
or interest payments that might

otherwise occur 
during periods of fluctuating interest rates.
 

Accountingwise, 
the mortgage assets continue to be shown on the
 
books of the issuer. The debt is 
a liability, and 
the amount of
 
mortgages pledged is 
shown in a footnote.
 

PRIVATE PLACEMENT
 

These various mortgage-backed securities may be 
placed directly

with an institutional investor, but 
are in this case generally
 
considered 
not to be resalable after 
the initial purchase. There
 
is no " after-market"or secondary market 
for the security itself,
 
and for this reason private placements will carry a yield of
 
about 25-50 basis points higher than 
a public offering.The advan
tage to the issuer is that 
a rate can be negotiated early 
in the
 
transaction, giving the 
issuer some 
protection from fluctuating
 
market rates. The issuer can also deal directly with the 
investor
 
and compose both the mortgage pool and 
the security terms to
 
mutual satisfaction. Not 
infrequently, the 
investor wants 
to help,

by the directing of his 
investment funds, 
some particular section
 
of the country or some 
particular constituents such as. 
pension
 
beneficiaries 
or 
union members without being involved in direct
 
lending or pressure to 
subsidize.
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There are no registration requirements for a private placement.
 

This saves ±meaftid;.maney.
 

PUBLIC OFFERING
 

When a public offering is chosen by the issuer it is usually of
 

a sufficient size that a secondary market for the particular
 

issue can develop. Ger.irally, the investment bankers handling the
 

initial offering agree to make a secondary market in that offering.
 

Therefore, these issues are more liquid than private placements, and
 

thus the yield requirement for the investor is less. The corresponding
 

disadvantage is that the issue must conform to those already trading
 

in the secondary market for such issues. An initial public offering
 

takes about three months to reach the market ( Subsequent offerings
 

by the same issuer can reduce this time by approximately one month. ) 
During this processing period interest rate may fluctuate greatly, 

and the issuer may find that the rate advantage which caused him to 

want to offer the issue has disappeared. 

APPLICABILITY TO DEVELOPING COUNTRIES
 

The concepts and terminology used may seem confusing, but the
 

processes and soie of the instruments described are highly applic

able to developing countries. For example, in Guatemala and Chile, 

cedulas, mortgage pparticipation certificates, have been purchased 

by individuals for years. Since the early 1970's Tha Central 

American Bank for Economic Integration ( CABEI or iiu Spanish BCIE ) 
has been buying mortgage participations and is considering buying 

mortgage backed bonds issued by institutions in its " customer " 

countries. In Jamaica, the Jamaica Mortgage Bank is ceasing its 

primary market activities in order to serve housing finance better 

by concentrating on the secondary market. 
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You are encouraged to investigaLe how the techniques described
 
in this paper 
or other secondary market solutions apply the
 
the present and 
future financial structure 
of your country.
 



GLOSSARY OF TERMS
 

BASIS POINT 
 - Basis points are fractions of 1%.
 
One basis point 
= 0.01, 2 basis
 
points = 0.02, and 
so on. The difference
 
in .75 and 
.50 is 25 basis points
 
(.25). 
 The difference between
 
8.75 and 8.375 is .375 (or 37 and
 
j basis points).
 

BUY-BACK-
 An agreement whereby a seller of
 
mortgages in the secondary market
 
agrees to repurchase individual
 
loans 
under specific circumstances
 
such as default.
 

COMMITMENT 

- An advance agreement to provide
 

funds for mortgage loans. 
 In secondary
 
market transactions, it 
is usually
 
a very specific agreement as 
to
 
term and conditions of sale, and
 
is frequently achieved by 
the investor
 
endorsing the seller's offering
 

letter.
 

DISCOUNT-
 A measurement, in %, of the difference
 
in the amount paid (price) for
 
a loan, and the actual amount of
 
the loan.
 
Example: 
 $40,000 mortgage purchased
 
at a price of 98%=$39,200. 
 The
 
difference between the amount paid
 
($39,200) and the actual amount
 
of the mortgage ($40,000) = $800
 

or 2%.
 



DISCOUNT (continued) 

100% or $40,000
 

- 98% or $39,200
 

S2% or $ 800
 

This loan was 
sold at 
a 2% discount.
 

FEES 

- $ amount, measured in % that the 

seller pays the purchaser for a
 
commitment to 
purchase loans 
-

1% fee on a $1 million purchase is
 
$10,000.
 

FELMC 

- Federal Home Loan Mortgage Corporation.~
 
A secondary market facility of
 
the FHLB System, which is authorized
 
to 
buy and sell conventional, 	FHA,
 
and VA loans, and participating
 
interest in blocks of such loans.
 

A-	 Federal National Mortgage Association..
 
A government-sponsored, but privately

owned, corporation which supplements
 
private mortgage funds by buying

and selling FHA, VA, and conventional
 

loans.
 

GNMA - Government National Mortgage Association~.
 
A government corporation that provides

special assistance for certain
 
FHA and VA loans, and guarantees
 
securities backed by mortgage loans.
 

GNMIA 

- Government National Mortgage Association-


Guarantees the payment of principal
 
and interest of FHA/VA loans sold
 



GNMA (continued) in the form of a security, to an 

investor, by a seller. Carries 

the full faith and credit of the 

U.S. Government. 

INSTITUTIONAL - A mortgage lender that invests 

LENDER its own funds in mortgages and 

carries a majority of such loans 

in its own portfolio, i.e., mutual 

savings banks, life insurance companies, 

commercial banks, savings and loan 

associations. Although individuals 

hold mortgage loans and service 

them, they are not classified as 

institutional lenders. 

IMMEDIATE DELIVERY - The physical delivery of loans 

from the seller to the purchaser 

for immediate underwriting and 

purchase by the investor, normally 

though t6 be within 30 days from 

the date of the commitment letter. 

MORTGAGE BANKER - A firm which originates real estate 

loans and ultimately sells them 
to investors. A mortgage banker 

frequently will hold the loan temporaril: 

for his own account, by using his 

bank lines of credit. 

MORTGAGE BROKER - (Loan Broker). In the primary market, 

an individual that originates and 

processes loans in the name of 

and for the portfolio of another. 

For this service he receives a 

fee. In the secondary market, 



MORTGAGE BROKER (cont.) 
 an agent that specializes in arranging
 

the purchase and sale of mortgages
 

for a fee.
 

NET YIELD - That part of the gross yield (interest 

rate) which remains after the deduction 

of all charges or costs. 

90-10 PARTICIPATION - A loan sale where the seller (usually 

a S&L or Commercial Bank) sells 

90% interest in each loan to an 
investor and retains 10% of the 

loan and the ownership of the loan. 

The seller and purchaser share 
on a 90-10 basis, the principal 

and interest of the remittances 

and also pro rata in the gains 

or losses in case of foreclosure. 

This type of deal requires a large 
capital base in order to hold 10% 

of the loans. 

NON-CONFORMING 

LOAN 

- Any loan which does not conform 

to the FHLBB regulations, such 

as term, loan amount, loan-to-value 

ratio, occupancy or use. 

OFFERING LETTER - A letter sent by a seller in the 

secondary market to a potential 
investor which outlines the details 

of the potential transactioh involving 

a package of loans, and includes 
information such as t,,pe of loans, 

location, yield, delivery, etc. 

PAR - The actual amount of a loan or 

100% of the loan. 



PARTICIPATION - A mortgage loan in which more than 

LOAN one association has an ownership 

interest in the principal balance. 

The servicer of this type of loan 

receives the full debt service 

payment and then remits to the 

participants their pro-rata share 

of the principal and interest. 

PREMIUM - The same definition as discount, 

except here we are dealing with 

prices over 100% or par. The premium 

is that amount paid for a loan 

over the actual amount of the loan. 

Example: $40,000 mortgage purchased 

at a price of 102%=$40,a0O. The 

difference between the amount paid 

($40,800) and the actual amount 

of the mortgage ($40,000) = $800 or 21. 

102% or $40,800 

-100% or $40,000 

S+2% or $ 800 

This loan was sold at a 2% premium. 

PRICE - The amount, measured as a %,paid 

for a mortgage in relation to the 

amount of a mortgage. 

Example: $40,000 mortgage sold 

to an investor at a price of 98% 

$39,200. 

SERVICING - Quoted as a %. The difference 

in the coupon of a loan and the 

yield guaranteed to the investor 

on the loan. 



STAND-BY (continued) Examole: A 12-18 month stand-by 

is one where the seller cannot 
deliver for 12 months. Then he 
can deliver between the 12th & 
18th month, at his option. This 
type of deal is obviously risky 
for the investor and, therefore, 
demands a higher yield requirement 
and more fees. 

THIRD PARTY - A transaction where an investor 
PARTICIPATION who has purchased a package of 

loans, sells, to a third party, 
a participating interest on that 
package of loans. 

VARIABLE RATE 

MORTGAGE 
-. A mortgage contract that permits 

an increase or decrease in the 
interest rate, generally in response 
to changes in some specified financial 

indicator. 

WAREHOUSING 
- The borrowing of funds on a short

term basis at a commercial bank 
with the permanent mortgage loan 
pledged as collateral. 

WHOLE LOAN - A loan whereby the seller retains 

no interest in that loan but normally 
continues to service for a fee. 

WHOLE LOAN SALES - A loan sale where the investor 

purchases 100% of the loan, and 
the title and ownership is transferred 
to the investor. These types of 
deals are done mostly with Mortgage 

Bankers. 



SERVICING (continued) Examole: 

Yield to 

Coupon:9% 

investor:8.625% 

Servicing fee = .375% 

This represents the income on the 

loan for the seller, after sale, 

excluding any discount or fees 

earned previously. 

SERVICING - The collection of payment of principal 

and interest, and trust fund items 

such as fire insurance, taxes, 

etc., on a note by the borrower 

in accordance with the terms on 

the note. 

SERVICING 

CONTRACT 

- A document which enumerates specific 

servicing requirements and legally 

binds the servicing institution 

to perform them. It sets the conditions 
and methods pertinent to the servicing 

of the loan and the disposition 
of fees, penalties, and monies, 

in the event the loan is delinquent 

or foreclosed. 

STAND-BY - A future delivery deal with a major 

exception. The seller has the 

sole option of delivering the loans. 

He may simply not deliver and sell 

the loans elsewhere. These commitments 
normally have a "lockout" time 
period where the seller cannot 

deliver, and a "window" which is 
the time frame he can deliver if 

he desires. 



YIELD 
 -
Rate of return on investment, measured
 

in % form. In secondary marketing,
 

the rate of return gi.ven to the
 

investor on the funds spent for
 
the purchase of loans.
 

Example: 8z% net 
to the investor
 
on a loan purchase of $1 million means
 

that the investor will earn 8z%
 
on the money he used to purchase
 

the $1 million of mortgages.
 

The difference in the yield (8z%)
 

and the cost of funds (6 % avg.
 
for the S&L Industry) is called
 

the spread or 2a%.
 



PRESENTATION TO SHELTER WORKSHOP
 

JAMES R. KEEN
 

RESOURCE MOBILIZATION: BETTER MARKETING
 

TO ATTRACT MORE SAVINGS 

This may be terribly "American", but, without my even having made youracquaintance, 1 will make an assumption about you. Knowing absolutely nothing about youindividually, I am going to assume that by now you have been asked to absorb so much heavymaterial, so much detailed information during your seminar meeting, that your mind andbody are satieted. They are saying "enough, enough!" 

Well, now you can relax. The ideas we are about to share are so basic, the conceptsso simple, the information so straight forward, that your minds and body will feel as ifthey've been treated to a light, delicious dessert. 

I want merely to talk to you about two-way marketing communications. To sharewith you my experienr ts in the development and production of advertising and salespromotion programs for housing finance institutions, during the past 15 years here in theUnited States, and during the past 3 years in the Ivory Coast, Kenya, Tunisia, Lebanon and
Egypt. 

Why worry about marketing? 
Because in many countries a large percentage
of the population is not using the banking system. And we know that those people
do save. 
 We see their savings in construction materials, in self-built homes, and
in remarkably large down payments. 
We also know that they want more financial services. 
How many of you have closed down bank offices because nobody came in to ask
for a loan? Not many, I'll bet. 
Thus, if we are going to mobilize more resources
for housing, I would suggest that we take a hard look at a vital primary resource,

the untapped savings of the majority of the population.
 

My material will be so easily absorbed because we will simply talk about people
ani how we can best determine and best serve their needs and their desires. 
 The concepts are so simple because people are simply the same everywhere . . . throughout
the world, with some slight differences, of course. 
For example . . . We Americans.
 

We are pet-happy people. Americans give legitimate homes to dogs, cats, birds, and a
variety of exotic tame, and sometimes wild creatures to the extent that nearly one-half of
the households in the United States, contain one or more pets totalling more than 70 millionanimals.IA great deal of money is spent on their upkeep. $6 billion per year on food
and flea collars, haircuts, and hospitals, on and on. Consequently, a great deal of money is
spent within the industry on sales and marketing of pet products to their eager owners.
million per year for advertising $200
alone, not to mention the costs of colorful packaging ofthese products to catch the eye of the pet owner in grocery stores, pet stores, and mail
order catalogs. 

http:animals.IA
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I offer you this astounding, earth shaking information because the message I want youto take home concerning marketing communications can be illustrated in a related story. Astory about serving the needs of large potential target markets. I'll even make absurd
exaggerations within this story about our free market enterprise to make the message
crystal clear. 

O.K. Imagine with me, if you will, the situation encountered by this cat food company . . .an aggressive manufacturing concern with an aggressive Board of Directorswho decided they should try to capture the majority share of the huge cat food market.They marshalled the forces of the best available minds and talents. They concentrated on adynamic design for the package. The colors, the photographs, the graphic elements of the
package were all thoroughly tested and refined for impact and attraction. The reviewcommittee unanimously and enthusiastically approved the cat food package. They knew theywere looking at a powerful impulse sale item. They were certain that the immediate
reaction of the customer would be to grab it off the grocer's shelf. . .the cat lover absolutely
could not resist the purchase. 

The test marketing quickly confirmed this beyond their wildest dreams. Sales werefantastic and the company's management decided to go directly to maximum production anddistribution of the cat food. New manufacturing, packaging, and shipping facilities were
constructed, and sales of the product zoomed as it was launched nationwide with a gigantic
advertising and sales promotion campaign. 

The sales curve rose sharply on the charts. . . but just as quickly it stopped. Instead
of leveling off, it took a precipitous dive and plunged way below the level achieved in the 
test market stage. 

Panic. PANIC permeated the company's junior and senior management levels.Fingernail scratches could be seen on the polished surfaces of the Board room conference
tables. Meetings upon meetings were scheduled at all levels to find the cause for thepotentially fatal drop in sales after such a successful campaign launch of the enormously
profitable new cat food. 

In a period of time which seemed like years but was actually just a few days into theturmoil, word quickly filtered to the top that a certain Mr. Sam Jones, a relativelynewcomer to the company who worked in the research department had the answer to thesales problem. He claimed to have uncovered the reason why the sales of the company's catfood had plummeted after what t is seemed to be the success story to end all success stories. 

Mr. Jones was urgently summoned[ to the Board room. The great and quick minds ofthe corporate management and major stockholders sat leaning forward to catch the answer.. 
.to finally solve the problem. "Sam, tell us quickly.. .WHY? Why was CattyKit Meals such an instantaneous success and then an even more instantaneous failure? Why Sam, why?" 
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Sam paused, pleased with the drama of his presence. . ."Well, Mr. Chairman, it has beenproven beyond a shadow of a doubt, the cats don't like it." 
Within this not-altogether-fictitious tale, could there possiblylbe the kind of similarity tothe approach we usesometimes in developing and selling our housingservices? Could we possibly be finance products anda little guilty of over-enthusiastic planning in our attemptssolve the housing crisis among tolower income target populations in our own countries? Justpossibly? 

During the past three years (1979-80-81), 1have been privileged to work among those whomake up the target groups of low income housing grant or loan funds in the Ivory Coast, Kenya,Tunisia, Lebanon, and Egypt. I use the word "privileged" in all sincerity as I have learned fromthese people. Learned that much of the tremendous weight of time, effort and money spent tosolve their problems, is dissipated before it even begins toLearned that influence their immediate world.some of the commitment to helpcommitment. . .efforts which create 
them solve their problems is high-glossbright reflections of progress duringinvolvement but which each phase of themay dim the vital importance of the end product. . .improved shelter,improved community facilities and a general and long-lasting improvement in the quality of lifefor those people we are attempting to serve. 

All too often, we find that too many people are involved in the marketing process and thehigh cost of their salaries and benefits reduce the available funds. This results in too much timeinvolved in the process for decision making (and the lack of it) which not only increases overheadcosts, it increases the likelihood that the target groups needs may have changed in the interim,necessitating a repeat of the entire process. 

Explore with me, if you will, some of my personal and professional experience with thesetarget groups at home and abroad. 

The primary purpose of these explorations will be to clearly identify the process ofmarketing communications as a two-way street. We may also uncover ways of shortening the
savings and loan marketing time span and, thereby reducing the overall costs oi mobilizing the'
resources of assistance program target groups. We will see how to tap the strengths of thosetarget groups in creating better, more economical, more productive means and methods to solvetheir problems. "Help us help ourselves" seems to be the message which is coming through mostloud, most clear. 

Unfortunately, "help yourself" can be interpreted as an invitation to take whatever youwant, free gratis, with impunity. While the advice throughout the presentation is to maintaincloser, more direct communications with the target customer groups, caution must also bemaintained. Don't go "too far" with that advice. 

It has been proven over and over that people of all income levels in all parts of the worldwill make the necessary sacrifices to fulfill their commitments whensufficient and obvious. the motivations areIt has also been proven over and over in all parts of the world that thosesame people will take advantages of those same situations when the absence of "penalties" makeit seem ludicruous NOT to circumvent authority. 

As lending activities increase through successful resource building programs, evictionmay be required to reinforce the motivation for making regular monthly payments. 

A word to the wise is sufficient. 
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The trip to Beirut, :Lebanon in the fall of 1980, was an interesting, unusual experience,to say the least. The National Housing Bank, la Banque d'Habitat, was located in thedowntown financial area. . .the streets of banks. . .immediately adjacent to the infamous
"Green Line", the no-man's-land area separating East and West Beirut. 

Waldo Klat, Bank President, had put together a staff of energetic, commited
individuals with high levels of experience in their specific fields of influence. The initialthrust was to provide home construction and improvement financing and had achieved some 
measure of success in this area. 

The Bank sought technical assistance from USAID in the plannir, and development ofindividual savings account mobilization -toaugment their loan programs. Two factors limitedthis development. One, the bank's sole facility was on the sixth floor of the 3amahl TrustBank building and the access routes were routinely closed by sporadic exchanges of small and
large arms fire. . .daily displays of strength by the opposing forces. Two, the bank had a more demand from the Centralthan ample supply of low interest rate funds available on
Bank which precluded any real need to seek higher cost deposits from a broad, individual 
customer base. 

These two considerations which limit the need to aggressively seek private savings
deposits are common to many National Housing Banks. 

If runaway inflation and political unrest are part of the daily lives of most families, itis not conducive to the development of consumer savings since it destroys most of thetraditional appeal of savings. Increasing costs of real and personal property make itadvisable to borrow and buy now rather than save and pay more later. And "return oninvestment" is out as the rate of inflation is well above the rate of interest paid on savings. 

If I may interject another observation here, many (especially the newly created)National Housing Banks may find their efforts to expand their savings services thwarted by
other financial agencies. 

Intra-agency "jealousies" are a fact of life within most economies and no amount ofwell-meaning rhetoric and wishful thinking will make them disappear. The barriers posed by
such overactive protection of territory can be effectively circumvented, however, when
opportunities for expansion of services are handled on a limited project basis. 

Project efforts, by their very nature, allow "competing" agencies to work effectively
and efficiently on a cooperative basis because the fear of long term change in the power
structure is minimized. 

Such was the dilemma faced by one Savings and Loan Bank in its attempts at savingsmobilization beyond the scope of the incu'nbent contract-saving procedures. A "free"
savings approach was the next logical step for the bank to expand its resources and be ableto provide additional funds for home construction. The bank offered to take its ideas to theless populous areas and serve the population of the regional communities. The commercial
banks felt any attempt by the Housing Bank to build deposits on a return-on-investment basiswould tend to erode their depositor base ar l they successfully blocked the planning.., at
least, temporarily. 
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In these instances, the most obvious "losers" are the low income families who areeither denied or delayed in their dream for better living conditions. 
Priorities of governmental agencies cannot be a concern of this treatise. We can onlytake the approach of recommending that all possible avenues be explored to find ways tomore effectively serve the urgent housing needs of any country with the recognition that thehousing finance structure is key to ultimate success. 

So what do we do in the face of all these problems?do nothing? Of course not. accept 
Throw up our hands in despair andWe each situation as just one mora- factor whichinfluences our overall marketing decisios-and proceed accordingly. 

In spite of its drastic impact on everyday life, the Lebanese had to proceed on thebasis that the street fighting would not last forever. 
And the same for the low cost funds. . .the Banque d' Habitat couldn't count on themlasting forever either. 

To become and remain a meaningful institution, a housing finance bank must develop abroad base of savings customers as well as loan customers. 
The problems we encounter along the way are simply challenges and opportunties forcreative marketing. The recurring question. . ."How do we help our customers helpthemselves?" 

One of the problems - inaccessibility - is common to all of us.most important feature given in response 
Convenience is the singleto customer surveys in the U.S. as the reason forselecting one financial institution over another. 

Consistently, 85% of all persons surveyed list "convenient location"selection criterion. "Convenience", however, is relative 
as their primarya term. . .a location may be"1convenient" due to its proximity to a customer's place of residence or place of employmentor because of its convenient access on a route most often traveled. 

The perception of "convenience" is difficult to promote in a competitive environment.Your location is either convenient or it's not for each individual prospective customer.Ex ept for certain features of convenience, such as efficient business-by-mail service, thereis little you can do in advertising and promotion to change an individual perception. 
The solution is then to make certain your service is most convenient, most accessible tomost potential customers. 

In Beirut, the solution took this form: as long as it is difficult to get the customer tothe bank, we would take the bank to the customer. 

We accomplished ttlIs by planning and promoting a weekly timetable in which 2representatives of the bank were scheduled to appear at specific locations throughout the cityon specific days and times. Commercial banks withspace for area branches cooperated by allocatingour use. These banks received some promotion benefit through the newspaperpublicity of the representatives' schedule. The increase in customer traffic for our servicesmeant more potential business for them as well. 
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Although the first order of business for these repesentatives was to solicit andprocess applications for home construction and improvement loans, they could also haveaccepted savings deposits had we been ready for it. Perhaps in your own situation, the useof space in an existing bank's branch office may he!p get your services closer to yourcustomers more quickly, and more economically than by opening your own branch. 

Just make sure your potential customers are informed of your grand plan through theuse of appropriate promotion media. 

The other problem in developing a marketable service is value -perception. What dowe offer our potential savings customers? How can we attract their business? What valuedo these people place on our bank's current services.. .our projected services? 

In the case of Lebanon, there remain two important, vital reasons for keeping funds ina bank savings account. One is security. The customer confidence level in Lebanese banksis very high, and the manner in which most banks have performed during the past difficultyears shows the confidence well warranted. Millions of Lebanese pounds have beendeposited into Beirut banks by the thousands of native Lebanese now employed outside theirhomeland. This large, skilled work force generates far more income and net savings deposits

than the work force within Lebanon.
 

In most situations where you are serving your savings customers' basic requirement ofdeposit security, you will accomplish it best through the basic savings instruments...Regular Passbook Savings, Extended-Term Certificates of Deposit, and Commercial Savings

Accounts.
 

A regular Passbook Savings Plan is easily promoted and understood, it gives a tangible
evidence of account activity and it can be readily converted to electronic operations when
the bank reaches that point of growth. 

The Time Deposit Certificate allows you to pay higher interest and to direct your
promotion to a more affluent audience.
 

A commerical Savings Plan broadens to anotheryour appeal specific market from
which you can attract sizeable deposits.
 

The second reason why people in most developing countries would open a savingsaccount, and clearly the strongest reason, is to qualify for a loan. A "Forced Account",therefore, should be the first savings plan for your deposit acquisition marketing program. 

Each loan applicant should be required to open a savings account to become eligiblefor a home purchase, construction, or improvement loan. The minimum balance can beestablished at a level sufficiently low so as not to discourage qualified loan applicants. 
The customer would be encouraged but not required to make deposits to the accountbut would be required to maintain the account (at the minimum balance level established bythe bank for all categories of accounts) for the term of the loan, if granted. 

In each of the countries in which I have worked, the people hold strong ties to theirfamily units. Responsibility for the well-being of individual members, including financialassistance, is broadly shared among all members regardless of where they may live and work.Down payments for the purchase or construction of housing for the emerging generationlargely come from pooled assets of the established generations. 
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The idea to create a "family savings plan" is based upon that practice. It would allowthose pooled assets to generate more housing finance assistance within the family. Insteadof using that money as a down payment, anyone wishing to help secure a loan for someone inthe family would participate in the plan by opening his own individual savings account.balance would be designated for use Theas the basis for providing a loan to one specific memberof that family. Total balances in all accounts so recorded would be applied in calculatingthe amount of the loan to be granted. 
The formula for this calculation would be fixed and publicized by the bank.example, a Forloan of three times the amount of all appropriately blocked balances could be.awarded the applicant (up to the maximum loan figure). 
Normal credit review procedures

granted a loan of 100% 
would be followed and the applicant would beof the purchase or construction costs. The family savings fundswould serve as collateral and would be required to remain on deposit until the borrower hadrepaid 25% of the loan principal. 

At that time the funds would be unblocked and be allowedgranting a loan to yet another to serve as the basis forfamily member. The funds would earn interest at theappropriate rate for the respective account holders. 
Stimulation of deposits beyond those r',quired for obtaining credit is vital to the fullcircle concept of savings and loan financial institutions. However, if you can't match yourcompetition dollar for dollar, then you look for excitement and anticipation as elements of aprogram designed to capture the largest possible quantities of "undirected" savings. There isone basic appeal which can be very effective in attracting sizeable deposits from a largecustomer base while offering below market rates and terms. The Appeal? GREED! 
The chance, the possibility (with reasonable odds) for a customer to get avery highreturn on his savings dollars can be sufficiently appealing to a large target customer group,as long as there is a "reasonable" normal return on investment. 

called 
A 
by

lottery process could work well to achieve these conditions. It must, of course, beanother name so as not to confuse the public norofficials if such an organized program already exists. 
to upset the national lottery

If either were to result, it would doomthe program to failure. 

The basic recommended design for a lottery-type savings mobilization plan is asfollows: 

1. Use the name "Bonus Savings Plan". 
2. Use only with regular savings accounts, require a minimum opening balance andsubsequent minimum deposits of a specified amount, and require a one-week

notice for withdrawals.
3. The annual interest rate should be established at a figure 2% lower thancompetitive bank savings plans to allow for funding of the "bonuses".
4. "Bonuses" will be awarded by two different methods to all eligible customers: 
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a. Periodic scheduled drawings of lots will determine which savings accountcustomers will receive a Bonus Award in the form of set percentage of theamount held at the time in their accounts. 
b. 	 Bonus interest will be awarded all customers who meet predetermined criteria. 

The 	 plan is designed to encourage the maintenance of large balances and todiscourage major withdrawals and/or the closing of accounts after every drawing. To ensurethe success of the design, it is necessary to conduct the Bonus Savings Program in thefollowing manner. 

1. 	 Allow a "start-up" period of at least three months from the time the public isinvited to open Bonus Savings Accounts to the time of the first drawing. Thiswould allow for gradual opening of accounts and a build-up of public awarenessof, and excitement for the program. Subsequent drawings should be held asfrequently as required to maintain interest in the program, but with no greater
frequency than monthly. 

2. 	 Bonus Awards might be set at 100% and 10% of the amount held in the accounton the date of eligibility, and should be announced in that order in all media.The actual monetary figure should never be announced -- only the percentage.This results in benefits for both the bank and the customer. The bank's programwould be enhanced among each class of customer by the cumulative perceptionof having awarded far greater amounts than the actual value of the prize fund.Each winner can announce to friends whatever sum he wishes; in most cases apercentage figure is self-aggrandizing. 
3. The prize fund from which the Bonus Awards are dispensed is determined bycomputing earnings in all eligible savings deposits, during the period covered bythe drawing, at the annual rate of 2% (or whatever figure is decided upon). 
The 	 actual amount awarded during each drawing is variable due to the randomdrawing of a predetermined number of percentage awards. The prize fund is establishedthrough computation on average balances, and the individual Bonus Awards are based upon apercentage of existing balances. As insurance against excessive variation, a portion of eachprize fund could be held in reserve prior to determining the number of 100% and 10% Bonus

Awards for each drawing. 

Example: 
1,000 accounts 

x $1,000 average daily balances 
= $1,000,000 total average daily balance 

x 	 .005 3 month earning rate @ 2% annual rate
 

= $5,000 prize fund
 
-$ 500 reserve
 
= $4,500 net prize fund for 3-month period
 

Bonus Awards: 

1 100% award (estimated average of $1,000)
 
35 10% awards (estimated average of $100)
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4. The drawings themselves determine the three factors used to establish thewinning accouaits and the amounts of each award. 

a. Date of Eligibility. This can be and must be publicized as being any datefrom the one following the previous award up to and including the date of thecurrent award. The account balance on the date selected by drawing would beused as the basis for computing the amount of each award. 
b. Percentage. The 100% winner is drawn first if there is a live or radioaudience sharing in the drawing "ceremony". The purpose is to enhance theappreciation for the 10% awards. If done in reverse order, each 10% winnerwould consider himself 
prize" that 

a "loser" because he became ineligible for the "grandin particular drawing. To make winners of as many savingscustomers as possible, only one 100% prize should be awarded with no 50% or25% or any other intermediate awards created. The practice of a single "grandprize" also serves to aggrandize the 10% prizes. 

c. Account Number. Winners are to be announced and published by accountnumber only. Care must be taken to insure accuracy in any newspaper or otherpublication of winning numbers. The only "official" publication should beprepared for distribution at all offices of the bank. The Bonus Awards are to beadded to the respective winning accounts upon presentation of the Passbook (orother official account verifier), with taken tocare positively identify eachwinner. A 30-day (or other) time limit can be imposed to collect the BonusAward to make sure all accounting is finished prior to the next drawing. Allunclaimed awards can revert to the prize fund and announcements should be
made to that effect. 

5. Bonus Interest should be added at each anniversary date to all non-winningaccounts of customers who have made at least two deposits and no withdrawalsduring the year. The amount should be at least 1% and more if the balanceremaining in the prize fund permits a larger amount. 

We've talked earlier about marketing communicationsis important to learn as a two-way process. Itas much as you possibly can about the people you wish to serve.own knowledge Yourof the target groups should be augmented research. Ifexperienced research facilities are available, you must conduct 
by 
it yourself. 

on-site no 
Find out, as bestyou can, as much as you can about the target families. What is their current thinking aboutthe kinds of service you may be offering? What are their current savings habits, spending

patterns?
 

In my work with la Banque Nationale pour l'epargne le creditet in Abidjan, we,fortunately, had access to recent in-depth sociological studies. These were very helpful as itis difficult to use guesswork in developing marketing programs for use in cities with morethan a million population, such as was the case in the capitol of the Ivory Coast in 1979. 
One important finding of those studiesIvorien families was very well founded 

revealed that the savings practice amongand spread throughout all income levels. Savingsaccount balances averaged 2Y times monthly revenues. At least 20% and as muchmonthly income was set aside as 35% ofas a result of family sacrifices. . .or living without luxuries,even without what most of us would term necessities in order to accumulate the monthlysavings deposit. This was being done in a relatively expensive, inflationary economy wherefewer than 8%of the Ivorien households had a basic income exceeding $700 monthly. 
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Having money saved up for emergency needs accounted for some motivation, butmore often, the primary incentive for saving was the desire to obtain credit. As a result, anunproportionally high percentage of liquid savings was in "no-interest checking accounts" inbanks home-based in Abidjan. Any enterprising head of household knew that banks lookedfirst (and perhaps only) to this part of the loan application in granting consumer credit.ONLY perception of a savings Theaccount as an investment was in the sense that you had tohave it to be able to borrow money which could be invested at a far greater return than asavings account. The Ivoriens are great at "petite commerce" and the majorityhouseholds have a piece of ofsome business or another, even though every member of thehousehold has a regular job. 

In research on broader Nationsyet a scale, the Urited Development Programconducted a series of comprehensive studies of Consumer 
has 

Savings Mobilization within alldeveloping nations. These studies show current and potential savings levels, and the methodseach country is using to encourage and capitalize upon this potent internal financialforce for development. That effort is well under way in the Ivory Coast.available throughout the country, bank 
Postal Savings isbranches are in all cities, and BNEC, the NationalHousing Bank, is !effectively expanding its services. 

BNEC's purpose was two-fold: to financially manage the Housing Assistance Fund(Government tax receipts ear-marked for public low-cost housing); to encourage s-vingsdeposits from the private sector and facilitate home ownership through mortgageBNEC began operations with the loans.one office with Teller windows open from 7:45 A.M. until11:30 A.M. and Irom 2:45 P.M. until 4:45 P.M., Monday through Friday. (Surveys showedthat customers prefer these hours for downtown banks as there seems to b, no problemtaking time from work for banking but also would like some noon and Saturday morning hours.for residential area branches.) 

At the time of my arrival to help prepare a marketing program, BNEC was opening anaverage of 25 new accounts and handling approximately 300 deposit and withdrawaltransactions daily. theThrough facilities of a competent, creative, localadvertising full-serviceagency Ivoire Media, a logo/slogan contest conducted through newspaperwasads and posters. J1,000 First Prize was offered to create interest, and 625 entries werereceived from throughout the Ivory Coast (with at least one each from neighboring countriesof Ghana, Upper Volta, Mali and Liberia). The winning logo design is now being used on
promotion (stacked coins representing all
 a house) as well as the slogan, "Ila banque qui vousdonne des racines" - the bank that gives you roots.
 
The advertising concept 
was then decided upon  a simple message to be repeated inall media for the duration of the campaign. In a "slice-of-life" format, it would show twoyoung men with identical jobs and salaries. '3ean, a free-spender on the wine, andwomendisco circuit, who ends up literally in the street. Paul, a sensible saver who, with the aid ofBNEC, builds a beautiful home, life, family and retirement. Photographs and copy from thelive-action television commercial which portrayed those life stories were used in thenewspaper ads and brochures. This 45 second TV spot later won top prize in theInternational Film Festival competition and won official recognition for properlyrepresenting the lives and ideals of the Ivorien people. 
The six month campaign began with six weeks of relatively heavy scheduling innewspaper, radio "Sonobus".and This was a unique system of interspersing commercialmessages with popular music over loudspeakers inside the commuter buses, a real captiveaudience. Television and poster advertising did not appear until later in the campaign due todelays in production but that was, in one sense, beneficial as it aided the evaluation of media

impact. 
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And the advertising worked: The results were "textbook classic". In accountcategories subject to promotion, new Passbook accounts jumped from 500 per month to 725in January, and well over .1,200 monthly February through May, with averagebalances also showing marked accountincreases. In one-year certificate accounts, the percentageincreases were even more spectacular than in Passbooks. An average of only 15 accountswere opened prior to the advertising campaign buthelp. more than 45 monthly with promotional 
alone. 

Monthly deposits grew from 5 million CFA to more than 20 million in new certificatesThe increases in this category were the most pronounced following the addition oftelevision to campaignthe schedule. . .again, a textbookpromotion directed toward the 
result proving the benefits ofmore affluent. In six months, BNEC had doubled their asset

size. 

In addition to the individual savings accounts, BNEC created a special account whichgives rural Ivoriens a practical solution to the housing problems of their entire village. It'scalled "le Compte Mutuelle". . .a Mutual Savings Account. 

Its success requires the cooperation of the young villagers who are now employed inthe "big city" and the elders, the village leaders. They pool their resources and establish asavings account at the bank with a fixed loan agreement. The villagers receive a loan toconstruct permanent homes and community facilities when the balance in their accountreaches 10% of the amount required for their construction project. 
The savings deposits, though blocked, earn interest all the while and the loan paybackbegins when construction begins. 

This plan is formalized through the establishment of a village committee with electedofficers. The appropriate ministry then grants official recognition and tax exempt status. 
The average village contains 350 people

extended family members 
in 75 households. The contributions fromworking in the city, added to the villagers' harvest revenuesproduced sufficient savings balances for three separate villages to begin construction duringthe time I spent at the bank. 

Advertising and promotion for these Mutual Accounts had only been through word ofmouth, but we developed a plan to systematically cover all 26 regions of the Cote d'Ivoire.We used direct mail to thereach District Head of Administrationexplaining the plan in full detail including our success stories. 
within each region
 

to create interest in the program. . 
We also used radio messages


.messages which broadcast inweredialects and which were the two nativeheard by the city dwellers as well as throughout the rural regions ofthe country. 

The Mutual Savings Account Program had far-reaching benefits. In addition togenerally improved living conditions in a permanently constructed home, the plan produced apermanent school for the village. This automatically produced a teacher, the result of apromise by the Ivorien Government. A teacher would be supplied to any village whichconstructed a school built to prescribed standards. 

It had obvious benefits for the housing construction laborers and material supplierswhich produced a beneficial ripple effect throughout the economy in general. 
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All in all, the marketing efforts to attract savings deposits from all possible sources
worked well for this national housing bank. Much of the success was due our useto
marketing communications as a two-way street. . .we 

of 
knew a lot about our target audiences
 

before we began our promotions.
 

Another good example of effective marketing communications comes out of a joint
Government of Egypt - Government of U.S. project for upgrading squatter communities near

Cairo. In the 18 months I spent on this project, we were approaching the stage of being

overwhelmed with facts.
 

It can happen and it's something which you must guard against. Be careful that you
do not spend so much time, effort and money on :research that you have nothing left for the
 
actual project.
 

In this case, we were determining the feasibility of a home improvement lending
program to be conducted concurrently with a program to upgrade community facilities. As

the beneficiaries did not 
as yet have legal title to their land and had no tangible evidence
 
that the promised improvements to their communities 
would soon begin, the results of field 
surveys indicated a potential lack of positive response to a home improvement loan offer.
Especially one without subsidies and in a market where many essential building materials 
were scarce or available only at excessive cost. An important point here is that the subjects

of your survey research must already have a clear perception of the product or service in

question. If there's a lack of understanding or elements of confusion, your survey results are
 
all but invalid.
 

Much of our data was suspect for this very reason, so in spite of the so-called 
evidence and contrary to some logical arguments, it was decided that the all around best 
way to determine customer response, was to make the offer available to them. 

The point to remember is that there is so much vitality, so much strength of
character, so much will to survive and succeed among all groups of people when it comes to
improvement of family lifestyle, that, so often, all that is required is an organized method 
to supply the means for success. 

We did just that, applying the energies of many people, especially those of the CreditFoncer Egyptian, the National Real Estate Bank. We began a market test... a pilot project
to test the mechanism of our home improvement loan program within two of the seven
communities. Funds were to be made immediately available to qualified low income heads
of households. A temporary office was set up in a community center area. Our promotion
consisted of a series of evening meetings in the communities and nearby factories, plus
word-of-mouth which quickly spread our story to every potential customer. 

The bank had to add more people to handle the first day's rush of business. The actual 
response from our target market, proved several things. Number one, we were right to
distrust the survey results. Number two, it is best to expose your potential customer to the
actual product or service to accurately gauge response, Number three, test program letsa 
you learn a program's shortcomings and make the necessary refinements before launching a 
full-scale program. 
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Another point to remember is that all programs need to be modified as necessary to 
reflect the currrent state of events. For example, the concept of "borrowing short and 
lending long" worked so well for many years for the savings and loan industry in the United 
States. Millions of homes were purchased with 20 to 30 year fixed interest rate mortgages. • 
.billions of dollars in short term savings accounts made up those loans. 

As you are aware, the problems of recent inflation have caused the U.S. financial 
industry to revise that concept and to build the right of future rate adjustments into all their 
long term loans. This practice should be a part of all long term housing finance programs in 
the developing countries, as well, because you cannot even count on the majority of those 
loans "turning over" as was the case in the U.S. The average mortgage in the states had a 
life of less than 7512 years because so many people moved their place of residence, sold their 
homes and, in most cases, created new loans.1 

Inflation has also caused considerable changes in the savings habits of U.S. families. 
This has brought about a different approach to marketing savings services. A good example 
of this new sophistication comes from the large California Bank, Crocker National. 

You may not think that a fuzzy, cute animal toy is an expression of sophistication, 
but in the case of Crocker National Bank, it was a gift offered to new savings customers as a 
result of careful, sophisticated market planning. 

The selection of a gift which had universal appeal but which was most likely to be 
chosen for their children or grandchildren by older and, therefore, more affluent and longer 
term customers proved very effective for Crocker Bank. 80% of the new savings deposits 
and savings customers, remained with the Bank after one year, even though there were no 
such restrictions on the term of the offer. The name recognition for the bank was further 
enhanced in the promotion because of the lovable dog toy which was made to look like a 
breed called "Cocker Spaniel", was appropriately called a... "Crocker Spaniel". 

Last fall, a new savings instrument came on the scene in the U.S. called an All Savers 
Certificate featuring tax-free earnings. This was an attempt by Congress to help stimulate 
the U.S. housing industry. All financial institutions offering this Certificate had to pledge at 
least 75% of the resulting deposits to home construction or purchase lending. 

As the All Savers Certificate would be offered by all banks, savings and loan 
associations and credit unions, each financial institution tried to gain extra share of market 
through special promotions. Here again, Crocker Bank, pushing name awareness, offered a 
new premium for opening accounts. . .the "Animal Crockers". How we love our plays on 
words. 

A service which had tremendous impact on the financial community did not even 
come from a bank or savings and loan. Money Market Mutual Funds, through investment 
brokerage houses, siphoned off large amounts of savings dollars across the country.
Congress has just changed regulations, allowing the major financial institutions to compete 
directly and offer high, daily rates with full liquidity in money market related investment 
accounts with high minimum balances. 

As a stark contrast to the cuddly animal toys, Crocker Bank went to a "hard-sell" 
approach in the introduction of their 'Working Capital Account to the serious investor.. 
Advertising for savings through offering a cute gift, is what we call a "soft-sell" advertising 
approach. You rely on making sure your customers like the gift you're offering, recognize 
the name of your bank, understand your services, and think of you in a friendly manner. 
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In the "hard-sell" approach, you go directlyoffer, present all the facts, advantages and 
to a full and detailed explanation of youreven disadvantages of your service.pinpoint your message to the specific target group. 

You also 

The "hard-sell" approach carries overCrocker Bank to the name of the service.Working Capital Account, instead of a $500 
In this case, theminimum, requiresopening deposit which a $20,000can be a combinationsavings deposit, you now have an 

of cash, stocks and bonds. Instead of a simpleaccount which provides you with all.your cash on deposit earns these activities.. 
bonds, 

money market rates, as do the dividends on stock and interest onwhich are automatically depositedbalance or use to your account. You may write checks onyour VISA Debit Card for theaccess. You can buy and sell stocksthrough your account with reduced commissions. and bonds 
credit and you get a comprehensive statement 

You can get secured and unsecured lines ofin the mail each month, which provides adetailed status report of all the activities.
 
Well, 
 I am sorry. I promised you a relaxing lookmobilization but all that, just made at the opportunities for savingsme tired. I guess it proves that Times are Changing.-but the basic concept has not changed. Find a Need and Fill It! 
The way to successfully mobilize savings deposits is still based upon the simplepremise that you find out what your potential customers want, need or can use in the way offinancial services (and what they will pay for)... and then set out to develop ways to providethose services on a mutually beneficial basis. 

"Help us help ourselves" is the message your customers are giving you...that is your challenge, your opportunity. 



GOVERNMENT AS CATALYST IN THE HOUSING SECTOR OF
 

DEVELOPING COUNTRIES: 
 OLD AND NEW ROLES
 

by 

Raymond J. Struyk
 

November 1982
 



PREFACE
 

This paper was prepared under a compressed time schedule for
 
presentation at the 1982 Shelter Training Workshop sponsored by the
 
Office of Housing and Urban Development of the Agency for International
 
Development. While written to be self-contained, it is complemented by
 

a paper by Elaine Weis and Richard Pratt, "Housing Finances in Develop
ing Countries," which was prepared for an earlier workshop.
 

The paper has benefitted from a discussion with Fredrik Hansen
 
and Ed Robbins, and comments from John Tuccillo and Jack Goodman.
 



CONTENTS
 

Preface ........................................................
 

I. Objectives of Housing Policy ...................... 1......
 

II. Criteria ................................................. 
 3
 

A. Increased Output ..................... . .......... 3
 
B. Efficiency ......... .. ........... 4
 
C. Equity ....... ......................... 4
 
D. Target Efficiency ....... ........... ............... 5
 
E. Administrative Simplicity .................. 5
 

III. Housing Subsidies o .... ....... 6
.......... ....... ............ 


A. Who Benefits? .......... ............ 6
 
B. Inteeest Subsidies ...................... ............ 8
 
C. Government as Landlord ......................... .. 11
 

IV. Government as Faclitator ............................... 13
 

A. Guaranteeing Take-out Financing .................... 14
 
B. Development Period Capital .......... ......... 17
 
C. Infrastructure in Existing Areas ..................... 18
 
D. Site Assembly .................... .... 20
 

References ........ . ....... ... .. 24
................. 




I. OBJECTIVES OF HOUSING POLICY
 

The broad purpose of government initiatives in the housing area is
 
ultimately to raise the level of housing consumption of all families to
 
some 	minimum level without their having to spend an extraordinary share
 
of their incomes on housing. Countrics likewise, however, adopt a number
 
of specific objectives to be attained in the housing sector, each of
 
which is consistent with achieving the broader objective. For example,
 
homeownership (with secure title) is thought to encourage greater hous
ing investments. Table 1 lists a set of objectives of housing policy
 
common to many countries; it also includes several programmatic tools
 
used 	by governments in pursuing each objective. The objectives may
 
range from increasing residential construction to actually encouraging
 
homeownership among a specific group of the population. Equally wide
ranging are the programmatic tools that can be used. These may include
 
direct government subsidies, regulation of financial institutions to
 
establish mortgage and deposit inLerest rates and various tax policies.1,*
 

One implication of this multiplicity of objectives combined with
 
limited government budgets is that trade-offs are inevitably required.
 
Government regulations and exemption from taxes are often easier for
 
legislatures to adopt than it is for them to actually appropriate funds
 
for subsidies. Thus, the objectives receiving greater resources are
 
those which can be addressed through regulations and tax expenditures.
 
This 	in turn means that various objectives are achieved at different
 
rates. For example, the homeownership rate may rise among middle-income
 
families thanks to lower mortgage interest rates at thrift institutions
 
which have been achievedA* through regulated interest rates on deposits;
 
but little progress may be made in improving the housing situation of
 
lower income families which would have required actual government
 
expenditures.
 

The entries in Table 1 also highlight the two attributes of
 
housing which together distinguish it from other goods. First, the
 
high capital content of dwellings has typically meant that households
 
must accumulate funds over an extended period to be able to afford
 
them. This has forged a symbiotic relationship between housing in the
 
formal sector and financial markets, and often makes progress in
 
housing -tontingent on mobilization of long-term capital. Families
 
operating In the informal sector are, by contrast, dependent on intra
family borr wing, savings, and some short-term borrowing in the "curb
 
market" .7o. financing. Second, in urban areas every dwelling exists
 
in a neighborhood. This simple fact ties the value of a unit to the
 

I. For a further discussion of many of these objectives, see
 
Levine 	(1978).
 

*The complete references far papers cited are listed at the end
 

of the paper.
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TABLE 1 

OBJECTIVES OF HOUSING POLICY AND ASSOCIATED PROGRAMS
 

Objective 	 Programmatic Tool
 

Ensuring availability of 	 Interest rate, demand, and 
tax
 
adequate and affordable housing, subsidies for construction of new
 
especially to low-income house- units; government-provided below
holds. market financing for new units;
 

subsidies to households for leasing
 
existing units meeting minimum
 
standards; direct government devel
opment of new housing for sale or
 
lease to lower income families.
 

Increasing residential con- Interest rate reductions for pur
struction; reducing cyclical 
 chase of new homes in periods of
 
instability in the construction high interest rates; variety of
 
industry, 
 credit institution regulations;
 

construction of government-sponsored
 
housing.
 

Increasing availability of Mortgage insurance; purchases of
 
mortgage credit. 
 mortgages by government or quasi

government agencies; tax and regu
latory advantages to mortgage
 
originating instituticns; clarifi
cation of land titles.
 

'Encouraginghomeownership. 	 Interest rate subsidies; mortgage
 
insurance; regulation of financial
 
institutions.
 

Encouraging neighborhood Upgrading of infrastructure charging
 
upgrading. 
 rates below marginal cost; subsidies
 

for housing rehabilitation; clarifi
cation of land titles.
 



3
 

condition of the neighboring ones and the availability of utility
 
services. Because a household cannot independently arrange for most
 
types of infrastructure--public roads, storm sewers, water supply--the
 
value of each property is largely determined by the provision of key
 
services by local government.
 

The foregoing facts are critical background for the development
 
of a housing strategy and a discussion of the corresponding program
matic options. This paper concentrates on the tools of housing finance
 
policy: first the traditional subsidy options employed by governments,
 
and later a set of facilitating actions which governments have more
 
recently begun to undertake to encourage the production of housing.
 
The facilitating actions are attractive because of their low cost and
 
because they are realistic options that permit assistance to more
 
households by the majority of overnments whose housing budgets are
 
meager compared to the problems they face.
 

The remainder of the paper is organized into three sections. The
 
next section briefly states several criteria for judging the efficacy
 
of housing programs. These criteria are used repeatedly in the suc
ceeding sections. The two sections that follow describe and evaluate
 
specific housing subsidy options and a selection of facilitating
 
government actions.
 

II. CRITERIA
 

This section identifies five criteria against which government
 
intervention in housing--either through housing finance programs or
 
through other vehicles--can be judged.
 

A. Increased Output
 

The first criterion is central to policy decisions in most devel
oping countries. It asks whether or not the program increases the supply
 
of acceptable housing. Rapid urbanization in many countries has resulted
 
in major problems for production of a sufficient quantity of new dwel
lings, especially for lower income households. 1 Under these circum
stances, government programs should probably be concentrated on additions
 
to the housing stock--either from new construction or from upgrading
 
existing units.
 

So, for example, government may choose to allocate subsidized mort
gages almost exclusively to households purchasing new units of modest
 
value or to those upgrading slum housing. Those purchasing existing
 
units would receive a lower priority.
 

1. For basic figures on the rate of urbanization in developing
 
countries, see Renaud (1979), chapter 2.
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B. Efficiency
 

The second criterion is efficiency, which in this context has
 
several meanings. Foremost, efficiency means that the total cost of
 
producing the flow of housing services should be as 
low as possible.

Thus, if it costs the government more (including administrative cost)

to build and operate housing than it does for private sector developers,
 
government policy should stimulate private sector action.
 

Second, a program should be designed so as to permit as little
 
substitution of government for private resources as 
possible. Of
 
course, governments vary dramatically in the range of tasks they have
 
assigned themselves. Some, for example, operate utilities. 
 It is
 
within these parameters that this criterion applies. Thus, builders
 
should receive subsidies only to undertake building they would not have
 
done otherwise. Likewise, government provision of services, such as
 
piped water supply, that households cannot easily provide themselves,
 
is preferred to help with upgrading the structure which is under the
 
household's control. 
 If this criterion is followed successfully, the
 
cost to the government per unit is as low as possible, implying the
 
maximum leveraging of government resources.
 

An example from the use of tax policy will illustrate this point.

Some governments grant families certain deductions from income taxes
 
for expenses associated with homeownership--mortgage interest and
 
depreciation allowances are 
common. Likewise, local governments grant
 
property tax abatements for dwelling improvements. In both cases, the
 
tax relief is granted on a very broad basis, and many receive relief
 
who would have done what the government is encouraging them to do-
become homeowners or improve their properties--without the inducement.
 
Governments in this instance are not doing well in leveraging their
 
funds.
 

A related illustration is available from the regulatory area. 
 By

imposing regulations that keep interest rates paid by thrift institutions
 
on 
time deposits below market levels, the mortgage interest rate is kept

at a corresponding lower level. All mortgagors receive the lower rate,
 
including many persons who would have been able to 
purchase a home at
 
market rates. In this instance, government is doing a poor job of using

the funds generated by implicitly taxing depositors by imposing below
market interest rate ceilings.
 

C. Equity
 

Aztually, two 
forms of equity are involved under this criterion.
 
The first rule is that similar households should be treated in the same
 
way by government. Logically, this means that otherwise similar house
holds should pay the same taxes and receive equal benefit from the sub
sidies. For example, although it would not 
be possible for most coun
tries to subsidize the housing consumption of all low-income households,
 
the programs should be structured so that the generosity or depth of the
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subsidy and the definition of eligible households can be varied to move
 
toward this goal. Thus, less expensive approaches (per unit) that help
 
more households eventually obtain minimum standard housing should be
 
preferred to more costly ones that realize or surpass the objective
 
immediately but for a small percentage of he target population.
 

The second equity criterion is that greater assistance should be
 
received by lower income households. This idea is often taken for
 
granted in principle but violated in practice, as when higher income
 
households are given access to larger subsidies on mortgage loans than
 
are available to lower income families.
 

Equity problems are particularly evident in the operation of the
 
housing funds of some countries. Typically, a fund to finance mortgages
 
is generated through a payroll tax, often with a maximum annual contri
bution specified. The funds are used to finance mortgage loans for
 
contributors. However, because of the underwriting standards adopted
 
(either by the fund managers or the banks who originate loans on behalf
 
of the fund) and/or the type of housing sponsored by the fund, only the
 
highest income contributors are eligible for loans. This structure
 
clearly violates the idea of providing greater assistance to lower
 
income households. Moreover, in cases where the interest rates charged
 
on the mortgages actually made are very low, the operation of the fund
 
also violates the first equity criterion by concentrating benefits on
 
only a few families.
 

D. Target Efficiency
 

The fourth criterion is a particular blend of equity and efficiency,
 
target efficiency, which can be defined as assuring that the maximum
 
number of households that were intended to receive benefits actually
 
receive them. Often programs are aimed at lower income households, for
 
example, but in fact benefit those with higher incomes. This is especi
ally true, for example, of subsidized mortgage programs that limit the
 
value of the mortgage but not the value of the property. Thus a higher
 
income household secures a subsidized mortgage and adds a market-rate
 
mortgage to it to finance a very attractive home. But the subsidies
 
were designed to go for modest units owned by middle class families.
 

E. Administrative Simplicity
 

The fifth criterion is that the programs should be administratively
 
simple. Successful program implementation in many developing countries
 
faces a dual constraint: financial resources and administrative capacity.
 
The administrative constraint can be as binding as the financial. Lim
ited administrative capacity can easily be squandered on a few "over
 
designed" programs. More complicated programs also have the defect
 
that they tend to become the purview of a few insiders who understand
 
their workings, thus often channeling benefits to a few persons.
 
Additionally, administrative complexity often results in high costs in
 
time and money to those who participate. A classic example here is the
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loss suffered by a developer who has invested in sites while he waits
 
for his plans to be approved by the cognizant government agency.
 
Finally, the program must be administratively feasible: if income
 
verification is essentially impossible in a society, programs that are
 
explicitly conditioned on knowledge of a household's income will not be
 
feasible.
 

III. HOUSING SUBSIDIES
 

As suggested in the introductory paragraphs, governments can sub
sidize housing in a variety of ways. Table 2 lists about a dozen
 
common types of subsidies; dozens of other subsidy arrangements exist,
 
but this listing provides a good indication of the possibilities. The
 
subsidies have been divided between demand and supply subsidies, i.e.,
 
those received from the government by households and by developers or
 
builders. In this section three of these traditional subsidy programs
 
are explicitly discussed: mortgage interest subsidies to households,
 
subsidized construction-period loans to developers, and the rental of
 
dwellings constructed by the government at below-cost to low-income
 
families. Preceeding this, however, it is essential to turn briefly
 
to incidence of the benefits from subsidies.
 

A. Who Benefits?
 

As noted above, Table 2 identifies the recipient of various types

of subsidies. These are the persons who nominally receive the benefit
 
of the subsidy. Yet, because of the way the housing market operates,
 
they might not be the ultimate beneficiaries. Consider the following
 
example. The government is providing subsidized mortgage loans for
 
houses with a value not exceeding a specified amount. Developers
 
respond by building units that sell for this price. The price, though,
 
contains a profit margin sufficient to capture much of the capitalized
 
value of the interest subsidy. In this instance, the developer is the
 
ultimate beneficiary for most of the subsidy. The likelihood of this
 
occuring is greater in situations in which the supply of units is
 
limited and the number of developers offering such units is small.
 
While strict oversight by government can limit these tendencies, it
 
will not eliminate them.
 

The difference between nominal and actual beneficiaries is impor
tant to assessment of the performance of a program. In general, the
 
greater the extent of competition, the greater the coincidence between
 
the intended and actual beneficiaries. Hence, an additional considera
tion in designing programs is to assess the degree of competition and
 
take action to increase it where necessary. One example might be for
 
government to provide construction-period financing to small builders
 
rather than large contractors to make it possible for more firms to
 
compete.
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TABLE 2
 

COMMON HOUSING SUBSIDIES
 

Demand subsidies--received by households
 

Mortgage interest subsidies to households
 
Contribution of low- or zero-interest capital by government
 

to public financial institutions to use in making
 
mortgage loans
 

Special regulation of thrift institutions, permitting lower
 
mortgage interest rates (e.g., lower reserve requirements)
 

Purchase price or rent reductions on government-constructed
 
units
 

Provision of infrastructure at rates set at the systemwide
 
average instead of reflecting marginal costs
 

Grants for dwelling purchase or upgrading
 
Forgiveness of property taxes on improvements to owner

occupied dwellings
 

Supply subsidies--received by developers
 

Interest subsidies on construction-period loans
 
Write-down of land costs (or use of government powers in
 

land assembly)a
 
Subsidies on materials to producers
 
Reduction or elimination of import duties on key building
 

materials
 
Provision of infrastructure in housing developments at
 

less-than-cost or market valuea
 

alt is possible for these subsidies to be made directly
 

by government to households.
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B. Interest Subsidies
 

To increase the affordability of housing, government can write
 
down interest rates to homeowners, to owners of rental housing, and to
 
developers in order to lower the cost of housing to 
the ultimate
 
occupants. The examples used here concern a sites and services project

in which plots are to be sold to individual owners. The first panel of
 
Table 3 provides a general description of our sites and services
 
project. The lower two panels give information on the two alternative
 
subsidy schemes discussed here: interest subsidies 
to households,
 
or construction-period interest subsidies to developers.
 

We begin with the mortgage interest subsidy. The price of the
 
unit is 20,000, and the maximum loan amount is 16,000. The mortgage

offered is the standard, fixed interest rate type with a 20-year term.
 
The government is subsidizing a six percentage point difference between
 
the market and project rates (18 vs. 12 percent), which reduces the
 
loan payment by 71 per month. 
 This, in turn, lowers the minimum in
come of purchasers by 29 percent (from 1,235 to 880 monthly), assuming
 
no more 
than 20 percent of income is devoted to mortgage payments.
 

How does this program measure up against our criteria of adding

units, efficiency, equity, target efficienty and administrative simpli
city? Beginning with target efficiency, it gets high marks. Higher

income households are fairly unlikely to move into a sites and services
 
project. There are exceptions, of course, in cases of severe shortages

of serviced lots where those with higher incomes purchase a lot and
 
proceed immediately to construct a relatively high-quality dwelling on
 
it. But overall it does well both in target efficiency and in adding
 
units to the housing stock.
 

The general efficiency of the approach--especially on administra
tive grounds--is open to some question. 
One issue is whether or not
 
the uniform 6 percent interest subsidy should be given to all house
holds; a lower subsidy for households at higher income levels may be
 
appropriate. 1 A second issue concerns the form of the subsidy. 
 Spe
cifically, the final entry in the center panel shows that the 
same
 
reduction in monthly payments could have been accomplished with a
 
front-end grant of 4,500 at the time of purchase. Such a grant has the
 
virtue of largely ending the government's role after sale of the unit;
 
the mortgage can be serviced by a financial institution. This removes
 
government from the often onerous task of acting on 
dclinquencies.

Likewise, the government's burden of making periodic payments to the
 
bank on behalf of each household vanishes.
 

At the same time, the grant option can introduce problems of its
 
own. Most obviously, government must guard against the quick sale of
 

I. This assumes that accurate veriLication (,f incomes 13
 
feasible.
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TABLE 3
 

INTEREST SUBSIDIES
 

Overall Project Description
 

Project type: sites and services
 
Number of units: 250
 
Description: Lots 200m 2, properly graded; initial structure
 

is sanitary core plus unroofed 9m2room. Infra
structure: gravel streets, water standpipe at
 
lOOm intervals, storm sewers, sites for schools,
 
etc.
 

Developer: private entrepreneur
 
Full unit cost (incl. producer profit): 20,000
 
Development period loan: 	 4,500,000
 

([250 * 18,000/unit]; producer profit
 
is 11.1 percent)
 

Option 1: Subsidy on Mortgage Interest to Household
 

Value of unit (purchase price): 20,000
 
Maximum loan amount: 16,000
 
Type of mortgage: standard, fixed rate
 
Loan term: 20 years
 
Market interest rate: 18 percent
 
Subsidized interest rate: 12 percent
 
Reduction in loan payment (subsidy): 71.
 

Minimum monthly income of 	household to qualify for loan,
 
assuming 20 percent of gross income goes to mortgage payments:
 

--market interest rate: 1,235
 
--subsidized interest rate: 880
 

Reduction in purchase price needed to produce same reduction
 
in monthly payments as the interest subsidy: 4,500 (i.e., loan
 
value is 11,500)
 

Option 2: Subsidy on Development-Period Loan
 

Value of completed project as appraised: 5,000,000
 
Amount of loan: 4,000,000
 
Loan term: One year
 
Market interest rate: 22 percent
 
Subsidized interest rate: 15 percent
 
Value of subsidy--total: 280,000 Per unit: 1,120
 
Total cost per unit--with subsidy: 18,880
 

without subsidy: 20,000
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units by the subsidy recipient to convert the large up-front subsidy
 
into cash. The major problem with the grant option, however, is the
 
first-year cost to the government: in the first year the mortgage in
terest subsidy is only 852 (i.e., 71 x 12) per unit vs. the 4,500 grant.
 
On the other hand, as Weis and Pratt (1981, pp. 46-49) demonstrate in
 
their 1981 workshop paper, if the program is to continue to assist addi
tional units year after year, then in a few years 
the annual government
 
expenditures for mortgage interest subsidies for all units being sub
sidized will be greater than that year's cost for the one-time payments
 
on newly assisted units. In other words, if we assume a few years of
 
steady program growth, then at the end of this period the government's
 
expenditures would be smaller and its total future financial commitment
 

I
tiny under the up-front subsidy scheme. Thus, impact of the first
year expenditures of a grant scheme should not be overemphasized.
 

The interest subsidy program as designed has an equity problem
 
caused by the lack of any subsidy recovery. Although the development
 
of the project itself may pay for itself, the government subsidy to the
 
household is never even partially recaptured. Since it is doubtful that
 
government will ever be able to provide such subsidies to more than a
 
minority of "income eligible" households, it will never achieve its
 
equity objective. Some form of subsidy recovery would further the
 
attempts to achieve the objective by permitting more families to even
tually receive assistance. Again, however, there is a cost in admin
istrative complexity and burden that might be too great. Nevertheless,
 
some recovery of subsidies at the time of sale of the property can be
 
explicitly considered at the design stage.
 

An alternative approach to lowering the prices faced by purchasers
 
is to subsidize the interest rate paid by developers on construction
period financing. The final panel of Table 3 shows that a seven percent
age point subsidy ffrom 22 to 15 percent) cuts the purchase price of
 
each unit by about 1,100, or 6 percent of the after-subsidy price. Thus
 
it achieves a modest price reduction. It also has the advantage that
 
the government's involvement in the project is strictly limited.
 

As a program, it is somewhat more difficult to analyze than the
 
similar assistance given to households, even if we assume that the
 
value of the subsidy is passed through to the purchasers. The question
 
of incremental aew building is especially troublesome. Did the subsidy
 
result in more units being built than otherwise would have been the
 
case? Or, on efficiency grounds, did the subsidy cause new firms to
 
enter 
this portion of the market and thus increase competition? If one
 
cannot answer the-.- questions affirmatively with confidence, then the
 
case for the approach is limited, particularly in light of the greater
 

I. More correctly, these calculations should be done at the time
 
the decision is made with the costs of the 
two options calculated on a
 
discounted presen:-value basis. A very high discount rate could well
 
offset the advantage of frcnt-end grants 5uggested in the text.
 



likelihood of the benefits ultimately accruing to the developer. As to
 
targeting, efficiency here depends on the restrictions, if any, the
 
government places on who can purchase a unit. As noted earlier, though,
 
targeting is generally good for sites and services projects.
 

Lastly, the program has the advantage of being administratively
 
simple. The agency is involved only until the units are sold. The
 
principle tasks are in developer selection and in monitoring the
 
quality of construction. The financial transactions are limited to a
 
few payments to the bank for the interest write-down.
 

C. Government As Landlord
 

Governments in many countries have been tempted to aid their
 
low-income populations in obtaining decent housing by building apartment
 
blocks and then renting the units to households; indeed, a surprisingly
 
large number have chosen this course.1 Rents often are set with refer
ence to each family's income. Table 4 describes the hypothetical project
 
to be used for this discussion. The income of the "target household"
 
is the same as that used in the example of the mortgage interest subsidy,
 
880 per month. Under the assumption that the completed flats cost
 
about 2.5 times as the serviced site, and that tenants pay a quarter of
 
their incomes for rent, the monthly subsidy is 613, if the government's
 
borrowing rate is used in the calculation. This is an enormous amount,
 
equivalent to about 70 percent of the target family's monthly income.
 

Judged against our criteria, the greatest weakness of this approach
 
is in the equity area and stems from the high cost per unit and the im
possibility of approaching recovery of the investment. Hence, under any
 
realistic set of budget assumptions and assuming efficient production,
 
the program engenders the most severe type of inequities: vast subsidies
 
to a very few. Administratively, such programs are also often a night
mare. The administrative tasks include not only project development
 
but also managing the estates, with all of the problems this can entail. 2
 

The score on efficiency is less clear. Many governments have poor
 
records as efficient housing developers. Cumbersome administrative
 
procedures, sometimes combined with limited experience, raise the cost
 
of the completed units above the cost experienced by private developer. 3
 

There are, however, some notable exceptions, including the highly effi
cient Korea National Housing Corporation.4
 

1. See Hardoy and Satterthwaite (1981).
 
2. Problems plague publicly operated housing in developed countries
 

as well. For a description of the situation in the United States, see
 
Struyk (1980).
 

3. See, for example, Mayo (1979).
 
4. KNHC has obtained a good share of its efficiency by using in

dustrialized techniques on a very high volume of units over a number of
 
years.
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TABLE 4
 

PUBLICLY DEVELOPED RENTAL HOUSING
 

Project type: low-rise walkup apartments
 
Number of units: 500
 
Description: 
 Completed units with full infrastructure
 

provided. Unit sizes vary; assigned to 
tenants
 
on basis of family size.
 

Developer: government, with private general contractor.
 

Full unit cost: 55,000 average
 

Total monthly cost:
 
At government borrowing rate of 15 percent:a 
 833
 
At market borrowing rate of 18 percent: 975
 

Monthly income of average target household: 880
 

Monthly subsidy to household (subsidy = total monthly
 
cost - .25 income):
 

At government rate: 613
 
At market rate: 755
 

aAssumes 100 percent financing with 20-year mortgage,
 
and operating costs at 15 percent of mortgage costs.
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Regarding additions to the housing stock, it seems likely that the
 
units built by the government for :cupancy by lower income households
 
represent a net addition to the acceptable housing stock. Few families
 
in the targeted income group would have purchased a new unit or brought
 
an existing unit up to the minimum standard without some type of subsidy.
 
Still, the incremental cost to the government is extremely high; thus
 
fewer units are added than is possible with other approaches. For the
 
subsidy of each rental unit in this example, 8.6 sites and services
 
participants could have the 6 percent mortgage interest subsidy. Even
 
if half of the families in the sites and services project would have
 
constructed a unit meeting minimum standards without the subsidy, the
 
case is overwhelmingly against building rental housing to be subsidized
 
as described in this example.
 

IV. GOVERNMENT AS FACILITATOR
 

The theme of this part of the presentation is that governments have
 
numerous ways to facilitate and encourage the construction or upgrading
 
of housing that involve the creation or redefinition of incentives or
 
the removal of formidable obstacles faced by developers and homeowners.
 
Moreover, these powers can be used to organize the market, that is to
 
induce developers to build dwellings or prepare serviced sites that are
 
affordable by households at various positions in the country's income
 
distribution. This "building to meet demand," as opposed to erecting
 
housing that must be subsidized in order to be occupied by lower income
 
households, is an essential element in the housing strategies because
 
of the limited governmental resources that can be allocated to the hous
ing sector.1 Where government wishes to do so, it can add subsidies to
 
reach even farther down in the income distribution.
 

These ideas are not new. What is new, however, is the increased
 
willingness of governments to see themselves in this role. Also new is
 
the extent of use of and experimentation with these approaches.
 

In this part, we describe four from a host of facilitating actions
 
by governments:

2
 

o 	guaranteeing the availability of long-term
 
mortgage financing for completed projects;
 

o 	the provision of construction-period capital
 
to producers;
 

1. This proposition is articulately stated in A. Churchill with
 
M. 	Lycette (1980), pp. 4-5.
 

2. A longer list of possible actions by governments is given in
 
Weis and Pratt (1981), pp. 44-45. The discussion in Weis-Pratt concen
trates on innovative approaches to housing finance.
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o 	financing the provision of infrastructure
 
to existing neighborhoods; and
 

o 	assisting in the assemblying of sites for
 
residential development.
 

Common to all of these actions is that they effectively involve at
 
least implicit but more often explicit cooperation between government

and financial institutions, private developers, builders, or property
 
owners. 
Another common feature is that there is little in the way of
 
cash outlays by government. Likewise, the subsidies involved such as
 
the implicit subsidy involved in a government guarantee--are small
 
compared to those discussed in the previous section.
 

A. Guaranteeing Take-out Financing
 

The construction of housing or the development of sites on a
 
speculative basis is often thought to be excessively risky in the ab
sence of committed long-term mortgage financing for the completed

product. Financial institutions have been unwilling to provide such
 
advanced commitments because of concerns about the credit-worthiness of
 
applicants and, in some instances, because of uncertainty about a pos
sible rise in interest rates during the development period which may

exacerbate marketing problems. These worries are greater if the project

is 	being developed for lower income families. Under these conditions,
 
little speculative building occurs, and that which is undertaken is
 
focused on the safer, higher income segment of the market. Hence, the
 
supply of new housing lags considerably below the amount for which
 
there is effective demand.
 

There are ;.o complementary actions which the government can
 
undertake to dramatically reduce the risk faced by speculative builders.
 
First, it can insure against default mortgages that meet the insuring

agency's underwriting standards. This lowers the risk to 
the financial
 
institution of dealing with what it may perceive to be marginal borrow
ers, but who are judged to be reasonable risks by the insuring agency.1
 
Second, it can insulate the thrift institution and the developer from
 
the risk that rising interest rates will choke off t~ie demand for the
 
finished units by guaranteeing a zertain rate; i.e., by agreeing to pay

the difference between the market rate at the time the project is com
pleted and the guaranteed rate for a three- to five-year period. Thus,

the government's exposure would be clearly limited, but the subsidy w3uld
 
provide the time necessary for growth in household income to permit the
 
borrower to hancie the payments.
 

1. The presumption here is that the insuring agency's standards
 
deal symp,:thetically with second and third incomes, intrafamily trans
fers, and other income issues that affect credit-worthiness 3f lower
 
income mortgagors.
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While guarantees of the type just noted may be sufficient in
 
some countries, in others the unattractiveness of long-term commitments
 
to many financial institutions may mean that mortgage guarantees will
 
only be forthcoming if the institution can in turn sell its mortgages
 
in a secondary market or to a government agency that is willing to hold
 
this paper. This is essentially the situation in the Philippines,
 
where a secondary market institution has been established--the National
 
Home Mortgage Finance Corporation--which enters into loan purchase
 
agreements with financial institutions.
 

The government can use the power afforded it by offering these
 
guarantees to channel new construction to different segments of the
 
market. It could make such guarantees available only for dwellings or
 
sites and servicLs projects with a value (sales price) that did not
 
exceed some maximum limit it establishes. To take advantage of these
 
guarantees, then, developers would have to build units selling under this
 
maximum. Given the correspondence between housing values and incomes,
 
speculative building could be focused to lower income households.1
 

An example of the interest rate guarantee in operation is given in
 
Table 5. The example here builds on that presented in Table 3. In
 
this case, interest rates rise by three percentage points during the
 
development period, and the agency has agreed prior to construction to
 
cover the difference for a five-year period. The household receives an
 
18 percent loan, but the agency pays the five-year interest differential
 
to the mortgagee in a lump sum. The agency's commitment is 2,700 per
 
unit on a mortgage of 16,000. Assuming that the country experiences a
 
6 percent annual inflation rate, the purchasing family's ratio of
 
mortgage payments-to-income is esssentially the same in year lix after
 
it shifts to the market interest rate in effect at the time the unit
 
was purchased.
 

It is important to emphasize that in most cases, the subsidy
 
feature of the guarantee would not be used, because interest rates
 
would not rise. Thus, the per unit-cost of the gutarantee is lower
 
than the substantial 2,700 figure shown in the table. If one project
 
in five used the subsidy feature of the guarantee, with a three percent
age point interest differential, the average per unit-cost would be
 
540, or 2.7 percent of the purchase price. Government costs could be
 
further reduced by charging a small premium for the guarantee.
 

This approach receives fairly high marks when evaluated against
 
the criteria outlined earlier. Most importantly, the program is highly
 
efficient: government funds are greatly leveraged, and the government's
 
total exposure is limited. This in a sense is the classic use of a
 
subsidy--to stimulate private action only to the degree necessary. By
 
keeping maximum house values low, reasonable targeting can be achieved.
 

I. The NHMFC thus far has set its home purchase price at a level
 
affordable by only 20 percent of the population. For details, see
 
Joshi et al. (1982).
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TABLE 5
 

GUARANTEED TAKE-OUT FINANCING
 

Project type: 	sites and services
 
(described in Table 3)
 

Total unit co~t: 20,000
 
Loan amount: 16,000
 

Interest rate at time of commitment: 15 percent
 
Interest rate at time of sale: 18 percent
 

Purchasing family's income:
 
at time of purchase: 1,235
 
after five years, assuming 6 percent
 

inflation rate: 1,559
 

Guaranteeing agency's total commitment: 2,700
 

Purchasing family's ratio of mortgage
 
payment-to-income:
 

at time of purchase: .17 (211/1,235)
 
in year six: 	 .16 (245/1,559)
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The greater the targeting, the greater is the likelihood that the units
 
built represent net increments to the housing stock that would not have
 
otherwise occurred.
 

Administratively, the system is quite simple once it has been
 
established, but the effort required to establish an operationally
 
efficient mortgage insurance agency and to pioneer the interest rate
 
guarantees can be very substantial indeed. The efficacy of guaranteed
 
mortgage financing is evident in countries like the Philippines, where
 
several institutions have encouraged housing production by assuring
 
mortgage financing. Developers have built to the agencies' specifica
tions with alacrity, and the lack of additional mortgage financing has
 
been the only impediment to the development of a very great volume of
 
units on this basis.
 

B. Development Period Capital
 

A commonly heard complaint from builders in developing countries
 
is the difficulty of securing development period financing from commer
cial banks or other financial institutions. The problem is particularly
 
acute for the small contractor with limited assets who builds or upgrades
 
one or two houses at a time. Banks are discouraged from making such
 
loans, in part by the need for specialized expertise to evaluate a type
 
of loan that would never amount to more than a limited share of its total
 
portfolio. Banks are also put off by the potential riskiness of such
 
loans. The risk perceived is not so much one of outright default-
although for small developers, this is plainly a consideration--as it
 
is of delinquency, i.e., delayed repayment caused by unforseen delays
 
in completing the project and selling the units. Even if full interest
 
payments are eventually obtained, bankers are dissatisfied with being
 
unable to plan and commit the next use of these funds with confidence.
 
Developers and small contractors who are at the mercy of planning
 
offices and building inspectors for approvals, not to mention utility
 
firms for the hook-ups required before units can be sold, can have
 
especially severe problems in confidently forecasting when repayment
 
will actually occur.
 

In such circumstances, large developers either finance internally
 
or arrange a "preferred client" loan with their banker. The second
 
alternative is more common when the parent firm is diversified out of
 
real estate and does other business with the bank. Small firms, by
 
contrast, do without these loans, depending instead on a combination
 
of large advance payments from purchasers, obtaining short-period loans
 
from materials suppliers, and borrowing funds from family wembers or in
 
the informal market. Whatever the arrangements, they are inefficient
 
and impede the construction of housing on a speculative basis.
 

The most fundamental solution to the uncertainty problem likely
 
lies within government itself: streamlining and regularizing the
 
approvals process, more efficiently planning and developing increased
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utilities capacity to service new developments, and adhering to sched
ules for providing the actual utility hook-ups to the developments.
 
In many countries, the administrative capacity, energy, and will for
 
improvement at a sufficiently high level are lacking. Nevertheless,
 
this is a central element in the solution.
 

There are at least two other actions that governments might take.
 
First, they could insure or guarantee development-period loans against
 
default. However, since the greater problem is from delayed repayment
 
rather than outright default, for the insurance to be effective, the
 
insuring agency would have to make payments very quickly after the end
 
of the loan period contracted for by the developer. Insurance alone,
 
however, may be insufficient initially to interest banks. Under such
 
circumstances, the second option of a government-associated bank (e.g.,
 
an industrial development bank) making market-rate loans directly to
 
developers could be explored. An advantage to this approach is that it
 
could assure access to loans by the small firms, as well as the large,
 
since even with insurance banks may not want to incur the cost of
 
making small development-period loans. It is quite likely that after
 
the demonstration by the government bank, private banks might take a
 
more active role--especially since the necessary trained staff could be
 
hired from the government-associated bank.
 

This ty-pe of government intervention fares well when judged against
 
our criteria. There will be modest efficiency gains (i.e., lower price
 
per unit) from a steady flow of construction activity compared to a pat
tern of fits and starts. There is little cost to the government, if the
 
loans are made at market rates and actuarially sound insurance premiums
 
charged. The insuring operation, once in place, would be reasonably
 
straightforward administratively.
 

One example of an attempt in this area has been the guarantees of
 
development loans provided by the Housing Finance Corporation of the
 
Philippines. These guarantees have not had an appreciable effect
 
because they are quite weak; in effect, they require the bank to take
 
the property used as collateral as partial payment in the case of
 
default. In addition, insured loans are subject to maximum interest
 
limits. Under such conditions, only the least risky, largest firms
 
receive loans. I With the basic guaranteeing machinery in place,
 
upgrading the quality of the guarantee and removing the interest
 
ceiling might make a considerable difference.
 

C. Financing Infrastructure in Existing Areas
 

was not-a _n the ic':oducticn :ia: uni:s ieeting tne innamum
 
qualicf: standaras can be crea:ed through new conszruction or upgrading
 
existing units. The potential role of upgrading existing housing as 
a
 
major element in a country's strategy to increase the share of dwellings
 

Joshi et -i. (1982', pp. 66-67 .1.d 92-94.
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that meet certain minimum standards has become increasingly widely appre
ciated in recent years.' Its low cost compared to much new development
 
is especially attractive. 2 From a series of projects in a number of
 
countries, we know that upgrading a neighborhood's infrastructure--provid
ing piped water, storm sewers, and adequate human and solid waste collec
tion--can have a dramatic stimulative effect on owners' decisions to
 
invest in their properties. Perhaps the most widely-known example is the
 
Tondo-Foreshore project in metropoitan Manila, where infrastructure up
grading was combined with providing clear land titles to owners. Strassman
 
(1980) has also documented this pattern for Cartagena, Columbia.
 

It is certainly logical for government to encourage dwelling upgrading
 
through the provision of infrastructure rather than throulh, for example,
 
loans or grants to households to improve their dwellings. j Individual
 
households can provide their own infrastructure services only with great
 
difficulty (e.g., drilling a well to obtain piped water). Like!,ise, be
cause a unit's value is determined by the value of the structure, as well
 
as the condition of the neighborhood in which it is located, it follows
 
that substantial appreciation will accompany upgrading of the infra
structure.
 

Despite the investment generation effects of providing services, the
 
question of cost recovery must be addressed because of the impact of the
 
answer on ultimate equity of the approach: from a limited budget, is it
 
to be upgrading for the few or for many? In fact, cost recovery appears
 
to be feasible, although administrative limitations may well again be a
 
limiting factor. In particular, cost recovery is closely related to
 
mortgage financing.
 

If land titles are regularized or legal long-term leaseholds granted
 
as part of the overall upgrading-process, then resorting to standard mort
gage financing is possible. Because the land is generally free at this
 
point to the household (itself implying a major subsidy), most families can
 
afford the monthly payment of a market-rate mortgage. Because of banks'
 
lack of experience with loans to this group of households, both the mort
gage insurance (or guarantees) and a secondary market outlet for -he mort
gages (outlined earlier) are likely to be required to induc. private finan
cial institutions into gaining experience in this segment oi che market.
 

Hookups are conditional on the household paying the fees associated
 
with service. Thus, the family who cannot affort the char'es for piped
 
water in his home must use the communal standpipes. 4
 

I. See Struyk (forthcoming).
 
2. This need not always be the case, however. Many existing
 

settlements are costly to upgrade because of their locations on hillsides,
 
tidal flats, or in ravines.
 

3. Providing clear land title is certainly another factor over
 
which government has some control; for one example, see Ward (1976).
 

4. This is a slight variation on the procedure used in a World
 
Bank-financed project in Cartagena, Columbia. Churchill-Lycette, p. 17.
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Turning to the other criteria used to judge the merits of alterna
tive interventions, the provision of infrastructure appears to be quite
 
efficient. There is little substitution between government and private

activity in this quarter. As noted above, the cost per unit of service
 
is generally highly competitive with providing the housing cum infra
structure package on a new site. The extent of targeting is less
 
clear. Squatter areas that have been established for a number of years

tend to become economically heterogeneous.1 Likewise, areas in which
 
the owners were able to purchase their lots but without services will
 
generally not house the lowest income groups. Moreover, even if the
 
infrastructure investments are targeted on neighborhoods predominantly
 
occupied by the poor, there may be considerable turnover after the
 
upgrading, as hi her income households buy the serviced lots from their
 
original owners.L
 

Upgrading infrastructure in existing residential communities
 
requires a concerted administrative effort. Several countries now are
 
embarked on wide-scale slum-upgrading programs, including Indonesia,
 
Columbia, Tunisia, Tanzania, and the Philippines. While these programs

have suffered growing pains as their scale has increased, the adminis
trative tasks are being accomplished. In general, however, one expects

the administrative difficulties to rise directly with emphasis placed
 
on cost recovery, suggesting a trade-off between the equity and admin
istrative feasibility aspects of the intervention.
 

D. Site Assembly
 

The problems of urban land markets are legion, ranging from prices

driven by speculation to leapfrogging development atterns. They have
 
been discussed in other sessions at this workshop.3 Here, we focus on
 
a single problem: assembly of residential sites at the urban perimeter.
 

The overall problem is the difficulty of obtaining control of a
 
site sufficiently large to [ermit the realization of certain economies
 
in the development process. Moreover, where necessary, the sites must
 
be so located that the attaci.:.ent of the project's utilities to main
 
distribution lines can be accomplished. Thus, the objective is the
 
assembly of a site which can be readily d ,,eloped into serviced lots.
 

There appear to be two principal impediments to apsamblying such
 
sites. One is the combination of small holdings and fragmentation of
 
ownership; the situation can reach an almost incredible degree of
 
complexity in rich agricultural areas characterized by small family
 

I. See, for example, Lindauer (1981).
 
2. Unfortunately, there is little evidence on this point.
 
3. In addition, the essays in Dunkerley (1978) offer a good intro

duction.
 
Grimes . 2', fo: -cample, indlcates cai3 1-s a pc;!.im in 

Mauri s. 
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plots, as in the paddy lands of Korea, Indonesia, and Thailand, for
 
example. The other is the set of laws which protects tenant farmers,
 
land owners, or agricultural lands generally from possible exploitation.
 
The protections offered by such laws can make assembly extremely diffi
cult and time-consuming, ultimately raising the cost of development
 
because of the long period of time some of the plots must be held by
 
the developer before development can begin. In addition, because of
 
these difficulties, the final sellers are able to (and must) extract
 
very high prices for their plots, again raising residential site costs.
 

The idea of a government agency acting to control development seems
 
obvious. Numerous possibilities exist: land banking, nationalization of
 
development rights, restrictions on maximum land holdings, capital gains
 
taxes on profits arising from the provision of services. The option ex
plored here--land readjustment--casts government in the role of co-devel
oper, an active partner in assemblying, developing, and even selling the
 
land.
 

A simplified example of the assembly and development process appears
 
in Table 6. A 300 ha site, outlined by the solid line, is to be devel
oped. Initially, the site is composed of 15 separate parcels. The exam
ple focuses on the experience of the owner of plot "B," a 40 ha parcel
 
that is part of the overall site being developed. The c aer retains title
 
to his land, but gives permission for its development and agrees to fin
ancing improvements from the proceeds when the parcel is sold. Develop
ment costs consist of the sacrifice of one-third of the parcel to public
 
purposes, plus 2,000 per ha for infrastructure. Ultimately, the average
 
sales price is 8,000 per ha of net residential land. In this example,
 
all of the original owners receive the same price per ha. The owner of
 
plot B realizes a 79 percent net return.
 

More elaborate versions of this process tie the development cost
 
for each site and the parcel's sales price to the initial landowner.
 
In many cases, owners dispose of their own sites. Thus profits can
 
vary fairly widely within the site.
 

Another variation is for there to be cross-subsidization among the
 
plots. Larger, more advantageously located plots can command higher
 
prices in the market. These high prices can offset some of the revenue
 
needed from smaller sites, perhaps reserved for sites and services
 
plots or serviced lots with core housing. Total revenues still remain
 
high enough to provide original owners with very satisfactory returns.
 
The implementation of cross-subsidy schemes clearly requires a very
 
strong government role in the disposition of developed sites.
 

Judged against our criteria, chis role for government receives
 
somewhat mixed reviews. It rates high marks in maximizing the use of
 
government power to facilitate the operation of the urban land market.
 
The process can result in land being made available on a more timely
 
and spatially orderly basis than otherwise would have been the case.
 
The cost to the government is staff time, which could be recovered as
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TABLE 6 

LAND ASSEMBLY AND DEVELOPMENT 

Site under consideration:
 

_ __ _i__ _ _ _ _ _ _ _ _ _ I
I I= 

I I I III I site to be 
I--- I --i----+-+ I developed
I I-T--T--------

II 

Plot B I original 
[ land 

__ _ holdings
-I
 

Area of total site to be developed: 300 ha
 

Plot B: 	 area: 40 ha
 
value at time of development: 1,000 per ha
 

Development costs: - 1/3 of gross area dedicated to public purposes
 

- cost per ha of infrastruction: 2,000
 

Average sales price per developed ha of residential site - 8,000
 

Return to owner of Plot B:
 
Cost: (initial value + development cost) - (1,000 + 2,000)
 

* 40 = 120,000 

Revenues: (sales price * residential land) = 8,000 * 40 * .67 
= 214,440
 

Return: 79 percent
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well out of the proceeds of the sale of the developed lots. The
 
Achilles heel of the intervention is the quality and quantity of
 
administrative resources required for successful operation. Sites must
 
be identified, owners negotiated with, development plans drawn and
 
executed, and satisfactory payments to landowners carried out. This is
 
a formidable list of tasks that must be accomplished efficiently and
 
for a large number of projects simultaneously. If the administrative
 
capacity is lacking, tne well-intentioned intervention by government
 
may well cause even greater delays in the development of residential
 
sites, rather than speeding the process. This pushes land prices even
 
higher; indeed, for the process to function so as to provide the land
 
owner with an adequate rate of return requires that supplies be some
what restricted in any case. 1
 

To date, land readjustment has not been widely employed. Among
 
industrialized countries, Germany and Japan use it as a basic element
 
in their overall land development process; it is also used in parts of
 
Australia. Among developing countries, land readjustment is employed
 
only in Taiwan and Korea. In Taiwan, urban readjustments have been
 
concentrated at the fringes of Kaohsiung, the second city. The Koreans
 
have gone further in implementing and perfecting the system and have
 
built the general use of cross-subsidies of site in land readjustment
 
projects into the official Korea Master Plan for Public Housing Con
struction and National Urban Land Development (198 1-91).4
 

Aid is assemblying and developing sites, like the other incentives
 
described in this section, involves some action on the part of govern
ment to make it easier for households and/or developers to produce
 
housing services. If creatively and carefully managed, such programs
 
hold the promise of greater improvement in a nation's housing than more
 
complete reliance on the use of the government's budget, taxing and
 
regulatory powers.
 

1. If l.and readjustment is widespread, government controls the
 
rate at which lands can be developed and, thus, strongly affects prices.
 
For some general evidence on this point, see Gleeson (1979).
 

2. These various experiences are catelogued in the essays in
 
Doebele (1982).
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OF IMAGINARY NUMBERS
 
JN the cloudland of higher mathematics, there is a %%hole 

area of study called "in 'ary numbers." What is an inaa-

inary number? It is a multiple of the square root of minus 
one. What is the good of knowing that'? imn--inary numtiers. ac-
cording to mathematicians. are useful in figuring Lut such prob-
lems as the flow of air or water past a curved rrtace like an 
airplane wing. 
Inordinary life. imacinary numbers of a omewhat different 

kind seem to ha,.e become even more useful. From solemn puo-
licofficials and eager corporations, from newspapers. television 
(and even, sone dare say. from ne.snmagazines) comes a goo-
gol of seemingly definitive and unarguable statistics. They tell 
us. with an exactitude that appears magic-I, the numh.:r of"her-

oin addicts in New York and :he population of the world. By sun-
ulating re:lity, they assure us that facts are facts, and that life 
can be understood, put in order, perhaps even mastered. 

0 
If this sounds fanciful, consider a few specimens from one 

iSSUe of the New York Tines last week: 
BANGKOK: In 1965,only 17% of the people in northeastern Thai-
land were within a day's journey of a main road. Today the fig-
ure is S7. 
NEW YORK: The St. Patrick's Day parade cost the city SS5,559.61, 
•',vherea, Puerto Rico Day co,, only S74,1 69..14. 
AIANTA: There are 1.4 million iiliterates in the U.S. 
XABUL. Caravans traveling between Afghanistan and Pakistan 
,commonly carry up to 1,200 pounds of o-iuin at a time." 

In assuredly reporting these statistics, the rime.%-like all other 

journalistic enterprises-is carrying on a tradition founded by 

Archimedes. He set hicmelt the task of comipuing the niumber of 

grains of sand that could be encompassed within the area of the 
known universe. After a great deal of liauring. accompanicd by 
many diagrams. he produced -nanswer that satisfied him. LIt mat-
tered not that his data on the universe were wrong.) 

The tradition flourishes today at many levels. 1: has Leen com-
puted, for example, that the otikpring o'450 nioths can cat 

the weight of a diesel locomotive in one )ear. And that "he 'av-
erace holsewife washes 2.5 million kitchen Lttensiis during her 
lifetime, the equivalent of a stack of dishes 70 times as high 
as the Empire State Building. And :hat 9.2 billion strokcs of a 
cat's back woul i enecate erough electricity to light ,.75.,,att 
bulb for exactl) one minute. 

These statistics may well be true, and so may most of the 
TiiOs'S fiures -but cbvic.usly sonic are truer than others. A cen-
sus of illiterates in an advanced, we;l-documented countr. :ar-
ries co.,,ider.,LLy more conviction than a report from the 

remote corners of Thailand. Nobody is rcally sure exactly how 
many pecple there are in Thailand, after all. r.iuch las; the dis. 
tance that one of :hem can travel in a day, so the margin for 
error is presumably ccnsiderably larger than a precise tiCure 
like 17% inplies. What makes such numbers imaginary is that 
most of them are basically collections of someone's estimates 

assert -. confidence thatof the unknowable. We can ,ih some 
there are, say, four birds on a branch. As the numbers get larg
er, %se still believe in ti~em, but with less reascn. 

In almo-,t any area of lift. today, the best--certainly the most 
honest-nanswer to a reqote,t for figures wotd be: Nobody knows. 
But that makes LtSfeel that somebody has ftailed at his job: there 
must be a ri.ht ans-.,er, therefore a right answer iscomponed. Last 
week the Federal Goernment's Center for Disease Control an
nounced that a c_':ain drug company may have intected 300 
hospital patient:s v,ith contaminated intravenous soiutioni, con-
tributin'j to ihe deaths of 5C;O reonle. W'hen askead how this ,-ure 
had been dte rnined, a Govtrmnent spoksm.n said th.t one ci-

timate of 2.(PU) was "unrealistic" and anotner estimate ot S.000 
was "unfair." So the authorities split the dii~erenc, 

Ima nnary numbers wound true-that is their function. iter ..ll 
-and so they may sere the cauLse of tr'uth. Out the) can serve the 

levels of..purposc of fal eho juIst as well. At the hi ,et o.

61FA1.116.-. 

can dclude evenhe shrewdest ofernnent. imainary numibers 
leaders with "'quantifications" of reality. For y.ars. the Penta,-gon 
demanded inaginary numbers 'romcombat troops in\'iet N m: 
body counts, kill ratios, and even computations of the numbers of 
obcure villi, ,.,s that were free front Viet Cong control (to a cer
tain percentag-e). With the fi.u's produced. the coniputers could 
declare with ;ttitical certainty that the %%ar was being won. "Is it 

Ross. former U.S. Commi"iionera coincidence." asks Arthur ,i. 

of Labor Statistics. "that the most elaborately ecastred war in
 
American history i,also the least stcce.,fulT"
 

It is not that the figures are falitied. but that we create the fig
ures we want to believe. If the numbers e'-me involves f'ears 
and prejudices, imaginary numbers reinfor,:e the prejudice. 
heighten the fear. Since many heroin addicts in New York com
mit crimes to buy drugs, to cite one example. it has often beetn 

that the addicts steal S2 billion to S5 billion worth ofstated 
goods per year. Max Singer, president of the Hudson Institu*e. 
decided to inquire how the figure came to be computed. It 
turned out, as he reported in T'w Public Itrc'rst. that some
nne had multiplied an estimated ll0).0,111 addicts by an es

per day to determine a collectivetimated average habit of S30 
need of SI .1 billion a year. And since a thief generally sells sto0
len property to a fence for bout one-quarter or is value, four 
titties billion produces a theoretical total of S4.4 billion.SL.I 

Sinver found, however, that the value of all the stolen goods 
in N'ew York does not amount to nearly that much. and that 
the drug addicts probably take property %,orthabout one-tentih 
of the popularly accepted figure. Conversel,. then. there may 
not be 100.U00 drug addicts in New York after all (Singer guess
es 70.000 at most), but only in our nightmares. 

If every statistic were regarded with similar skepticism. it 
might well be found that many of our tmost widely accepted tig
ures are also, at least in part, imaginary numbers. The nation-": 
rate of unemployment, for example. is now stated to be 5.6.%.
but that figure is based entirely on people who otficially r,
ported themselves out of work. Idle students. housewives '.',.:.J 
cannot find outside jobs, unsuccessful, artisans--stch pcopz: 
are not counted. 

Statistics on crime are equally uncertain, since they mainly r,.
flect police diligence in rounding up minor offenders and -',r: 
in- all arrests. Then there are those "police estimaces" that n.i:: 
a fiaure for the unknowable number of prostitutes in Los An,-' . 

or the uncotntabie crowds. outside the White House. If pre-::: 
neures are imprecise. beware of all ?roections that foretli the 

lure. particC I.rly those that talk of the increasin,.g youthrfuin...i 
the "average American." Actually, because both birth and d.. 
rates have declined, the 'average American" is geting old.ir. 

Is nothing, then, to be believed? Yos-tte evidence of the sr:.
;..
es and the observations of the mind. but not too many or 

imaginary numbers that try to provide proof. How many is"r.,: 
too many"? The computer is working on that. 

OtHo Frj;eer'C 

, 
-
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', -. 

( 
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: 
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Assumptions About a 100 Unit Apartment Building
 
(market basis, not subsidized)
 

The Development Corporation wants to build a 100 unit moderate income
 

housing project in the Urban Renewal Area. It feels the people in the
 

area can afford to pay $230 per month in rent, and that additional in

come of $29 per year per unit will be realized from a laundromat in the
 

project. Vacancy losses are expected to be 5% and operating expenses
 

are expected tu be $1131 per unit per year. The City has agreed to
 

finance the project at a loan to value ratio of 75% with value determined
 

at a 10% capitalization rate. The City will pass its borrowing terms
 

through to the project, so financing will be at 8 % interest for a term
 

of 30 years (9,23% k). Apartment sizes will average 500 square feet each 

(including an allocated share of common space), and it is believed that
 

construction cost can be kept down to $29 per square foot. Land is
 

offered free by the City from the Urban Renewal land bank, and other
 

development cost will amount to only $35 per unit for fees, permits and
 

miscellaneous expenses. The Development Corporation needs a 15% return
 

on its equity.
 

Questions;
 

How much equity is required?
 

What ib the return on equity?
 

Is the project feasible?
 

Is the cost of financing higher or lower than return or cost?
 

What does this mean?
 



--  

Form for Income Property Develovment Arithmetic 

Prepared by: 

Proiect: ),Ie: -

Operating Capital 

Accounts Accounts 

Rental Income #units x _________ x = #units per od'C er ods
 
renc per year i
 

Other Income /unit +
 

Vacancy _ -_-


Adjusted Gross Income (AGI)
 

Operating Expenses % of AGI 

or $/unit
 
Debt Free Income (DFI) =
 

Capitalization Rate - _ _
 

Value
 

Loan to Value Ratio x
 

Mortgage
 

Debt Service Constant ( % interest, yeal ) _K
 

Debt Service -


Cash Flow (CF) "
 

Number of Units
 

Square Feet per Unit (inc. allocated share of common area) x sf/un
 

Gross Building Area (GBA) - sf
 

Cost per Square Foot x
 

Total Building Cost
 

Builder's Fee ( % of cost) +
 

+
 

Other Ccsts(e.g.,construction interest, off-site, admiristration, etc.) +
 

Total Cost(TC)
 

Land Cost 


Equity (total cost less mortgage)
 

Return on Cost (DFITC)_ _
 

Return on Equity(CF!Equity) _
 

Table of Oeb Service Constants
 

Intere. Pate "_5-.'1ars 23 %ar; 25 %-cars 30 'ears 35 vears 40 '.ers 

3% .032i698 .0665517 .036-054 .0503325 .046132 .04-9581 
10% .1289526 .1158026 .1090441 .IC53066 .1031607 .1015975 

15Z .1679505 .L560147 .1536997 .1517333 .1508176 .1503869
 

18% .1932505 .1851974 .1820916 .18C3502 .180347 .1501419
 

20% .2107556 .203359 .2014142 .2005222 .2001934 .2000717
 

25% .2562635 .251796 .2505156 .2501494 .2500433 .2500126
 

CARL HOUSE ASSOCIATES, INC. (301) 659-0033 
1809 SL Paul Slret, Bailtir.,o, MO 21202 



Development Arithmetic
 
Glossary of Terms
 

Gross Building Area (GBA) - The amount of space to be built, including
 
basements, common areas, etc.
 

Gross 	Leasable Area (GLA) - The amount of space that can be rented, not
 
including elevators, hallways, public washrooms, etc.
 

Building Efficiency - Useable area (or rentable area) divided by GBA.
 

Capital Accounts - Accounts for transactions that result in increasing or
 
decreasing an asset or liability. Usually these are non-recurring
 
accounts, e.g. construction costs, acquisition of land, the borrowing
 
of money.
 

Operating Accounts - Recurring accouncs, are received or paid periodically
 
(monthly or annually). These would include rent, interest payments,
 
routine maintenance, taxes, wages and salaries, costs of municipal
 
services, etc.
 

ALL CASH TRANSACTIONS ARE EITHER CAPITAL OR OPERATING TRANSACTIONS.
 

Economic Rent - The amount of rent that is requiired to meet all the costs of
 
capital as well as net operating expenses. This might be expressed
 
as approximately 12% to 14% of total development cost, or even higher
 
if a high level of expenses are involved and met by the owner of the
 
property.
 

Affordable Rent - The amount that the tenant can afford to spend. This is
 
usually expressed as 20% to 25% of household income for residential
 
property. The difference between economic rent and affordable rent
 
may be met by a subsidy, or it may result in a vacancy, or it may
 
result in operating losses to the owner, or it may require the house
hold to pay more than the "affordable" amount for rent.
 

Market Rent - The amount of rent that comparable units are getting in this
 
market.
 

Debt Free Income - Cash flow produced by the project after payment of all
 
operating expenses, but before considering the costs of capital.
 
(Ground rent is a cost of capital for this purpose.) THIS IS A VERY
 
IMPORTANT CONCEPT BECAUSE IT IS USED IN ESTIMATING THE VALUE OF PROPERTY. 

Construction Cost - "Bricks and mortar". The cost of constructing the property
 
including materials and labor. Does not include land, financing charges,
 
administrative costs, and may not include site development costs.
 
SOME PEOPLE FALL INTO THE TRAP OF TAKING THIS TO BE THE COSTS OF CREATING
 
HOUSING. THEY ARE GROSSLY UNDERSTATING THE TRUE COSTS.
 

Total Development Cost (or simply "development cost") - This includes all the
 
costs for brining a project to a state of readiness for occupancy.
 

Mortgage - The assignment of property rights to a lender as security for a loan.
 
The lender has the right to take over (or sell) the property to protect
 
his interest. Any proceeds in excess of the outstanding loan balance
 
would go to the owner.
 



Equity - Costs of the project that are not met by loans. Usually this means 
cash put into the project (or home) by the owner. Sometimes equity 
is provided by putting value other than cash into the project (like 
land or labor, "sweat equity"). 

Permanent Loan - long term financing, usually 20, 25, or 30 years, sometimes 
15 years, or possibly 40 or 50 years. Actually the loan is usually 
repaid over this "term" by the amortization portion of debt service. 

Construction Loan (or "bridge financing") - Short term loan to enable the
 
project to be built. A permanent loan would usually not be made
 
until the project is completed and ready for occupancy. Short term
 
financing for construction is considered risky and comands a higher
 
interest rate. 

Capitalization Rate -
The rate at which capital invested in fee ownership

of a particular type of property is expected to earn income. More 
simply, it is the rate used to value an ongoing stream of cash flow.
 
E.g. A building with debt free income of $100,000 annually and
 
valued with a cap rate of 10% would be said 
to be worth $1,000,000.
 

Loan to Value Ratio - A prudent lender will not loan the full value of a
 
project because if he is wrong in his valuation, or if something goes
 
wrong for the project, he may not be able to get his money back.
 
Therefore, he will lend less, perhaps 75% of the value. The ratio
 
between what he will lend and what the project is worth is called 
the loan to value ratio. 

Value - The price that it is judged that a property c,,uld be sold for in an 
orderly sale (as opposed to a distressed sale, or a sale made in a 
hurry). 

Debt Service - The amount that must be paid monthly or annually to carry the 
mortgage. It includes interest and 
some amount each time towards
 
repayment of the loan. Sometimes also, the lender will insist that
 
real estate taxes and insurance be paid at the same tiMe, but these
 
would not be included in the definition of debt service.
 

Debt Service Constant - the percentage that is used to calculate the debt
 
service amount. The loan amount is multiplied by the debt service
 
constant to get the debt service. The debt service usually comes
 
from a table. It is calculated using present value techniques.
 

Amortization - That portion of debt service that goes towards repayment of
 
the debt. In the beginning it is vei-y small because most of the debt
 
service must go to interest. Later, as the mortgage balance is
 
reduced, an increasin- portion of the debt service goes to amortization,
 
and as the mortgage is nearly paid off, most of the debt service is
 
credited to amortization.
 

At other times, amortization is used with meaning similar to depre
ciation. But in our use of it .ndevelopment arithmetic it will mean
 
mortgage amortizaticn.
 

Cash Flow - Operating cash flow available to the owner of the income property 
after payment of the costs of capital (excluding any charges for the 
use of equity). This is similar to debt free income, except that 
it is after cos:s of capital. 



Feasibility - a concept that relates to whether or not the project is possible. 
Will the various people or entities who need to participate act favorably 
on the decision to participate in the project, or help it? Often criteria 
of "return on investment" are used to determine feasibility. 

Return on Cost - debt free income divided by total development costs. This
 
measures the average return to all people (entities) who have invested
 
in the project. It's advantage is that it is easy to calculate. A
 
project that has a return on cost greater than the current interest rate
 
is probably feasible and will, in fact, benefit from "positive leverage".
 
That is, the return to the owners will be higher than the return on the
 
total project.
 

Return on Equity - cash flow divided by equity required. This is the return to
 
be experienced by the owner of the project. His position is usually
 
considered relatively risky, so his return should be relatively high.
 



Tests for the 100 Unit Apartment Building 

Test #1. Build 200 units instead of 100. 
How much equity is needed? 
What will the return on equity be? 

Test #2. Can't rent apartments for $230, can only get $190. 
Mortgages has already closed. 
What happens to cash flow? 

Test #3. Operating expenses are 15% more than 
Mortgage is already closed. 
What happens to cash flow? 

expected. 

Test 4. New research report says rent will be $210. 
Mortgage is not yet committed. 
How much equity is required? 
What happens to cash flow? 

Test #5. Facts from test 1#2. 
How much can you spend on construction cost per 
square foot to keep approximately the same returns? 

Test #6. Municipal bond rates go up. 
Interest rate is increased to 12%. 
How much must you increase rent? 



Selected Housing Subsidy Programs 
Market and Basic Rents 

FHA 236 Mitchell Mitchell Lama FHA 221 (d) (3) FHA 221 (d) (3) Conventional 
Lama plus FHA 236 Melow Market Rate Market Rate Financing 

Expenso: 

Operating Expenses $ 754 $ 754 $ 754 $ 754 $ 754 $ 754RLoJI Estate Taxes 377 377 377 377 377 377Vacancy A Ilowance 86 114 77 95 129
Profit @ 6% of "EcLuity". 95 48 48 
140 

95 467*Less: Otlur Income -29 -29 -29 
95 

-29 -29 -29 

Total Expenses $1,283 11,264 $1,227 
 $1,292 $1,326 $1,709
Monthly 107 $ 105 $. 102 $ 108S $ 111 $ 142Market Rcnt:
 

Total Expenses $1,283 $1,264 
 $1,227 
 $1,709
Debt Service (40 yrs.) @8161 1,255 @7% 1,123 @7% 1,123 @ 8% 1,050Insurance Premium 
 @ % 71 @ 1% 38 @ % 38
 

Maket Rent $2,609 $2,425 $2,425 
 $2,759
Mnli1ly $ 217 $ 202 $ 202 $ 230Basic R uat
 

Total Expanses $1,283 
 $1,264 $1,227 $1,292 
 $1,326
Debt Service .@1% 433. @ 7% 1,123 @ 1% 457 @3% 613 1,255
Insurance Premium 
 @ % 38 @4% 38
 
Less: R.E. Tax Exemption (136) 
 036) 

Basic Rent $1,716 $2;289 $1,586 $1,905 $2,581
Monthly $ 143 $ 191 $ 132 $ 159 $ 215 

• 14.8% of equity 

• 30 year term 

CARL"'HOUSE ASSOCIATES, INC.
"
I: r. . 1' .. . .. . " ,. . 2 13 -- (301) 659-0033 In Baltimore 



Selected HousiL.ubsdy Programs 
Sources of anip;cIor.d Rcto of Return 

FHA 236 
Mitchell 
Lama 

Mitchell Lama 
plus FttA 236 

FHA 221 (d) (3) 
Balow Market Rate 

FHA 221 (d) (3) 
Market Rate 

Conventional 
Financing 

Sources of Capital: 

Construction costs 
Builders Fee 

$ 14,535 
1,319 

$ 14,535 
1,319 

$ 14,535 
1,319 

$ 14,535 
1,319 

$ 14,535 
1,319 

$ 14,535 
- -

Total Cost $ 15,834 $ 15,854 $ 15,854 $ 15,854 $ 15,854 $ 14,535 

Mortgage amount $ 14,268 $ 15,061 $ 15,061 $ 14,268 $ 14,268 $ 11,381 

FHA "Equity" 1,585 793 793 1,585 1,585 - -
Less: Builder's fee 1,319 1,319 1,319 1,319 1,319 - -

Cash equity 266 (527) (527) 266 266 3, 153 

Loan-to-value ratio 90% 95% 95% 90% 90% 75% 

Rate of Return: 

Cosh Flow % Cash Flow % Cash Flow % Cash Flow % Cash Flow % Cash Flow % 

Total Project $ 540 3.72 $1,216 8.36 $ 512 3.52 $ 717 4.94 $ 1,362 9.37 $ 1,517 10.44 

Developer 107 40.32 55 Infinite 55 infinite 105 39.26 107 40.08 467 14.82 

Lender 1,255 8.80 1,123 7.46 1,!23 7.40 613 4.30 1,255 8.80 1,050 9.23 

Public -822 38 -666 

CARL HOUSE ASSOCIATES. INC. (301) 659-0033 in Baltimore 
1809 St. Paul Streci, .-,ltl-imore, MD 21202 



Table of Mortgage Constants
 
(annual rate with monthly payments)
 

Interest 
Rate 5 years 7 years 10 years 15 years 20 years 25 years 30 years 35 years 40 years 50 years 

10/0 0.205125 0.147975 0.1051249 0.0718193 0.0551873 0.0452247 0.0385967 0.0338743 0.0303427 0.0254231 
2o/0 0.2103331 0.1532092 0.1104161 0%077221 0.060706 0.0508625 0.0443543 0.0397515 0.0363391 0.0316549
 
3o/o 0.2156243 0.1585596 0.1158729 0.0828698 0.0665517 0.0569054 0.0505925 0.046182 0.0429581 0.0386373
 
4o/o 0.2209983 0.1640257 0.1214942 0.0887626 0.0727176 0.0633[04 0.057283 0.053133 
 0.0501526 0.0462848
 
50/o 0.2264548 0.1696069 0.1272786 0.0948952 0.0791947 0.07015C8 0.0644186 0.0605625 0.0578536 0.0544967
 
6o/o 0.2319936 0.1750027 0.1332246 0.1012628 0.0859717 0.0773162 0.0719461 0.0684228 0.0660256 0.0631686
 
7o/o 0.2376144 0.1811122 0.1393302 0.1078594 0.0930359 0.0848135 0.0738363 0.0766628 0.0745718 0.0722026
 
80/o 0.2421167 0.1870346 0.1455931 0.1146783 0.1003728 0.0926179 0.0880517 0.0852313 0.0834374 0.0815129
 
9o/o 0.2491003 0.1930689 0.1520109 0.121712 0.1079671 0.1007036 0.0965547 0.0940792 0.0925634 0.0910284
 

100/A 0.2549545 0.1992142 0.1585809 
0.1289526 0.1158026 0.1090441 0.1053086 0.1031607 0.1018975 0.1006927 
110/0 0.2609091 0.2054692 0.1653 0.1363916 0.1238626 0.1176136 0.1142788 0.1124349 0.1113953 0.1104629
 
12o/c 0.2659334 0.2118328 0.1721651 0.1440202 0.1321303 0.1263869 0.1234335 0.121866 0.12102 0.1203072
 
13o/o 0.2730369 0.2183036 0.1791729 0.1518291 0.1405891 0.1353402 0.1327439 0.1314232 0.1307417 0.1302027
 
14o/o 0.279219 0.2248801 0.1863197 0.159809 0.1492225 0.1444513 0.1421846 0.1410808 0.1405368 0.1401331
 
150/o 0.2854792 0.2315611 0.1936019 0.1679505 0.1580147 0.1536997 0.1517333 0.1508176 0.1503869 0.150087
 
16o/0 0.2918167 0.2363448 0.2010157 0.1762441 0.1669507 0.1630667 0.1613708 0.1606163 0.1602778 0.1600566
 
17*/o 0.2982309 0.2452297 0.2085572 0.1846805 0.1760161 0.1725356 0.171081 0.1704631 0.1701988 0.1700367
 
180/0 0.3047211 0.2522141 0.2162222 0.1932505 0.1851974 0.1820916 0.1808502 0.180347 0.1801419 0.1800238
 
190/0 0.3112866 0.2592962 0.2240068 0.2019451 0.1944822 0.1917216 0.1906671 0.1902594 0.190101 0.1900153
 
20o/a 0.3179266 0.2664744 0.2319068 0.2107556 0.203859 0.2014142 0.2005222 
0.2001934 0.2000717 0.2000099
 
21o/o 0.3246403 0.2737467 0.239918 0.2196735 0.2133172 0.2111595 
0.210408 0.2101:439 0.2100508 0.2100063
 
22o/- 0.3314269 0.2811113 0.2480363 0.2286907 0.2228472 0.2209491 0.2203182 0.2201069 0.2200359 0.2200041
 
23o/o 0.3382857 0.2885663 0.2562574 
0.2377996 0.2324404 0.2307756 0.2302477 0.2300792 0.2300254 0.2300026
 
24o/o 0.3452156 0.2961097 0.2645772 0.2469928 0.242089 0.2406329 0.2401925 0.2400586 0.2400179 0.2400017
 
25o/0 0.3522159 0.3037396 0.2729915 0.2562635 0.2517859 0.2505157 0.2501494 0.2500433 0.2500126 0.2500011
 

These mortgage constants are used to determine the constant annual debt
 
service (paid in equal monthly installments) that will repay principal
 
plus Interest at a given rate over a given number of years. For example,
 
*a mortgage for 90% of the cost of a building costing $20,000 will provide
 
$18,000 in financing proceeds and will require constant annual debt service
 
of $1895(10.53% of $18,000) to repay principal and interest at 10% over 30 years.
 

CARL HOUSE ASSOCIATES, INC. (301) 659-0033 in Baltimore 
1809 St. Paul Street, Baltimore, MD 21202 
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Table of Discount Factors
 

Ilie pre!1ent value of $1 received at the end of "n" years
uU1 1 1 1 a J~ C m a 9 ' . e c n , ." 
The present value of $1 received annually for "n" yearsusing a dis c o u nt r a te " e c n . 

years 
 ...... ... .n. ........ .. .
 
5.-- 10.0./. 15.0-/ 20.0-/- 25.0-/- 30.0-/-


1 5.0-/ 10.0-/. 15.0-1- 20.0.1
0.952381 0.9.9091 0.869565 0.833333 25.0-/- 30.0-/,
0.8 0.769231 0.952381 0.909091 
 0.869565 0.833333
2 0.907029 I1.826,146 0.756144 0.694444 0.8 0.769231
0.64 0.591716 
 1.85941 1.735537 1.625709 
 1.527778
3 0.863838 0.7L1315 0.657516 0.578704 1.44 1.360947
0.512 0.455166 2.723248 2.486852 
 2.283225 2.106481
4 0.822702 0.6b3013 0.571753 1.952 1.816113
0.482253 0.4096 
 0.350128 3.545951 
 3.169865 2.854978
5 0.783526 0.620921 0.497177 0.401878 2.588735 2.3616 2.166241
0.32768 0.269329 4.329477 3.790787 
 3.352155 2.990612
6 0.746215 0.5C4474 0.432328 2.68928 2.43557
0.334898 0.262144 
 0.207176 5.075692 
 4.355261 3.784483
7 0.710681 0.513158 0.375937 3.32551 2.951424 2.6427q6
0.279082 0.209715 
 0.159366 5.786373 
 4.868419 4.16042
8 0.676839 0.466507 0.326902 3.604592 3.161139 2.8021120.232568 0.167772 
 0.122589 6.463213 
 5.334926 4.487322
9 0.6'11609 0.4211098 0.284262 
3.83716 3.328911 2.924702
0.193807 0.134218 
 0.0943 7.107822 5.759024 4.77158410 4.030967 3.463129
0.613913 0.3855,13 0.247185 0.161506 3.019001
0.107374 0.072538 
 7.721735 6.144567 
 5.018769 4.192472
11 3.570503 3.091539
U.584679 0.J50194 0.214943 0.134588 0.085899 0.055799 
 8.306414 6.495061
12 5.233712 4.32706
0.556837 0.318631 3.656403 3.14733E
0.186907 0.112157 
 0.068719 0.042922 
 8.863252 6.813692
13 0.530321 0.289664 0.162528 0.093464 

5.420619 4.439217 3.725122 3.19026
0.054976 0.033017 
 9.393573 7.103356 
 5.583147 4.532681
14 0.505068 3.780098 3.2232770.263331 0.141329 
 0.077887 0.04398 
 0.025398 9.898641 
 7.366687 5.724476 4.610567
15 0.481017 0.239392 0.122894 3.824078 3.248675
0.064905 0.035184 0.019537 10.379658 7.60608 5.84737
16 0.458112 4.675473 3.859263
0.217629 0.106865 3.268211
0.054088 0.028147 
 0.015028 10.83777 
 7.823709 5.954235
17 0.43.6297 0.197845 4.729561 3.88741 3.283239
0.092926 0.045073 
 0.022518 0.01156 
 11.2711066 8.021553
18 0.415521 0.179859 6.047161 4.771634 3.909928 3.29480.080805 0.037561 
 0.018014 0.008892 
 11'689587 8.201412 
 6.127966 4.812195 
 3.9279q2 3.303692
19 0.395734 G.163508 0.070265 
 0.031301 0.014412 
 0.00684 12.085321 8.36492 6.198231
20 0.376889 0.148644 0.0611 4.843496 3.942354 3.3105320.026084 0.011529 
 0.005262 12.46221 
 8.513564 6.259331
21 0.358942 4.86958 3.q53883 3.315794
0.135131 0.053131 
 0.021737 0.009223
22 0.004048 12.821153 8.648694 6.312462
0.34185 0.122846 4.891316 3.963107
0.046201 0.018114 3.319842
0.007379 0.003113 
 13.163003 8.77154 
 6.358663 4.90943
23 0.325571 0.111678 3.970485 3.3229550.040174 0.015095 0.00590324 0.002395 13.488574 8.883218 6.3988370.310068 0.101526 4.924525 3.976388
0.034934 0.012579 3.32535
0.004722 0.001842 
 13.798642 8.984744 6.433771 4.937104 
 3.981111 3.327192
25 0.295303 J.092296 0.030378 
 0.010483 0.003778 

26 0.001417 14.093945 9.07704 6.464149 4.947587 3.9848880.281241 0.083905 0.026415 0.008735 3.328609
0.003022 0.00109 
 14.375185 9.160945 
 6.490564 4.95632327 0.267848 3.987911 3.32970.076278 0.02297 
 0.00728 0.002418 
 0.000839. 14.6430311
28 0.255094 0.069343 0.019974 

9.237223 6.5135311 4.963602 3.990329 3.3305380.006066 0.001934

2q 

0.000645 14.898127 9.306567 6.533598 4.969668 3.9922633-zz..6 0.063039 3.331183
0.017369 0.005055 
 0.001547 0.000496 15.141074 9.369606 6.550877 4.97472430 0.231377 0.057309 0.015103 3.99381 3.331679
0.004213 0.001238 
 0.000382 15.372451 9.426914 
 6.56598 4.978936 3.995018 3.332061
u0.02205 0.000680.003733 0.000133 0.000028 
50 0.087204 U.008519 0.000923 
 0.00011 0.000014 0.000002
 

100 0.007604 0.000073 0.000001
 

V=-C-, 



Tausa Tabio CTABLE A PROEOE VALUZ 07 $1 R.cZIc.VZ PFMZUNr VALUE Or 14/1 RhC=WvD 

Present Value of $1 ANNUlALLY rM N YEARI &LOUTULY F n N YZAU3 

Years 10% 1 10 

i .909 < .9o0 0.950
2 .826 1.73S 1.814 
3 :751 3.487 2.599
4 .61U.$ . 213.701 3.3132.17w .31 
3 .62 3.062 
6 ,S64 4.355 4.551
 
7 .513 4.888 5.058

8 .467 .33.575 
'7 .424 .750. 

30 .36 6.145 , ---- ' 6.421 

II .350 8.495 6.788 
12 .319 8.814 7.121
13 .290 7.103 7.423 
1.1 .263 7.367 7.899
 
IS .239 7.006 7. 9
 

16 .218 .o4 8.176 
17 .198 8.022 8.383
18 .10 8.201 2.571

I') .16.1 8.365 
 8.742
 
21) .149 8.514 1.897
 
21 .I35
22 .121 1.649 9.038 
21 .112 
 1.772 0.167

8.603 9.233

24 .102 ,.985 9.389
25 .092 ,.OT. 9.496 
26 .084 3*. c27 .076 161 9 574
 

0. :07 9.072 
29 .063 4 9.:07 9.792
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Years 

Valualion of Conslanl Cash Flow Siream 
(to be valucj at io% discount rata) 

Cash Flow 
Present Vailue IRictor (10%) 
Prtsent Value 

Cumulative Present Valve 
Present Value Multiple 

1 

$1000 
.9091 
$ 909 

$ 909 
.9 

2 

$1000 
.8264 
$ 826 

$1736 
1.8 

3 

$1000 
.7513 
$ 751 

$2487 
2.5 

4 

$1000 
.6830 
$ 683 

$3170 
3.1 

5 

$1000 
.6209 

$ 621 

$3791 
3.8 

10 

$1000 
.3855 
$386 

$6145 
6.1 

20 

$1000 
.1486 

$149 

$8514 
8.5 

30 

$1000 
.0573 
$ 57 

$9427 
9.4 

40 

$1000 
.0221 
$ 22 

$9779 
9.8 

50 

$1000 
.0085 

.$ 9 

$9914 
9.9 

Applicalions 

1. Copiltlialion Rato 
S1000 " 10% = $10,000 if cash flow stream Is infinite 

2. Morth!'aqr-e Conslaol 
30 ycors N) 10% interest 10.53% constant 
reciprocal of 10.53', is 9.4 multiple 

3. Capilulizcd Vulue of I easehold 
Lo,.e $1000 
Yeors 10 
Value $6145 

4. Discoit Holes for 10% 
Face Vul.l: 
7.... iliciest 

Current Worth 
li erc:,t 
Fact: Value 
To ,l Value 

Face Value 
Culeiit Worth 
Discou,,t 

Yield 
13,333 (duo in 5 years) 
$ I,000/year 

$ 3,791 
8,279 (.6209 x $13,333) 

$12.',0 /O 

$13,333 
12,070 

V -,26

Cl:mw 



Valuation of Unevon Cash Flow Stream 

,taGuu,.lh1i'a IOn". M cn,snt Rrqle 

.C'A, _1 2 3 11 5 " 7 0 9 10 11 12 13 l' 15 16 

A.! Tf'., $g95265 
IV FACTrP(IO.5%) 
1rV CF CMW7 $19662 

$ -250 $-10203 $-11428 
0.9050 0.0190 0.71112 
$ -226 $-14973 $ -11470 

$-3533 
0.6707 

S-2370 

$ 3'6'1 
0.6070 

$ 2103 

$ 246 
0.5193 

$ 135 

$11027 
0.1971 

$ 5879 

$11778 
0.4499 

$ 5299 

$111753 
0.'1071 

$ 6006 

$11061 
0.360'1 

$ 44107 

$18293 
0.33311 

$ 6099 

$ 195G1 
0.3018 

$ 5903 

$16403 
0.2731 

$ 4501 

$ "307 
0.2171 

$ 1084 

$ 2111 
0.2236 

$ 472 

$ 12396 
0.2024 

S 2812 

Illustrolion of Internal Rota of Return (which is 18.7%) 

1 . -22 3 -- 5 6 7 - 9 10 11 12 13 1 15 16 
' Ct.n' FLr l $05"165 

11'FA.rr(18.7%) 
rv ci ci"-.':i S 0 

$ -250 S-1n203 $-111211 
.461 0.7007 0.59EG 

?-210 $-12956 $ -C017 

$ -3533 
0.5022 
$-177 

$ 3464 $ 246 
0.4220. 0.3559 
$ 11164 $ 87 

$11827 
0.2996 
$ 3543 

$11778 
0.2522 
$ 2970 

$147153 
0.2123 
$ 3132 

$11961 
0.1787 
$ 2130 

$10293 
0.1504 
$ 2752 

$19561 
0.1267 
$ 2477 

$16483 
0.1066 
$ 1757 

$4387 
0.0898 
$ 394 

$ 2111 
0.1756 
$ 159 

$13896 
0.CG36 
$ 984 
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INTRODUCTION
 

One of the characteristics that most developing nations have in common
 

is a relatively high rate of inflation. The current worldwide recession,
 

coupled with high interest rates as a result of U.S. monetary policy, has
 

led to serious balance of payments problems for Third World countries.
 

Their exports have been eroded by low worldwide commodity prices, and their
 

import earnings have in large measure gone to finance payments of external
 

debt. As a result, the currencies of Third World nations have, as a rule,
 

softened considerably against those of the industrial world, particularly
 

against the United States dollar. The end result has been a spurt of in

flation that has caused serious problems for financing home purchases in
 

developing countries.
 

New types of mortgage instruments have had to be designed to deal with
 

domestic inflation, high real interest rates, and exchange rate risk. There
 

are 
two major types of solutions to these problems. One of them involves
 

indexation of mortgage instruments, and the other involves making the mort

gage instrument intertemporally flexible through sequential adjustments
 

in interest rates, down payments and amortization periods. Let us consider
 

each of these two approaches in order, after examining the so-called conven

tional mortgage.
 

The institutional framework in which these methodologies will be appiied
 

is one in which there are five sets of economic agents; private savers, who
 

provide loanable funds for housing finance; mortgage borrowers, who borrow to
 

finance home purchases; private financial intermediaries, who provide a link
 

between the private saver and the mortgage borrower; domestic government
 

agencies, which subsidize, intermediate, or regulate financial transactions;
 

related to housing and foreign lenders, who provide external loans to the
 

domestic housing financial system.
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ISSUES IN INDEXATION
 

Many Third World countries have had inflation forced on them by external
 

forces that 
are beyond their control. Imbalances in the foreign trade of
 

developing nations cause devaluations in their domestic currencies. As
 

their currencies depreciate relative to the U.S. dollar or other "strong"
 

currencies, readjustments of exchange rates cause the domestic price levels
 

to escalate in developing countries. The re ant experiences of Peru, Bolivia,
 

Mexico and Argentina are'good examples of domestic inflation caused by external
 

forces. 
 The major two external forces have been low worldwide commodity
 

prices as a result of the world recession, and high domestic interest rates.
 

Of course, 
some of the causes of inflation and currency devaluation have been
 

internal. 
Mexico, for example tried to raise petroleum prices in a period of
 

slumping demand, since Mexican policymakers had commited the economy to an
 

unsustainable growth program and borrowed extensively from external sources
 

to finance it. Argentina involved itself in an expensive war with Great
 

Britain. 
Bolivia continued to saddle the economy with inefficient government
 

enterprises, borrowing from external sourceq to support inefficient operations
 

and maintain low prices on food and petroleum. 
The list could go on to include
 

Brazil, Venezuela, South Korea, Nigeria, the Phillipines, etc. However, the
 

main point is that these economies, for whatever reason, have had extremely
 

high rates of inflation forced on them. Indexation is an important tool to
 

minimize the distortions introduced into relative prices by unanticipated
 

inflation. These distortions are caused by contracts between economic agents
 

being entered into in terms of nominal prices under wrong assumptions about
 

the likely future course of inflation.
 

Say, for example, that a home borrower contracts with a mortgage lender
 

to borrow money at a 20% annual rate of interest, which reflects the view of
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both borrower and lender that the anticipated rate of inflation over the life
 

of the mortgage contract will be. in the neighborhood of 17% annually. The
 

20% nominal interest rate contract reflects the fact that the lender is willing
 

to lend at a real 3% rate of return, and the borrower is willing to pay a real
 

return of 3%. If the actual rate of inflation deviates from 17%, either upward
 

or downward, the real terms of the contract shift to favor either the borrower
 

or the lender. However, an indexation clause could be instituted which would
 

guarantee that both the borrower and the lender will indeed receive the real
 

rate of interest they have agreed upon. Making the mortgage contract in real
 

terms as 
opposed to nominal terms will eliminate the distortire side effects
 

from unanticipated inflation.
 

It would be a mistake, however, to assume that widespread escalator
 

clauses will provide a panacea for inflation adjustments. It is impossible
 

to escalate all contracts (for example, currency and external debt) and it is
 

very costly to apply monetary correction factors on a substantial number of
 

them. It would be a lot better if the monetary authority could keep the rate
 

of inflation low so that monetary correctiou would not be necessary. 
But
 

since for many Third World countries inflation is inevitable, it would be
 

useful to be able to inflation-proof long term loans in the manner described
 

above.
 

There has been one unwarranted objection to indexation by businessmen.
 

Many people feel that it is too risky for them to contract an open-ended
 

commitment in nominal terms. At least with a nominally agreed contract 
they
 

know exactly what their obligations and future credits are, where with
 

indexation they do not. These businessmen are correct in that their views
 

,stem from their experiences in an economy with stable prices. However, when
 

the rate of inflation varies, and is partially beyond the control of the
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Central Bank, the agreement fixed in nominal terms is much more risky than
 

an agreement fixed in real terms.
 

There are-',o major objections that have been raised with regard to the
 

use of indexation or monetary correction factors in the U.S. 
 The first one
 

is that going to a system of indexazion is "living with inflation" rather than
 

licking the problem of inflation. Certain politicians have taken the posture
 

that we should try to beat inflation rather than attempting to devise policies
 

to live with it, so that to many analysts, indexation is "Anti-American."
 

This is an unfounded objection in terms of the way that most economists view
 

the problem. The second major objection would hold that indexation rigidifies
 

the relative price structure. If monetary correction factors were used on a
 

widespread basis the market would be impeded in its ability to allow relative
 

prices to change in response to changes in supply and demand. For example,
 

suppose apple prices and orange prices were indexed to the overall cost of
 

food. Suppose further that there was abig freeze in Florida that sharply
 

curtailed the supply of oranges. With indexation, orange prices could not
 

rise relative to apple prices so that the end result would be a glut of apples
 

and a shortage of oranges. The market would not function properly.
 

Clearly, there are areas where indexation will not work, such as inter

nationally traded commodities such as cotton, coffee, tin, silver, etc. But
 

there are a variety of areas where indexation will increase the effectiveness
 

of operating in an economy subject to wide swings in the rate of inflation.
 

A major problem for many Third World countries is the lack of a trusted index
 

which reflects the true inflationary picture in the economy.
 

Brazil has operated with escalator provisions and monetary correction
 

since 1964 on a rather widespread scale. Their eighteen year experience
 

indicates that monetary correction will operate efficiently in a variety
 

of situations. 
 Consider the following major areas where indexation has
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been used:
 

a. Escalator provisions have been in effect for minimum wages
 

since 1964. Wages are revised annually, based on changes in the cost
 

of living. These adjustments are made on a regional basis.
 

b. Savings deposits, Government debt, public loans and bank credits
 

are all indexed. For savings deposits, annual interest is earned on a
 

capital value that is adjusted every quarter. Government debt is adjusted
 

nominal loan values are adjusted annually and interest payments
 

are adjusted to changes in the rate of inflation.
 

c. All rent and lease contracts are indexed. An ificrease in consumer
 

prices or an increase in statutory minimum wages form t-he basis of these
 

adjustments.
 

d. Social insurance benefits are raised in proportion to changes in
 

the minimum wage.
 

e. 
Both income taxes and profits taxes are corrected for inflation.
 

Tax-allowable exemptions and deductions and incomes recorded in tax rate
 
levels,


schedules as taxable at specified/are raised by a multiplier determined
 

by the National Economic Council. Balance sheet items are adjusted for
 

price increases over the interval between acquisition and disposal.
 

What follows is a brief summary of the pros and cons of indexation as viewed
 

in a broad framework of an inflationary spiral in developing countries:
 

Arguments in favor of indexation
 

1. It keeps unaniicipated changes in the rate of inflation from
 

having positive and/o negative effects upon contracts which would otherwise
 

be made in nominal, as opposed to real, magnitudes.
 

2. Indexing is a way of living with inflation which makes inflation less
 

harmful than it would otherwise be.
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3. Indexing allows real economic growth to accompany rather rapid rates
 

of inflation, as the Brazilian experience. Without indexing the Central Bank
 

would have to impose stringent monetary measures to curtail inflation, leading
 

to high interest rates and negative real economic growth.
 

Arguments against indexation
 

1. It means the economic policy makers have given up fighting inflation
 

and are content to live with it.
 

2. It rigidifies the structure of relative prices and impedes the working
 

of the free market place.
 

3. Indexation cannot be done for all prices, wages and contracts. It
 

is possible only to achieve partial indexation. Indexing only partially may
 

cause worse distortions in the economic fabric than no indexing at all.
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CONVENTIONAL MORTGAGE INSTRUMENTS
 

In the past, most housing finance systems in Third World countries
 

have employed so-called "conventional" mortgages. These mortgages have
 

traditionally been of two types. The first, sometimes called the American
 

style mortgage, consists of home financing with a set down payment and a
 

given amortization period, with level payments throughout the life of the
 

mortgage. The monthly payment is set at such a level that it covers the
 

interest accrued during the interval, with the remainder of the payment
 

applied against the principal. In the early period of the mortgage the
 

interest component of the monthly payment is high, and as the balance of
 

the mortgage is brought down an increasingly greater proportion of the
 

monthly payment goes to principal and a smaller proportion to interest.
 

'.ie level payments are set so that the outstanding balance on the mortgage
 

loan is diminished to zero with the last payment. Consider a $10,000 loan
 

with an 8 year life under the American style level payment conventional
 

mortgage with a 12% interest rate, which would dictate an annual payment of
 

$2,013:
 

Year Interest Payment Principal Payment Loan Balance
 

1 1,200. 813. 9,187.
 

2 1,102. 911. •8,276.
 

3 993. 1,020. 7,256.
 

4 871. 1,142. 6,114.
 

5 734. 1,279. 4,835.
 

580. 1,433. 3,402.
 

7 408. 1,605. 1,797.
 

8 
 216. 1,797.
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The European style conventional loan is one where the mortgage borrower
 

agrees to 
repay the loan in equal payments of principal plus the interest on
 

the unpaid balance. Consider, for example, a $10,000 loan with an 
8 year 

amortization period and a 12% interest. The annual payments would appear as 

follows: 

Year Interest Principal Total Loan 

Payment Payment Payment Balance 

1 1,200. 1,250. 2,450. 8,750. 

2 1,050. 1,250. 2,300. 7,500. 

3 900. 1,250. 2,150. 6,250. 

4 750. 1,250. 2,000. 5,000. 

5 600. 1,250. 1,850. 3,750. 

6 450. 1,250. 1,700. 2,500. 

7 300. 1,250. -1,550. 1,250. 

8 150. 1,250. 1,400. 0 

The major advantage this instrument has is the ease at which.it 
can be
 

calculated. 
 However, in all other respects it has serious drawbacks in
 

a developing economy subject to inflation. 
The highest payments come in
 

the early stages of the mortgage and the interest payments decline as 
the
 

mortgage is paid off. 
 It might be a useful instrument in an economy under7
 

going rapid deflation, but rapidly declining prices and wages are not found
 

in Third World countries at the present time.
 

INDEXATION OF MORTGAGE INSTRUMENTS
 

Most financial intermediaries, which deal in housing finance, have their
 

assets 
(home mortgages) and their liabilities (savings deposits) expressed
 

in the same money terms. 
 However, they differ in time duration. The liabili

ties are in practice due on demand or in rather short intervals, while the
 

http:which.it
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assets are long term. Accelerating inflation has an uneven impact on these
 

institutions. If a substantial proportion of the mortgage portfolio was
 

issued in fixed rate conventional mortgages, when inflation and interest
 

rates were much lower than the current rate of inflation, then these older
 

mortgages fall in value as the inflation rate picks up. However, the financial
 

intermediary is usually forced to pay the current rate of interest 
on its
 

entire savings deposit liabilities. If assets and liabilities were evaluated
 

at true market value with increasing inflation, virtually all U.S. savings
 

and loan associations would be technically insolvent at the present time.
 

One way to avoid the problem of decapitalization would be-to "index"
 

the mortgage instrument to the rate of inflation. Since nominal interest
 

rates and the rate of inflation generally move together, the financial
 

insolvency due to accelerating inflation could be offset. Consider an
 

indexed mortgage that has marLy characteristics of an ordinary bond. The
 

mortgage borrower could agree to pay, for example, 3% plus the rate of in

flation over the amortization period of the loan, and to make a "balloon
 

payment" equal to 
the amount of the initial amount borrowed at the termination
 

date of the loan. The rate of inflation is determined by whatever objective
 

yardstick the Government uses to measure inflation. For example, assume that
 

the mortgage borrower agrees to a loan of $10,000. for a period of 8 years
 

at a rate of interest equal to the rate of inflation plus 3%. Assume
 

further that the rate of inflation as measured by a standard index amounts
 

to 25% per year over the entire 8 year interval. The annual interest payments
 

and the repayment of principal at the end of the amortization period would
 

be as follows:
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Year Index Percent change Interest Loan
 
in the index Payments Balance
 

1 100.00 
 - 300 10,000
 

2 125.00 
 25% 2,800 10,000
 

3 156.25 
 25% 2,800 .10,000
 

4 195.31 25% 
 2,800 10,000
 

5 244.14 25% 
 2,800 10,000
 

6 305.17 
 25% 2,800 10,000
 

7 381.46 
 25% 2,800 10,000
 

8 476.83 
 25% 2,800 10,000
 

Repayment of principal at the end of year 8 10,000
 

In order for this system to work, it is necessary that there be an
 

objective index for the rate of inflation that will be acceptable to both
 

the borrower and the lender. 
 If such an index does not exist, then the
 

system is inoperable. Furthermore, this system of indexation requires a
 

lump-sum balloon payment at 
the end of the amortization period. This may
 

be a serious problem to the borrower, but may be acceptable in that the.
 

overall price level (and presumably, the value of his house) has risen by
 

677% over the interval, and the equity position of the homeowner has been
 

enhanced over the interval. The annual payments of the borrower are tied.

directly to the rate of inflation, and equal the inflation rate plus 3%.
 

The lending institution has matched the income from its asset portfolio
 

with the outlays on its savings deposit liabilities each year, as long as
 

the race of interest on savings deposits remains at about the rate of
 

inflation (or the rate of inflation nlus 1% or 2%).
 

A second form of indexation may also be used. The mortgage borrower
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could agree to make annual payments equal to 3% times the ratio of the price
 

index in that year to the price index in the year the mortgage was issued,
 

and to repay at the end of 8 years the amount of the initial loan multiplied
 

by the corresponding price ratio for the eighth year. The financial charac

teristics of this type of indexation arrangement are shown as follows, taking,
 

as before, an initial mortgage loan of $10,000 for a period of 8 years with
 

a 3% real return to the lending institution:
 

Year Index Ratio of the Interest Loan 
current index Payments Balance 

to the base index 

1 100.00 1.0000 300 10,000. 

2 125.00 1.2500 375 

3 156.25 1.5625 469 

4 195.31 1.9531 586 

5 244.14 2.4414 732 

6 305.17 3.0517 916 

7 381.46 3.8146 1,144 

8 476.83 4.7683 1,430 

Repayment of principal at the end of year 8 47,683.
 

The return to the mortgage lender is the same as in the first case, except
 

that the annual interest payments are significantly lower, and the lump sum
 

payment due at the end of the period would be significantly higher. With
 

this form of indexation there would be an incentive for the mortgage borrower
 

to default on the loan before the final lump-sum payment is due at the
 

end of the amortization period, unless the borrower were to put up a sizeable
 

down payment, and unless the value of the home would increase at a rate
 

equal to the rate of inflation. Clearly, neither of these two indexed systems
 

are appropriate for use in third world countries.
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ISSUES IN HOUSING FINANCE SYSTEMS
 

In the introduction it was noted that five sets of economic agents
 

were major participants in housing finance systems in developing economies.
 

Each set of individuals or institutions has a set of budget constraints
 

that must be satisfied in order for the entire housing finance system to
 

operate meaningfully.
 

Consider first the home purchaser. 
The amount of housing he can afford
 

is limited by his income. 
One general rule has been that a household cannot
 

afford to spend more than 25% of his monthly income on housing payments. As
 

the Pratt-Weis monograph points out, this means 
that a prospective home
 

purchaser can afford a house that 
runs in price between 2 1/2 and 3 times his
 

annual income. If the government wishes to provide housing that exceeds this
 

level, then some form of subsidization is in order. 
In addition, there is
 

usually a down payment involved which would-involve about a year's income
 

This would generally mean that a homebuyer would have to save, for example,
 

10% of his income at a 10% rate of interest for 4.2 years to make a 20%
 

downpayment on 
a house equal to 2.5 times hig annual income. For a house
 

priced at 3 times annual income he would have to 
save 10% of his income for
 

4.9 years. These sorts of calculations must be made to be 
sure that the housing
 

finance system does not violate the budget constraint of the prospective house
 

purchaser.
 

The second set of economic agents that make up the system are the savers
 

uho provide the funds for housing finance. It may be possible to initiate a
 

housing finance system through government subsidy or 
through external borrowing,
 

but for long run survival, any housing finance system must-rest 
on internal
 

savings generated by the system. 
The second consideration, then, must be that
 

the system must 
pay a rate of return on savings which will capture suffici2nc
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savings to make the process viable in the long run. Generally, this means a
 

nominal rate of return that exceeds the rate of inflation, and one that will
 

allow successful competition with the other financial intermediaries in the
 

economy.
 

The third major economic agent in the system is the financial intermediary
 

which provides the link between savings and mortgage borrowing. This is one
 

institution in the housing finance process that has been overlooked in the
 

initiation of many housing finance systems in Third World countries. Too much
 

emphasis has been placed on the mortgage borrower and the types of payments he
 

can afford, without regard for the ability of the financial intermediary to
 

survive within the framework of the system. There have been many cases where
 

the government agencies involved in the housing finance process have worried
 

too much about the borrower and not enough about the lender. If there is a
 

relatively competitive marketplace, there will be a fine line to be drawn
 

between mortgage borrower, saver, and financial intermediary in terms of the
 

amount and timing of mortgage payments and savings flows in an inflationary
 

economy, so that all three of them can survive over the iong run.
 

It may be possible that no arrangement can be made in the private sector
 

that will provide a satisfactory answer to the housing problem, due to the lack
 

of a financial structure to capture savings, extreme poverty of the prospective
 

house purchaser, or overly expensive housing due to the need to import a good
 

part of the materials for building construction. In this case the government
 

will have to provide a subsidy to the system. These subsidies can take a
 

variety of forms. If the government feels that housing is of sufficient
 

priority in the overall plan of the economy, it can use domestic taxes to
 

finance housing construction. If the government has insufficient funds for
 

housing subsidies, it can generate external loans for the housing finance
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system. 
In order to do this, it must guarantee these loans by placing the
 

full faith of the national government behind them. 
As a general rule, this
 

takes the form of the central bank pursuing a role as a lender of last resort
 

to the housing finance system. 
Any housing finance system must have the
 

backing of the government, and particularly the support of the Central Bank
 

and the Ministry of Finance. 
Without this support it will be difficult for
 

individual savers 
to be induced to place their savings with financial inter

mediaries, whether these institutions be cooperatives, mutual savings and
 

loan associations, or commercial banks. 
 The operating financial organizations
 

themselves must be under the regulation and supervision of a "caja central"
 

or a central housing finance agency, which will provide indiidual financial
 

intermediaries with liquidlty support in 
case of unusual deposit withdrawals or
 

other financial emergencies. This supervisory agency will not be subject 
to
 

deposit withdrawal pressure, and will obtain its emergency funds from the
 

Central Bank. The supervisory agency will also provide government 
or externally
 

borrowed funds to the housing finance system if the government decides to pursue
 

a policy of housing construction in excess-of t1e amount that could be financed
 

from domestic savings directly. 
 In addition, the supervisory agency would
 

operate to 
regulate the interest rate spreads between savings rates and mortgage
 

lending rates, so 
that individual institutions are regulated to operate in
 

the public interest.
 

After a housing finance system has matured to 
the extent that it has 
a
 

well established base of mortgage borrowers and savers, 
the next stage in
 

the housing finance system would be the development of a secondary mortgage
 

market. The major function of such a market would be 
to increase the liquidity
 

and marketability of mortgages, so 
that prospective mortgage purchasers would
 

be able to 
sell them before ther had reached the end of their amortization
 

intervals. 
 A well established secondary mortgage market would allow individual
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housing finance intermediaries to sell of parts of their mortgage portfolios
 

during periods in which they were.experiencing net savings outflows. The
 

development of such a market would make the housing finance system much less
 

dependent on the Central Bank in case of financial disintermediation. The
 

existing portfolio could also be sold to raise new cash to expand the housing
 

finance system. Most Third World countries have very poorly developed capital
 

markets, but even without a stock market or a bond market there is great
 

potential for secondary mortgage markets if a basic and well developed
 

housing finance system is already in place.
 

Another approach toward broadening the housing finance system would be
 

in initiating small denomination mortgage backed savings certificates to tap
 

the non-institutional market for housing funds. These small denomination
 

instruments would increase the amount of domestic savings from lower and
 

middle-income households, and increase the amounts of funds flowing to the
 

housing sector. This would be particularly significant in rural areas of
 

underdeveloped countries where savings are either zero or take the form of
 

non-productive hoarding. The concept of mortgage-backed savings certificates
 

is not new. "Cedulas Hipotecarios" are widely known and utilized in Mexico,
 

Panama, Costa Rica and Columbia.
 

This secondary-market expansion of the housing financ6 system would lead
 

to considerable economies of scale in housing finance. It would increase
 

the scope of operations of individual lending associations and bring down the
 

per-unit costs of financial intermediation, as well as developing new savings
 

marketst
 

A final stage in housing finance for developing countries would be the
 

initiation of an international secondary mortgage market, but this is likely
 

to be a development that will only take place in the far distant future.
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The problems of exchange rate risk and inter-country difference in real and
 

nominal interest rates and infiation rates make the development of an inter

national market somewhere well over 
the horizon. 
However, the Inter-American
 

Savings and Loan Bank (BIAPE) has been somewhat successful in carrying out
 

international housing finance programs.
 

Let us briefly return to 
the initial issue in housing finance in developing
 

countries  the requirement that all participants in the housing finance system
 

be able to work within their budget constraints. 
 In addition, these participants
 

are presumed 
to live in an economy subject to relatively high rates of inflation
 

and to the possibility of extreme variation in the inflation rate. 
A conventional
 

mortgage instrument, such as was discussed earlier, where th 
 mortgage borrower
 

makes equal nominal payments throughout the life of the mortgage, will be likely
 

to violate the intertemporal budget constraint of the borrower. 
While his nominal
 
L


income will increase rather sharply over the life of the mortgage, the traditional
 

plan might
 
amortizationL be unbearable in the earlier years 
(the American plan), or even
 

worse (the European plan). A mortgage instrument must be designed which will
 

make the increase in mortgage payments move with the rate of inflation, *so that
 

it is affordable to the borrower over 
the entire amortization period of the
 

mortgage. However, in addition, the stream of mortgage payments must be
 

sufficient to allow the financial intermediary to make a "niormal" 
rate of
 

return, so that it 
can pay a positive real rate of return to 
the savers in the
 

system and remain in business. The following sections will consider the various
 

t*ypes of variable payment mortgages which will satisfy the budget 
constraints
 

of both'the mortgage borrower and the financial intermediary.
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VARIABLE PiYMENT MORTGAGES
 

More appropriate for use in developing economies would be the
 

variable payment mortgage instrument.
 

Satisfying the requirements of the fine economic agents is a difficult task,
 

but some mortgage instruments can be designed to enable a housing finance system to
 

operate successfully with all of the sets of economic agents involved. In
 

the last eighteen months in the U.S., mortgage lenders have been allowed to
 

experiment with a variety of mortgages, and about 250 different kinds of
 

mortgages have been introduced (none of them with universal appeal). There
 

are only three major characteristics to a mortgage, however, and the wide
 

variety of mortgages currently available in the U.S. are variations in
 

combinations of these three major characteristics over time. Every mortgage
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has, (1) a down payment; (2) an interest rate; and (3) an amortization period. 

Of course, in addition, there can be equity sharing between borrower and lender, 

as well as other agreements apart from the mortgage instrument itself. 

However, the major interemporal variations on mortgages are reflected in 

changing interest rates, changing downpayments, and changing amortization 

periods. The major types of intertemporal flexibility in mortgages to deal 

with inflation and with the kinds of constraints on borrowers and financial 

institutions will be dealt with in following sections of this report. 

The variable rate mortgage 

Variable rate mortgages attempt to relate mortgage payments to the annual 

earnings of the borrower under conditions of inflation. Mortgage payment plans 

can be structured so that the payments start at a low level and increase 

throughout the life of the mortgage. One way of structuring this increase 

would be to set the rate of interest at a low level during the initial stages 

of the mortgage payment period, and allow the interest rate to rise annually 

over the life of the mortgage. Consider, as before, a $10,000 loan with an 

8 year life, and an interest rate which will. average 12% over the full amorti

zation period of the mortgage: 

Year 
End 

Interest 
Rate Principal 

Loan Payment 
Interest Total 

Loan 
Balance 

Required Growth 
Rate of Borrowers 

Income (%) 

1 8.5 923 850 1,773 9,077 

2 9.5 972 862 1,834 8,105 3.4 

3 10.5 1,037 851 1,888 7,068 2.9 

4 11.5 1,124 813 1,937 5,944 2.6 

5 12.5 1,235 743 1,978 4,709 2.1 

6 13.5 1,376 635 2,011 3,333 1.7 

7 14.5 1,554 483 2,037 1,779 1.3 

8 15.5 1,779 276 2,055 0 0.9 
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Under this variable rate mortgage the annual loan payments start at $1,773
 

per year and move gradually upward to $2,055 per year. 
As with the conven

tional fixed rate mortgage, the annual principal payments increase and the
 

annual interest payments decrease as the mortgage is repaid. The last column
 

shows the required growth rate of the borrower's income in order that his
 

annual mortgage payments be maintained at a constant proportion of his
 

income. In this example, as would be true in general, the annual loan payments
 

increase most rapidly during the early years of the loan and less rapidly
 

during the later years of the loan. 
 The second year payment increases 3.4%
 

over 
the first year payment, while the eighth year payment increases only
 

0.9% over the seventh year payment. Most households find that their incomes
 

are rising most 
slowly in their early years when they are contemplating a
 

house purchase, so that the variable rate mortgage may violate their budget
 

constraint in the earlier years of mortgage payments. 
This is a
 

major shortcoming with the variable rate mortgage which can be overcome by
 

utilizing the rollover mortgage.
 

The rollover mortgage
 

The rollover mortgage overcomes the major objection to the variable rate
 

mortgage, in which the most rapid increase in payments come at the initial
 

stages of mortgage repayment. With the rollover mortgage, an interest rate
 

is set which increases the mortgage payments at a rate equal to the anticipated
 

annual rate of increase in the income of the mortgage borrower. Rather than
 

starting with an arbitrary change in the interest rate, as was done with the
 

variable rate mortgage, the rollover mortgage sets a required rate of growth
 

of borrowers income and determines the interest rate as a residual. 
Taking
 

the same $10,000 loan with an amortization period of 8 years, we now set a
 

rate of interest which will make the rate of growth of annual loan payments
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equal to a predetermined rate of growth of household income. 
Assume, for
 

example, that we expect household income to grow at 5% per year and we wish
 

the interest rate, as before, to be 8.5% over 
the first year of the mortgage.
 

We obtain the following interest rate and payment schedule:
 

Required Growth
Year Interest Loan Payment 
 Loan Rate of Borrowers
 
End Rate Principal Interest Total Balance 
 Income (%)
 

1 8.50 
 923 850 1,773 9,077
 

2 9.96 958 904 1,862 8,119 5
 

3 11.65 1,009 946 1,955 7,110 5
 

4 13.62 1,084 968 2,052 6,026 5
 

5 16.03 1,189 966 2,155 4,837 5
 

6 19.07 1,340 922 
 2,263 3,497 5
 

7 23.13 1,567 809 2,376 1,930 5
 

8 29.27 
 1,930 565 2.,495 0 5
 

An interest rate has been calculated which is the rate required to have the
 

total annual loan payments increase at 5% per year over the life of the
 

mortgage. This is a stream of payments calculated to require a constant proportion
 

of a mortgage borrowers income to make these payments, where income is assumed
 

to rise at 5% per year. Just as 
there was a major flaw in the variable rate
 

mortgage, because loan payments increased most rapidly in the earliest years
 

of the mortgage, there is a major objection to the rollover mortgage. This
 

flaw results from the fact that the interest rate reaches very 1high levels in
 

the later years of the loan. When we started at a predetermined 8.5% rate,
 

the calculations show that the rate of interest rose by 244% 
over the life of
 

the loan, rising to 29.27% during the last 
-ear of the loan. Tihe average
 

rate of iaterest paid over the Life of the loan was 16.4%, which would satisfy
 

the targee of having the annual payment rise 5% per :ear over the life of the
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mortgage, but would be too high an average interest rate for the lending 

institution to achieve a normal "markup" profit. To overcome this objection, 

the rollover mortgage must be adjusted to make the average rate of interest 

over the life of the loan equal to a rate which will provide a "normal" profit 

to the lending institution. 

The adjustable rollover mortgage 

The basic problem with the rollover mortgage was that the rate of interest 

reached very high levels in the later years of the loan. The rollover mortgage 

can now be adjusted to make the average rate of interest over the life of the loan 

set at any particular level. Assume, for example, that we wish the average 

interest rate to be 12% over the entire life of the mortgage-loan. Continuing 

the example given for the rollover mortgage, we adjust the rates by multiplying 

each interest rate for each year ii that table by 12% divided by 16.4%, or by 

a coefficient of 0.7317, and then solve for the annual loan payment that 

accompanies the new interest rate. The solution would be as follows: 

Year Interest Loan Payment Loan 
Required Growth 

Rate of Borrower's 
End Rate Principal Interest Total Balance Income (%) 

1 6.22 1,002 622 1,624 8,998 -. 

2 7.29 1,031 656 1,687 7,967 3.8 

3 8.52 1,072 679 1,751 6,895. 3.8 

4 9.97 1,130 687 1,817 5,765 3.'8 

5 11.73 1,211 676 1,887 4,554 3.8 

6 13.95 1,325 635 1,960 3,229 3.8 

7 16.9 1,489 546 2,035 1,740 3.8 

8 21.42 1,740 373 2,113 0 3.8 

With the adjustable rollover mortgage instrument, the major objections to 

the variable rate mortgage and the simple rollover mortgage have been overcome. 
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In the example, the mortgage payments have been set so that they will rise a
 

constant 3.8% per year over the life of the mortgage, and the average interest
 

rate over the life of the loan has been prespecified as well. Once the markup
 

margin for the lending institution and the rate on savings deposits is
 

specified by the structure of the economic system, and the average rate of
 

inflation of prices and/or incomes is specified for the economy, then the
 

adjustable rollover mortgage 
can be tailored to this particular set of
 

circumstances. This type of mortgage Instvument is well suited to 
the
 

economy of a developing Third World country, where interest rates are
 

subject to drastic change, and where the rate of inflation is significant.
 

The payment capped adjustable rate mortgage
 

Various sorts of adjustable rate mortgage instruments have been examined.
 

One final twist could be to take whatever adjustable rate mortgage instrument
 

that has been selected and fix the monthly payments of the mortgage borrower
 

to the lending institution at specific intervals of time. For example, the
 

lending institution, for ease in calculating payments as well as 
for the con

venience of their mortgage lenders, may wish.to have monthly payments fixed
 

for anywhere from half a year to two or more years, so that their customers
 

Set used to a fixed monthly payment. Any difference between the terms of the
 

flexible rate mortgage already agreed to between the lending institution
 

and the mortgage borrower, and some set pattern of fixed periodic payments
 

can be debited or credited to the mortgage borrower's account. If the
 

iortgage Ln.-trumenc .s "capped" 
:n this manner to avoid making Idjustments
 

in the pericdic payments too often, the loan in question may be subject to
 

positive or negative amortization. Negative amortizatlon is commonly defined
 

as a situacton when !iu eriodJ.. Loan payment is insufficient o dully pay
 

the periodic interest due on 
the loan. In 'his case. an "Unpaid Accrued
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Interest".ccount could be created for the mortgage borrower at the lending
 

institution. The total of this Account would increase, for example, each
 

month that the monthly payment is insufficient to pay the current interest
 

amount. 
The monthly payment would then fall into two categories. It would
 

first be credited to the unpaid accrued interest account, and the remainder
 

of the payment, if any, would be applied to the principal balance. Alterna

tively the unpaid accrued interest could be debited from an escrow account,
 

or from a tied savings account held in connection with the mortgage loan.
 

With the "capping" of variable rate or variable payment mortgages, fewer
 

changes would need to be made in the periodic payments on the mortgage loan.
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Contents
 

I. 	Outline of Presentation
 

II. 	 Notes on Design Principles in planning the sites and services
 
project and the dwelling unit for low income families. (If
 
desired, notes from the main Workshop presentation on sites and
 
services could be substituted here.)
 

III. 	 Overview paper which introduces concept and applications of sites
 
and services approach: The World Bank, Sites and Services
 
Projects, April 1974.
 

IV. 	Excerpts from a report by Praful C. Patel, "Site and Services
 
Projects Survey Analysis of Urbanization Standards and On-Site
 
Infrastructure", 1974. This was a study undertaken to provide
 
background information and guidance (for World Bank staff and
 
others who are involved) in planning of urban projects. It is
 
particularly good in illustrating cost implications of alter
native standards and in presenting comparative data from the
 
sites and services 'experience of a number of different countries.
 

V. 	Several numbers of The Urban Edge, included here for their
 
coverage of issues in planning "affordable" infrastructure,
 
"appropriate" technology and project implementation.
 

VI. 	 Material on alternative sanitation technologies from a report of
 
the Central Projects Staff, Energy Water and Telecommunications
 
Department of the World Bank: Richard Feachem, D. Duncan Mara
 
and Kenneith Iwugo, P.U. Report No. RES 22, Alternative Sani
tation Technologies for Urban Areas in Africa, February 1979.
 

VII. 	 Studies done for USAID PRE/HUD in 1980 by Dr. W. Paul Strassman
 
of Michigan State University on employment generation in sites
 
and services projects, "Employment Generation through Building"
 
and "The Role of Infrastructure in Employment Generation". These
 
two short pieces, based on data from project experience in
 
several different countries, present an interesting analysis of
 

the relation between various components of project cost and jobs
 
created in their implementation.
 



Outline
 

Presentation of Sites and Services Reference Packet
 
(one-half hour)
 

I. 	Objectives of the Presentation
 

A. 	Introduce selections in packet of supplementary readings.
 

B. 	Relate these selections to the Shelter Training Workshop
 
themes:
 

1. Affordability (emphasis primarily on project design,
 
e.g. standards, alternative technologies and staged
 
upgrading for infrastructure, et al but some illustration
 
of other measures as described in the affordability
 
session:)
 

2. 	Cost Recovery (issues for implementation and importance
 
to project replicability)
 

3. 	Institutional Development (aspects as a component of the
 
sites and services project; replicability, a central
 
challenge for the future)
 

4. 	Public Sector/Private Sector Roles (employment generation
 
aspects of the sites and services project, accommodating
 
in project site planning, working toward expanded role
 
for the private sector)
 

5. 	Upgrading (examples of relationship between sites and
 
services and upgrading projects)
 

C. 	Relate the reading materials to the main Workshop presenta
tion on sites and services.
 

I. 	Review Some General Principles in Sites and Services Planning
 

A. 	Site selection (ifnot covered separately elsewhere in the
 
Workshop)
 

B. 	Design of the dwelling unit
 

C. 	Design of the sites and services project
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Shelter Training Institute
 

Design Principles in Planning Sites and Services
 

Projects for Low Income Households
 

Objectives of the Session:
 
Introduce principles of design of sites and services projects for low
 

income housing, particularly with respect to economy and efficiency of
 

site layout, infrastructure, and the dwelling unit itself.
 

Describe the analytic process and key design decisions which determine
 

the form of projects, their scale, and standards for utilities, services
 

and dwelling units. Discuss how priorities may be established.
 

Show how different approaches and design solutions emerge out of con
sideration of a given country's climate and culture as well as conditions
 

of a particular site such as topography or land use relationships.
 

Illustrateq these ponts with project examples from El Salvador and
 

speaker's research findings.
 

Subjects:
 

A. Design Considerations
 

1. Densities - in relation to project scale, location (access
 
to employment and services), climate, social or cultural
 

characteristics of the people, plot sizes, dwelling unit features,
 
size of neighborhood or social gr6upings; families per hectare
 
as the measure.
 

2. Nature of infrastructure - (water, sewer, drainage, electri

city, roads and footpaths), respecting range of possible 
standards and acceptable alternatives, progressive development, 
access to individual lcts, connections to larger municipal 
systems; units of measurement. 

3. Community services and facilities (health, education, welfare, 

recreational, religious, commercial, solid waste or garbage disposal) 

4. Special physical issues (topography, existing amenities,
 

context, topography, views), or special climatic considaraticns.
 

5. Techniques for relieving monotony.
 



B. 	other Considerations that Bear on Design
 

1. Trade-offs and compensation (e.g. reduction in some
 

standards to save money that could go instead to some 
higher
 

Process of analyzing alternatives, weighing
priority services). 

the a3location of resources, staying within project cost con

straints established on the basis of affordability, replicability.
 

2. 	Self-help vs. contract labor.
 

3. 	Maintenance requirements and indigenous materials.
 

Incremental staging of development infrastructure 
(unserviced


4. 

plot, partially, then fully serviced plot) and dwelling 

unit
 

(sanitary core, core house, house expansion and 
embellishment);
 

transformation of raw, untidy appearance over time; 
what can be
 

left "undesigned".
 

5. Acceptance issues and identification of needs for innovation
 

and bring research and development efforts to bear 
on such needs.
 

6. 	Economies of scale in construction; standardization of
 

components.
 

Importance of the residents' initiative as well as 
contri

7. 

butions of construction labor.
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General Principles to Consider in Decisions on
 

The Design of the Dwelling Unit for Low Income Families
 

Fora long time, shelter projects have emphasized architectural solutions.
 

Although some attractive products have resulted, it is clear 
that they
 

continue to have a central role in shelter strategy for low
 cannot 

income households. These projects typically require major subsidies
 

Given the scale of need in light of today's
for low income occupants. 

rapid urban growth rates, a nation's limited resources must be 

spread
 
A better approach
more widely and achieve significantly greater impact. 


is to concentrate on basics.
 

Meet the target group's basic shelter requirements.
A. 


1. Typical living standards prevalent for the target group
 

(densities, structures, building materials, adaptation to climate,
 

accessibility to employment opportunities, shelter, utilities,
 

transportation expense).
 
0 

2. Household size and composition, economic social and cultural
 

activities associated with the dwelling unit itself, the residential
 

environs.
 

Priorities respecting the dwelling, infrastructure, conmiunity
3. 

facilities and services, other social or economic needs.
 

B. Recognize and make full advantage of the target group's energies
 

and capacity for taking initiative in providing shelter for itself.
 

1. Ascertain most serious conrtraints, e.g. insecure tenure;
 

excessively restrictive land uss and building codes that inhibit
 

use of local materials, gradual improvement/expansion of the dwelling
 

-unit, installation of infrastructure in incremental stages over
 
orsites in locations convenient to employmenttime, occupation of 

etc.
 
services, 


2. Establish opportunities for active participation of the target
 

group in all project phases--from initial design through construction
 

and eventual maintenance and upgrading.
 

Recognize the principle of target group affordability as 
a primary


C. 
cost constraint from the outset of the design process.
 

D. -Fundamental decision.
 

Devise mix of dwelling unit design solutions most appropriate
3. 

for target groups (in respect to cost, functional, staging criteria
 

and flexibility in future use).
 



Select most suitable building materials (with regard to avail2. 

ability, need to stimulate production of local 

substitutes for imports,
 

acceptability of innovations, ease of transport 
and on-site
 

handling, cost to the target group family, comfort--there 
may be
 

conflicts among some of these criteria and a need 
to weigh the
 

relative merits of the alternatives.
 

In conjunction with the decisions on materials, outline 
construction


3. 

system and procedures (considering availability of skills, 

training
 

and supervision requirements, staging).
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I. Introduction
 

Upgrading is a way to provide existing urban neighborhoods with
 

the facilities and services needed to ensure a minimally decent level of
 

human existence. It is also a way to enlist the energies and resources
 

of people themselves in improving the quality of their shelter. The
 

U.S. Agency for International Development considers upgrading an effec

tive approach in efforts to expand the supply of acceptable living
 
environments for low-to-moderate income families, and regards it as one
 

of the principal means of assisting shelter programs throughout the
 

developing world. The World Bank and other international assistance
 

agencies share this view and similarly allocate resources to upgrading
 

activities.
 

Adaptable in a wide variety of situations, upgrading has been
 

outstanding for its record of transforming basic living conditions for
 

large numbers of people. In this respect few other housing approaches
 
have had comparable impact - with a minimum of subsidy, and a minimum
 

of social disruption.
 

The main strength of upgrading is its focus on existing neighbor

hoods where people can remain while the improvement works take place.
 

Few are dislocated; and as their environment improves, the residents 

have an impetus to improve their shelter units as well. Many have dem
onstrated eagerness to upgrade their living quarters, little by little 

as resources permit, especially when their tenure is secure.
 

Independence to pursue this incremental evolution of decent liv
ing conditions is preferable to forced relocation and dependence on
 

housing "projects" that others must provide. The people's sharing of
 

responsibility for adequate shelter production should be particularly
 

appealing to governments, who face enormous development challenges with
 

limited resources. Upgrading is a means to achieve desired ends of
 

public policy -- in this case improved shelter stock -- with a minimum
 

of strategically-placed government investments and a maximum of indepen

dent contribution by the beneficiaries themselves.
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Upgrading does not work in all circumstances. It is,moreover,
 
extremely difficult from an operational standpoint to implement success
fully. 
There isa high premium on organizational skill and coordinated
 
public action. It is certainly not an effort to launch without careful
 
advance planning and a commitment to effective management. There is
 
also considerable reluctance on the part of many governments to accept
 
the concept of investing in marginal, often squatter, neighborhoods.
 

Nevertheless, experience over the last decade with projects in
 
every major region of the world have taught us much about how to do up
grading. 
We have learned about conditions under which it works better
 
(and less well), and about problems that agencies undertaking upgrading
 
programs and projects should be prepared to encounter and address.
 

Insights from this experience with upgrading are highlighted in
 
the pages that follow.
 

II. What Upgrading Is
 

No two upgrading programs are exactly alike. 
 The most effective
 
have stemmed from careful study of the community to be improved and its
 
needs; 
from careful selection of the specific facilities and services
 
feasible for effectuation; and from careful planning with the residents
 
on what and when improvements will be undertaken.
 

The actual improvement programs may vary but most, like the "kam
pung" improvements pioneered in Indonesia include basic infrastructure
 

piped water supply, sewerage, grading and paving of certain roads.
 
Where frequent and heavy rainfall creates special problems (as in Indo
nesia, Thailand and Ivory Coast) stormwater drainage, erosion control
 
and paving of footpaths may likewise become basic project components. 

Beyond these "essentials", there is
a rich variety of activities
 
that have been tried. Some examples: 
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Peru's Aid-assisted upgrading program involes a process that
 

begins with preparation of a neighborhood plan showing the array of
 

proposed physical "actions"; public open space, community facilities,
 

vehicular and pedestrian rights of way, and lot boundaries. Based on
 

the area plans, responsibilities for grading and paving the streets and
 

sidewalks, for installing the water, sewer and electrical lines and for
 

building the various public buildings programmed are divided among arms
 

of the central government, municipality and parastatal utility compan

ies. In Peru, residents become eligible to receive formal award of ten

ure on their lots as a last phase of the process, when the neighborhood 

physical improvement program has been completed.
 

Korea's effort for Seoul also included preparation of a neighbor

hood plan and delineation of individual lots as the basis for awarding
 

tenure. Parks and recreation facilities were designated for leftover,
 

odd-shaped parcels unsuitable for building houses.
 

For many upgrading projects garbage collection stations are 

components of the program, and community facilities such as health 

posts, schoolrooms, community centers, parks and recreation are also 

included.
 

The Philippines' Tondo project is one of the most extensive,
 

affecting thousands of families in Central Manila. Its fairly elaborate
 

program included reclamation of certain low-lying areas subject to
 

drainage problems, and preparation of neighborhood subdivision layouts
 

in consultation with the residents. This process, called "re-blocking",
 

involved demarcation of public rights-of-way, sites for future community
 

facilities and individual plot boundaries which would eventually be the
 

basis for providing services and for granting tenure to the occupants.
 

The densely-developed squatter neighborhoods willingly cooperated in the 

reblocking, even though it meant major dislocation in certain blocks.
 

For by and large-the neighborhoods remained intact, even thourh essen

tial public services required some displacement.
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In Tunisia's AID-supported Mellassine project, social services
 
and activities to stimulate economic enterprise are integrated into the 
neighborhood upgrading scheme. Mother and child health programs, nutri
tional information, vocational or literacy training, and technical
 

assistance in support of loans to small business are examples of the
 
supplemental efforts that have been mounted.
 

In Lima self-help school classroom and bathroom construction has
 
been incorporated into some of the projects, plus community extension
 
services from the Ministry of Agriculture which offer residents plants
 
and advice on "reforestation" and breeding of small stock as nutritional
 

supplements.
 

One of the most important components of an upgrading project can 
be low-interest, long term loans for home improvement. 
These loans
 
augment the beneficiary families' capacity and desire to upgrade their
 
dwellings along with the larger neighborhood improvements. AID is
 
making special efforts to include home improvement loans in those neigh
borhoods where leasehold or ownership tenure exists or is conferred as
 
part of the project. 

Sites and services projects on nearby land may also be planned in
 
conjunction with neighborhood upgrading. These often have the express
 
purpose of serving families who choose to resettle out of the neighbor

hood or find themselves forced to move when lot boundaries are redrawn
 
or infrastructure is installed, as occurred in Tondo.
 

In some of the upgrading areas - notably Jakarta - one result 
of upgrading has been reduced overcrowding in densely developed neigh
borhoods. By contrast, a key objective of the Abobo Gare project in 
Ivory Coast - is to increase density in a neighborhood where existing
 
shelter is both poorly serviced and scattered. In this case, increased
 
density will expand rental opportunities for low income tenants. It
 
will also permit many owners to expand single story units into multi
story walk-up apartments, thereby generating increased income that can
 
be taxed to help defray the cost of installing utilities.
 

Although the range and variety of components that comprise up
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grading projects can be quite wide, there lies at the heart of each 

country program the fundamental objective of "catching up" with the 

backlog of need to provide basic infrastructure for the growing urbau

ized area.
 

Within ten years almost two-thirds of Jakarta's slum areas (where 

80 per cent of the city's population live) have been improved through 

extension of infrastructure services. InLima, Peru, more than 300 of 

the "pueblos jovenes" (young towns, as the squatter areas are called) 

have been designated for upgrading in a major program of 20 years' run

ning to provide them with basic infrastructure. The benefits of Hon

duras' upgrading program will eventually reach 700,000 to 800,000 people 

in that country's two largest cities. The total number of plots expect

ed to benefit through Botswana's commitment to upgrading as of 1981 was 

estimated at a number equal to almost 30 per cent of that country's hou
sing demand over the last decade. Thailand is building on the successes 

of its first upgrading projects to place highest priority on neighbor

hood improvement in Bangkok. It plans to upgrade neighborhoods contai

ning 30,000 dwelling units in five years. 
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III. Context and Rationale
 

A. The Context
 

The primary goal of shelter policy and programs - and the focus 
of this entire Workshop - is improved living conditions for the largest 
number of people. However broadly this goal may be defined, it means
 
fundamentally the expansion of acceptable shelter in suitable living
 

environments. 0
 

Today urban growth in virtually every part of the developing
 
world has outpaced the ability of the formal sector to build urban
 
housing and its supporting infrastructure systems. We do not need to
 
belabor the reasons. Rural-urban migration and natural increase of the
 
urban population have, moreover, swollen the need side of the equa
tion. Incomes are low and low-income households are numerous.
 

The litany of problems is familiar by now: the whole system for 
supplying urban housing is not able to produce at the scale and rates of 
speed that have become necessary, or at the price levels that these many 
new urban households can afford. Regulations and standards build in 
added costs. Subsidized housing for specific groups swallow available 
government resources long before more than a fraction of the national
 
need is met. Issues of land speculation, price, availability and tenure
 

conditions add further complications.
 

The results, of course, we have all seen: 
 families managing for
 
themselves somehow -- crowding into old, run-down structures originally
 
meant to accommodate many fewer; others squatting in whatever space they
 
can find at the urban fringe or in pockets of marginal land amidst
 
developed parts of the cities. In helter-skelter fashion the families
 
put up shacks of whatever materials they can find. The settlement areas
 
usually lack acceptable sanitation and readily accessible sources of
 
drinkable water or, in cases where these basic items of urban
 
infrastructure are present, the systems' capacities are seriously excee

ded.
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Sometimes the squatter settlements are highly organized, with the 

community members themselves providing mutual support. Sometimes the 

settlements are not squatments at all but neighborhoods on leased or 

owned land, substandard and illegal mainly because they lack public 

water and sewer line connections. 

As solutions to the problem of securing shelter, these various
 

settlement types demonstrate some extraordinary resourcefulness and
 

energy on the part of those who create them. Unfortunately, they also
 

present some very serious public health problems - not only for the
 

residents but for the larger community. Even though the inhabitants of 

these neighborhoods suffer most from the poor conditions of their living 

environment, general health and safety are also threatened by raw sewage
 

overflowing undersized pipes, mosquitoes breeding in standing pools of
 

water where drainage is inadequate, piles of accumulated garbage or the
 

acrid odors of open trash burning and the steep-sided ravines eroded by
 

years of heavy rainfall.
 

An early strategy of governments in responding to these problems 

was often to demolish the marginal settlements and replace them with 

"proper" housing. The results of this approach were universally disap

pointing. Only a small proportion of the original residents from the
 

cleared neighborhoods could be rehoused. The rest who were displaced
 

added further to the crowding in other, existing marginal areas or moved
 

on to turn new areas on the urban fringe into squatter settlements. The
 

social fabric of communities that had developed sometimes over twenty or
 

thirty years was torn, and the product of many families' efforts and 

investments -- cumulatively substantial though individually small, was
 

destroyed.
 

Though applied with the intention of moving a step forward, the
 

clear-and-rebuild approach proved to be a movement backward. Demolition
 

and relocation efforts of the Philippines, Tanzania, Brazil, Kenya,
 

India -- and other countries that have tried them over the years have
 

neither added to the inventory of adequate shelter nor discouraged the
 

continued formation and growth of squatter settlements.
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The number of households actually helped through these efforts,
 
have been relatively small in comparison with the numbers who received
 
no benefits at all and, indeed, may have found their living conditions
 
worsened. Political protests followed many of these attempts at clear

ance and relocation. Indeed, one of principal reasons why countries
 
have by-and-large ceased to demolish and resettle has been the fear of
 

growing civil disturbance if the practice continued.
 

A revised approach for dealing with marginal settlements has
 
clearly been needed. The situation calls for policy and action guided
 
by several very basic considerations, and it is in response to these
 

that upgrading programs have evolved.
 

B. The Rationale
 

A number of considerations can be advanced in support of upgra

ding:
 

1. Greater efforts in the shelter field are needed that concen
trated on the households least well served by existing housing construc
tion programs, i.e. people whose circumstances led them to settle in the
 
marginal areas, for the most part people at the bottom of the income
 

ladder.
 

2. In the interests of environmental health, public order and 
community stability, approaches are needed that can be implemented in
 
the short run to produce real benefits for large numbers of households
 

fairly quickly.
 

3. Heavy housing subsidies can not be sustained. It is better
 
to spread available resources by offering limited help to a much broader 
spectrum of families than more elaborate housing to a relatively few. 
Indeed, it is preferable to have schemes inwhich investment resources 
can be "recycled". If beneficiary households pay for the improvements 
they receive, even in small amounts over long periods of time, then the 
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funds for shelter programs can be replenished and reinvested for the
 

benefit of additional households.
 

4. Government can do only so much. Private resources and the
 

energies of individual families should be relied upon to the greatest
 

possible extent. Existing community organizations, too, should have a
 

role in the effort.
 

5. An effort is needed to provide adequate shelter by building
 

on the base of the existing housing inventory. There has to be an
 

alternative to tearing down neighborhoods and moving people around like 

so many blocks. The costs in human inconvenience and social disruption
 

-- like the costs in time, capital and administrative resources - are 

simply not supportable on a long-term basis.
 

6. Poor housing and lack of utilities are the most obvious symp

toms of deeper economic and social problems in marginal neighborhoods. 

Efforts to improve the physical surroundings could become the vehicle in 
which social services and economic development assistance are also in
troduced as part of more comprehensive approaches to deal with urban
 

poverty and despair.
 

Upgrading programs have not been adopted without resistance, how

ever. Indeed, upgrading has often been extremely controversial. Some
 

government officials argue that upgrading perpetuates slums and encour

ages further squatting, and that government-sanctioned programs should
 

match the higher aspirations of the countries' people. Opponents of
 

upgrading schemes may hold that cost recovery is politically infeasible
 

or ideologically inconsistent . . . at best, very difficult. They may 

point to other, perhaps more economically pruductive, alternative uses 

for specific pieces of centrally-located land occupied by marginal set

tlement. Where squatters have occupied government-owned land, there are 
questions raised about other, competing public needs for the land and 

when privately-owned land is involved there are questions of adequate 

compensation for the land owners. 
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In many cases difficult site conditions make the installation of
 
infrastructure expensive and the settlements are frequently in places 
subject to geophysical hazards - landslides, earthquakes, or severe
 
flooding. Actually, upgrading may not be the best treatment for all
 

marginal settlements in all cases.
 

Even some who acknowledge the rationale for upgrading believe 
this is not good long range policy for accommodating urban growth.
 
Their priorities for governmental action favor planning and servicing
 

raw land for Lesidential development in locations accessible to employ

ment opportunities. Often, however, it is possible to do both.
 

Many of the counter arguments are persuasive. Understandably, it
 
is difficult for officials to settle for solutions they fear compromise
 
their values. If improved shelter is to be national policy, however, it
 

is important to weigh the factors in favor of upgrading and carefully to 
compare its costs and benefits, timing and potential impacts against 

those of available alternatives. Perspectives shift when upgrading 

turns, on balance, to offer more impact for the money, greater 
feasibility or more direct benefits to particular segments of the target 
group than other approaches. Those counries which have tested, and 
subsequently expanded, upgrading into a full-blown component of shelter 

and urban development policy can testify to its value. 
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IV. Operational Aspects of Upgrading 

A. The Initial Commitment 

Countries adopt upgrading as part of shelter strategy for a 

variey of reasons; political pressure from neighborhoods restive for
 

improved conditions, recognition that subsidy of new shelter will have
 

limited impact, difficulty in locating sites for substantial quantities
 

of new shelter regardless of financing, policy commitments to spread
 

shelter expenditures between both new and improved housing areas, etc.
 

Regardless of the impetus, it is extremely helpful for national
 

governments to perform "affordability" studies as part of shelter stra

tegy formulation before initiating an upgrading program. Affordability
 

analysis is a means of arraying information on incomes against various
 

kinds of shelter solutions. Given necessary assumptions on proportions
 

of household expenditures that can be spent on shelter and on available
 

financing, affordability studies can indicate what kinds of physical
 

solutions--ranging from new housing of various types, to upgrading, to
 

nothing at all--households at various income levels and locations can
 

afford before any consideration of subsidy.
 

An example of an affordability presentation, for Swaziland, is
 

attached as Appendix A. It provides a perspective on the scale of
 

population which can be benefitted by an upgrading approach. It also
 

provides a framework for relating upgrading to other physical approaches
 

(e.g. sites and services, construction of core housing) that can realis

tically be attempted within a country's shelter strategy.
 

Other preliminary studies should also be undertaken before deter

mining the precise locations and forms for upgrading activity: diagnosis
 

of the range and variety of infrastructure and services needed to bring
 

neighborhoods up to a basic standard of livability: evaluation of the
 

tenure situation of residents in marginal neighborhoods (owners, ren

ters, squatters) ; identification of entities (both public and private
 

sector) responsible for providing facilities and services.
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Finally, there should be a realistic assessment of the level of
 
resources available for an upgrading effort, especially for an initial
 

pilot program that can test the nation's ability to perform. These
 
estimates should include:
 

-- funds available for both capital and recurrent costs, from 
national institutions and foreign lending agencies.
 

--funds available from the beneficiaries themselves, that is to
 

say, how much cost. recovery can be expected and what system can 
be devised to obtain payments on a regular basis regardless of
 

how 	 small those payments might be. 

At this point, decisions on extent of subsidy, if any, can be 
appropriately addressed and a specific pilot program designed. 

B. 	Site Selection
 

Political considerations figure prominently in the choice of site
 
or sites for an upgrading effort, especially the initial pilot underta
king. Nevertheless, it is extremely helpful to establish criteria for
 
site selection to guide the political decisions. For the very location
 
of a project area, the tenure and income characteristics of its resi
dents, the strength of local community organization will all become
 
principal factors in project success. Some basic considerations are:
 

1. 	Sites should, in relation to the overall pattern of urban
 
develcpment and surrounding land uses, be good residen

tial locations for the target group, i.e. accessible to
 
public transportation, jobs, community facilities and
 

commercial areas.
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2. Sites in areas subject to regular flooding, mudslides,
 
earthquakes or other geophysical hazard are--if there is
 

a choice--not suitable for permanent settlement and
 
should not be selected for upgrading. However, other
 

conditions which may make installation of infrastructure
 
'costlysuch as steep slopes, subsurface rock, unstable
 

soils, etc. should not, alone, be the basis for excluding
 
a given site from attention. In some cities, these are
 

the 	only options for informal settlement.
 

3. 	Costs of off-site infrastructure work should be minimized
 

by selection of sites closest to existing major
 
infrastructure trunk lines (e.g. roads, water, sewer,
 

etc.). Assuming there is additional capacity in these
 
systems, nearby communities merit priority over more
 

distant neighborhoods where costly trunk extensions would
 
be needed before any work within the neighborhood could
 

begin.
 

4. 	The existing tenure pattern is important. Whether the
 

inhabitants are squatters, owners, renters or combina
tions of these, relative availability of land records and
 

willingness of landowners (whether government or private)
 
to participate in a regularization of tenure for the
 

occupants are critical factors in ultimate success.
 

5. 	Existence of a cohesive community or a community organi

zation desirous of an upgrading project and capable of
 
supporting itwill be important factors in implementation
 

that requires resident participation.
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Korea established some specific criteria in identifying sites for
 
its successful upgrading projects:
 

At least 70 percent of the land had to be publicly owned. Where 
private land was included, assessments were to be made on those 
parcels to recuperate costs of upgrading the infrastructure. 

Infrastructure improvements could not require demolition of more
 
than 15 percent of the neighborhood's existing dwelling units.
 

The need for replacement housing (beyond requirements to accomo
date households displaced by infrastructure improvements) should
 
not exceed 10 percent of the remaining stock of units.
 

Required off-site infrastructure improvements should be no more
 
than 5 percent of estimated overall infrastructure costs for
 
upgrading the neighborhood.
 

Based on preliminary socio-economic surveys, at least 90 percent
of the neighborhoods' households should have incomes below the 
city's median.
 

The costs of infrastructure improvements to the area had to be 
recoverable by land sales at prices that enabled at least 90 
percent of the resident households to afford the plots they
occupied. Municipal revenues from these lot sales to be thewere 
basis for repayment of the loans that financed the infrastruc
ture. 

Korea's program of squatter upgrading was undertaken in context 
of national land use and housing policies which emphasi ,ed high-rise, 
high density multi-family apartment construction to achieve the greatest 
possible intensity of urban land use. Upgrading was applied to residual 
pockets of land where displacement for such transformation did not
 

appear socially or politically feasible.
 

By way of contrast, Peru's commitment to upgrading was elevated 
20 years ago to be a majoi component of that country's shelter policy. 
It deals with informal settlement in several types of area: pockets
 
scattered amidst other central city development, squatter invasions at
 
the urban fringe, and areas originally established as temporary shelter
 
for disaster victims but now pressed into permanent service.
 
Neighborhoods excluded from potential improvement under the "pueblos
 

jovenes" upgrading are those subject to severe geophysical hazards.
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Newer marginal settlements (winvasionsm) that have come into existence
 
since the upgrading program was promulgated lack official recognition.
 

Consequently they are also excluded from treatment at this time. In 
Peru, existence of active community organizations capable of promoting
 
resident participation has been an essential factor in assigning
 
priorities to individual neighborhoods. This has been a necessary
 
mechanism for actively promoting residents to sign up for infrastructure
 
connections and for gaining their committments to payment.
 

Potential cost recovery has also been a factor in site selection
 
for upgrading in the Ivory Coast. Abobo Gare, the major Abidjan pro

ject, is almost entirely on land owned by people whose ownership title 
can be readily documented. Most of the many thousand residents are 
renters. 
 Renting will continue after the upgrading work is complete,
 
but the owners will be assessed the improvement charges for the 

upgrading work.
 

C. Project Planning and Design 

Upgrading is an extremely complex activity that has to be orches

trated carefully. In many respects it is much more complex than buil
ding new dwelling units in new neighborhoods on undeveloped land. The 
components and sequencing of an upgrading project need to be thought 
through in advance, and there is a heavy premium on adequate project 
planning. Two basic steps are involved: initial physical and social
 
surveys and project design.
 

1. The Surveys
 

Careful and complete physical surveys are the first essential.
 

The neighborhood must be mapped and its characteristics delineated:
 
topography, existing dwellings and their conditions, existing utilities,
 

etc. Aerial photographic surveys supplemented by detailed on-site
 
investigation are 
the usual means of recording and analysis. Appendix B
 
provides an illustration, from Turkey, of the types of physical surveys
 
needed in advaice for an upgrading area.
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The social-economic survey of area residents is equally
 
critical. By now most countries have available teams of resident inter

viewers (from universities or consulting groups) who can design and
 
carry out survey work. It is importafit to utilize such local teams,
 
because of their ability to establish the rapport with neighborhood 
residents. The questions to be asked will often touch sensitive nerves,
 

and confidence in the interviewers is critical. Among the items of
 
information to be sought are:
 

numbers of residents and household composition; status of land 
ownership and household tenure; economic activity of all house
hold members and income generated from all sources including
rental payment of tenants; current shelter costs including unit 
rentals or ground rent; other fees or property taxes paid if any; 
expenses for water, electricity, garbige collection or other 
services paid for; investments in building materials and labor 
represented by present shelter; desire and willingness of house
holds to pay for infratructure improvements (eg. connecting to a 
public sewer); desire and willingness of households to make 
improvements in their dwelling or to expand it; perceived prob
lems in the area and residents' preferences on project priori
ties.
 

If possible, the interview program should provide the residents
 
with a picture of what types of improvements given sums could buy and
 
what various trade-offs among improvements might be.
 

Residents of an upgrading area should be allowed to choose as
 
much as possible from among alternative project elements, with
 
understanding of the budget trade-offs involved. In numerous Peruvian
 
pueblos jovenes, for example, residents expressed preference for
 

electricity and street lights over individual piped water connections.
 
Their argument: even though water purchased from itinerant sellers cost 
more than they would have to pay for piped water, electricity could not 
be trucked into the neighborhood and was therefore their preference.
 

These types of survey data are important, both for project design 
and for the long-run need to monitor and evaluate project performance in
 

inducing change.
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Lack of such survey data could affect project performance. For
 

example, evaluators of one Central American upgrading project observed
 

that the original use of simple rules of thumb regarding percentage of
 
income that households could afforeI pay had misled planners into over

looking additional costs implicit !.n even minimal shelter solutions.
 
Accurate estimates, based on survey data, should have takei. into account
 

the combined costs of financing h1ome improvement loans, for example,
 
together with: dwelling improvement investment, user fees for the
 

improved services, plus the municipal surcharges which were the means of
 

financing the infrastructure improvements. In one Panamanian project,
 

for example, two years after completion of a new sewage system, fewer
 
than 25 percent of the households with access had connected their 

dwellings. The costs of indoor plumbing were prohibitive, and the ones
 
who had made connections had financed them out of savings. 

2. Project Design
 

Once the survey information has been analyzed, a project plan is 

prepared. In designing the plan it must be recognized that upgrading
 
takes time and requires a sequence of actions which must follow each 

upon the other in some orderly fashion. A physical plan for an 
upgrading neighborhood should illustrate a series of stages in which the 

implementing measures are identified. (Failure to do this has been one 
of the problems facing Tunisia's Mellassine project. See below.) In 

preparing the upgrading plan it is better to keep the physical elements 
as basic and as simple as possible, even if they are restricted to
 

minimal infrastructure (water, sanitation, access improvements, and
 
drainage). Apart from affordability considerations, project designers
 

should recognize that administrative requirements are often new and
 
unfamiliar, difficult enough without compounding problems of coordina

tion. It is in the planning stage that the more complex elements of a
 
possible project--e.g. social and economic development services, reloca

tion of families, etc. should be thought through and their financing and
 
implementation assigned.
 



18
 

Above all, it is important not to promise the residents of the 
upgrading neighborhood more improvements than can realistically be 
delivered. The people must not suffer from unfullfilled expectations.
 

At the same time work should be initiated to help residents 
understand the importance of their payments in the scheme, precisely
 
what those payments are to cover and what penalties will follow if there 
is failure to pay. Families should not, for example, be led to believe 
their monthly service payments are buying them tenure (as happened in a 
Botswana sites and services projects) if this is not the case. On the
 
other hand, the burden is on the government to establish implementing 
mechanisms for the upgrading effort which can deliver on what is
 

promised.
 

D. Cost Recovery
 

If upgrading is to have either long term or widespread effective
ness as a means of resolving a society's shelter problems, cost recovery 
measures need to be built. into project design from the outset. Basical
ly, people will pay something..if not the whole amount..in return for
 
reliable municipal services. In general, where cost recovery has been a 
problem, it has not been because the beneficiaries were unable to afford
 
payments. In some cases, the residents have not clearly understood what
 
was expected of them and how payments relate to project benefits.
 
Sometimes payments were linked to expectation of services, and when
 
those services were not delivered, area residents withheld payments.
 

Costa Rica was one country in which upgrading proposals were not
 
implemented because cost recovery was a major issue. 
 The first problem
 
was the complexity in the form of valorization tax proposed. The more
 
major problem was a perception by the decision makers, that poor people
 
would object to carrying the full costs of improvements for their neigh
borhoods, when middle and upper income residents in other neighborhoods
 
were getting by without such levies. Clearly, equity !n levying service
 
charges or taxation will be a major stumbling block to cost recovery
 
programs involving the poor.
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Successful cost recovery requires more than an equitable scheme,
 
however. The responsible authorities must maintain accurate, up-to-date
 

records and take on a full commitment to make efficient collections.
 

This includes willingness to impose penalties and take other measures in
 

cases of delinquency. When water or electric service is cut off for
 

non-payment of charges the relationships are immediately clear.
 

There is a great variety among successful cost recovery
 
schemes. Some examples:
 

In Peru, a housing bank lends to parastatal utility companies
 

(water/sewer and electricity) to build the distribution lines in upgra

ding areas. Costs of capital improvements are recovered from the
 

beneficiaries through surcharges on their utility bills. Delinquency
 

results in cutting off the customer's utility service. Tenure granting
 

has often lagged behind this activity. Consequently the municipality
 
has held off plot taxation and is not yet able to recover costs of
 

improving its own services such as garbage collection and installation
 
of park and recreation facilities in the upgrading neighborhoods.
 

In the Ivory Coast, cost recovery is achieved through a bettc
ment tax imposed on property owners. It is expected that they will pass
 

the expense on to their tenants through charging higher rents. Increa
sed density in these areas will eventually help spread the costs of
 

infrastructure improvements among more dwelling units.
 

In Korea, the sale of plots to the households that occupy them is
 

the means through which the municipalities raise funds for defraying
 
improvement costs. In effect, the city provides the financing for the
 

difference between the land price and the infrastructure loan. Cities
 
are encouraged to set lot prices as close as possible to market values,
 

however, while keeping within the parameters of affordability by area
 
residents. The hope is to suppress speculation and replenish a conti

nuing funding source for subsequent upgrading efforts.
 
In Botswana, the Old Naledi and subsequent upgrading projects 

have involved granting of tenure by the town in the form of a "certifi
cate of occupancy" rather than fee simple title to the land. Monthly
 

payments of a "service levy" are charged to cover costs of the
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infrastructure installations, user fees for water from the shared stand

pipes garbage collection, and street lights where they have been
 

installed. No home improvement loan mechanism is yet in effect because
 
lending institutions do not recognize the certificate as a basis for a
 

mortgage. Nevertheless, many families have found savings or other
 

sources of funds for dwelling improvements.
 

In the AID-assisted Honduras projects, Tegucigalpa has been using
 
valorization assessments to recuperate up to the total costs of water,
 

sewerage, and electricity improvements. San Pedro Sula, which operates
 
a municipal water authority, amortizes water and sewer costs through a
 

surcharge on the monthly bills to users. Here promissory notes are
 
signed by individual beneficiaries and by the local community
 

organization for the group collectively. Honduras' view is that every
 
family should pay someting for its benefits, even if they can not afford
 

the whole share. Assessments may be made at full share, but payment
 
terms are tailored to the families' ability to pay. In individual cases
 
of extreme hardship, payments may be waived temporarily. For families
 
at the lowest end of the income scale, tax liabilities may be partially
 

subsidized out of a City revolving fund. It is a matter of principle,
 
however, that everyone must pay something.
 

E. Implementation
 

Together with cost recovery, coordination of various governmental
 

and parastatal agencies responsible for elements of an upgrading project
 
seems to be the most difficult task. Governmental structure is just not
 

established to handle easily remedial construction and socio-economic
 
welfare work that involves close coordination of diverse institutions.
 

Unfortunately, there is no general rule for easy implementation, except
 
one of advance planning to diagnose institutional problems before they
 

occur. 
 Each society has to devise an approach appropriate to its own
 
institutional structure.
 

In Tunisia, the Mellassine case below illustrates the scheduling
 

difficulties that can occur when the principal implementing agency (the
 
Municipality) lacks control over priorities in central government agen

cies which have major, complementary contributions to make.
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Other problems are encountered, however, when implementation is
 

assigned to a central government agency farther away from the usual
 

locus of responsibility for municipal development matters. In Peru,
 

officials of national government get bogged down under mounds of opera

tional details. Regional offices of these agencies have problems achie

ving coordination with independent parastatals and other branches of
 

their own ministries. When work is close to completion and the munici

pality is to take over, the upgrading neighborhoods then become loath to
 

give up their special favored-client status with the central government
 

authorities. In Thailand, the central National Housing Authority has
 

consolidated responsibility for making the physical improvements in
 

neighborhoods, but has considerable difficulty in getting the
 

municipalities to take over maintenance of the improvements once
 

completed.
 

For Panama, a special High Level Commission was created to pre

side over developing the large San Miguelito project area. Although
 

given broad powers to deal with land tenure, infrastructure, housing,
 

and other construction, this ad hoc body has come to assume little more
 

than a vestigial role. Real responsibility lies with the elected
 

officials of the District's five subdivisions. They have lacked suf

ficient staff capacity, resources, and supervision for these tasks.
 

There is always a danger in creating special institutional enti

ties to carry on new functions such as upgrading. Coordination in
 

government is hard enough to achieve without additional layers.
 

With upgrading, the objective should be to institutionalize the
 

process. Catching up with unmet needs for basic services should become 
a normal activity in the business of those existing agencies who already 

have responsibility for managing urban development. Where municipali

ties carry this responsibility for most urban services, depend on the
 

values created by development as an important source of revenue to
 

finance their services, and have potential to develop capacity to manage
 

upgrading projects, the municipality should probably have primary
 

responsibility. When social programs and economic assistance are inclu

ded along with physical improvements, the necessity of a resident pro
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ject staff that can engender confidence on a daily basis is essential. 
It is in any case probably best to initiate upgrading that can be car
ried out by small numbers of available staff and permit projects to grow 

as the experience and skill of the personnel increases. 

V. Mellassine Case Study
 

Tunisia's Mellassine project provides an excellent example of
 

approaches, successes, and shortfalls in an upgrading program. It has
 
been financed with a USAID Housing Guaranty Loan and funds from the
 

Tunisian Government (GOT). Implementation is primarily the responsibi
lity of the Municipality of Tunis. Preparatory work on the project
 

began during the mid-1970s, but actual construction of improvements
 

began in 1980.
 

Tunisia's interest in upgrading came only after the "classic" 

attempt to eradicate slum and squatter housing in Tunis had been tried 
with little success. Social cohesion in the remaining marginal areas 

was fairly strong, and there were growing instances of unrest over
 

economic conditions...including riots. Something had to be done to
 
demonstrate that government was concerned with the stability and support
 
of these neighborhoods. After preliminary studies with AID and the World
 
Bank, certain areas were selected for upgrading and social/economic 
assistance. Mellassine became a clear choice of a densely populated
 

neighborhood with serious physical and economic problems where quick
 

remedial action was necessary.
 

The neighborhood had, in 1979, 45,000 people in 4,000 dwelling
 
units situated on about 130 hectares, of which only 56 were actually
 

developed. Overcrowding was intense. According to the socio-economic
 

survey conducted before initiating the program, there were an average of
 
10.1 people per household, 1.9 households per dwelling unit, and 3.6 

people per room. 
From a "development" standpoint, Mellassine was extremely well
 

located in regard to employment and potential services: it adjoined the 
central area, had good public transportation, was close to a major 

hospital. Water and sewer systems were already installed. Only 41 
percent of the households had water connections, however, and 64 percent 

were connected with the sewer. 
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Most of the buildings in Mellassine were constructed of masonry
 
and other durable materials. The road system was fairly regular,
 

although streets were impaved and drainage was terrible. The
 
neighborhood was, in fact, situated on marginal land at the edge of a 
salt lake and was subject to severe seasonal flooding.
 

Unemployment was high in Mellassine. Despite the fact that the 
neighborhood was the center for a "District" in Tunis and had a district 
headquarters building and police station, community facilities and 

services were practically non-existent. About 50 percent of the popula
tion was under the age of 20. The 63 school classrooms in the. neighbor

hood resulted in a ratio of 1.75/1,000 compared with 2.6/1,000 in the 
city as a whole. Schools were operating with three shifts per day. 

Tenure in Mellassine was quite mixed. There were many squatters 
who had constructed and occupied dwellings illegally, but many legiti

mate renters and homeowners as well. The Municipality already owned
 
portions of the land, but there were absentee and resident private
 

owners and many parcels on which land title was cloudy.
 

A. Initial Planning
 

Considerable preparatory work was done before the actual
 

upgrading program was designed. One of the most important steps was for
 
the GOT to commission a detailed survey of physical and economic
 

conditions in the neighborhood. Skilled interviewers were employed, and
 
the baseline data derived were utilized in program design. They are
 

also helping both the Tunisian authorities and AID to monitor progress.
 

Simultaneously with the survey, work began on preparing a 

detailed physical master plan. This plan, completed in 1979, portrayed
 
all of the physical improvements to which the Tunisian authorities would
 

become committed: road and utilities systems, new schools, markets,
 
sport fields and other community facilities, and areas for expanded
 

housing and sites and services. The document was an "end state" plan,
 
that is to say it presented a new portrait of Mellassine for a time at
 

which all of the physical improvements would be completed. It did not
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include a schedule or a sequencing of the improvements themselves, an 
omission that would become a problem as implementation proceeded.
 

In addition to the physical improvements, decisions were made to
 
conduct a program of economic and social assistance in the ?-ighbor

hood. Also supported by USAID funding, this program was to involve a
 
team of Tunisian professionals, with US advisors, who would be stationed
 

within the neighborhood to perform their work. 
Cost recovery was to be an important objective of the Mellassine
 

program. Means were to be devised for long-term repayment of utilities
 
installation by ite beneficiaries. Tenure was to be granted to the
 

residents, and home improvement loans would follow. On all of these
 
"institutional" matters, Mellassine was to be the pilot project through
 

which approaches could be derived to apply to other neighbortoods in
 

Tunisia.
 

Primary implementation responsibility became that of the
 
Municipality and its public works department. Public Works was to be
 

directly responsible for certain improvements. It would coordinate
 

others that various national ministries and parastatal organizations
 

would actually build, and the Municipality would be responsible for the
 

socio-economic team. Detailed design and implementation began in
 

1980. The results after two years were as follows:
 

B. Physical Improvements
 

One of the principal objectives in Mellassine was to move rapidly
 
with basic physical improvements to demonstrate the government's since

rity in upgrading the neighborhood. Rapid results were achieved for
 
those projects directly implemented by the Municipality and by certain
 

powerful parastatal organizations who agreed to give the project prio

rity.
 

A specific physical objective was to upgrade (through stabiliza

tion, paving, curbing, etc.) 27,000 linear meters of roads. The
 
municipality handled the work and by early 1982, 50 percent of the
 
target had been reached. Already the neighborhood looked cleaner and
 
neater than other nearby marginal settlements. Garbage collection could
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be done regularly and thoroughly, and the streets of Mellassine began to
 

be indistinguishable fLom regularized settlement elsewhere. Mellassine
 

had no local market prior to the project. A new municipally-contructed 

market was almost ready for occupancy by early 1982. 

Parastatal organizations moved rapidly as well. The water target 

was to install 10,000 meters of line and direct hook-ups to the vast
 

majority of dwellings which had lacked service. By early 1982 (e.g. in
 

less than two years) this work was 95 percent complete. The sewer
 

target was to improve the system and install 7,000 meters of line. This
 

was totally completed. Mellassine had lacked street lighting, a factor
 

in serious crime problem. The installations were all in and operating
 

by early 1982. These agencies had indeed moved swiftly, utilizing
 

skilled crews, and had performed the work at or below original budget
 

estimates. Tangible improvements were taking place in Mellassine.
 

Work did not move so smoothly, however, on more complicated
 

physical changes or on projects for which other government agencies were
 

responsible.
 

A new shelter program was el.so designed for Mellassine on some of
 

the still-undeveloped land. The Municipality was to provide relocation
 

housing for scme of the families displaced by utilities improvements and
 

generally to reduce overcrowding. All told 87 core units and 300 lots
 

for sites and services were designated. The project had serious design
 

and cost problems and was re-designed before the AID-assisted financing
 

could be approved. In the meantime almost all of the displacement for
 

utility construction had occurred and as no units were ready, these
 

households had to resettle elsewhere. An equally serious problem was
 

that some of the housing land became subject to drainage and flooding
 

problems which, in this area, were more severe than when the upgrading
 

activity started. This, too, held up construction.
 

Serious miscalculations were made regarding the drainage issue,
 

originally flagged as a major site problem in Mellassine. Due to cer
tain nearby highway construction conducted by a government agency total

ly independent of the Mellassine plan, much of the project area inclu
ding sites for community facilities as well as housing was flooded
 

during rainy periods. While steps have been taken to rectify the prob
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lem, it will take considerable time and expense to correct. Thus while
 
major improvements have indeed occurred in Mellasine, in one respect
 

basic physical conditions have deteriorated.
 

Over and above the flooding problem, however, it was also clear
 
in early 1982 that critical community facilities commitments had not yet
 
been made by agencies outside the Municipality who were responsible.
 

School overcrowding had, for example, been targeted as a serious prob
lem. Four new schools were included in the master plan, but only two
 
classrooms were actually under construction and no new facilities had
 
been programmed. A similar situation pertained to a dispensary, gymna

sia and sports fields, a cultural center, PTT and Police stations.
 
Scheduling and construction of all these facilities were under central
 
government ministries. Other than persuasion, the Municipality could
 
not exercise any influence on the schedule or budgetary commitments of
 
these ministries. Since a timetable had not been established at the
 
outset of the project, to whi h all participating institutions were
 

committed, there could be no guarantee on when or whether the facilities
 
would actually be built.
 

C. Social-Economic Matters
 

Undertaking direct social and economic assistance to a marginal
 
neighborhood was a new activity for the Government of Tunisia. 
Mellas
sine was the first project. As a first project, it suffered from
 
organizational difficulties, financial constraints, and delays. Unlike
 
the physical improvement side for which quite precise targets of
 
achievement could be set, both the Municipality and the professional
 
staff struggled with defining objectives and expected accomplishments.
 
As a result, much of the socio-economic work lagged behind the physical
 

improvements.
 

Nevertheless the several-member professional team became adept at
 
winning confidence from residents of Mellassine. They were headquar
tered in the neighborhood, and their daily presence represented 
 tan
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gible sign of government sincerity to provide service to the commu

nity. In the period of less than two years, therefore, there were some 

striking accomplishments.
 

The team set up a vocational training program to teach teen-age
 

girls skills, primarily sewing. A nearby training center was augmented
 

with staff and equipment, and some 300 young women became beneficia

ries. Surveys of maternal health and nutritional conditions were under

taken and programs of information and re-education initiated to reduce
 

infant mortality. An extensive program of family case work was begun, 
involving almost 1,500 visits in 1981, within which the project staff 

dealt with financial, housing, employment and other problems. A lite

racy program was initiated, inwhich over 100 residents were enrolled.
 

Although long delayed, by March 1982 an AID-assisted credit
 

program for small businesses in the area was launched. Indeed, a
 

surprising number of small firms were discovered through a direct survey
 

in Mellassine, far more than had been anticipated in the census. Once 

the recipients of the business loans were identified, the project, again
 

with AID support, would work with each beneficiary to help in conveying
 

basic bookkeeping and management skills while the loan was being repaid.
 

Perhaps the most striking ac..Aevement of the socio-economic group 

had little direct impact on Mellassine itself. After two years a well

functioning team of diverse professionals had been created, with relati

vely high morale despite a seri3s of frustrations. They began to ope

rate as a team which could extend its services within Mellassine or
 

expand to other neighborhoods as resources and government commitments to
 

upgrading increased. But even the team members themselves acknowledged
 

that tangible results of their work in Mellassine would be extremely
 

difficult to identiij The problems were too great. The time had been
 

too short, and the bas: poverty levels persisted.
 

One example of resistent conditions was unemployment. While the
 

project team had initiated skills training for girls, little progress
 

was made on jobs or training for the large number of unemployed men.
 

Some work was found on the municipal construction jobs, which terminated
 

when the projects were complete. The parastatal agencies, furthermore,
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declined to employ labor from the project area. They had their own 
trained crews and did not want to "dilute" progress by taking on unskil

led residents.
 

D#Other Issues
 

In two aspects of the original objectives, extremely little pro

gress had been made by early 1982. Cost recovery was one of these. The
 
Municipality had designed a system for levying charges on residents to
 
defray the costs of water, sewer. i.ghting, and other installed facili

ties. A computerized record-keeping system was also established. No
 
implementation had taken place, however, as the precise organizational
 

responsibility for collection was still to be defined. In the meantime,
 
many of the facilities were installed and the residents were benefiting
 

from the service. While they know charges will one day be levied, the
 

longer it takes, the more resistance to paymentwill probably occur.
 

Devolution of land title is the other. Again, providing secure
 

tenure was a major goal of the project. Here, too, implementation 
proved a mr more complicated affair. The city had taken the first 
step of e,: ading municipal ownership into some of the properties which 
would later be conveyed to residents. Decisions had been taken to 
establish some form of long-term leasehold that would provide security 
and mortgageability for housing improvement. Nevertheless, as in many 
other countries, clearing up title issues was proving to be a long, slow 

process and it looked as if some time would be required (as yet unde
fined) before actual title transfer could occur. As a result, loans 

for improvement to individual shelter have not yet been made and relati

vely few properties have actually been upgraded. 
Yet another issue underlies much of the Mellassine activity:
 

community participation. Given the political and traditional structure
 
of Tunisian society, there has been relatively little experience of
 
neighborhood participation in major public decisions. Except for the
 

initial diagnostic surveys, the residents of Mellassine have had little
 
direct input into the design and placement of the public works improve
ments. Even in the socio-economic support, decisions have been made by
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defray the costs of water, sewer, lighting, and other installed facili

ties. A computerized record-keeping system was also established. No
 
implementation had taken place, however, as the precise organizational
 

responsibility for collection was still to be defined. In the meantime,
 
many of the facilities were installed and the residents were benefiting
 

from the service. While they know charges will one day be levied, the 

longer it takes, the more resistance to paymentwill probably occur.
 

Devolution of land title is the other. Again, providing secure 

tenure was a major goal of the project. Here, too, implementation
 
proved a much more complicated affair. The city had taken the first 
step of expanding municipal ownership into some of the properties which 

would later be conveyed to residents. Decisions had been taken to
 
establish some form of long-term leasehold that would provide security
 

and mortgageability for housing improvement. Nevertheless, as in many
 
other countries, clearing up title issues was proving to be a long, slow
 

process and it looked as if some time would be required (as yet unde
fined) before actual title transfer could occur. As a result, loans 

for improvement to individual shelter have not yet been made and relati

vely few properties have actually been upgraded. 

Yet another issue underlies much of the Mellassine activity:
 
community participation. Given the political and traditional structure
 

of Tunisian society, there has been relatively little experience of
 
neighborhood participation in major public decisions. Except for the
 
initial diagnostic surveys, the residents of Mellassine have had little
 
direct input into the design and placement of the public works improve
ments. Even in the socio-economic support, decisions have been made by
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the authorities and information conveyed to the residents. There is a
 
deep concern within the Municipality as well as the project team that 
community participation has been insufficient, but no clear ideas on how 
to increase that involvement without opening up potentially dangerous
 

issues of control.
 

VI. Measures of Success
 

There are no rigid black-and-white standards of success in the
 
business of upgrading. Each country has to go through the process of
 

learning how to cope with its shelter problems in terms of its own ever
changing circumstances. The squatter settlements and other marginal
 

neighborhoods have been created over generations. Their problems will
 

not be solved in a day or two years.
 

Failure in these terms is failure to acknowledge the full range
 
of shelter needs, failure to try to grapple with the problems of shelter
 

and settlement, especially of the lowest income groups. Failure is
 
clinging to inappropriate or harmful policies such as excessively high
 
standards, heavy subsidies, or deomolition of whole neighborhoods when
 

other workable solutions such as upgrading are available.
 

Successes are degrees of achievement toward meeting needs, sol
ving problems, improving living conditions, extending urban services,
 

removing unhealthy and unsafe conditions, increasing skills and adminis

trative efficiency and fairness in distributing benefits.
 

We need to measure upgrading projects against this conceptual
 
model. Upgrading works if it brings the costs of improved shelter
 

within a range the target groups can afford and if expenditures are,
 
indeed, recovered from the beneficiaries. If upgrading is accomplished
 
without major .ubsidies it should be replicable, and we can look to see
 

if it is replicated where appropriate. By incorporating upgrading 
programs into the normal course of managing urban development, countries 

should eventually be able to make substantial gains against the backlog 
of unmet need for basic urban infrastructure and livable neighborhoods. 



APPMiDIX A: EXCAMPLE OF AFFORDABILITY PRERMMATION 



Table V-8 
EST3IATED HOUSM UM AND AFFORDABILTYa - 1978

(Based on planning assumptic,,- not empirical data. Footnotes appear on following page.) 

SwazilandSwaziland Cars Region Core RegionUrban Families in Urban Families inUrban Families Urban Families informal Sector Housing Informal Sector Housing 

Number Number I Estimated Number A Estimated Number-
Total Families 
 30,830 100% 
 19,430 
 100% 14,500 100% 
 9,200 100%
 
Znccme Distribution (1) 
High Income (E 3504) 
 4,000 13% 
 2,530 13% 
 - - -Medium Lncome (E 160-350) 10,480 34% 



6,600 34% 
 1,500 10% 
 900 10%
Low Income (under E 160) 16,350 53% 10,300 531 13,000 
 90% 8,300 90%
 

Sheltar Affordability b7 
Low ncome Families (2)
 
TotaL Low 
Income Families 16,350 
 100% 10,300 
 100% 13,000 
 100% a,300 100% 
Can Afford One 
Bedroom House 0 (E 4140) 
at 25% of Income(E135-160 monthly income) 3,400 21% 2,140 
 21% 1,600 12% 
 1,010 12% 
Can Afford Full Sites and 
Servicesc (E 3000) at 25% 
of Income (E 110-135monthly income) 3,420 21% 2,160 21t 2,250 17% 
 1,430 17% 
Can Afford Basic Sites 
and Servicesd (E1500) 
at 20% of Income (E 75100 monthly income) 4,390 27; 2,760 27% 
 4,000 
 31% 2,560 31%
 
Can Afford Squatter 
Upgrading e (E400) at 
10% of Income (E 45-75monthly income) 3,100 19% 1,950 
 19% 3,100 
 24% 1,990 24%
 
Cannot Afford Economic 
Housinq (ls than E 45monthly) 
 2,040 12% 1,290 12% 2,050 16% 
 1,310 16%
 

Source: Rivkin Associates, Inc.: Swaziland Shelter Sector Assessment; USAID, 1978
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Foornoter to Table V-8 

Housing Prototyes - Zllus.ative Standards and Costs 

a. 
Market Level Financing Term at Swazi-land DeveloeEnt and Savings 
Bank. 10% down, 11% interest, 25 year term for repayment (not
 
past 25th birthday) 11.8% constant payment per year, maximum 301 
cf income for 	debt service.
 

b. 	 One Bedr-m Vf bLea Lr.,.One bedroom plus sanitarv core, 
kitchen and li7ing H2room with 37 gross building area at 12.8 
per acre. Aided self-help unit. Mortgage includes insurance costs. 

Total Coat a E 4140 

Down Payment 414 (10%) 

Mortgage E 3726 x ll.8%/year a E 37/month debt servic 
25% of income requires Z 148 per month of household income 
30% of income requires E 123 per month of household income. 

c. 	 Fully Served Sites and Services. Individual water tap 	for each
 
dwelling unit, sewerage, sanitary core, 330 K2 plots (6 pWr acre), 

no ealectzicity. 

Total Cost - E 3000 including land, infrastructure, and 

materials for house 
Down Payment 300 (10%) 

Financing 1E 2700 x 2.4%/year (20 year term) = E 28/month 

debt service 
25% of imco e requires L..O per month of household income. 

d. 	Basic Sites andServices. Water standpipe for each 4 dwelling
 
units, individual pit latrine, lots 6 
 12/acre.
 

Total Cost -
E 1,500 including land, infrastruccure, and 

materials for he -

Down Payment 150 (10%) 
rinancing E 1.350 x l 3 .6%/yeLr (15 year tear) - E 15/month 

debt service 
20% of income requies E 75 per month of household income. 
25% of income would require E 60 per month of household income. 

e. 	Squatter Uprading. 
Pit 	latrines, footpaths, etc. as called for 
in individual projects. 

Total Cost - E 400 including infrastructure only 
Financing E 400 x 13.6%/year (15 year term) - E 4.50/month 

debt service 

10% of income requires E 45 par month of household income 
25% of income would rquirse E 18 per month of household
 

incMa. 
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APPENDIX B: EXAMPLE OF PHYSICAL SURVEYS MVR UPGRADING
 



(34) UrJ DWELLING ENVTRONM MIS 

3 	 ZEYTiNBURNU, 
Istanbul 
POPULAR, LOW/MODERATELY LOW INCOME, 
SQUATTER HOUSES/WALK-UP APARTMENTS 

4)r-

LOCATIONt Located on the Sea of Marmara, r 0 
outside the old city wlls, the settlement 

Is approximately 7 km. from the city center. 1L 
The district of Zeytithurnu covers an ares of E4 

40 k= 
2 

. The locality boundaries are defined 
byr the London Highway on the north, to the 0 
mouth the transcontinental railroad-rapid 

Q) 
transit line and adjacent industry. instltu-L 
tional and Industrial development on the " 
east, and Veli Efendi Hippodrome to the west. 

ORIGINS: In 1880 the Zeytinbumu region. 

part of two large vakif (religious) foun

dations. was donated by the Sultan as a 4-1 
favor to the Ar'enian coranity. Political a 
influence prevented the ares from being de

veloped. Between 1911 and 1914 Priest Agop, -
under whose name Zeytinburnu was registered, (1) ra 

YrTINBURW.Istanebnl, (top) View from a minaret. 
The tight 9CeaPing of squatter d..slinqg occur dmoeT 
to sarpasion for rental purposes or as familles re
elvon mbers. Card.heSr. highly 6., loped by 

the r.sidents. walk-up oiparremot tnaidi.ar e 
qIninl to totplare origtIa sqatter ron retos 

tbottms The sai street Is typical of thb growth 
and aloSlition of a squatter settlement into the 
oban *nirorament highly commercial. otoim lle a" 

i.." 

oriente .u.btantill and 
building con'trurtin.. 

fairly gghl tclt d • "a-. " . -
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CASE TUI,: ZF.YTIIIMiII,;tt (3 r,) 

Sol- d , ais of the land to pri-vrtr. irli, id

.1. /Ater his death the re-oinri- l-.

, ........ to the Vakifl .. A lndri . tit..
 
Th~71efitst constrtitJ,ll -7.111squatter ~.-

MS4 and cntinued until 150. Aft,,r 

beJnq snwvd from destrutction by th,. -Athor
itirs in 1 48 Ssnre rapid de-1,t, j-t 1l-1 

were mlalrt sturated. Fr-' JqhS 19q~ 

the Vkiflr AdMinistration -1id ,,rts ,f 
the land to squatte-rs to ac--rd-n.. 1i, 

eqislation tN. 6188. hiecvte "f titr 

pt,6ems not all squatter --i.'rs n VtAkif 
laid received their land titl,.s. P .lizing 

tU.- exnSe of retini-inq thei r land., privt.

land owners began selling land to sqluitter,. 

Instead of parcelling their land. srn.- larqe 

land ovners sold shiares in their land. 

Thus 40 to 50 squatter. =Sltle" o. p--ir1 
land. In sowm cases a pie- mf lit 

has three different parties cl.imint c'-.

s.1i1pti- prinrate owner. the V.4titIa Ia. 
istratiovs. and the Municipalli. it 19%7 

Z9ytinbturn. becam a district. Thn for 

tie firststrativatim . withinare.the anad1rit -nitsqua.tter b--ce1,idarjs of 

the Municipality of Istanb l. 

IAY0UT: The layout is tylical of squatter 

ettlr'nts that develop on flt lan. .o
cal factors rather tfan Ihialcal fren 

determine layout. The squatters cr',tr" their 

own cluster groupinqs and blocks. Ithe iticks 

are larqe enough to allh lots of virid 

siZe. n cornfiguratlns tiroecer I 

dent of the circu latlmo netw-r ; cm

,, .n of row, . e,,-detche ,ntdr,ta.d 

one story masonry and oncrete t-111t in-. 

pteaotinate. With tIe irplecr-tt t,,,f 

Sq uatter anof 1966. Zryt jin" noci 

designted ASa rehabilitative , 1 ,Jtter 

A plan of lot sulbdiv1ii,n ,t-l.' 

saving mast of tihe existing cnitit-nn.r 

Since then many residents have -rrilvd land 
Concurently. plslntrj for t1.,

1sproverent of streets arid infr...t. -to.', 

Ietworks was initiated. Lint valnc. h.ve 

begun to increase to the poiit where itA

antI.i in-s.tnt is being md.- in the 

d..-lopment of three to fi story -rip 

aat tnrt buildings typical of ti-n to,,....! 

treriglinit middle incoer areas of lIt.-ibul 

F ILLC. 1.l,j. 



(36) I'PRIA. ffDELLING ENVIRONHENTS 

LAND USEt " .rly an agricultural area 

Zeytinburnr. ras become primarily residen-

tin]. Mosques, schools, and limited comn---_ 
munity facilities are scattered throughout 

the locality. A large complex of schools 

-__.____.__--

- -. 

______.. 

_ 

___"___________: 

__ 

-_ " 

.. 

________ 

a n d a f r ' r e l o c a t e d o n the we s te rn edge_
of the site. Commercial and limited light 

industrial activity is concentrated along 

major circulation routes. The major com-

mercial.activity originates at the railroad-_______________ 
rapid transit station and extends north 

through the community. Increasing land val--_____________ 
ues have encouraged redevelopment of land____________ 
from single to multi-story constrmction as 

well as changing land use from residential 

to cosimercial. A strip of heavy industry is 

located between the locality and the Sea -

-

_ _ _ __ 
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Ain.. 

:=-_-

___ 

_ _ _ _ 

_ _ 

55 

'9A STLE 

KEY ____ ___ 

P 

F 

N 

MR 

I 

L 

U 

Police 

rir, 'ccpartnent 

School 

moslu.. 

R ecreation 

Library 

University 

MUM 

N 

ro 

n 

I 

C 

aman-m 
EnM 

Pont Office 

Social Services 

Market 

Ceetery 

Bus 
Rapid Transit 

LOCALITY LAND USE PATTERN 
1 

I i'1iI(} 

100 seam 



CASE STUb s ZtVTINURUU (37) 

0*00!" *CIP.CULATIOt Heevy vehiculer circulation 

Lcuts through the locality from the south

* - went to the northeast on a paved road which 

follows the original Irregular circulation 
grid. Because of the many turns, narrow 

streets, comrcial activity, and hiqh traf

fic volume of buses and private mini-buses, 

Z00 this ajor circulation path is congested. 

• Ileavy pedestrian and vehicular traffic 

* exists slong Sth Street. a boulevarded 

route through commercial development to the 

rapid tranuit-railroad station. Most re

sidential Streets are paved or are in the 

process of being paved. Where building and 

gnrden wall@ used to define the street, new 

construction Is incorporating curbs and 

sidewalks. Although most =;.ment within 

the locality Is pedestrian. streets mie usu
ally wide enough to aceoIodate limited ve

hicular traffic and parking. 

: Immm Vl1ll CULJ R 

.!i "'" ......... P DtSTRIAN 

LCLT CI.UA .A........
 

e 


.~....
.. -........ .
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(38) ubAN DWLLING ENVIRONMFJ4TS 

POPULATION, According to the 
1970 Census 

the locality had a population if 117,200 
persons. In 1960, 551 of the population of .vlE 
AO,079 were between 13 and 65 years of age.
 
526 were foreign born immigrants mot coming 

from Yugoslavis, Bulgaria, Creaces and ro

mania. 25% migrated from the Black Sea 

Region of Turkey. 656 Of the males migrated 

to the area directly from their villages. 

561 of the families were homeowners. 776 of 
these families did not have land titles. 
 On
 

the average there were 4.71 persons per 

household and 2.92 persons per room. 56.76 

of the population was illiterate. 

INCOME, Available statistical data dates 

back to 1962-65. The $793 ani.ual median 

family Incoe of 1964 has doubled or tripled 
by 1975. Nore than half of the working pop- A 

ulation are laborers. The rest are trades
men, artisans, or government employees. The 

majority work within walking distance of the 
industrial areas of Bakirkoy. Zeytinburnu and -. 

Kalicesue. About one fourth of the labor 
force work in the historic peninsula. At 

least one half of the paople live in rental 
units. One room squatter dwellings rent for 

a minimm of $15 per month. 

I.Lt.iaUpu. ietacbol, (top left and right) View 
of clsatar ourts which in many inetances are 
created as dwellings expand for multi-foally use. 
Sicese into clusters is usually undevolop-d. Noticethe tele.iio "to-sm. 

(bottom left) Walkways are defined by property weallsJjand d&ellinqa. walk-me apartment In backqround is'. 
rscant. A small store is incorporated in the first 

~ z-l*i 
i.. 

"-.o 
floor. 

(tsttue right) Ondvelopd residential street. Con
struction at left without a tile roof I. numal. 
rvn though this building is only for storag./ani als" 
.1-,t all buildings ha" tile toos. 
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CASE STUDs ZETTINBURIU (4) 

LOCALITY SEGMENT LAND UTILIZATION DATA
 

DENSITIES 
Total 
-bar 

P.4a 
Ktar. 

DensIty 
N/t 

LOTS 700 16.0 44 
DWELLING UNITS 1400 16.0 e. 
PEOPLE 6720 16.0 420 

AREAS Hecta.es Pr.-t.".j 

PUBLIC (strets. walk.a.s 3.5 22 

SEMI-PUBLIC (open ip.ct.ached.S. c Ity crt-aIl .5 3 

,s PRIVATE s.l1inq.shop*. It.7 73 
factori.s. lots) 

SENI-PRIVATZ icloster -t) .3 2 

TOTAL 16.0 100 

j 
NETWORK EFFICIENCY 

ou~~ntworklenqth (circulation) *35r/ 

t areas Ierved circult .lotl) 315 

j AVERAGE LOT AREA - 167 a 

i 

i Ai 

LOCALITY BLOCK LAND UTILIZATION DATA 

DENSITIES 
Total 

-bar 
Area 

uftta. 
Density 
u/sa 

LOTS 32 .57 56 

DWELLING UNITS 64 .57 112 

PEOPLE 26 3 .57 462 

% ...... AREAS Keta... ter.entaqs 

PUBLIC Istruat.. wlkway. .09 16 

SENT-PUBLIC lip
.CI.. rossonlty 

spices,
_t...I) 

PRIVATE 
fRatoI.a. lot.) 

hope.l.47 51 

SEMI-PRIVATE (rlusteourts) .01 3 

TOTAL .57 100 

NETWORK EFFICIENCY 
S s m R network lenoth(erculaticn) 

areas serve~dcirculaton,5tsT- 22 a/Na 

LOCALITY BLOCK PLAN 1:100 AVERAGELOT AREA 147 a2 



(4;2) URBAN DWELLTNGENVIROTMENT 

ELEVATION 
SECTION 

F 

I 

,L 

r 

-Lj [L_j 

r!n 

- I F 
-

--. 

I 

_J 

r33 
x 

Sr .K 

.J 

-1,r - -

KEY 
L Living Room 

Dining/Eating area 

Bedroomne-~o 
Kitchen/Cooking Area 

Toilet/Bathroom 

L Laundry 

C Closet 

8 Storage 

R n (multi-use 

ICOURT 

II $ tim 

TYPICAL DWELLING 1:200
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CIRJTPL MlUD W. 
PROFITIma VARIAB ANLYSIS 

NET INCOME [EXPENSES 
% OF 

AS 

REVNE REVENUES 
REVENUES 

PROFIT MARGIN DIVIDED BY 
EXPENSES 

EXPENSES AS 
%OF 
AVERAGE 
ASSETS 

ET U . M' 0.4 T I ME S 
GROSS INCOME 

-'- -- - - - - . 

ASSET MIX WEIGHTED 

I1ETIJRN 

L ASSET UTILIZATION DIVIDED BY ASSET YIELDS 
YIELDS ON 
AVERAGE 
ASSETS 

ON 

-QuITY TIMES 
AVERAUE ASSETS 

AVERAGE ASSETS 

.. ..... __ _SCHEDULED 

GROTH ITEmS 

EQUITY MULTIPLIER DIVIDED BY PROFITABILITr LOSS POTENTIAI 
IN ASSETS-. 

credit risk 

earkt risk 

Prcparid by Dr. David 11. Cole 



NORTHIVESTERN FEDERAL SAVINGS & LOAN ASSOCIATION 

A SYSTEM OF FINANCIAL RATIOS AND MEASURES
FOR ANALYZING 
FINANCIAL POSITION AND OPERATING PERFORMANCE 

PROFITABILITY MEASURES: 

1. Return on Average Total Assets 

2. Return on Average Earning Assets 

3. Return on Average Equity 

II. COMPONENTS OF PROFITABILITY: 

4. Profit Margin 

5. Asset Utilization 

6. Equity Multiplier 

7. Earning Assets to Total Assets 

,I. SPREAD MANAGEMENT MEASURES: 

8. As% of Gross Revenues: 

a. Net Interest Margin 

b. Net Non-Interest Margin 

c. Income Taxes 

d. ProfitMargin 

9. As% of Average Total Assets: 

a. Net Interest Margin 

b. Net Non-nte--est Margin 

c. Income Taxes
 

d., Return on AverageAssets
 



10. As % of Average Earning Assets: 

a. Net Interest Margin 

b. Net Non-Interest Margin 

c. Income Taxes 

d. Return on Earning Assets 

IV. YIELD REQUIRED TO BREAK EVEN: 

11. As % of Average Total Assets: 

a. Interest Expense 

b. + Provision for Loan Losses 

c. + Non-Interest Expenses 

d. - Non-Interest Income 

e. 	 = Interest Yield on Total Assets 
(Break-Even) 

12. As% of Average Earning Assets: 

a. Interest Expense 

b. + Provision for Loan Losses 

c. + Non-Interest Expenses 

d. - Non-Interest Income 

e. 	 Interest Yield on Earning Assets 
(Break-Even) 

V ANALYSIS OF PROFIT MARGIN: 

13. Operating Expenses/Operating Income: 

a. Salaries and Wages 

b. Officer and Employee Benefits 

c. Interest on Deposits 

d. Interest on Borrowed Money 

e. Net Occupanc Expense of Premises 

f. Provision for Loan Losses 



VI 

13. Operating 1 xpenses/Operating Income: 

g. All Other Operating Expenses 

h. Income Taxes 

i. Net Securities Gains or Losses 

14. Operating Expenses/Average Assets: 

a. Salaries, Wages and Fringe Benefits 

b. Interest on Deposits 

c. Net Occupancy Expense of Premises 

d. All Other Operating Expenses 

15. Interest Paid/Total Savings Deposits 

16. 	 Income Taxes/Nef Operating Earnings 

ANALYSIS OF ASSET UTILIZATION: 

17. Return on Loans 

18. Return on U. S. Treasury Securities 

19. Return on Federal Agency Securities 

20. Return on State & Local Gov't Securities 

21. Return on Other Securities 

22. Distribution of Total Assets: 

a. Cash Assets 

b. U. S. Treasury Securities 

c. Other Securities 

d. Loans 

e. Premises and Equipment 

f. Other Assets 



23. Distribution of Loans: (Year End) 

a. First Mortgage Loans: Residential 

b. Construction Loans 

c. Commercial Loans 

d. Consumer Loans 

e. All Other 	Loans 

24. Other Operating Income/Operating Income 

VII. 	 ANALYSIS OF LIQUIDITY: (Year End) 

25. Cash Assets/Deposits 

26. Legal Liquidity 

27. Loans/Deposits 

28. Large 	Unit Certificates/Total Deposits 

29. 	 Percentage of Investment Securities
 
Maturing Within Two Years
 

VIII. 	 ANALYSIS OF EQUITY MULTIPLIEER AND SOLVENCY: (Year End) 

30. Capital Accounts and Reserves/Total Assets 

31. Capital Account and Reserves/Risk Assets 

32. Capital Accounts and Reserves/Loans 

33-	 Loan Loss Provision/Non-Cash Assets
 
(Three Year Average)
 

34. Net Earnings/Non -Cash Assets 

35. 	 Required Earnings (2 x Loan Losses
 
Divided by Non-Cash Assets)
 

36. Equity 	Capital/Non-Cash Assets 

37. Required Equity ( 40 x Loan Losses 
- Divided 	by Non-Cash Assets) 

38. F. I. R. Ratio 



IX . ANALYSIS OF GROWTH:
 

39. % Change in 

40. % Change in 

41. % Change in 

42. 76 Change in 

43. % Change in 

44. % Change in 

45. % Change in 

Total Assets 

Loans 

Deposits 

Capital Accounts 

Total Operating Income 

Operating Expenses 

Net Income 

46. Internal Generation of Equity Capital 

47. Break-Evan Growth Rate in Assets 

X. COST OF FUNDS: 

48. 	 Interest Paid on Deposits & Borrowings
Divided by Average Deposits & 	Borrowings 

49. 	 X Average Deposits + Borrowings/
 

Average Assets
 

50. = Interest Paid/Average Assets 

51. + Operating Costs/Average Assets 

52. +Desired Profit Before Taxes/Average Asset.s 

53. Required Asset Utilization 

54. •/. Ratio of Earning Assets/Total Assets 

55. f Required Yield on Earning Assets 



PROFITABILITY ANALYSIS 
INCORPORATING SPREAD MANAGEMENT 

COMPANY Nnrthrqt-n P~r '! S & T. 	 YEAk 1975 & 1974 

AOF GROSS REVENUES OF AVERAGE TOTAL . OF AVERAGE EARNING1 
000's ASSETS ASSETS 

.1975 1974 1975 1974 1975 1974 

2. 	Interest 4,730 4.518'i
 
Income 94.188 96.1658 6.7996 6.6241 6,'9296. 7.1192
 

2. 	Interest 3.902 ) 3,730 
Expense 77.696 79. 3925 5.609 5.4687 5.7162 5.8774 

3. 	NET INTE 82 8 788" 
MARGIN 16.492 16.7733 1.1906 1.1554 1.2133 1.'2418 " 

'4. 	Non-Interes 291 180
 
Income 5.811 3.8342 .4196 .2641 .4276 *.2639
 

5. 	Non-Interes
 
-Operating 942 859
 
'Expenses 18.773 . 18.2881 1.3553 1.2597" 1.3812 1.2588
 

6. 	 NET NON-INTEREST 
OPERATING (651 ". (679) 
MARGIN (12.961 ) "(14.4539 (.9357) (.9956) (95.36) (.9949) 

7.. 	 INCOME . 12,0 .19 " .
 

TAXES 2.389 " .4149 .1725 .0286 .i758 .0286
 

8. 	PROFIT 57 89
 
MARGIN 1.141 1.9043 X X X X X X X, X X X X X
 

9. 	 RETURN ON V "
 
ASSETS X X X X X IX .082 7 .1312 X X X X X
 

;0. 	RETURN ON
 
EARNING. 
ASSETS X X X X X X X XX X X X 

*W .109 

Average Total Assets __Ayerage Earning Assets.
 
1974 68,218, 140 1974 "63,474,341
 
1975 69,574,779 1975, 68,269,294"
 

Gross Revenue 
1974 4,699,021 
19715 5,022,677 



PROFITABILITY ANALYSIS
 
INCORPORATING SPREAD MANAGEMENT
 

COMPANY Northwestern Federal S & L YEAR 1976 & 1975
 

.%OF GROSS REVENUES OF AVERAGE TOTAL " OF AVERAGE EARNING 
900' s ASSETS ASSETS 
1976 1975. 1976 1975 1976 1975
 

2. 	Interest $ 6,131 $ 4, 730
 
Income 94.469 94.1883 7.235 6.7996 7,7451. 6.9296
 

2.' 	Interest $ 4,890 $ 3,902

Expense 75. 354 77.6962 
 5.771 5.609 6.1779 5.7162
 

3. 	NET INTERES $ 1,240 $ 828
MARGIN 
 19. 115 16. 4921 1.464 1,1906 1,5671 1.2133
 

4. 	Non-Interes $ 358 $ 291
 
Income 5.531 5.8117 .4236 .4196 .4535 .4276
 

5. 	Non-Interes $ 1,374 $ 942' 
,Operating
 
'Expenses 121.173 .18.7736 
 1.622 1.3553 1.7359 1.3812
 

6. 	NET NON-INTEREST 
OPERATING $ (1,015) $ .(651)
MARGIN . (15.642) (12.9619) (1.198) (.9357) (1.2824) (.9536 9 

7. 	INCOME $ .61 $ -120 .. . I 
TAXES s943 2.3891 .'0722: .1725 .07731 .1758 

$164 $ 57""• 	 •,"
"..
$8.	 PROFIT 


MARGIN 2.530 1.1410 'XX X XX X X 	X X X X 

9. 	RETURN ON . 

ASSETS X X X X XX 	 .1937 .08237 X X X X X X 

0D. 	 RETUR ON
 
EARNIN4G
 
ASSETS X XX X XX 
 X XX X X X .20741 .08395
 

Average Total Assets A.verage D rning Assets
 
1975 $ 69,574,779 1975 $ 68,269;294
 
1976 $ 84, 744, 782 
 1976 $ 79,163,359 

Gross Revenue - .. 
1975 $5, 022,677 
1976 $ 6,499,214 



PROFITABILITY ANALYSIS 
INCORPORATING SPREAD MANAGEMENT 

COMPANY Northwestern Federal S & L YEAR 1977 & 1976 

.% OF GROSS REVENUES %OF AVERAGE TOTAL %OF AVRAGEEARNING i 
000's . ... .. ASSETS ASSETS 

* 1977 1976. 1977 1976 1977 1976
 

1. 	Interest $ .7, 171 $ 6,131
 
Income .94.786 94.469 7.491 7.235 
 8.0339. 7.7451
 

2. 	 interest $ 5,578 $ 4,890
 
Expense 73, 730 75,354 
 5.827 5.771 6.2493 6. 1779 

3. 	 NET INTERES $ 1,593 $ 1,240...
 

MARGIN 21.055 
 19. 115 1.664 1.464 1.7846 1.5671
 

4. 	Non-Interes $ 399 $ 358
 
Income 5.277 5.531 .4171 .4236 
 .4473 "4535
 

5; Non-Interes $ 1,345 $ 1,374
 
.'Operating 17.782 21.173 
 1.405. 1.'622 
 1.5072 1.7359
Expenses 	 " "
 

6. 	NET NON-INTEREST
 
OPERATING $ .(946) $ (1,015)
 
MARGIN (12. 505 (15.642) (.9883 (1.198) (1. 0599) (1.2824)
 

'7.. 	 INCOME $ "161 $. 61 2824)
 
TAXES 2.134 
 .943 .'1687 .07222 .18092 .07731j
 

8. 	PROFIT $ 485 $ 164 " "
 
M4ARGIN 6,416 2.530 X X X X X X X X 
 X X X X 

9. 	RETURN ON
 
ASSETS X X X X X.X 
 .5071 .1937 X X 'X X XX
 

;0. RETURN ON 
EARINING.
 
ASSETS X XX 
 X XX X XX X X X .5'4379 .20741 

Average Total Assets Average Earning Assets
 
1977 $ 95, 735,238 1977 $ .79,'163, 359.
 
1976 $ 84, 744,782 1976_ $ .89,268,309
 

Gros§ Revenue 
1977 $'7,566,234 
1976 $ 6,'490, 214 
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INTRODUCTION
 

The Popularity.of Subsidies
 

The existence of housing subsidies is found in many countries
 

ranging from the least developed, agrarian societies to the most
 

highly developed, industrial nations. The proliferation of housing
 

subsidies indicates the political popularity.
 

Goals
 

The gcnerally stated purpose of such subsidies is to improve 

the quality of housing in that nation and a broader, implied purpose is 

to improve the quality of life. While the goals may be worthy, their 

of the economic realities of theacco;nplislhnint is unlikely both because 

concerned countries and the generally counterproductive nature of 

the subsidy programs themselves. The achievement of housing goals 

is often actually hampered by t-he misuse of subsidies and the
 

consequent adverse economic effects. 1'any housing policies are 

tend to generate unachievable expectationseconomically unrealistic and 

on the part of both housing administrators and households. Too
 

often thcse high expectations are a result of a basic misunderstanding
 

of the potential and the nature of subsidies. The inevitable
 

consequence of misapplied and misunderstood subsidy programs is the
 

disillusionment and unrest of the nation's citizens and the wasting 

of resources on vain hopes.
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THE NATURE OF SUBSIDIES
 

The Definition of Housing Subsidies
 

Housing subsidies are transfers of income to purchasers of
 

housing, or non-owner consumers of housing services. The transfer
 

of income is a restricted one in that the income either in a money
 

form or in kind must be directly applied to the purchase of
 

housing and housing services. Because housing subsidies represent
 

a type of transfer payment, they also require an offsetting transfer
 

in the form of a tax on other entities within the economy. The
 

total concept of a housing subsidy then is the imposition of a tax
 

on certain segments of the economy combined with a restricted 

inco-me transfer to the recipients of the subsidy. For a given level 

of production or investment the economic cost of the housing 

services produced is essentially independent of the existence of
 

the subsidy. The real cost of'providing housing services, that is
 

the use of capital, materials, labor, and land, is not rcduced by
 

the existence of the subsidy. Subsidy programs may redistribute
 

housing costs among groups but they cannot reduce those costs.
 

As will be shown later, most housing subsidy programs provide 

households with more housing services than tliey would consume given 

complete control over their expenditures. 

Misconceptions
 

In attempting to assess the true nature of subsidies it is
 

recessary to clear away some of the misconceptions concerning them. 
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Housing subsidies do not reduce national cost of the subsidized
 

service. For a given level of production or investment, the economic 

cost is essentially independent of the existence of subsidy. The 

cost of housing, for example, is the cost of capital, material, and 

labor resources which are devoted to the housing sector. Subsidy 

programs may redistribute housing cost among groups but they cannot 

reduce these costs. A housing subsidy is a transfer of income to 

a household for the purpose of providing them housing services 

greater than that which they could or would consume from their 

incomes.
 

The Rationale for Subsdy 

Housing subsidies (as with other forms of subsidy), whether to 

all households or limited to lower income groups, are rooted in the 

belief that households will choose a less than optimal level of 

housing investm;lent and must be induced to purchase, or consume, 

greater housing services than they would choose in a rirket setting. 

The existence of poverty level tiouseholds does not provide sufficient 

rationale for housing subsidies. The existence of in.poverished 

households within an ecnomy may be a justification for downward 

income redistribution, however, it does not justify channeling
 

redistributed funds directly into housing.
 

In the absence of major housing market imperfections housing 

subsidies will al':ays be economically inferior to income supplements. 

Under most circumstances, households do not have a "housing problem"; 

they have only an "income" problem. Housing is generally available 

for those who have the ability to pay. Heusing services are inadequate, 
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based on physical standards, because households do not have sufficient 

income to afford higher hcusing standards. Unless it is believed
 

that "special" social benefits are derived from housing, households will 

benefit more from an unrestricted increase in their incomi than from 

being provided housing services of equal value. Vhile frequent 

claims are made concerning the existence of positive externalities 

associated with housing there is little evidence to support these
 

claims.
 

An example may make the suboptimization of housing subsidies
 

clearer. Assume that a household has an annual income of $10,000,
 

and that based on. its need for food and other necessities, the 

household wishes to spend 15 percent of its income in acquiring 

a housing unit. This household then will spend $1,500 per year for 

its housing services (.15 x $10,000). This housing payment will 

allow the purchase of a unit requiring a debt service of approximately 

$14,1401. If the government is willing and able to provide this
 

family with a dwelling costing $25,000, the debt service required for 

this unit may be approximated as $2,652 per year 2 . By providing this 

unit, the government has theoretically increased the household's 

income by $1,152 per year, or 11.5 percent; and has substantially 

increased the percent of income used for housing.
 

If, instead of providing the house, the government were to 

provide the family with an additional $1,152"per year, the family
 

I$14,244 is the size of a loan which could be paid off with 

monthly pay,.ents payable with $1,500 per year over a 30-year period at 
10 percent interest.
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would have a total spendable income of $11,152 per year. If the
 

household had received this income as case, and if their desire 

for housing still approximated 15 percent of income, the actual
 

desired housing expenditure would be $1,673 per annum. This
 

would be consistent with a housing unit having a value of $15,771. 

Thus, the government has placed the family in a home having a value
 

approximately $9,000 greater than the one which would provide 

them the highest level of satisfaction given the total resources
 

available to them. By providing a deep housing subsidy, the
 

government has provided more housing services than the individual 

household wishes .to consumie given its income. 

Problems with Subsidies
 

Several problems i.ay be associated with housing subsidy policies. 

Five common problems are: 

1. The incentive to consume scarce resources, 

2. Inequitable income distribution effects, 

3. Dissolution of housing capital,
 

4. Jnterteimporal implications for taxation and spending, and
 

5. Market disruptions.
 

Consumjtion of Scarce Resources 

The laws of supply and demand dictate that the lower the price 

of a commodity, the more of that commodity will be demanded and 

consumed. Subsidy programs which mask the true cost of resources to 

the housing services consumer result in an inefficient use of these 

resources. For example, in Korea, a rapidly growing economy, 
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capital for that growth is very limited. The practice of subsidizing
 

interest rates by making housing finance loans at rates as low as 

three percent, when market rates may range from 20 to 40 percent,
 

both misallocates capital toward housing and at the same time assures
 

a shortage of funds at the subsidized rate. Consumption of scarce
 

resources is not only encouraged through lowering of cost, but, as 

was pointed out in the previous section, consumption of housing 

services in excess of those desired by low income assisted families 

given their total income is encouraged when the government provides 

a housing subsidy as opposed to an income supplement.
 

EquityProblems in Housing Subsidy
 

The provision of widespread deep subsidies results in demand
 

exceeding supply even in wealthy countries. The fact that governments
 

must limit the amount of resources transferred to the housing sector 

typically results in the granting of large subsidies to a small 

proportion of the populace. Recipients may be chosen on an arbitrary 

basis or perhaps more commonly on the basis of their perceived 

political power. Civil servants, police, and military are frequently 

favored groups. Frequently housing subsidies result in the 

develop.ent of uneven housing stock composed of a few units with 

excessively high physical standards and a great proliferation of 

substandard units. Subsidy programs are often used to provide a 

showcase for government involvement in social programs. The 

result is inequitable income distribution between a few households 

receiving high quality subsidized housing and the many households 

receiving no housing assistance at all. 
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Dissolution of Housing Capital 

Many housing subsidy programs lead to the depletion of 

scarce housing funds. Subsidies are often in the form of low 

interest rate loans with the payment schedule requiring fixed, 

periodic payments. When loan rates are inadequate to cover the 

real cost of funds, the value of the housing finance fund 

diminishes over time and eventually is insufficient to finance 

a meaningful volume of sales. Governments frequently fail to make 

a vigorous attempt to recover the payments from their debtors, 

further reducing the amount of capital recovered. In some cases 

the combined effects of inflation and initial deep subsidies has 

made the cost of collecting housing payments greater than the value 

of the payf.ents. In addition, the governmnent has made a subsidy 

to the borrower in excess of that which i:as anticipated and in 

excess of that which the government felt the recipient needed at 

the time the subsidy was made. This reduces the ability of the 

go~ernrnient to spread the subsidcy benefits to a larger group of 

citizens. 

Interteiporal Subsidy Probl ems 

Many subsidy programs can be misleading in that their expenses
 

can balloon over time. Often decision makers unintentionally
 

commit future resources under conditions which will generate
 

problems for succeeding governments. For example, interest rate 

subsidies appear very favorably in initial years but can prove
 

to be intolerably expensive in lat;r years. An example of this 

will be shown later. Cost runaways can also occur 
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if 	the government fails to set up sufficient accounting methods to
 

constantly monitor the real cost of their program. 

Market Disruptions
 

Subsidy programs, especially those which attempt to control
 

factor prices may substantially distort and hamper the operation
 

of 	markets. For exaiiple, many countries im.pose rent controls under 

the guise of a rent subsidy. For example, in Egypt rental levels
 

in private units under rent control and in public housing units have
 

been so low that, in many cases, the payments collected from
 

occupants are not sufficient to provide maintenance and replacement 

services for the projects involved. As a result the existing
 

not providing any
rental stock is deteriorating and the market is 

new housing for the rcrt controlled sector. These kinds of 

a direct tax on owners of rental units. Thissubsidies tend to i;,pose 

direct tax lowers the expected rate of return on new housing 

construction below other market opportunities and effectively stops 

investment in rental units.
 

Methods of Subsidizin9 HousinR
 

There are endless direct and indirect subsidies for a wide 

variety of purposes. For example, consider the following example 

of 	housing subsidies existing in both developing and developed 

countries.
 

1. 	 The sale of land by the goverm.;ent or public sector firms 

at a price below the fair market value, 
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2. 	Provisions of infrastructure, utility hook-.ups, and
 

utility services at less than the cost of the service,
 

3. 	The provision of rental housing by local authorities at
 

less than the market value or full cost of such housing,
 

4. 	The provision of funds from the banking sector at rates
 

that may be below the true cost of 'long term capital, 

5. The provision of mortgage loans from local government and 

coopratives at interest rates less than cost,
 

6. 	Fixed Qayment schedules whose real value falls in
 

inflationary economies,
 

7. 	The failure to vigorously collect existing contractual
 

housing payments from occupants,
 

8. 	The provision of funds from the central bank to the housing
 

banks at rates that are below the true cost of funds, 

9. 	Direct government contributions and other government loans
 

to public sector firms for the construction of low income
 

public housing to be sold at less than fair market value.
 

Despite the appLrent variety, all subsidies can be expressed 

and should be evaluated as one of two major"types. The first of 

these is the interest rate subsidy involving the lending of funds by 

a government supported unit at less than the market rate of 

interest. The second general type is the capital subsidy which is 

provided at the time the housing asset or improvement is provided 

at less than cost or fair market value. 
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Paper for the Fourth Annual AID International Shelter Workshop

for Senior Professionals
 

Prepared by John de Monchaux, Dean, MIT School of Architecture
 
and Planning
 

CASE STUDY: DAGAT-DAGATAN, PHILIPPINES
 

In this paper I will look at the specific case of.a
 

major sites and services project in Manila, known as
 

the Dagat-Dagatan Project from the point of view of the
 

problems faced in implementing large scale new housing
 

initiatives.
 

The Dagat-Dagatan Project is one element in a national
 

housing program being undertaken by the National Housing
 

Authority of the Philippines. NHA, as it is known, is a
 

large (about 1500 staff) government agency, devoted to
 

housing delivery and a part of the Ministry of Human
 

Settlements. 
To provide a context for a discussion of
 

the Dagat-Dagatan Project, I would like to sketch a
 

cross-section through NHA as a whole looking particularly
 

at operational issues.
 

The cross-section or snapshot of NHA was taken about
 

two years ago at a time when the organization was five
 

years old. It realized that it needed to build on the
 

first five years of experience to face a much bigger
 

program during the 1980's. It set about identifying
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both the organizational and manpower problems which
 

were likely to be constraints against the Authority's
 

performance, and it sought to find remedies to each
 

of these problems so that a smooth working organization
 

would be created to tackle the massive task facing it.
 

At the time of this review of its operations, NHA
 

had in place a broad housing program related specifically
 

to meeting the needs of lower income residents throughout
 

the Philippines. The scale of this housing program,
 

is measured in terms of "units." These unit numbers
 

refer variously to the different types of housing benefit
 

being implemented: new dwellings in programs creating
 

completed dwellings in single or multi-story structures;
 

plots or lots in sites and services programs and families
 

in upgrading programs. The current program had in part
 

been shaped by the responsibilities inherited upon the
 

establishment of NHA and in part by specific policy
 

initiatives since that time.
 

In this discussion, the-re--a three typ of unitsa,-e
 

1) completed units, being those dwellings, plots or up

graded units in which no further physical development is
 

occurring and which are generally occupied by residents
 

or about to be; 2) units in the development pipeline,
 

i.e. those in construction, in the bid and award process,
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in design and documentation, in feasibility and planning,
 

and 	in the preliminary survey stage; and 3) units where
 

no current action is taking place but which have been
 

identified as a part of the forward program.
 

At the time of the review, the overall NHA program
 

was made up roughly as follows-,
 

TABLE I
 

units %
 

a. 	new dwellings
 
in structures 17,000 9
 

b. 	lots in sites
 
and services
 
p-.ojects 46,000 25
 

c. 	upgrading projects 120,000 66
 

total 	 183,000 100
 

In terms of their place in the sequence of development,
 

the NHA program was split as follows.
 

TABLE II
 

units %
 

a. 	completed units 35,000 19
 

b. 	in construction 16,000 9
 

c. 	in pre-construction
 
planning and design
 
stages 75,000 41
 

d. 	identified but
 
with no current
 
action taking
 
place 	 57,000 31
 

total 	 183,000 100
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The 90,000 or so units which lie in the "development
 

pipeline" were made up of the following types:
 

TABLE III
 

units %
 

a. 	new dwellings in
 
structure 4,000 3
 

b. 	lots and sites and
 
services projects 16,000 18
 

c. 	upgrading projects 71,000 79
 

total 	 91,000 100
 

And finally, in terms of the stages within the
 

development pipline, the 90,000 units were divided as
 

follows:
 

TABLE IV
 

units %
 

a. 	construction 16,000 17
 

b. 	bid and award
 
process 13,000 14
 

c. 	design and
 
documentation 21,000 24
 

d. 	planning and
 
feasibility studies 22,000 24
 

e. 	preliminary planning/
 
survey process 19,000 21
 

total 	 91,000 100
 

The program target at the time of the review was to
 

move 30,000 units out of this pipline into the completed
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unit category each year, and to move another 30,000 units
 

into the pipeline with a view to achieving the same
 

number of completions in the following year.
 

The annual budget for achieving that number of
 

completions was of the order of $'800 
to 900 million. Other
 

than for the new complete dwellings in structures, the
 

remaining components of the program are expected to achieve
 

a full recovery of costs through sale and/or lease payments
 

together with capital contributions from the relevant
 

infrastructure and social service agencies. 
 As a measure
 

of the technical staff of NHA that related to this target,
 

the total number of qualified engineers on the NHA staff
 

at the time was 100 and it was recognized that extensive
 

use would need to be made of consultant technical skills
 

in order to achieve the program targets.
 

Experience at NHA suggested that a project unit
 

would lie in the active zone of the development pipeline
 

(that is from the time when surveys and preliminary
 

planning for the first units are started to the date when
 

a significant number of those units begin to be completed)
 

for a period ranging from two years in the regional cities
 

upgrading projects, up to five years in the more difficult
 

and complex larger scale Manila upgrading projects (e.g.
 

Tondo).
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Given this prog::am, there were two important operational
 

objectives for NHA: 
 1) to keep all the 90,000 units in
 

the development pipeline moving, and 2) to provide the
 

social, economic and management support to the completed
 

projects (and to the upgrading projects in the development
 

pipeline) until local authorities took over the project area.
 

Against those objectives, NHA identified four major
 

operational tasks which would be critical to 
the achievement
 

of the program during the '80's. These four tasks were:
 

1. 	to strengthen middle and senior level staff
 

2. 	to provide effective space, equipment and support
 
staff in each program area
 

3. 	to achieve and sustain realistic and steady

decision schedule and therefore program
 
progress
 

4. 	to match the resources and structure of the
 
Authority to the program priorities for the
 
'80's.
 

Not surprisingly, in a young organization distinct
 

pressures on the middle and senior levels of staff were
 

apparent. In any such organization these pressures stem
 

from the lack of experience of those members of staff
 

or the lack of any staff at all in planned but unfilled
 

slots. In the case of NHA the acceleration of the program
 

from the mid '70's resulted in junior staff with strong
 

performance records being promoted to levels of exceptional
 

responsibility as well as in regular organizational changes
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that rearranged reporting lines as 
the program expanded
 

and priorities changed. 
A range of concrete remedies
 

that would address strenthening the abilities of middle
 

and senior level staff were identified and have since
 

been pursued. These remedies included:
 

a. 	recruiting new staff directly into senior
 
positions rather than relying exclusively
 
on the promotion or upgrading of existing
 
staff
 

b. 	developing ways of holding onto existing

middle level staff by practical, as well
 
as inspirational, incentives
 

c. 	providing senior and middle level staff
 
with a stronger tier of support professional
 
staff
 

d. increase the accountability and responsibility

of senior and middle level staff by enlarging

the spheres of discretion open to them
 

e. 
create a "flying squad" to deal exclusively

with crisis and emergency projects to allow
 
project staff to remain available to their
 
specific tasks.
 

The very practical details of producing a steady flow
 

of plans, engineering documents, studies, meeting agendas,
 

and so on is often impeded by lack of'space, equipment
 

and by either too casual or unnecessarily complicated office
 

procedures. Accordingly, a number of improvements were
 

put 	in hand to be implemented including rationalization of
 

office space, streamlining procurement systems, and in

creasing the discretion and accountability with the sub-unit
 

for the disbursement of funds needed for day-to-day
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operational necessities.
 

A third major stumbling block in the implementation
 

process seemed to be the uneven and unpredictable pace
 

of decisions in relation to each step in a project's
 

progress. On the one hand, unrealistic undertakings are
 

often made and, when not achieved, result in a loss of
 

credibility and commitment. On the other hand, crisis
 

and emergency requirements can often require a sudden
 

high intensity of work effort resulting in errors, little
 

consultation and fall off of effort immediately thereafter.
 

To answer these problems, NHA proposed to pay more attention
 

to the systems in place that are used to monitor project
 

and program progress and, in particular, to discourage
 

the making or promises of undertakings that are not matched
 

by a reliable statement as to how these undertakings will
 

be achieved.
 

Finally, the perception given by this review of the
 

major tasks to be achieved throughout'the 1980's offered
 

NHA a chance to move its resources into a pattern of
 

organization that would achieve a higher yield from the
 

staff available to it. This has meant a) adjusting the
 

overall balance of staff to enlarge the number and raise
 

the quality of professional and technical skills, b) use
 

the major projects e.g. Tondo, Dagat-Dagatan, specifically
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as training grounds for the large numbers of staff that
 

will be needed in a much more diffused and small scale
 

project program later years in the '80's, and c) to
 

sustain the junior professional development program as
 

a way of introducing motivated and capable staff.
 

Against this background how does the Dagat-Dagatan
 

Project illustrate these operational issues?
 

The proposed program of sites and services housing
 

at Dagat-Dagatan is intended to benefit a population
 

drawn from three groups: dislocated'slum-dwellers from
 

the Tondo Foreshore Project, dislocated slum-dwellers in
 

lower income population from the immediately neighboring
 

municipalities where other public works are taking place,
 

and low income population from Manila as a whole. The
 

project was planning in 1978 to serve the population
 

between the 5th and 60th percentile of the Metro Manila
 

population, based on 10 to 15 percent of household income
 

being devoted to housing costs.
 

The 410 ha. site is strategically located in Metro
 

Manila and became available as a result of a major land
 

filling operation. It is se.Lved by relative yurban roads
 

and is accessible to a very great variety and number of
 

job opportunities. Major new regional roads will traverse
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and adjoin the site in the future. The nature of the site
 

as a landfill created special problems in relation to
 

drainage, flooding and sewerage, as well as complex re

quirements for dewatering and foundation stability.
 

The development plan for the site provides for about
 

one-fifth of the area to be devoted to commercial/industrial
 

land use. The remaining area is devoted to residential
 

use and supporting activities and will contain approximately
 

20,000 plots, these are expected to house about 200 thousand
 

people. Plot sizes range from 60 square meters to 112
 

square meters and a range of on-plot service and/or
 

construction options could be provided.
 

Planning for the project began in 1977 following
 

completion of a small pilot project containing approximately
 

300 dwellings at one edge of the site. At this time
 

(mid 1982) approximately five thousand lots have been
 

completed and occupied and the remaining fifteen thousand
 

are in the various stages of the development pipeline
 

with total completion imagined some time 1985 or 1986.
 

The project is divided into seven major phases, in each
 

of which a construction target of 200 plots per month
 

is anticipated. Commitment to proceed with the project
 

was achieved in 1978 when construction of major elements
 

of infrastructure began.
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Before describing some of the problems being faced
 

in implementation, it is important to mention some of
 

the important achievements of the project today: 1) an
 

expert and accountable project management team about 150
 

strong has been created and is responsible for the
 

expenditure of 20 to 25 million dollars per annum in
 

construction as well as the estate management of completed
 

areas. The team has provided training opportunities
 

for probably twice this number of staff who have found
 

their way into other parts of the NHA organization and
 

into the private sector. There has been involvement of
 

residents in the planning of areas, the allocation of
 

lots, and in the hand-over process to local authorities
 

of the completed areas. While initial construction
 

targets have not been met, the team has overcome some
 

extraordinary and difficult engineering problems created
 

by the nature of the site and complex logistic problems
 

created by the difficulties in coordinating other government
 

agencies.
 

Some of the difficulties which have been faced in
 

implementing the project are: 1) the coordination of
 

more than twenty other government agencies in the design,
 

funding and constructior, of the project infrastructure;
 

2) staff build-up has been unpredictable and of varied
 

quality; 3) the range of issues to be addressed by the
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project manager has required much stronger staff to provide
 

immediate support of the manager's decision process; and,
 

4) revenue collection has stalled for a variety of reasons,
 

both political and technical in nature.
 

Slides
 



DEFINJITIOII OF A MANAGER 

Managers are people with responsibilities they have voluntarily accepted, and are
 

known by others to have. These apply often to matters beyond their legal author

ity, powers, and sometimes even their personal knowledge. They invariably involve
 

others. They are, in fact, owed to others, including clients and members of the
 

public at large, as well as to superiors, associates and subordinates. The moral
 

obligations assumed are usually greater than the powers the manager has to assure
 

compliance--which iswhy the job is 
so important, frequently so frustrating, and
 

in the end so personally rewarding. Managers may, or may not, supervise others.
 

They may not even have the right to command. The relationships they have with
 

others are many, complex, demanding, and as often vexatious. Clearly the manager
 

is a person with a responsibility for seeing that things do (or do not) happen;
 

and is presumed to have sufficient imagination, initiative, and courage to see
 

that this responsibility is fulfilled. The manager who can't stand the heat should
 

as quickly as possible get out of the kitchen--but not, of course, before there are
 

others to take over what needs to be done.
 

David S. Brown, Ph. D.
 
Professor of Management
 
School of Government and
 

Business Administration
 
George Washington University
 



The Basics of Modern Management 	 2.
 

8. . . .that they usually support what they help to create 

9. 	. . .that a majority is not necessarily a consensus 

10. 	 . . .that, in general, they feel comfortable working together (because this is 

natural to them) and often do their best work in close and friendly association 
with 	others (the so-called "group phenomenon"). 

11. . . .that they value highly the views of their peers, which accounts for the 

importance of the "group norIr' 

12. 	 . . .that they are willing to take on risks and responsibilities, so long as
 

they are supported by others
 

13. 	 . . .that they expect to be treated "fairly", but as they define it
 

14. . . .that they work best for superiors who also work for them 

-15. . . that they like recognition but only when they feel it is deserved 

16. 	 . . .that each person likes to think of himself as an individual, and attempts,
 
as a matter of habit, to get some of his own individualism into the way he
 

does 	his job 

17. 	 . . that they enjoy variety in what they do 

18. 	 . . that men do not work for money alone, but to meet other needs as well; 
that, as a result, they can neither be "bribed" or "bought" nor can you "sell" 
them 	anything either
 

.19. . . .that they resent being embarrassed, humiliated, used, or otherwise
 
manipulated
 

20. 	 . . .that people possess great latent power when they choose to use it, and
 
this power can be both negative and positive in its implications
 

The new management theories must provide for these and other elements. Those which
 

fail to do so will fail ultimately in their objectives, despite all that technology
 

can do to sustain them. But those which recognize the importance of values such as
 

the above will have taken the first and most important steps in the proper develop
ment and use of their human resources.
 

July 1, 1979
 



THE BASICS OF MODERN MAIMAGMENNT 

by 

David S. Brown, Ph.D. 
Professor of Management
 

The George Washington University
 
Washington, D.C.
 

Over the years, we have begun to discover that many of the ideas, theories, con
cepts, and assumptions we have held of management are proving not to have achieved 
what has been claimad for them. Some of these, we find, have failed us completely; 
cthers seern to be only half-truths. 

Part of the reason for these failures is certainly the fact that the v!ews held-
the 	values lived by--of those at all levels of the organization call for sorething
diff--- f --htraditional approaches to managing we have heard so much about. 
If we have learned anything at all, it is that what was sufficient for another 
time and place is not adequate for today's needs. 

We may not be fully clear what the new management theories ill suggest, but we
 
do know some of the requirements they must meet. 1.e know also some of the 
"people-held" values they must accommodate.
 

Uith this in mind, the following listing is presented. It is by no means a 
closed or complete one. Our needs change as times change. Cur views of what is 
basic, required, gCocd, and wanted change also. The manager of today should, 
therefore, ccnsider the following as a part of the current cultural heritage of
 
which ha is a part: 

1. 	A strong belief in the essential decency and dignity of the individual
 

2. 	 The assumption that he has a "vested interest" in his work--in short, a right 
to his job
 

3. 	Recognition of his desire to contribute to common objectives, to do the
 
"right thing" 

4. 	 Knowledge thait people at all levels have many ideas, that they want to con
tribute them to the comon good 

5. 	 Understanding that most people do what seems reasonable to thm, but that this 
is influenced not only by their value systems but also by their feelings and 
emotions 

6. 	 . . .that they want and need to be informed of matters affecting them, that 
they do their best work when they know what the organization's objectives 
are 	and why
 

7. 	 . . that they want to participate in matters affecting them; that they 
want to have an opportunity to make their views known 



LOOKING AHEAD: 
THE MANAGER 
IN THE YEAR 2000 

"The manager's job will be a much bigger one than it is today" 

By DAVID S. BROWN, professorofmanagement, School ofGovernment andBusiness 
Administration,George Washington University,Washington. D.C. 

(The role andfunction of the manager If someone were to ask me what the what the future will contain, he must 
has been evolving in the35yearssince middle-aged man will be wearing 25 understand what has gone before and, 
thefirst issue of PUBLIC POWER years from now, I would confidently indeed, what is happening now, and be 
appearedin Dec., 1942. What will it be predict that it would be a pants suit with able to project the trends thus observed 
like to manage a local publicly owned shirt, socks, and also perhaps a tie, and towards some future target date. This is, 
electric utility or other organizationin that he would look pretty much as he of course, neither as simple nor as easy 
the decades ahead? We asked Dr.Du.id does now. The suit would probably be as divine revelation, but given the in-
S. Brown, professorofmanagement at made of a mixture of old and new fibers frequency with which divinity reveals 
the George Washington University and - some yet to be developed, but the itself, it is probably a good bit more 
course leaderfor severalof theAmerican style, given differences in cosmetics dependable. 
PublicPowerAssociation'sUtilityEdu- which include color, width of lapel, cuffs My own approach is to do as the 
cation Courses, and this is his answer.- (or not), pockets and vest, would not be weather forecasters do: to note what is 
The Editors.) greatly different from what has been moving our way, what it will encounter 

with us for over 100 years. Warmer - en route, when it will arrive, and what, 
or cooler - perhaps than now and based on past experience, all this will 
possibly both; and certainly more produce. On its face, this is reasonable 
coffee-, whiskey-, and cigarette-burn- enough. The problem is that society con
resistant. It will also, of course, cost tains both forces and counterforces in 
much more than now, but in basic substantial numbers. Any one of these, 
appearance it will not have changed too in fact, is potentially able, like a line 
greatly. squall or unexpected low, to dominate 

So it will be, I predict, with the the whole. Still, the effort must be 
manager. In general, in the year 2000, undertaken. Man's greatness lies in trying
 
he will look very much as he does today to foresee and overcome the problems he
 
and will do many of the same things. As will face.
 
long as there are organizations, there The manager of the future and what
 
will be organizational problems and he does will be determined in large part
 
there will need to be managers to resolve by the organizations he serves. And these,
 
them. As the late Paul Appleby, himself in turn, will be shaped by client groups
 
both a scholar and an administrator, and publics, by the kinds of demands
 
was fond of remarking, "It is the they make upon him and by the nature
 
manager's job to make a mesh out of and expectations of those with whom he
 
things." There should be ample op- works. Let us examine these in some of
 
portunities in the decades ahead to test their specifics.
 
this proposition. 0 People and their demands
 

In fact, the managerial role should 
grow in importance. The differences be- )rganizations are formed to meet needs. 
tween what.he will be doing then as People demand goods, services, comfort 
against what he is being asked to do now and protection. The list seems always to 
will reflect the differences between the be both an endless and a growing one. 
nature of society then and today. To But before we conclude that this is so, 
understand what these are, we will need let us reflect a moment on some of the 
to appreciate some of the funny things things that are already happening to us. 
that are happening to us on our way to The past decade, if it taught us nothing 
the Twenty-first Century. else, has reminded us that there is a 

limit to what we can ask for and reason
0 Looking into the future ably expect to get. That limit is con

trolled by the resources we have avail-
There can be no serious prediction of able or are willing to commit to it. We 
the future that is not a projection of past have already discovered, for example, 
and present performance. Man is gifted that we are short of energy, or more 
with hindsight, not foresight. To suggest specifically, energy in the forms we most 
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want. We know also that we suffer acute'. 
shortages in time and money and such 
other things as water, good weather, 
clean air and living space. We have 
shortages in housing, lumber, coffee and 
much else. We need more doctors, 
engineers, social workers, parameds, 
craftsmen, fruit harvesters and house
hold workers. Good managers are also 
in short supply. 

We are learning, slowly to be sure, to 
reduce or limit some of our demands. 
The housewife whose husband's income 
should have assured her of the availabil-
ity of a cleaning woman has had to re
learn the doing of her own housework. 
We no longer expect mail deliveries to 
be up to what they were 25 years ago, 
despite a 500% increase in first class 
postage. We have become accustomed to 
the fact that doctors will not make house 
calls anymore, and as we grow richer as 
a nation, we are moving towards smaller 
cars because they consume less gas. We 
may have reached the moon but "really 
fresh" eggs and fresh-fresh vegetables 
are likely to be beyond our reach.

We do not expect those who hold us 
upto use e owsnt eto priso w up to be sent to prison because we know 

that most of them won't even be caught. 
We have learned to live with long delays 
in the arrival of the service man and the 
delivery truck. As clients, we accept the 
fact that the doctrine of the customer 
being always right is passe. We expect 
more and more of computers but one 
thing we don't expect of them is that 
they can ever be programmed to correct 
their own mistakes. When these occur, 
we know what it takes to set them right. 

I make these points to suggest that 
the future, whatever breakthroughs 
there may be, will not be one of un-
limited lareesse. Far from it. The 
lessons of ,he past are that we must be 
more selective in our requirements. We 
are already learning to re-think some of 
our "needs." 

The manager in the year 2000 will be 
faced with the fact - which, if one 
thinks about it, is already occurring 
that his role is increasingly becoming 

one of ascertaining what our real re-
source capability is, of protecting the 
future against future requirements, of 
making hard decisions concerning them, 
and of negotiating among those whose 
demands conflict with one another. 

The manager in the years ahead will 
be less a producer than he has tradi-
tionally been and more of an innovator, 
a developer, a negotiator, an arbitrator 
and a conservator. He and his asso-
ciates must be able to deal with a variety 
of problems in a highly complex society 

Managing 25 years from now
 
The manager 25 years from now will need to emphasize certain skills and capabilities
 
at the expense of others to cope with the changes that have taken place betweedl 1977
 
and the year 2000. Here are some of them.
 

* He will need to have greater understanding of how and why things happen as they 
do. He will need a greater appreciation than managers have today of the importance of 

systems and their interrelationships.
 

0 He must learn to deal with complexity in its many forms, and with a constantly
 
changing complexity at that. He will live among new and startling equipments and
 
must find ways not to be dominated by them.
 

•He will need to be increasingly "people oriented." In particular, he must be able to 
"
 negotiate in a constructive way with all of those, both inside and outside, who have a 

hand in the achievement of organizational objectives. 

e 'He must learn new ways of leadership. To be successful in this face-to-face situation 
is not enough. He can no longer rely on traditional forms of authority. He must under
stand the difference between being "in charge" and being in control. 

* He must be more innovational and creative in all their meanings than his counter
part is today. Innovation, Peter Drucker reminds us, is becoming the "very heart and 
core of management." 
9 At the same time, he must concern himself with the proper use of limited resources. 
Indeed, these limitations and the increase in the demand for them may well be one of 

the most difficult problems of his stewardship. 

* Development both for himself and his associates will have become a continuing 
process. He will need to find new ways by which he and they can become prepared for 
what will be required of them. 0 

which are frustrating,'pervasive and es-
sentially unresolvale. As E,B. White 
has put it: "What ihathe ene 
one thing to lead to anoher; I edict a 
bright future for c6mplexit '. It has 
already ,rrived. 

No longer is the manager someone 
whose primary job is to "get the work 
out." Rather, he will be expected to de
termine how limited resources (energy, 
for example) are to be made less limited 
and also how they can equitably be 
shared. One of the problems with not 
having enough is that what is available 
becomes the more sought after by many. 

How is one, for example, to divide be-
tween rich and poor? Between the 
wasters and the conservers? Between in-
dustrial and residential users,? Between 
those who are "old customers" and 
those who are new ones. Between those 
bent on achieving personal goals and 
those who would serve the community? 
It is not enough to cite national goals or 

organizational policies. It is the 
individual manager who must help to 
determine and administer them. This 
becomes one of his primary responsi-
bilities. 

All of this is far cry from the "push 
button" world so many crystal gazers 
have seen for us. There will be new ma-

chines, of course - more computers, 
more word processing equipment, more 
"instant communication," more auto
mation. But I do not see them domi
nating us. Increasingly, I believe, they 
will emphasize the integrative aspects of 
the manager's job and make him even 
more vital to their use than he is now. 

U The changing organization 
Organizations reflect not only the re-
Orantsaideupontem but re
quiremer.ts laid upon them but also 
their times. They are far from static. 
fits change slowly), but they do change. 
Amonge oreyimprtt change 

in Among the more important changes 
b organizations today is that they are 
becoming more fluid and more flexible. 
This may not be at once apparent, but 
over a decade or two I believe it can 
easily be observed. There will be a 
greaper interchangeability of parts and 
also of personnel between institutions. 
Organizational leaders already are 
speaking less positively of "company 
loyalty." There is a lessening of author
itarianism. Those who work with or
ganizations have noted the shared 
loyalty which members feel for other in
stitutions and objectives. Traditional 

marketplace enemies may still be 



enemies (as the law seems to require), 
but they have begun to accept each 
other and even on occasion to work to-
gether in this over-crowded world of 
ours. A division of the market becomes 
not only reasonable but proper. 

All of this may not greatly alter the 
formal appearance of the organization, 
but it does change its characteristics, 
Divisional lines are becoming less sacro-
sanct as matrix organizational structures 
are tested and affirmed. The importance 
of staff, as against line (or operations), 
has at long last been recognized. There 
has been an erosion of time-worn 
shibboleths. Harlan Cleveland, author 
of "The Future Executive," sees an ex-
panding span of supervision, a lessen- 
ing of hierarchy, and a greater accessi-
bility of the ex .cutive to both internals 
and externals. "The future," he sug- 
gests, "is horizontal." The temporary 
organization (Toffler calls it 
"ad-hocism") is proving its usefulness as 
new arrangements are devised within the 
parent structure to meet new demands. 

We are no longer*as committed to big-
ness, or conventional forms of bigness, 
as we once were. The doubts we have 
long held about public bureaucracies 
now include private bureaucracies as 
well. And for good reason. Just be-
cause a company or an agency is big 
doesn't mean that it is either efficient or 
economical, and it certainly doesn't 
assure us that it will be well behaved. 
The celebrated English economist, the 
late E. F. Schumacher, has pointed out 
in his landmark book, "Small is Beauti-
ful," that the advantages of littleness are 
substantial. Smallness, he felt, is being 
born again, 

Bigness, of course, will not disappear 
overnight, nor do we want it to. What 
seems more likely is that the organiza-
tion of the future will combine bigness 
with smallness. This is not as ridiculous 
as it may sound. It suggests a confeder-
ational approach, a network, a system 
or some similar arrangement into which 
smaller units can be plugged in (or out) 
as the situation may require. The fran-
chise system, made famous by 
McDonald's, has provided us with an 
example of a way ;n which local capital 
and initiative can be involved in a 
national network. McDonald's and 
those who have emulated it are both big 
businesses and many little ones. Wt may 
not yet be able to apply this to auto-
making but the good word from Detroit 
is that General Motors is already 
attempting new work designs, along 
with the mini-Cadillac, which are likely 
to be part of the future. (Can Ford be 
far behind?) 

Changes in form suggest changes in 
behavior. Not only is the network (or 
system) substantially different from the 
family business with its autocratic con-
trols (or even, for that matter, the tradi- 
tional stock corporation), but there are 
changes also in how these systems func- 
tion. No longer is the manager the "bull 
of the woods" with life or death power 
over his subordinates. Rather he has be-
come, as the supermarket manager has 
shown us, someone who "keeps things 
going." He greets customers or helps 
them locate hard-to-find items, he 
initials checks (ifan assistant is not 
available to do it), he watches for shop- 
lifters, and he may even check groceries 
or bag them if lines have formed and 
customers are not being served. A gen-
eration of management advisors who 
have held that the manager's job should 
be limited to managing is already re- 
vising its catechism. 

N The changing Individual 
Collectively and individually, the work 
force is changing also. Collectively, there 
are, and will be, more women in it, 
more blacks, more persons of Spanish 
and other minority group descent, and 
probably in the years ahead, a larger 
percentage of old people as well. Along 
the way, people are becoming more 
highly educated, more professional,
and, correspondingly, more demanding. 

More than a third of those in gainful 
employment today are women, and more 
than 40% of all women are gainfully 
employed outside the home. (Married 
women who work are now at 52.4%.) 
With an increase in child care centers, 
the number and percentage are sure to 
increase. The effect on management is 
inescapable. While women may ask for 
the same rights as men, they won't 
permit themselves to be treated in the 
same ways. 

Blacks have long since learned that 
they are the last to be hired and the first 
to be fired. They and their leaders are 
taking legal steps to insure themselves 
that this pattern is revised. It will be. 
Many of them, backed by EEO legisla. 
tion and court decisions, have assumed 
new patterns of belligerence. They are 
supported in these attitudes by the 
"hyphenated Americans" who have suf-
fered with them in the hiring halls and 
personnel offices of the past. 

Not only are there changes in the 
makeup of the work force, but there are 
also changes in worker attitude towards 
work and the work environment. The 
American, always individualistic, is be-
coming even more so. He is proud, 
fiercely independent and self-reliant but 

increasingly aware of the requirements 
of inter-dependence, and eager to make 
good both sides of his heritage. 

There is a general feeling of resent
ment by the blue collarworker over 
status and benefits. Both the number 
and percentage of the blues have fallen 
during the past two decades, and white 
collar workers are now clearly in the 
majority although many of them are 
paid less than blue collars. The blues 
have in part assuaged their injured feel
ings by asking for more pay and in
creased benefits and, recently, a greater 
voice in the running of things. In sev
eral European countries, for example, 
they have won places on boards of direc
tors, and it - or more likely some 
American adaptation of the same 
may happen here. We joke of the jani
tors who call themselves stationary en
gineers, of the garbage collectors who 
have become sanitation specialists, and 
the tree trimmers who are now arboreal 
experts. The message, however, is clear. 
No one wants to be on the bottom rung 
of the occupational ladder, and the 
adjustment in terminology is an effort to 
remedy the situation. 

As the Department of Health, Educa
tion and Welfare task force report on 
"Work in America" (O'Toole Report, 
1973) makes clear: 

What the workers want most, as more than 100 
studies Inthe past 20 years show, isto become 

fmel that their work and they themsels are 
important- the twi ingredients of selfesteem. 

T1-' educational level of workers is 
rising also. Over 80% of those between 
20 and 29 are high school graduates 
with a steadily increasing number going 
on to college and later to graduate 
school. Currently there are a record 8
million-plus in colleges and universities, 
still a growth industry, with larger num
bers and larger percentages sure to 
come. The college-trained man and 
woman, as the manager of the future is 
sure to discover, cannot be managed by 
organizational patterns devised by either 
Frederick, Frederick, the Great, or F. W. 
Taylor, the American engineer. 

Even more than his blue-collared as
sociate, the professional insists on rights 
and prerogatives and is in a position to 
get them. 
ge T. 

The O'Toole Report goes on to say: 
Workers recognize that some of the dirty jobs 

can be transformed only into the merely tolerable, 
but the most oppressive features of work are felt to 
be avoidable: constant supervision and coercion, 
lack of variety, monotony, meaningless tasks, and 
isolation. An increasing number of workers want 



more autonomy In tackling their tasks, greater op-
portunity for increasing their skills, rewards that 
are directly connected to the intrinsic aspects of 
work, and greater participation in the design of 
the work and the formulation of their tasks. 

Workers for years have been tied to 
one job and one company by pension 
systems, by lack of information con-
cerning prospects elsewhere, by their 
own lack of training, by custom and 
habit, and by the uncertainties of 
moving into new areas. They have thus 
been forced to accept whatever terms 
their employer has insisted upon. They 
are now finding increasing freedom to 
do their own thing. 

Nationwide retirement systems make 
it easy for a man to pull up stakes in, 
say, Huron, S.D., and move to Biloxi, 
Miss., or vice versa. Indeed, there is the 
likelihood that Congress will make it 
easier still. Workmen, in fact, can look 
forward to the day when they can take 
their retirement equities, as they do 
their tool kits, with them wherever they 
go. Thanks to the instant communica-
tion via TV, we already are informed of 
what goes on in Biloxi or Bloomington 
or Bakersfield - or for that matter, 
Baghdad. World War II taught us about 
moving, and we move on the average 
every four years or so which makes the 
moving companies another growth in-
dustry. The American is mobile as well 
as flexible: it is part of his present and 
future life style. 

We also are changing types of work at 
a remarkable rate. We move from one 
job to another for a variety of reasons: 
because there are new needs and re-
becausenttherecaare ew nds ad re-
quirements; because old jobs have be-
come obsolete; because new jobs offer 
new opportunities and new "chal-
lenges"; and because we enjoy the new 
experiences which different assignments 
bring. The average 21-year-old will be in 
six to eight major lines of work in his 
lifetime. The manager must constantly 
be prepared to train new people - and 
also old people in new things. Indeed,
training is becoming one of his most 

important assignments. 
All this is leading to changes in the 

work ethic. A new generation has raised 
serious questions concerning the values 
it has inherited. Aview frequently heard 
among younger workers is that they have 
no intention of working as hard as their 
elders have worked. And they probably 
won't. 

Work, in fact, is seen in a variety of 
ways, depending upon those who are 
looking at it. There are those who 
regard it as a major life objective, 
(Happily for the manager, their 

numbers are large.) But others see it 
only as a means to some other end and 
still others as a burden upon them which 
is to be dealt with as lightly as possible.
Many, who come from the ghettos, have 

little or no feeling for it at all. 
Americans have become increasingly 
selective in terms of the things they will 
and won't do, which, of course, adds to 
the manager's problems. With workers 
being always ready to say what they 
think about both their supervisors and 
the work system, and the strident and 
critical always being more newsworthy 
than the routine, the manager of the 
future can expect to hear many things 
he would prefer not to have heard. 

* Enter the future manager 

These are some of the forces that are 
changing the managerial role. They are 
already apparent. There can be no 
doubt that the manager of the future 
will have to deal with them - and prob-
ably with less power and personal au
thority than his counterpart has today. 
Ours is a democratic society which 
shows increasing intolerance in both 
public and private institutions of auto
cratic behavior. 

Roy Ash, a former director of the 
Office of Management and Budget and 
before and after that a major corpora
tion president, has summarized for us 
what he thinks the future manager will 
be required to be and do. 

The manager of the future will need to be aware 
of and involved in the total environment in which
he operates. He will need to perceive and under
stand the new value systems of that environment 
and, even more important, to share most of them. 
He will be emotionally and intellectually oriented 
to the opportunities and challenges of the future, 
finding excitement, release and fulfillment 
grappling with them. He will deliberately 
venture beyond the known and proven, knowing 
that the ultimate security of avoiding business risk 
isto be out of business... 

He will exercise leadership through example. 
inquiry and analysis, thus improving the quality ofanalytical thought throughout the organization. 
He will challenge his own judgments as relentless
ly as those of his subordinates. He will insist on 
thorough fact.gathering and vigorous analysis, but 
will heed, and often obey, the voice of intuition 

based on experience. 

Such words, of course, are not greatly 
different from what a retiring manager 
today might say to his successor. Their 
significance, however, lies in the 
changes which will have taken place 
between 1977 and, say, 2000. Though 
the changes may occur incrementally, 
they are likely in bulk to be profound. 

In summary, the manager's job in the 
next century will be a much bigger one 
than it is today. "Management is, all 
things considered," as Jean-Jacques
Servan-Schreiber, the French observer 

and critic, has pointed out, "the most 
creative of all arts. It is the art of arts, 
because it is the organizer of talent." 
The manager will need all the creativ

ity he can muster and all the help he can 
get. His resources are, in fact, likely to 
be more limited than are those of his 
prototype today and his powers more 
circumscribed. Those who make 
demands upon him will be more positive 
in their requirements and their voices 
are likely to be more shrill. Those who 
work with him, both internals and ex
ternals, will undoubtedly have a larger 
voice in what is done. 

The manager's reward, we may hope, 
will be a better appreciation by his 
fellow citizens of his contribution to 
both his own and their comfort and sur
vival. If past experience is any guide, 
however, he should not count on it. El 
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RECEIVED NOV 0 8IT	 ' 

QUALITATIVE RESEARCH
 

I. 	Knowing and acting depend on each other.
 

"Background information" stays in the background. It is sometimes use

ful to collect, but not to shape program desiga: rather, to show that
 

there is a research staff and that it is keeping busy. If we want to col

lect information which is to be used in shaping policy or in designing pro

grams, we must take a strategic approach. 
This means that we must collect
 

the kinds of information which is truly relevant to the kinds of choices
 

which have to be made in policy and program design. 
 Not only the topics
 

we investigate, but the research strategy we follow to investigate these
 

topics, depends on programmatic purpose.
 

We must think of research as a process of selection and organization.
 

The world out there is complex and diverse beyond the power of any set of
 

categories or generalizations to capture it all; we need categories and
 

generalizations which capture those aspects of it which we need to deal with
 

ifwe want to accomplish the purposes at hand. This means that at different
 

times the appropriate categories and modes of generalization will differ.
 

2. 	Housing programs in LDC's are changing in ways which imply a different
 

research strategy from that now dominating planning and housing agencies.
 

For a substantial period of time, the typical government housing programs
 

of the LDC's centered around the production of houses. A "project" was a
 

given number of dwellings, located on a specific site, and furnished with
 

the 	appropriate infrastructure -- water lines, sewers, roads, electric lines.
 

Under these circumstances, it seemed natural for housing research to
 

center around the concept of dwelling units, and the basic mode of
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information processing to be counting. Housing programs were programs 

to build multiples of some standardized building ; abstracting this way
 

of working into the realm of ideas led to calculating dwelling units
 

required, counting dwelling units produced, and describing necessary
 

action in terms of the housing deficit, calculated as the difference
 

between the two totals. ^(Calculations of housing deficit, it turns out, 

entered into policy only obliquely, since rare or nonexistent was the
 

government prepared to "fill the gap 
" -- i.e. construct houses in numbers
 

which wereother than token compared to the calculations; nevertheless, the
 

calculations served to legitimize government efforts and were thus indis

pensable to operations.) At the more programmatic level, there were 
cal

culations as to cost and of "affordability" by the "target populations."
 

The language is revealing; the "units" were to 
be "delivered" from on high,
 

like so many bombs.
 

Of course, the building of "dwelling units" still plays an important role 

in the housing policies of governments. But in recent years a number of
 

programmatic ideas of a different character have come to hold respectable
 

standing in the world of housing policy analysis and program. 
 The inter

national agencies -- United Nations and World Bank 
-- have been especially
 

active in pushing the "new approaches." The programmatic ideas are various,
 

but they have in 
common a shifting of focus from the programming of groups
 

of complete "dwelling units," with the understanding Lhat government will 

execute the project from ground-breaking to rent-up, to a conception of
 

limited government interventions into processes of housing production in
 

which a very substantial role is played by private individuals.
 

One factor was that intellectuals concerned with the problems of the
 

rapidly-growing cities of the developing world began to argue against the
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demolition of shantytowns. The idea that favelas and barrios were 

"unsightly slums," "creeping cancers"' 
on the cities was rejected: rather 

they were interpreted as "slums of hope" , communities in formation (or as 

the Peruvians eventually re-titled theirs, "young towns"), "not the
as 

problem but the solution '' 3 to the problem of low-income housing in the 

rapidly-urbanizing Third.World.
 

By treating shanties not as substandard dwellings, but as dwellings-in

process, this re-interpretation at once called into question all the old
 

calculations of the housing deficit. "The arithmetical approach starts by
 

establishing an unrealistic minimum standard for housing. 
 This standard
 

then creates a severe housing shortage because most of the existing kinds
 

of low-income housing do not meet this standard. The arithmetical way to
 

overcome this housing shortage is to construct new housing units in
 

sufficient numbers...."
 

"Simple as sounds,it this approach tends to obscure the more fundamental 

issues that make housing problems so impossible to solve.... It relies too
 

much on the government's limited resources, to the extent of obscuring
 

society's actual resources, by establishing too high a standard of housing
 

-- one which illegitimizes most, if not all, of the existing low-income 

housing stock."
 

The authors of this statement go on to show where, in fact, people were
 

living in Bangkok. "Everybody in this city is housed in one way or another,
 

and there are no people sleeping in the streets." They go on to generalize
 

this observation in terms of a "complex low-income housing delivery system
 

....The majority of its components rely little on planners, engineers and
 

other professionals, receive little attention from government housing
 

agencies. ,4
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A moment's reflection will suggest why no government could readily
 

take over this mode of analysis directly as a basis for policy. To announce, 

at one extreme, that the housing problem ;does not exist -- after all, even 

the pavement dwellers have their accustomed locations -- would certainly 

appear excessively callous. To take the other extreme, and announce a 

government responsibi.l-ity'for the total operations of the'real estate market 

would be far too radical for most. 

But a more positive view of popular efforts in the field of housing,
 

and a recognition that government cannot, after all, do everything, did
 

come to be incorporated into thinking about housing policy and in one
 

version or another of more interactive kinds of housing programs.
 

3. Programmatic Issues
 

A.' For many years, there have been attempts to lower the cost of housing
 

by having the future owners contribute their labor through various kinds of
 

guided self-help programs. These have not always worked out as well as
 

hoped, but the very problems of the approach have forced an attention to
 

the economics of popular housing, including an attention to such factors
 

as opportunity costs,
 

B. Core dwellings and serviced sites have been recently the recommended 

solution for lowerin(; costs to a level which could serve lower income groups. 

These programs clearly depend on the willingness and capacity of users to 

invest their own resources to complete the project. Cases where the com

plementary investments have not been forthcoming -- ad equally, the cases, 

in which investment has been at a much higher level than that expected -

have again made it clear that government is intervening rather than pro

gramming the housing output. 
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C. Coupling the continuing problem of costs and standards with the
 

continued appearence of irregular, tinplanned low income settlements, agencies
 

came to put emphasis on the value of "upgrading projects" in existing settle

ments. 
 At this point, it begins to become clearly apparent that government
 

action is not so much a "project" as an intervention into a housing system
 

inwhich many of most of the major actors are non-governmental.
 

D. Another kino of.event which has forced us to enlarge our understand

ing is-the recurrent phenomenon of government projects which have failed
 

to develop in the way they were programmed. The most conspicuous examples
 

are government projects in certain countries which have remained unused or
 

been under-utilized. An empty or near empty project is an embarrassingly
 

conspicuous example of a failure to look at a proposed governmental inter

vention in its whole market context. But there are examples as well of
 

projects which have fallen into deterioration, through failure to attract
 

residents who would be committed to their upkeep, and there are the 
reverse
 

instances of projects which have been taken up by higher income people than
 

thosefor whom they were programmed. Finally, there are instances of projects
 

which have been drastically altered and rebuilt by their residents.
 

E. Another phenomenon which has attracted attention is the substantial
 

existence, alongside government urban programs, of very large informal
 

housing markets. For example, despite the extraordinary efforts of the
 

EayptiaV Ministry of Housing, it now appears that seventy percent of addi

tions to the Egyptian housing stock have been produced by the private/informal
 

sector. Other LDC's present similar situations. To provide the structure
 

of incentives and regulations which can derive maximum social benefit from
 

all this non-governmental activity, we need to understand its functioning.
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F. A final issue which contributes to our broader understanding of
 

housing and urban policy is that of the management of the already-built
 

ties. While the management of neW development is always an attractive
 

focus for policy, the call to deal with problems in the already-built cities
 

have made it evident that there can be no net gain if we allow housing
 

and services to deteriorate in the existing stock. There are issues
 

around management and naintenance of the existing cities.
 

4. 	Housing as a Process: Invisible Structures
 

One way of thinking about the informational requirements suggested by
 

these issues is to say that they require us to conceive of housing as a
 

process. It is 
a process in which various individuals and institutions
 

continually invest or disinvest, maintain or fail 
to maintain. The focus
 

is not so much on the housing stock, as on the flows of resources which
 

continuously produce it.
 

Housing seen "as a verb," as Turner would have it5 , consists of people 

doing things. It is people building walls, clearing ditches, breaking 

windows, putting up graffiti, remodelling their kitchens. It is also people 

setting interest rates, enforcing contracts, putting in sewer lines and 

paving streets. 

Another way of thinking about the infcrmational requirements of the 

newer approaches to housing is to consider that we need to understand the
 

invisible structures which govern the flow of resources into and out of
 

hoLsing and control the way in which people and institutionalized groups use
 

the housing which is produced. These invisible structur-s are in part legal
 

and official: urban development plans, the rules of legal tenure, building
 

codes, and the like. In part, they are constituted by unofficial and some

times quite unformalized arrangements, such as the organization of build

ing 	materials suppliers, labor unions, neighborhood organizations.
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5. The need for qualitative data
 

Information about processes and about the invisible structures is 
not
 

readily derived from counting things. Of course, we will always need to
 

count things; when we know what to look out for we need to find indicators
 

which enable us, by counting, to know how prevalent a phenomenon is,and
 

we will need to have measures of output and measures of inputs. But
 

counting is not very useful when we need to get a picture of the way the
 

world works, of the linkages between phenomena.
 

Planners often fail to recognize that at bottom they depend on stories
 

of how the world works. They need not notice their dependence on stories of
 

how the world works because they take them for granted -- until for some
 

reason events prove them wrong, as when it 
turns out that people enlarge
 

their core house not to make a larger family residence, but so as to rent
 

the rooms to others, To understand the processes of housing and the invi

sible structures which shape those processes we need stories which correctly
 

represent the world out there into which housing programs intervene. We
 

need, in other words, correct stories about process, about connections,
 

and about the working rules of the housing system or real estate market.
 

6. How to Do It
 

The way to get such stories is to ask knowledgeable people, that is
 

to say, people who are involved in the processes, who either make or are
 

subject to the rules or 'invisible structures' which you want to comprehend.
 

This means that in this kind of research, we deal not with "subjects" or
 

"respondents" but with informants. 
 The interviewer is asking people to
 

tell us about the way things work. They probably will find it most appro

priate to tell about what has happened or is happening to them as a way of
 

explaining how things work. 
Thus this kind of research centers around . 
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collecting stories of people's experience.
 

For example, if we want to understand how a sites-and-services project
 

is working out, a qualitative researcher will ask people involved in the
 

project how they came to hear about it,why they decided to get involved,
 

what the difficulties have been, what the alternative courses of action
 

would have been for them. This contrasts with (although should not of
 

course preclude)such'alternative research strategies as: collecting data
 

on the social characteristics of participants, and on the rate of building
 

in the project, or surveying participants as to their opinions of the
 

program. In the kind of qualitative research I am proposing, we will
 

collect social data and opinions, but as it were, by the way; we are
 

most interested in stories. The interviewer directs the interview towards
 

the themes of interest, but he or she lets the informant tell the story in
 

his or her own way, and to bring up what he or she sees as relevant to
 

the general issue. The interviewer tries to record what was said -- it
 

need not be word for word, but as much as possible in the same general
 

order and emphases.
 

The process of analysis looks absurdly simple. The researcher
 

takes a set of interviews on a topic and reads them through several times,
 

identifying the major themes, and marking on the margins of the typed __
 

interviews where material relevant to these themes appears. The researcher
 

then takes a set of marked interviews, cuts them up according to themes,
 

arranges the pieces in thematic piles, and writes up a report summarizing,
 

with some quotations, what people had to say about this or that.
 

The result should be a research report which in some ways resembles 

good journalism more than it does the traditional report of survey results. 

It should be problem-focused and interesting to read -- not a minor con

sideration, when one considers the issue of use by policy-makers. 
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Inevitably, those who present such a report will 
be asked something
 

like: 
 How do we know these people are typical? Thus, it is important to
 

be clear as 
to the logic of credibility and of generalization animating
 

this research process. "Typicality" isn't the issue. 
 Remember, these
 

are informants, not respondents, not a sample. The particular experience,
 

the special stories of the informants tell us about how the system works
 

because we know where ,the informants are placed in the system and their
 

experience of it. We generalize from the particular in much the same way
 

that the historian takes the story of a very particular individual as a
 

way of understanding the politics or social 
history of his time. And in
 

the same way that the historian, according to Barbara Tuchman, uses "corro

borative detail" 
to make historical accounts vivid and believable, it is
 

the richness and imageability of the stories which in the end makes these
 

qualitative stories credible. 
We then move to generalize as to the approx

imate frequency of experiences like those,of our informants by using other
 

data, quantitative data, to estimate how many people are likely to find them

selves in the same or similar positions as 
those people we have interviewed.
 

7. What Qualitative Research is Good For
 

Qualitative research is particularly useful for understanding issues in
 

which processes and connections are important: institutions, sub-markets,
 

programs. Some examples of such issues follow.
 

How programs work
 

Every time we try to evaluate public programs we re-discover the simple
 

but often forgotten fact that between the program design and the outcome
 

there intervenes a complicated history of institutional evolution; it is
 

silly to evaluate the result of the program by looking at its outcome when
 

we don't know whatthe program really was in practice. About the only way
 

to find this out is by interviewing people involved. A "self-help" building
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program, a public housing program, an upgrading program are examples of
 

enterprises which we would like to look at in this way.
 

Housing markets
 

The work of Anthony Leeds, 6 Shlomo Angel,7 and Tomasz Sudra8 has
 

given us examples of how qualitative research can be used to understand low

income housing markets., All of these researchers have thought of the city
 

as presenting a set of diverse but inter-linked sub-markets of housing,
 

structured by both economic and political forces, within which low-income
 

people move. In part, the sub-markets are physically differentiated and
 

visible to inspection -- central-city slums, shantytowns, rooming-houses
 

and the like. But who they serve, how they are controlled, what forces
 

their owners respond to, is probably most easily discovered by interviews,
 

Industry studies 

The easiest way to understand how an industry works -- the market in
 

which it operates, the kinds of people who are active in it, the intercon

nections between firms, the difficulties of its operation, its connection
 

to the pditical process -- is through qualitative interviewing. We are just
 

beginning, I think, to understand the usefulness of this approach in the
 

field of low income housing. We are beginning to get studies of the low
9
 

income irregular urbanization business, as well as the management of squatting.
 

We need studies of the small builders who, we now know, do most of the actual
 

work in what planners used to think of as "self-help." (Praful Soni, study

ing "self-help" in Nairobi found that people in a sites and services project
 

did not need technical help in building, so much as technical help in pick

ing a reliable petty contractor.)
I0
 



How Cities Work
 

Madhu Sarin's study of the "informal sector" in ChandigarhII
 

is developed out of a very strategic use of interview "stories" of the
 

kind discussed here, and succeeds splendidly in showing the relationship
 

between physical plan and economic functioning. For an example of the
 

usefulness of this kind of work I especially recommend the interview story
 

of an illegal ("squatted") market, exposing quite elegantly both the
 

locational factors in small-scale vending and the politics of commercial
 

site allocation in the city.
 

8. Advantages and Difficulties of Qualitative Research
 

Qualitative research of the kind discussed here is extraordinarily
 

cheap, compared to survey work. It also can 
be done very fast; if there
 

are 
researchers ready to work, they can go out and get information on
 

some 
policy issue in time for the next staff meeting. It is a way of
 

researching which can also be targeted directly on the questions of
 

interest to policy makers or program-managers;the output may well 
not be
 

so much a research report, as a program memorandum.
 

On the other hand, 
it has problems, and these are not legligible ones.
 

In the first place, it looks fuzzy, personalistic, and non-authoritative.
 

There are many biases and preconceptions built into surveys, but they are
 

incorporated into the original categories and the way the questions are
 

asked; what comes out at the end may be waved at a meeting as facts.
 

It is not easy to 
find the right people to do qualitative research.
 

It is relatively easy to train students or social workers to carry out a
 

survey; it is much harder to train people to do work which involves as much
 

interviewer initiative as do qualitative interviews. The interviews not
 

only take more skill and energy input to do; they are many times more
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laborious to record. (Tape-recording does not solve this problem, but
 

merely defers it to the stage where the interviews are transcribed and
 

analyzed.)
 

Finally, this kind of work may produce political problems which
 

cause the whole enterprise to self-destruct at a fairly early stage.
 

This is especially true Vhen the work focuses on the monitoring or
 

evaluation of programs' Consider the situation. The person doing the
 

interviewing must be someone without much power or importance in the
 

organization -- otherwise, they will not be either willing or able to
 

do the work. But this person will be collecting stories which deal
 

with problems with the program from the point of view of its clientele.
 

It is said that in ancient times the bearer of bad news might be killed;
 

we do not do that noadays, but.we often fire the bearer of bad news, and
 

in addition, may well terminate the research program which generated
 

the bad news. Thus the very success of qualitative studies in bringing
 

in new and relevant information may cause the program to have a very
 

short half-life.
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I- FOREWORD 

The portuguese banking system act6 in the homsing and constructions dinancing 

th/wugh uitablZe Amees, which bried deciption is the chief aim o6 this aWtle. 

HoweveA, we woutd Like to begin with a 6mal Zintoductory note characterizing 

the sector o6 activity - Housing and Con~tAuction - iZnexting the referred fi

nancing function in Portugat. 

Housin9 Sector 

The habitationat laces in the country have become worse oar the tast years, a
 

a teult o6 the conjunction 06 the ofolowing factors:
 

- Aging o6 the housing park;
 

- Domestic migrAaton o6 the poputation6, mainty those 6wom the kuaC ntertand,
 

to tJte industrial and urban attraction pofes; 

- Decrease o6 the t~aditonat emigration, what became wose with the flow o6 dZL 

ptaced peoeple %etuAning fom the ex-colonies, mainly as from 1975; 

- FaU in the production 6 dueing-houzea since 1974, in pursuance od the deep 

change6 that took place at that time, in the potitical-i6ttutionat model in 

dorce, with a speciat keference to the aimost complete extinction o6 the makd 

06 ne , dewetting 60A renting. 

The available ztudiez reulting 6om the preiminary counting6 o6 the 1981 cen6u, 

prtepared by the concerned Of6idcaZ Entitie, point towads the incAease o6 the 

dwelling deficit, in absolute teAwms, taken by municipality, 6o% the period 1970/81, 

whichwent over 6rom about 35.000 units to approximatety 52.000 unit6, respectivety 

in the beginning and in the end o6 the ,tated peAiod. 

C.P.P. 2108P
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The counting hetd, however, pLetentz consideraby tower than the estimates e66ect 
an 

ed duwing the period under %eview, zine there i6/appLeciabte di6agLeement betueen 

the number od dwve ngs con6tructed 4rnom 1970 to 1981 (catcutatedin about 400.000 

dwe Ungs ) and tAe Jesutt6 attained up to now, on the bais od the 1981 een6uw , 

where are %egisteiredabout 6u.zther 673.000 new dweUing4. 

A4s 6a% a4 we can see, the exptanation dor the dizpaAity veAfied betueen the 

aforesaid numbers i5 due to the 6twng development o6 the ittegat conStAUction 

phenomenon occurred in the tast yeau, although its exi,6tence i6 well known in the 

Countu, as to its heavy con6equences on the corect u baniztic planning, among 

othes, what i6 omitted in the 6tatistiu o6 the dwetfings conctuded, whete onLty 

the. duty ticenhed dwettings aAe aowed. 

Likewise, the quaZitative tadkz tegiztered in Potugal have showed imp'Ate4.ve a.6 

to the apptency of the'houwing paV to asu're ed6icient y the need6 od lodging od 

the portugues6e poputation. 

Under the ciscumstances, it has been admitted that the famitieA tiving in pAecari

ous todging condition, inctuding the &ituations o6 6subtwe and overcrowding, 

rteached already in 1970, a total od 650.000 un"t, atthough it i6 .6t2U admitted 

that th£5 became signi.iZcantt wose in the tas6t dew yeaA4. 

Civit Construction and Pubtic Woks Sector 

Simila .y, we may point out the 6o.Zowing prevae.ting aspect6 cha.'cterizing the 

,ivilcon6ttuction industkg Zn Po.tuga.: 

- The gross added value od the 6ertoL ia equ.vaLent to, approximatety 6% o6 the 

G.D.P. 6.c. and about 50% o6 the va&e o6 the achieved wodA; 

- GeneAaly apeaking, the contauction conttibuted more than 60% dox the total 

value od the gtos doumation od dixed capital in the coutry, and the houhing 

C.P.P. 21089 
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constAuction ha6 stiL a speciatly 6ignificant position, that amounts to about 

30% o6 the vaue teached by the gross fora.ion o6 fixed capita,originated in 

the con6tuction in generaZ; 

- Atomistic 6tUctuAe o6 the enterpi6ez, with a high concentration - about 90% -

oa the entetprises, which s6ta6f does not exceed 9 workers. The number od enter%

prises in the 6ecto& undeA the jumidicat omn o6 6ociety, i6 ztLLt very smaZl 

(about 6%);
 

- Highty intensive wordk nature o the sector%, absorbing atound 8% o the active 

population, with a high preponderance o6 non-stlted workers; 

- ConiderabZe descapitalization, with a significant rupture o the entetprises 

financia2 autonomy, verified mainty in the last years; 

- Insufficient indice, o p4odutLvity average, in view o6 the euAoepan competitive 

maAket, although they ae partxy compensated by the tow ZeveZ o6 wagu paid in 

the countAy. 

II-MAI MFINANCING AGENTS OF HOUSING AND 

CONSTRUCTION,
 

The Rote o the Pubtic Sector
 

On the Zevel o the Cent'w2 Govetnment, the conduct o the uAbanitic'and habita

tionat pocy in the la6t yea~s has belonged basicaj to some entitles depending 

on the (Housing and Public Works Ministry - Alnitito da Habitaq3o e Obacs Pubti
eas) *where we should point out the (Genvwt Administrations o6 Ubani tc Planning 

- Direcqaes Geai do Planeamento UkbanlstLco); (o the Regionat and Urban Equip

ment - do Equipamento Regional e Urbano); (o6 the Basic Improvement - do Saneamen

to BaLco); and speciatty the (Housing Promotion Fwd - Fundo de Fomento da Habi

taqao) 
* In the pmesent gove'rnment oganization denominated Housing, Public Wo4ks, TransoprLts 

and Coonunications Minizty. 
C.P.P. 21I00 
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On the .LveZ 06 the LocaZ Gove'rinment, ,tands out the action in ha~ge 06 .the tocaZ 
muni.pat,ue, which at preent, otatng to the widening veLL6.ed i.n theL%dinancZ 
autonomy, comig (rom the new taw o6 the Loca. Finance, entLte2e the muniipa.itie 

t/engthened tto a s .nanctcapacity, with au4 .ed tevenue in %e~ta.tionto the oveAOUJ 
amountz o6 the taxe coL.ected by the 6tate, tegiateed in Ztz GeneaZ. Budget, which 

becomes 6inanciaZ mean6, mot a6ucept;ibe o6 be4ng appZied in the pe,%6oAmance o6 uA
banzation and hou4Lng con t.'uckt.Zon progams, in the wuea o6 the ueative ju,'sdi.ton. 

However, up to the p eazent and a. 64om 1969, on the ZeveZ2 o6 the Centaat Gove.anment, 
in Lt own a&tuto'q .6cope, the Fuando de Fomento da Habitaqao (F.F.H.) wa, entitted 

to the intoduction, pZanning and technicZ-6inanciat s6upport o6 the main housing 

pAzogu.6 eatabeZahed by the State, which on the whotezpoint6 towand6 a mairlt hhae 

(nmber o6 dweZling4 con,6t'cted), that have atway.6 6howedto be LoweA than 15% o6 the 
totaL o6 d e ieng conhtur-ted yeawry in the Cowxtqj, az we may .6ee on the 6oUotaing 

Table: 

TABLE I 
New Dweingas Contucted_bg lnvtor EZLty 

1.*Il T1h 
1971 i 72 1973 1974 1975 1.976 1977 1978 1979 1980 191 

.PubZic.'Secto& 3.424 4.683 4.557 2.223 2.166 1.889 5.79. 4.114 4.93 5.640 6.00 

P~ivate 
SecX'bt 31.885 34.847 36.759 40.357 29.006 27.325 28.035 28.935 30.116 ...171 33.000 

Total 35.309 39.530I 41.316 I..(12.580 31.172 29.2.4 33.629 33.049 35.09,,6.81i39.000 

* Inctudu the promotion dwoe2ng o6 the coopeza ue .6ociZeiZe. 

Source,: MHOPT - PRanning O66ice 

The Main Inuetment PAogAam6 e tabUahed, on the ZeveL o6 the F.F.H. ate diZtibuted 

a, 6oP.ow: 

C.P.P. 21089 
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Dikect PAomotion o6 Houzing: This i an initiative that returns to the e.stablis6h

ment o6 the F.F.H. (1969) and seeks essentLa!Iy: 

- Purchase and uAbanization o6 lands 6o& const'uction; 
the 

- P.'romotion e . constuction o6 dweZing houses and eCative support equipment, 

taking into considetation the areas and popuiations od weak kezouces. 

At the end od 1981, were being buLt around 10.000 dwc.ign6, 3.000 o which shoud 

be achieved in 1982, with an investment 6or%the year amouting to about 3, 75 nLLZcn 

COfltO6. 

Pre-fab'ricatedHouses: Thi is an achievement, which in the beginning, tied to 

6otve urgentty the problem proceeding 6rom the needs o6 telodging the displaced 

peoZpte returA,.g om the ex- colonies. Thus, many tenders od contract6 have been 

eddected, where have been pAivileged the methods o easy construction, nameey the 

pre-dab'ication, aiming at, both the atajn,1ent o quicker and even more economicae 

At preent, about 6. 700 dwe22ngs are stit1 being built, 3.500 o which ae 6oreeesn 
to be conctuded in 1982, the expected investment 6o4 this year amounting to appro

ximately 1,5 million contos. 

Deveerment Contacts: ThI... i a program started in 1974, which is based on a mixed 

promotion form and Z6 a resutt o the link amoung the F.F.H., the civil con truct~on 

enterp,&se and the Special Credit Institutions. Its aim is the promotion od the 

civil construction, either through 6upport6 or technical, financiat and fi6caZ in

centiveA, motivating iZt to the constPuction o buildings or pat o buildings in

tended to housing and social equipment, provided they are integrated in a correct 

uiban peanning, in the aeas evidencing more tacks and subject to tabte o final 

p'rices con-toted by the F.F.H.. 

... 21089 
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In Deeembe 1981, were being buiLt approximateJ 1.200 dweteing.5, being expected 

the eoncZuwion o6 about 700 new dtre.ngs in 1982, the tevet o6 investment 6o,% 

this yea%, being ca/autatedin about 450 thouAand conto6. 

Tech icaC and FinancialSapport: Specific programs are being developed under this 

ctaziZication, which may be stated a dollows: 

Co-paAticpated Wo'dzs: This is a %egimeset up in 1945, by which the state * 

accepted to gAant co-paticipatiom (40%/50% o the dweZ/Ung value o4 a 6ixed 

sum by dveUing), to the building o6 houses 6o4 famiem o6 tower incomes o Zn 

situations o6 %etodging, owing to works o6 urbani6tic Aedefintion in the habi

tatonae agglomerates. 

In the end 1981, were being built about 500 dwengs, which concluAion is 

expected to 1982, the tAeative investment 6o% the year being 200 thousand contoz. 

Loans to the MuniicpaiUte: This i6 a program 6taxted in 1974, which aimed at the 

imp~ovement 06 the activity 06 the civit con6tjucton etpise, highty weak

ened by the retactionin the dexand, ue'ri~ded owing to the potiicat changes 

hetd in the "25th Apt'S". 

Through the 6harting, on the levet o6 the municipat sez,od the sums atthibuted 

to the F.F.H. budget, and through the toans that have been made by this Inztitu

tion with the Banks, it was intended to make decreae the consequences o6 the 

a/is, both in the big center and on the teveZ 06 the %egionsas wett. 

Up to the end o6 1981, the F.F.H. had ganted to the municipaiitie, dinancings 

am unting to 4, 1 mitZion contos. 

At that time we'e being bu.it aoast 2.900 duetLngs, 1.000 o6 which 4houtd be 

conctuded in 1982, the investment 60A the yea, amounting to about one rition 

contos. 

* As 6rom the seventies, such Aespon6abZiiy belongs to the F.F.H. 

C.P.P. 21089 
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Loans to the EconomicaZ Homsing Co-opetative Societies: This program was staAted 

in 1975 by the F.F.H., having as Aesutt a coniderabZe increase o6 the number o6 

etablished co-ope'ative ocieties, which were 181 in 1978, involving 46,5 tho

sand co-opeAativSt. 

The aZms o6 the production point initially toward6 yearly votunies od about 5 thou

sand dweZings, which nurber%, howevev, has never been attained , due to the s6eve

&atdifficut arisen, maepty in the areas which involve the acquisition o6 the 

nece.6ary buitding site, undeA 6uitable conditions, as we2I as the financing &e

quired for the execution od the ketative projects. 

Nevethete~s, inctuding the dwe& ngs promoted by the economicat housing co

-operative socieieze and by the inhabitants' asocJatons, we veAidy that a high 

number o6 deZings is being built on 31.6t December 1981, viz. about 12.300, 4.000 

od which are expected to be conctuded in 1982, the yeaury investment being 3, 8 

milCion contos. 

On the other hand, and concerning the programs under review, the toans gruanted by 

the F.F.H. untit 1981, amounted to about 9,3 mitlion contos. 

Self-Conztruction and Pugam o6 RecoveAy o Degaded ReaZ Estate (PRID): theze 

pogram, in the scope o6 the F.F.H. a welt, intend to make possible solutions 

in charge od the interested partes (Municipatities and Pivate Peuron), aimaing 

at the utilization o the availability o some own mean, human, financal and 

technicat ones, both in the building o6 new dweUings, and in the rtecovej and 

imptovement o dwetlings (reidence o the owner or tease), which indice o main

tenance and habitable sta-te ae deteioated. 

At preent, the F.F.H. i6 6uppoxting financiZaty these two progran, thAough loans6 

ganted, with sums utiized up to the end o 1981, reaching already albout 3,3 

million contos. 

C...P. 21089 
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At the beginnning o6 1982, weLe in opeation 3.810 tUanmact on of 6his ki.nd, 

which dnanciaZ involvement, to .be f6iutUed in 1982, i6 expected to attain 

about 380 thousand contos, namely, about 100contos/d teLLng. 

The Role oA the Banking Sq.tem in the Finanqinq to How.ing and Construction. 

The poxtugue4e banking ay.stem awtu the 6inancing to the deAent 4ectou o6 

the economic actvityj and gAant6 it6 Sinanciat 6uppot6 to the %etativeeconomic 

agentz in the tkanzaction connected with comtu ction and how~ing preha.e. 

In its conpo6ition, the banking .6ysteminctudu6 sentiaZj the commeAcia banks 

and the 6avings and inves-tJent bank6, which act directy in the capitaZ money 

mainwet, under the diAection and the co-oadination oj the Banco de Portugal, wh ch 

iL entitCed to apply the Govenment eeonomical and dinaneiaX potcy,wiLthin it6 oun 

,6cope. 

The inteveunng o6 the banking unit6 ope'awtng in the mke;t, Zs cai ed on, 6o a& 

to safeguad a pitncipte o6 6peciatization, 6ince within the 6avings and inve64mit 

bankz, the three SpeciaL Credit Inetitutons denominated: - Caixa Gv/wi de Depsi

to, CAdLto PMedLa PortuguE4 and Caixa Economica de 126boa, ae entited to the 

main portion o cAedit to conziuction granted to buiJde&4/AW eAltate pomotou, 

which medium te.u6 6or the loan4 are from I to 5 yeau. 

The 6ame Special Credit Indtitutionz aAe opmating in an afmo6t exeLusive.'egime 

(with t1te more 6ignificant exception o6 the speciat zauing6 regime, which i. put 

into p'actice by aU the 6y6taem un]t6) in the 6inancing to puAcha6e/constAuction 

o6 dwettng-hou6 e, by meand o6 6peciaL e.edit 6aciLitea with Long %eimbuuement 

telums, that may keach 30 yea&4. The commeAcJaL Banka ate pLepondeAOntty entitLed 

to eddect the 6hott teum tAansaction.6 (untiL 1 yeA), although 6uch tAanaactionh 

may be handted a6 wett by the a6o',%eaid .pecia c.edit intJitution4, wndet a mutti

vatent pempectiue. 

..21031.. 
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Tu,, the quantUat.tZve evo.ut on (bataneghjad ,the t.ftZve poa6&tiona azzumed in 

thre .a.st y ea by the d.'ent eedit inattWonh, ope,.ting in the hou.ng and 

zonmtAuction 6ectou$, areeoAding to the natwe od the 6inancing AantedD i4 r-teaCy 
,6hown in the 6otowng ,tabte: 

TABLE ri 

Houi4ng and Co.tuction Financing Accoitding to the Tezm6 and Tgpe6 og Cedt 

(in =1lilons escudos 

71t1! OF1TH TRANSACTIONS 

DCI]PTION UP TO1ITER FRO I TO EARS OVER S YEARS TOTAL 
1970 1979 19 0 1978 1979 1980 1978 1979 1980 1978 1979 1980 

IocT= *Sa 22.820.3 2.855B, 20.322,0 4.6,09. 5.20,0 4.551.0 50.2 445,0 921,0 27.3564 28.522,0 35.794,0 

flnm6cM to m- Savtni and 1mtv 8m 4.330,S 5,387.0 4.6S4,0 19.176.9 27.252,0 34.379,0 21.7S2, 10.559,0 14.351,0 45.266, 41.1 0,0 51.364,0 

104a1 V.114,8 23.242,0 32.976,0 23.0", 32.454,0 40.930.0 21.803.0 1.024,0 IS.2,0 72.853.6 71.720,0 "9.178,0 

to ftIslsw ' fmf 2.366,2 82.0 1.000,0 3"93, 3",0 ,04.0 1.727,0 4.714.0 8.9 2.0 5.00,7 3.635,0 10.2,.0
iv s to p jvn vr- a 44,7 39,0 137,0 3,2 1.694,0 444.0 19.00 ,2

31"i" 
47.355,0 -0.031,0 19.851,1 49.289,0 76.412,0 

th*4- Iita2 2.932.9 021.0 1.137.0 398,7 2.031.0 1.128,0 21.53!62 52.272.0 86.963.0 24.644,5 54.924.0 09.238.0 

Onvall~ 30.1117 20.063,0 34.113.0 24.26%5 34.405.0 42-.0610 43.330,2 03.290,0 2.235,0 97.721,4 L26.64.0 70.410,0 

80500 ,"m do Porip 
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The 6inanciatmonetay poticy devetoped Zn the cowntjuj, mainty a4 dom 1978, has 

been deepZy chaAactZzed by the utiLization od the intumejt6 conZdered more 

.6uitable, atthough they cae su6ject to eventua2 6tuctuation, tending towards the 

execution o the dollowing gene/wI a 06 the Couwt's6 economicaom.6 poicy cond

dered as having priority and deaerving mention: 

- Reduction o6 the inflation %hytm:
 

- TendenciaZ re-balance o6 the balance o6 payment6"
 

- Increa6e o the national product:
 

- Reduction o6 the unemployment level.
 

Since, aa it i6 undeAtood, there i6 not a complete compatibitity in the choice o
 

the s.teps tending to a,6sue the himuLtaneous execution o the whole stated puApo

sez, the dedinition o the poltce6 to dottow, hah obviousty p'zvileged, eithe. the
 

need to increase the domeh-tic poduction (aitng at the expo4t6 and 6ub6ttutiZon
 

o6 the impoAtf) and the . truggle against the unemployment, or%even the 6tLUggle
 

against inflation and the dlaggkavation o the exte,naL accowit6.
 

The State, in the performance o it. own action and futheL to the opeuting of the 

PZcaL and budge~tay poticies, agreeable to the above mentioned aim, ha founded 

it6 ctedit poicy on the utiLization o the fotlowing in6tument,6 and 6tandaAd6: 

- Interest Ate and relative compatibility with the cond;tons exZ6ting in the do

me tic and external maAket6 

- C/redt Limit6 to the economy and elative 8ahwe by the different ciedit in6titu

ton, conzide,%ing the natuAe o it6 apptication6; 

- CAedit setection, favouring the apptications with bigger nationao inteAt 

(inveAJ.ent, expo, ts, etc.) 

C.P.P. 2108? 
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Thuw, the evotation verijied in the banking credt to tLe economy and the hou Zng 

and constYwction sectors in the Zast yeaAs (1978/1981), is ev.dent in the anatysis 

o6 the fotowing tabZe: 

TABLE III
 

Table of the Banking Financing of the Housing and
 
Construction Sectors.
 

A)G.D.P. f.c. (1) ". 

W.V. - Construction 
(Continent) (2) 

Gross Added Value-Construction 

(Continent) (3)
 

B)DaTestic Financing (4) (balanced) 

Construction and Public
 
Works Financing (5)(balances) 


Financings to private

individuals for housing(6) (balances) 

(5) + (6) = (7) 
(2) / (1) = (8) 

(4) / (1) = (9) 
(5) / (3) = (10) 

(6)/ (7) = (11) 

(6) / (4) = (12) 
(7) /_(4) .. (13= -0,108 

1978 1979 , 980 1981 

713.700 918.912 1.098.100 1.288.600 

76.302 83.226 111.900 142.000 
37.259 41.028 54.800 69.500 

874.893 1.100.770 1.243.081 1.466.233* 

57.855 71.719 89.178 119.818* 

36.867 54.922 89.238 .119.571* 
94.722 126.641 178.416 239.389* 
0,1069 0,0906 0,1019 0,1102 

.1,225 1,198 1,132 1,138 
1,55 1,74 1,62 1,70 
0,38) 0,434 0,500 0,500 
0,042 0,049 0,071 0,081 

0,115 0,143 0,163 

Source: Banco de Portugal (Reports) and .'HOPT (Seasonal Peports) 
(1) - G.D.P. f.c. - Gross Domestic Product factors cost. 
(2)- W.V. - Works Value 
(3) - G.A.V. - Gross Added Value 

* These values concern the balances caMing from the credit portfolios in the 
comrercial banks and in the S.C.I. (Special Credit Institutios), as of July 

31st, 1981. 

S../.218 

C.P.P. 2109 
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In 6act, the 6ollowing main cunctsions are shown: 

a) The %esutto6 'the estrictive credit poficy 6otlowed since 1978, expaim 

the contraction vetified in the iato dometic eredit (batances)/G.D.P.6.c., 

whch went frkom 1,225 in 1978 to 1,132 in 1980, being iztitL to point out that 

the ecoveJ veAfi6ed in 1978, by the way, as6 much 6ignfi~cant as it is right 

that the credit values on&J concerns the batancez attained in Jut' 1qg81, t 

the cause o6 6uther restitive steps, on the part o the monetoAy and 6i

nanciat authorities, wxUt a specia2 incidence in the second hat6-yew% 1981 

and even in the 6ipt haZ6-yeaL 1982, esseniatty thAough the bigge. con

tol o6 Lim Z, and the inctease o6 the interest Aates. 

b) However, housing and contwuct.on c.'edit incAeaed continuosly in the lat 

yea-', since, whereas in 1978 it %eptuentedno more than 10, 8% o6 the totaZ 

domestic credit, in 1981 (Juty), such petcentage keached atAeady 16,3%. 

c) The stAengthening o6 the position stated to the housing and constlruction 

c/edit, assums a speciat meaning, consideAing even a quite positive po

g-e.zion in the years under %eview to the ratio: constAuction and pubti.
 

works6 financing/G.A.V. construction, which 
amounted to 1,55 .&' 1978, whie 

the value teached in 1981 * was 1, 70, obvious evotution o6 the proportionat 

incease o6 the credit volumes peaced at the disposal o6 these 6ietds o6
 

activi , whether we compde them 
 to the cedit volumes peaced at the di6

posat o6 the economy by the banking system. 

d) The absorption on the pa,.t o6 the housing and construction 6inancing o6 more 

and moke . zgniZicant portions o6 the domestic cAedit in Portuga2, is howeve 

a &uuUt that comes essentiatly 6rom the con~ide'abte increase veA ied in 

As tegards to the credLt (balancez), we point out that the stated vatu&e concern 

the count&g attained etatitve :to "uly 19.81.. 

C.P.P. 21089 
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the component o6 te house 6inancing 6or individuat, what O ose cteaxty 

6'rom the promotion policy od the 6inancing to the purchase/constuction 

o6 ones own &vee.ng-howse, set up by the ccesive govekiMentt si-nce 1976. 

This exptaZns why, whether we compare the housing financing (baCances) to 

individua1s tit the overaUl housing financing (baeances), the 6o,-niie s 

from abot 39% in 1978 to 50% approxiiacteey in 1981 and in .the samne drec~ton, 

the comparison between the positions c the %etation-housingfinancing to 

individuas (balance) / domestic financing (batances), point towazd6 an 

evo-uton fr&om 4,2%in 1978 to 8,1% in 1981. 

The role o6 the Speciat Credit Instwtuon. Znithe scope o6 the. Housing and 

Con tuction Finwwicng. 

As stated before, the adorezaid Special Credit Institutions (S.C.I.) are
 

entltted to peotrl1 a tote of high %espons;.biZity,concerning the financial
 

supportt to the housing and conAuction sectox6, alAo as a eutt o the
 

relative social aimn fixed in their s6tatutes. 

Thus, for instance the atticle 3rd o6 the CedZito PrediaZ Portuue-6tatutm 

se.ts up the 6oaowing in the patag'aph a):
 

"It is a social aim:
 

a) To prmote the Aeal estate const"uctici, eiZther 6or%indstticae and commer

cial purposes, or 6or%housing, speciaUy when it sZintended to s6ociat Zod

ging, nanety -1rtough direct Zoan o% co-operating in the financing o6 urba

nization and cons. 'uctZons pZannZngs;..." 

A quite appreciablequestion 6or the &teditinstittZons acting in the housing
 

and construction maket, concerns the natre o6 the financia 
 tesomsez utif&i

zed in this type o operations and its complete 5uitabiZity to the reZative 

puApos e6. 

C.P.P. 21089 
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TheAedo~e, we may ptobe tha,;tat ptuent/the Ae6eved units o6 tJte banking 

6ystem maki. ue ba6icatty o6 the plivate and pubic. 6aving6, mateAaZized in 

the depo.sit account6 opened and opew.ted in name o6 the dift~emt economicat 

agent6. 

The referred deposit account6 ate ctas.idied according to the telative teAms, 

the main diL6tnction exi6ting between the demand deposit accont6 and the time 

deposit accounts. At present, the conditions in force 6or the di6ferent typeA 

o6 account6, ae a. followus: 

TABLE IV 

Interes6t rates o6 the Depos6t6 

Demand deposits depo4i;ts at notice money-boxez time depo.Lt,6
 
• deposits 

up to 150 contos leA than 90 tezz than 90 days ....11% 

........ 4% days. ....... 11% 18,5% 6/Lom 90 to 180 days..15% 

ovea I contos 6/Lom 181 to .1yeaA... 21,5% 

.........2% over I year .......... 23% 

* to individuats, co-operativ 4ocietise with non-lucrative ai2nl, Ass6ociation6 

and lnstitutions o pubtic utitity. 

The composition o6 the different type o6 a2en capitat avaiZable with the 

S.C.I. points towa'ds the prodominancy o the time deposit6 (Z 80%) proportio

naly to the demand deposits (or at notice) (2 20%), afthough theze institut0om 

may 6titZ %ezorteiJtheAto the refinancing with the Centtat Bank, o to the 

inter~bahk money market, the Lartte bang esentiaUy chaAactea zed by the 

6hort-tvun od the Aetative tamacton and aiming to a,6Awre promptly and by 

C.P.P. 21089 
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tAnLtts.t'n,6er o6 positions, the covet o6 the minimum tiquiditylin the system units 

moae a66ected in this regard. 

It iz easy to notice an obvZous di66eAence betueen the natue 6 the avaita

bte dinancial means and the relative appicalt on.s, owing to the diverse cha

kectetiatics o cost/price and 6texibitty/~mobiCization. 

In 6act, the S.C.I. make we o6 uwa.y available m'eans, at teCLs not excee

dng I year, in tansactions o6 medium-term 6nanclng (3 to 5 in theyeatrs, 

long teAm con6truction 6inancing (up to 30 year) and in the house putchaze 

6nancing. 

It is 6titt evident that tuhatever the case, though to a &ager extent in the 

cases invotving credit to the house pwchae, the medium di66erences in the 

.nteeatAat between the ae&ttive aset6 and ZiabiZLtiu can not be con6i

dered Aeazsonabty p oitabte.
 

However, the need to suspas the stated dA6icuttie. through a latgerAezot 

to othet so rc o6 6unds, has been cons.idved by the referAed S.C.I., in 

which it wiZZ be possible a better compatibitity with the nature o' the te

lative appZcation, To this pwtpose, some o6 the 6ottowng means may be 

6otltowed o4 developed in the near dwtela 

- Mortgage cAedit; 

- Speciat 6unds od the State, deposited in the S.C.I.; 

- Oher redinancing 6olwls; 

- Bond market (6o instance hou.sng 6ecuitie4); 

Ill - CRED IT FAC I LITIES 

Fo housingpurchaze/cotuction 

A Atesoution by the MinistAy CunciL dated 24th Febwaawy 1976, 6ixing a new 

6inancng system to be used in the purchase o the permanent ovetZing-houze, 

C.P.P. 21089 
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denZines the point o6 convergence o6 new 6inandiae soution, tending to promote 
the highest interest o6 the banking system (S.C.I., not onty in the progresive 

solution o6 the domestic housing problem, but atso in giving motive to its con
tibution 6or the promotion o6 the civil constuction 6ietd, then going through 

a deep crist6, which mA-n cause was perhap.ps the missing o6 a market or Vte 

6Zowing o6 its products (detng-houses). 

The main chatactesttcs 06 the system cAeated then, were based on the 6ollowing 

bc~s principles: 

19 	 Atlowance by the s-.-te a part 06o6 the contractua interut %ate6ixed 60k 

the operations. 

29 InteAest %atein chaAge o6 the bo.towerj, varying rom 4%to 9%, according 

to the annual income per head stated by the borowe in the beginning. 

39 Reimbur6leent teiru6 06 the Zoans conuidehabty extended, teaching 25 yearm, 

being set too, in accordancewith the same annuae income peA head stated. 

49 	Adoption o6 the pocedwre o6 estimating the %etativemonthly instaments, 

on the basis o6 the equivaZent interest ate,6. 

59 	 Limiting o6 the admittance to the system o6 the -situationsin which the value 

o6 the doeLing to be dinanced does not exceed 1.000 contos and 6 contos/ 

square meter and ato o6 those, where the annua income per head o6 the house

hotd does not exceed 120 contos. 

The system we have just characterizedat owed the estabLismtent 06 a con

siderabte permanen-t housing market, giving st'rengt to a ceAtain mprLdvej)ient 

ver'Wied then in the civie constAcon 6ector, Aeason why, it deveoped owingwas 


to a new and more imp4oved credit system, 
 which kuts ae set by the DecAee Law 

N9551/77 dd. 14th December, bearbig the 6ollowing main 6eatures: 

C.P.P. 21089 
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a) 	The diferentiatLon o6 tthe a.UoWance rate changed. not oney in v-iZe o6 the 

income pet head o the intersted househod, bt atso in view o the square 

merteL cos-t o6 Vie dwe22Zng ahea. 

b) 	 Inclusion oS the decreasing principe o the foreen a-lownce, as frc-orn 

the second yea,%o the loan 'Zife , what means the correct itention to 

tighten the heavy toad o allCowances incLdbng on the State Generat Budget. 

c) 	 Pa~tiZcpationo6 Banco de Portugal,which appea'r- together with -the State 

and the own S.C.I. in its quatity o6 supporting aggent, being thus borne 

among the three %efemedagents, the overalZ difference of the intertes.t 

/Late, whZd was not coZected directly rowm the boaowerts, conceuving the 
teun o the

maxmi m interest /Late in force, and eqttvatent to the/opeations under 

keview. 

d) 	 ImpZicit possibility to update the framework pa,%wetes previousty e.6ta

bPished - values o6 the ueIZLngs appraisaland incomes "peL head" th-ough 

the regutatLonz pubished %egutaAty. 

The 	ueative toss o 	 efficacy verified since 1979 in the demand o tZJs kind 

o cekdLt tranactionz lead to the %eptacement o the 6ystem provided by the 

Vecree Law NQ 515/77, by the new c'edit systeni provided by the Decree Lav NQ 

435/80, dd. 2nd October, whvch kemains s6tizC in dorce and with which we tried 

to 	awsue a higleir flexibi.ity in the temporaAy evoautton o6 -the instabients 

to be borne bu the borovwe'ue,, in order to make them mo.re suitable with the 

own structure o6 the income produced in the countAy. 

an
The stated flexibility ieatty means/entagement o 6tuctuc.Uon in the ins.taZ

ments boAne by the borrowevt, dwrZng the !ZZe foreseen do'r the ketative loans, 

reulting thws that the same initial-capitae coresponds to a smaller financiaZ 

effoalt to -the boArowers in the bzginning o theiA loan4 Zife. TheAedore, the 

new thedinancing standord means an even higheA capacity o idebtedness5 o 

interested part.LewithLn a same frame o the househoed budget. 

C.P.P. 21089 • *- /.. . 
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We pre ent betow 

a short owtZne, 36tating the credit aypten under anatyzis, emphaizing 

the. 6ottowing poZnts: 

Aim: Puchase o6 pe'nanent diuet2ng-home. 

Gualtantee: 16t mottgage on the 6inanced dweUtng. 

Contractualinterest ate: The maximwn lega2 .rate in 6orce at each moment, 

do4 this kind o6 operations, being boLne by the bowotune, Banco de Po

tugat and S.C.I.. 

Plan o the in6talment6 borne by the botower: The estimate o6 the in.6tatmen;t6 

at the interest rate bo4ne by the borroweA lz done in a d166eAent way, 

whetheA the Zoan i in the 1.6t o in the 2nd phase. 

In the irst phase (4 first years, in the types A and B o& 5 di'zt years 

in the typa C and D), -the ut in6tatment payable by the borroweA iz6 

e6timated in apptying to the bornowed capitat (utZtized), the %etative 

monlJtZy interest -ate and the pe'centage o6 68% on the tespon,6ibitit• 

de-temined, eddec~tng the nedLate capitatizatin o the amount o the 

inte'e.fworked out and not cottected due to its dedeAed payment. 

For the 14t phaoe, the instatment;6 at the rate chargeable to the borrower 

witt 4Z,,e 12% yearty and wiU %emainunchanged within each year. 

In the 2nd phase (rena-ning.term o6 the toan ide) the 6irst Zn~ta/ment 

is atimnted through the 6uitabte tute o the dinancial estimate (preuent 

vatue), dotlowing thereadter, the an-,uaL change, o the instalment6 (+2% 

in the type A and +3% in the types B,C and D) - -emaiinng .6et within each year. 

In the caes ad con,6twction , o6 the permanent dwetteng-how6e, iz con,6Z

de-ed a teAm a utitization o the capZtat (in uteaton to the con6tActwion), 

U uaZJ 24 month, extensiue 6o% WrtheA 6 mon~th, doA which Wzm the inteAe.t 

i.6,e6td out day by day, by apptication o the rnteAe,6t Aate chargeable to the 

borrowe,% to the capital in debt. AdteA the reerrued tCem o utitzaton, 

C.P.P. 21089 
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dottows the 1.t phase o6 the loan life, as stated before and at last the 

2nd phase theAeof, which extens6ion continue 6o% the telaining te! o6 

the granted loan. 

FwLther 6inaniatbenefit: The inteAested parties may as well make teipowaiy use 

o6 & !'amZULiar subsidy", dor aces to housing, since the &ieing to pwr

chase or construct i.s inctuded in the type A o6 the. systein and since the annual 

income per head o the household is not higher than tJLat fixed in the Scale 

Ill o6 the cAedit system under %eview. 

In order to attain a better understanding of the other%"condition.sput into 

proactice by the S.C.I., we preparedthe ollowing s6mary table: 

CPP. 21087 
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Pa~mm~~~l~tt~tt Fd 	 Vatuc 06 tJIi)At Vatut o6 thet4laziP.L41 

Ctsu c doetA94O j 

0oUItsig~ 
th*e Zoan tOaai 

411 

.. 
bo.~n by Dwti 

theb upMV*0 

. 
o~4 

up* 

U.oua.!CZA by 
the bank~ing 
6 

intatment bone 
by tile 

boiuwweA 

Jutatment boane 
by thle bov.s,.e&
(P/CapitaoI.1.O00ce 

_____________ Ior.*Oh) 96 .Ckeu d S.C.w.'1../i1i.mInncsd In E6Cudoa 

A up o "t"o_ " 

upto 9le.1mf 1.000 05 30 17 q ' . 3,75 % 1,5 1 O5S 

up*to.1 2.2 
up to 9scrnO4 2.000 S5 30 17 1 [ '1 591 3,7: 11 1.5 t 2.521 4'e;l 23.1-1 "-.2 

s.t 1! u. 

Zv to 155g. 2.000 9S 30 17 9 j..- 3,75% 1,5 t 4.&S1 .49 .32 

8 ~upto +"' 

1 t 	 _"7.32 _Uto lO3. 1.000 90 25 17, 	 2.2375 ,567.3
~ SCA upoT 

C U to[ 

ov_ .__./__ 1 3.500. 75 15" 22,25 11 	 .,.0 _________. 

Na*,uz 1) 	The p'uA.ent 4tuww 06 i*eiAtAt Aat e yoewa~conuctnCuat .ntU~t .A&t ol 11,2t while I~ii~weJ5. *h'e 
maximum ittM dlate in .out iA 21. 

11 The int.euA.t Ae 66 the damit 'la aub.dy wW.. bevedu:.ed,.vArdu by,It.. 6 m te 4*h.g.L 14J..uu) 06 ,1,e.tt ofa Ui6 . 
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A new cedit 6ystem 	was created recentty 6ot the pukchase/constAuction 

.o6 housing, a6 pkovided by the Decree-Lca No 340/80 dated 11lt December, 

whfch conceptual standaAd i6 baed on the howsing-savings .ps-teims, which 

has alAeady ttaditions in some cWunLeZinctLudig Portuga, where another 

vuwant had already been attempted, a6 6rom 1979, althouLgh without succe,s. 

The 'Leas ons 6o the unsuces6unes oj the e.stabtished system, ae basi

cacy due to the quick dLadjuztement of the financia ptans inita y 

6or.c.seen, in the phase o6 the savings contitution; whLch s6titl become 

ea-Ly disadjuztedin view o6 the quicker rise verified in the cost o6 

the dveZengs, discouraging odten the execution o6 the operation o6 the 

dvclt-ng puAchase/lZoan, by tack o6 avaiZable financial means (accAued 

savings + Zoan), to cover the maket price o6 the demanded dwettng. 

Though the system 6et 	by the above mentioned Legal Dispatch has not yet 

been put into practice, we shaU state betow it6 main premze4: 

As regards to the deposit account: 

Holdeu o6 account6: 	The households whose annuaZ gross income is .6tuated 

within an inteAva' fixed yeaey. 

The non-reeased people under Zegal age. 

The unemptoyed who are e6s than 25 years otd. 

Savings pean: The deposits are e6fected by an initia instatmekit and by 

Aegula monthly Zintatmemts. 

GeneAaly, the iZntalments can not be in6eAior to 

10% o6 twetdth o6 the 	gross annual income o6 the 

househd.Ed, except the 	tat one. 

InteAet Aate: The inteAr.st ate due to the "housing-saving' depo6its 

have the same inte,%et &ate o6 the time deposit6 

over one year, benediting sa-l fAom the whole 6ica 

C.P. 2I .l 	 .P. . 
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advantagea Zn 6orce 6o the time deposit accouwt6 

and capitat tax exemption as well. 

However, in the cazes o6 advanced withdkawaZ both 

financial and fs.cat punishment6 are applied, pko

vided 6ame ae not duty justZied. 

As to the loans: 

Acess conditions: IncZusion o6 the loan in the puchase/constructiono6 

peunanent dwef2Zng- house. 

Non-existence o6 other s6ubs6Ldized loans with the same 

aim, in name o6 the same hotders. 

Fu26tLent o6 the "houzing-savZnO' depo6it account 

with the mZnimum balance, a6 it i6 detAnined. 

Amount6: Within the vatues o6 the dwelings appraisats effected by the 

S.C. I. and s.titl without exceeding the maxZmnum 

timitA set Zn 'Aetaonto the gross annuaZ income 

oS the hou6ehold and the cons.mtction co6t by .6quae 

meter. 

lntere6t ate: To be dete'w;ined by Banco de Portugat. 

Gutarntee: Ist motgage o6 the dwettng to be puAchaed om buiZt. 

Reimbwrsement Plan: The loanz will be repaid wthZin the maximum teAm 

o6 30 yea, though monthly Znstatment6, which witt 

repreent a constant percentage (at przeent 25%) o6 

the tweZdth o6 the household gross annual income. 

Catitoizazion: The amount6 conceAning the Loan in6tatments, which exceed 

the value6 o6 the instatments estabLi6hed in the %eim

buxsement plan borne by the borrower, will be capi-

C.P.P. 21089 
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~ta.Lized immedatety~. 

Compen4ations account6 w th the State: The State te.C compenzate the S.C. . 

whenever the solvency te i,nLitialyf deteunned 6or% 

each eoan, wiZl be affected, namely whenever the gross 

annui income o6 the howzehold rises at a 'ate in

ferior to the inteAet Aate in 6orce. 

At tast, we include a s6unauj tabZe concerning the main paAameters, whi..ch 

have atready been fixed by the Gove'rwnent, as to the pre&sent system: 

TABLE VI
 

Gross annual in- Maximum ti- minimwn balances maxijun values o6 the 
come 6cate of mits of the o6 the deposits toans by square mete,% 
the hous ehods Zoans od coveted aAea 

(in contos) (in conto6 _ 	 (in contos) 

6rom 280 to 350 1.600 6/12 of the g~ass. 26 
annuaZ income o 
the househoZd 

from 350 to 450 2.000 " " " " 30 

from 450 to 600 2.750 	 9/12 66 th grass 30 
annuaZ income of 
the houzehotd 

6om 600 to 1.000 3.500 " " " " 	 32 

frkoni 1.000 to 1.500 4.000 " " " " 	 32 

Notes: 	On the maximumn timit, od the htam stated in the 2nd column, shaU 

be deducted the minimum balance6 o6 the 4e.ative deposit6, which mu-st 

be applied too in the pajment a the dwe2linps to purchae. 

The difference eventuaLty originated betueen the ove'wJI deposited 

balance and the a6oteaidminimum balance, may AtLU be utiZzed by 

the borrower in the pa.,ent o6 the dwebng cos6t,over the Loan vatue, 

increaed by the swie mrumwn balance. 

C.P.P. 21089 	 "'"/"" 



' CRWITO PREDIAL PORTUGUFS 26 ) 

The system we have just deribed, causes some probtems to the S.C.I. 

action, o6 which, the underlying standard o6 capitatizationis not the 

smallest one. 

Actuatey, the estimates done, often point towards the apptication o6 a
 

muttiplying factor higher than 6, 
 to the initiat borrowed capital, dseArving 

stitl a s6peciat mention the factor%that, bi most case, such potentiation 

o6 the bo,'cowed capital, is accrued wutC it reaches its niax-&lwn, more 

than 15 years afte4 the granting o6 the ketative contAacts. 

Thereote, it must be addnitted that the favouAable effects t6. the S.C.I.,
 

rke~suUing from the reimforcenent 06 the additional savings means, which
 

the created system shaZl indeed atlow to 
collect, ('ill quickly be absorbed 

and even broabty exceeded by the app! cation proceeding from the loans 

to be g4antedpdue to the capitaciations the same wL cause. 

Thws, it may be conctued that this system does not even 6afeguard the de

sirable bat ceptinciples between the means ad savings accrued in 
 the 

S.C. 1. and the obligations %e&Lfjfronrthe financial application 

inherkent to the real estate invetient in housing, when such apptication4
 

proceed frtom the 
credit system under anays6is.
 

For that %eason, the continuation of such policy impies the need, 
 here
 

emphasized, to consignate new teowtues in behad od -the S.C.I., 
 which
 

extent and nature show to 
be more suitabte to the conditions o6 credit 

put into p.actice in the the sectors under anaysi. 

The specia savings system 6or%portuguese emig'ant6 is an impo4tant paAt 

in the co-~ect connection between the fiscal, eAedit and exchange pociea 

ad the Coutj. It giranA fis.cat and dinanciat advantages to the emig',nts, 

who comptying with the provzion o6 the Law, have opened 6peciat savings 

deposLt accounts, which enabte them to apply to loans to be g'anted by 

C..... 21089 
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the cAedit institutions, uner the 6otowng conditions: 

Beneficiaxe,: portuguee Jrbants o% equivatents, hoZde,%.s o6 speciaZ 

savings accounts, with a batance showing the countervatue in 

Escudos o6 6oreign currency tkansfeus, or other payment means on the 

exterior, as we, as anotheA acceptable operations. 

Appecatios: To 6acilite means intended to the purchase, const'.1uction 

or maintenance o6 uAL.-n o% rustic bditdings. 

To daci~ite means intended to the industtiae investment, according 

to the retative projects. 

Amount: tinit o6 3.000 contoa/account. 

It can not exceed the doubZe o6 the special savings account baance, 

on the occasion o6 the proposal presentation. 

It can not be higher than 80% o6 the apprasal value o the keat 

estate concerned, the stated pecen-tage beiLng decreased to 50%,in 

the cases o6 indu.6Aa investnent. 

The amount o6 the Zoan, added by the whoZe baance o the ieZatve 

deposit account, must be competetZy utiLzed in the pay ent o the 

,reat estate to be 6inanced. 

Term: not over 12 year. 

Rate:12,5%.
 

Guarantee: Generabj, the first moxgage o the reae estate to be dinanced. 

C.P.P. 21009 
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To the civit cons~tuction enteprae
 

The financing 6tandad o6 the ci constAuction unde.takngs in charge o6 the zector
 

entepZvse, Zs pLt into practece by the credit nsttwt~iom, on the bacis o6 the
 

fo~tcwinig Aules : 

Limit6: 	 75%; 80%; 85% o6 the commeAcial vaZue ausigned to Vie undextakingaccording 

to its fr#-ework in pre-4ixed appaisal standards. 

Initeret rates: The maximum kate in. force jot opeAatio at term between 2 and 

5 yeaA. The attowance borne by the Credit In6titutions shaUt be 6romi1% 

to 2%, according to the ca4ificationand framewordk o6 the undeAtaking 

e66ected by the Credit Institutionz. 

UtLZlzations: In reZation to the con6truction, according to the works situatioms. 

Reimburuement pean: 3 years with 2 yeasr a6 lack period - eventuatly postponabte 

6o further 2 years; adjustable to the come'rciaZzation plan and inherent 

cancc2i:ta plan to be set. 

Guarantee: 1,6t mortgag.. j6 the Aeal estate concerned. 

Consequ .jty,the c'.edit institutions trqt to encowuage the project6 o6 lower tnitCby 

cos.5 - granting highex al~owances and higheL financing percentages - leading thus 

to an evsn mote dsce'rning utiLization o6 the mutpZe o% narow availabZe %esourcez. 

In .ths scope i6 incuded with pecul~ar meaning, the alZeady mentioned deveZopment 

coiztarsz progrmn for hous6ing (D.C.H.), as %egaAd to which the S.C.I. conceAned 

have been ganting subsidies6, now amounting to 6,5 %/yea, provided the inteAeut kate 

borne bt the enterprise -as 6ixed at 18,5 %/year (including the Pub6idy o4 2%/yraA, 

granted by the Banco -(e Portuayt). 

Aquwte aprreciabfe queztion s the eventuat su66icienc!!o6 the 6inoncingmean, whi.ch re 
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placed at the disposae of the enterprises by ti. Bank.6, in the area o6 the standard 

we have stated before. Due to its impoatancewe present betow an outLne o6 this 

matterL. 

For that puApose, we start on psesenting the fot-towing struCtre-type of cos.6 6o% 

the avetage housing cons.tuction: 

SubstructuAed Zand - 20 % o6 the construction diWect cost
 

PAoject - 4 % "" " " " "
 

Financiat charges - 27,5 % t " "
 

PAo 6it - 13,5 % "
 

S. V. = Sate Vaue = 1,65 x c.d.c. 

viz:
 

Ccnstruction d'rect cost (c.d.c.) = 60,6 % S. V.
 

Subztuctwred lands - 12,1 % S. V.
 

Projects - 2,4 % S. V.
 

Financial chargoes = 16, 7 %. S. V.
 

Proit - 8,2 % S. V.
 

TheAeforte, it Zs evident that, notwithstanding the characteristic o sipee average 

vsigied to the above mentioned costs st uctwre, on the basis of up-to-date apptaisats, 

as a ruee put into practice in the c'Ledit institutions acting in the present financing 

system, the above referred lrnits are sufficient to a6sure the cover o6 the relative 

direct costs o cont'rtuctions, inLeased by the financiat expenmes. In the cases o 

sociat consttuctions, they are stLU 6u.fficiient to cover the cost o the retative 

lands. 

The p4evious concusion i6'however strengthened, once we have to conideA other 

C.P.P. 21089 
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incig 6ouAce,6 6or the civie con6tAucton ent&cpkzeA - over the desiubOstengthening 

o6 their own carptae - with a zpecial. emphad6 6o the 6oZtowino onez: 

a) 	 RRen6orcen|ent support6 of guaitantee 6und, nameZy through short-temn c,.edit with 

the bankz. 

b) 	Suppot6 to the inve6tment. 

c) 	 Bank guatnt.e - in teptacement of the provisoqt and de6initve deposit4, 6o 

advanced payments and 6or%the reptacement o6 A rezeves in debt. 

d) 	 Financings in the quaUty od advanced paynent6 6or the pwkchaue o6 dwoeUng, by 

theit prom-,r. bwjye, with the inheent t aans6e to the buye&6 o6 the teponsi

biftie concaing the consrtuction 6inancing6 (capitaZ + intekert) payable by 

the 6SeUe&L6. 

e) 	Practice o6 c'pe4ations .-Zne,%ted to the financing ope'w.on 6o,% cont.ruction, 

whether duty ju.6tfiZed. 

In 	any cae, the anatqPys o6 6uch opevation6 i6 ba6ed not only on it6 inhetent pxin

ciplte (aim, pa.=ti, etc.) but ato and mainly on the aeputation tha.z' the boAroweA 

enterpr ze .enjcys with the Banks, genuif-y bazed on banking inquiie. and at~o on 

the technicat-eonomicaZ anaysis o6 the boAwwv., which Ls a comptex tak.,in a 

much as the por'tugueze banks do not yet hoed a complete data proce.6sing bank, which 

centati-.e and hod availabte and up-to-date the poi,6iton o6 the Ziabaitie.6 as-6ued 

by the cWentz with the Bank6. TheAe ZA juzt a pwojct, which i6 being 6tudied at 

Banco de Portugat and which we hope wiU be achieved in the neaA 6uture. 

Ait was our aim, the summary o6 the zubject6 we have deaLt with in th£6 a.ticte, 

points towaAds the 6inancing sector-, which is actuaUy an m,6enetiZ condition to the 

achievement o6 the invetment6 in com t~uction,which arie mis6ing in the country. How

ever, we wi h to emphasize that, mainty in the hous6ing cope, such ouwtook £6 6ar 6rom 

/
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being the onlyoneor even perh,:ps the most mportanMt 6orthe oppottun 'so.lutiono6 ourt 

need,, beZng urgent the definition o6 a Nattona2 Housing Project, which complles 

with the financial conditions and where mat be considered too, in an integ ated 6oun, 

the following purposes among others: existence of a suitable poP-cy o6 lancds; 

AataonatiztiZon o pLans, buildZng mateurLa and building processes and also the 

avai2abiPtyo6 an easzier and efficient procedure 6o% the work6 ticem-sLng. 

Lisbon, SeptembeA 30th, 1982 

21089C.c..1 
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This paper has been developed in terms of an analytical process

of the institutional and housing policies framework in the last years.
 

To understand it we have to take into account the fact that Portugal

has passed through an unstable political, economic and social situation which
 
is now tending to be stabilized and resolved.
 

This is especially true in the Housing Sector where serious efforts
 
are being made to develop a new housing strategy. It was in this sense that
 
the Workshop Theme 2 has been developed with the intention that, through the
 
evaluation of the different inefficiencies which have occurred, we present

the measures that are bei7,, implemented and studied.
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ABBREVIATIONS (Agencies) 

MHOP - Ministry of Housing and Public Works 

GEP - Study and Planning Agency (MHOP) 

FFH - Development Housing Fund 

DGPU - General Direction for Urban Planning 

DGERU - General Direction for Urban and Regional Equipment 

DGSB - General Direction for Basic Sanitation 

LNEC - Civil Engineering National Laboratory 

CSOP - Public Works Superior Council 

MFP - Ministry of Planning and Finance 

SET - Secretary of the State for Treasure 

SEO - Secretary of the State for Budget 

BP - Bank of Portugal (Central Bank) 

MJ - Ministry of Justice 

DGCI - General Direction for Taxes and Contributions 

MAI - Ministry of Home Affairs 

DGARL - General Direction for Local and Regional Admin.stration 

GAT - Technical Support Cabinet (for several Municipalities) 

CCR - Regional Coordination Committee 

GAS - Sines Area Cabinet for Development 

SMH - Housing Municipal Services (Management) 

CNP - Pensions National Fund 

FAIH - Housing Investment Support Fund 

MHUC - Ministry of Housing, Townplanning and Construction 

iii.
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1. 	THE LAND -- GEOGRAPHIC
 
CHARACTERISTICS
 

Continental Portugal is situated on the west coast of the
 
Iberian Peninsula, of which itoccupies 1/5 of the total
 
area. It is bounded on the north and east by Spain, and on
 
the west and south by the Atlantic Ocean. The land frontier
 
is1,215 km. long. The territory has a rectangular shape, with
 
an area of 89,000 sq. km. The frontiers of Portugal are the
 
oldest and most stable in Europe. The archipelagos of Madeira
 
and the Azores, which are part of Portuguese territory, consti
tute 	politico-administrative statutes.
 

Portugal, (abit of land hemmed in by the sea), enjoys a
 
sharp geographic diversity in spite of her small size. On the
 
whole, the River Tagus is the boundary line between the north
 
and south of Portugal, contrasting regions with regard to relief
 
features, rivers, climate, type of vegetation and crops, forms of
 
settlement, etc.
 

RELIEF FEATURES, VEGETATION
 

To the north and south of the Tagus, the relief features present
 
a sharp contrast. In the mountainous north, highlands predominate;

95% of them have altitudes of over 400 meters. The most important
 
relief features, which are prolongations of the mountain chains of
 
Spain, are diagonal to the coast and almost parallel to each other,
 
their direction being from northeast to southwest. With few excep
tions, this direction allows the moderating action of the Atlantic
 
to penetrate inland, as well as the inner-penetration of the
 
Atlantic and Mediterranean influences evident in the vegetation
 
and agricultural exploitation of various regions.
 

THE CORDILHEIRA CENTRAL (Central Range) is the most important
 
mountain range; it is dominated by the granite and schistous massif
 
of the Serra da Estrela which contains the highest altitude in
 
Portugal (1,991 meters).
 

The region to the south of the Tagus ismade up of flat lowlands
 
with an altitude of less than 200 meters, the outstanding features
 
being the plains of the Ribatejo and Alentejo. Oply a small area
 
has an altitude of over 1,000 meters (Serra de S 'o Mamede).
 

There are also contrasts between the ciast and the interior, mainly
 
inthe region to the north of the Tagus. The coastal strip, which
 
is relatively narrow, and the alluvial lands along the Rivers
 
Vouga, Mondego and Tagus are low, but the altitude gradually
 
rises as one goes inland where altitudes between 400 and 900
 
meters predominatel some of the ridges reaching a height of 1,400
 
meters (Geres, Marao, and Montesinho). The ridges with over
 
1,000 meters occupy large areas, although they are scattered.
 
The most evident depressions are the valleys, which are often
 
deep; frequent in the north, they play a valuable
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economic role since they constitute lines of transit and
 
penetration. Due to the climate, the vegetation isdenser
 
inthe north than inthe south. The most important species are
 
the pine, the eucalyptus, the oak and the cork-oak which stand
 
out in the landscape, characterizing the natural regions.
 

Inthe coastal regions subject to the influence of the Atlantic
 
and in-the area to the south of the Tagus, the seaside pine is
 
widely distributed; the same tree isto be found in the north
 
associated with plateau areas inthe north. The chestnut-tree is
 
mainly concentrated inthe mountainous areas and plateaus of
 
Tras-os-Montes and the Beiras regions. The cork-oak dominates
 
the landscape inthe south, above all in the western part of the
 
Alentejo. The olive tree grows everywhere, but it isof greater

importance to the north of the Tagus. The south, with its clearly

Mediterranean climate, characteristic of warm and dry regions

(almond, carob and fig trees); the undergrowth is in large part

made up of oleander and cistus. With regard to the herbaceous
 
vegetation of the north, mention should be made of irrigated
 
areas devoted to pasture (meadows and marshes) which alternate
 
with fields devoted to maize; the pastures are poorer inland in
 
the north and mainly used for small animals. As a result of its
 
Mediterranean characteristics, the south has deficient pastures.

Inthe north, there isa large variety of flowers and small bushes
 
that contribute to giving the landscape strong green hues all
 
year round.
 

HYDROGRAPHY
 

The rivers of Continental Portugal flow into the Atlantic in
 
two directions: to the west, which isthe more important, and
 
to the south (Algarve), inwhich only the River Guadiana is
 
worthy of mention. The main center of hydrographical dispersion

isthe Serra da Estrela, on the slopes of which arise the
 
country's three largest hydrographic basins: the Tagus, Douro
 
and Mondego. Although all the rivers have an irregular flow,
 
those inthe north are greater innumber and flow than those
 
inthe south. The longest rivers are: the Douro, Tagus and
 
Guadiana, which rise inSpain; the first two have mighty tributaries
 
on both banks. The longest river which rises inPortugal isthe
 
Mondego. The sea penetrates deeply inland at only four places:
 
at Aveiro, the estuary of the Tagus, the estuary of the Sado and
 
at Faro.
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THE COAST
 

The coast of Portugal is about 840 km. long, which represents
 
41% of the country's boundary; there is 1 km. of coast for
 
every 100 sq. km. of territory, and only a small area in the
 
northeast (Tras-os-Montes) lies over 200 km. from the shore.
 
As to its overall characteristics, it may be said that the
 
coast has few indentations and islands and that it is affected
 
by strong winds. The fact that the coastal strip is pre
dominantly flat has facilitated contact among the population

down through the centuries and thus created a single way of life.
 

From the moith of the Minho, the river that serves as the frontier 
with Spain in the northwest, to the estuary of the Douro, on
 
whose right bank lies the city of Oporto, the coast is low and
 
sandy; continuing southward, from Espinho to Cabo Mondego, it is
 
almost a straight line interrupted by the Aveiro lagoon at the
 
mouth of the Vouga.
 

At the mouth of the Mondego lies the long beach of Figueira

da Foz. Farther to the south, down to the estuary of the Tagus,

the coastline rises and takes the form of cliffs alternating

with beaches; in this stretch, Cabo da Roca (with a height of
 
about 140 meters) is the western-most point in Europe. The
 
city of Lisbon lies on the right bank of the Tagus which forms
 
a broad estuary. To the south of this river the coast is sandy;

from Cape Espichel to the River Sado it is cliffy, being dominated
 
by the southern slope of the Serra da Arrabida. From the Sado
 
to Cape St. Vicent (the southwestern tip of Europe) the coast
 
is sometimes low and with dunes and sometimes high and cliffy;

wonderful beaches are to be found along this part of the coast.
 
Heading eastward from Cape St. Vincent, the southern coast
 
stretches to the mouth of the Guadiana; this river serves as
 
the frontier with Spain in the Algarve. The coast of the Algarve

ismade up of tv:j areas with different characteristics: one,
 
stretching from the Promontory of Sagres to Quarteira, is high,
 
very indented, with beaches sheltered by rocks and a large bay

(Lagos); the other, which extends to tKe Guadiana, is low, sandy

and has long, wide beaches, a creek into which the sea penetrates
 
deeply (at Faro) and several islands.
 

THE PRESENCE OF THE SEA
 

From the historical point uf view, the sea played an extremely
 
important part in te evolution of the Portuguese State. Itwas
 
along the coast that the knights of the Portucalense County, in
 
their struggles with the Moors, were able to make the quickest
 
progress in the Christian reconquest of the territory, a task in
 
which they were aided by the fleets of the Crusaders who were
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heading for the Holy Land. The Algarve, the natural southern
 
frontier, was conquered in the XIIIth century. Medieval
 
Portugal was agricultural but with her there co-existed a
 
Portugal that was devoted to fishing and coastal shipping. The
 
experience acquired at sea was propitious to the development of
 
sea-borne trade (exporting of wines, olive oil, dried fish and
 
salt) and stimulated the improvement of the techniques of navi
gation that allowed Portugal in the XVth century to become the
 
pioneer of the great enterprise of the maritime discoveries
 
carried out over a century. In present-day Portugal the sea is
 
still important because of the manpower occupied in fisheries
 
(7%of the active population) the contribution it makes to the
 
fish canning industry and the tourist attraction it exercises.
 

CLIMATE
 

Portugal is a Mediterranean country by nature and Atlantic by
 
geographical situation. The Atlantic ocean is the great regulator
 
of the climate. The distribution of the relief features together
 
with the prevailing winds give Portugal a temperate climate.
 
Differences of climate are nevertheless clear-cut to the north
 
and south of the Tagus. The average annual rainfall ismuch
 
higher in the north (atotal of 875 mm. in Oporto in 1976 and
 
only 380 mm. at Praia da Rocha in the south), and it is the
 
same part of the country that experiences the lowest average
 
annual temperature (6.3C at Braganca in the interior northern
 
area and 12.1"C at Praia da Rocha) and the greatest temperature
 
ranges (inthe interior northern region) due to the influence
 
of the continental winds blowing from the heart of the Iberian
 
Peninsula. The region to the south of the Tegus has a
 
Mediterranean-type climate: long warm summers, short winters with
 
little rain, high average temperatures. The warm dry winds blow
ing from North Africa (the Sahara) influence the climate on the
 
coast of the Algarve, producing seawater temperatures that
 
sometimes reach 220C. In Portugal, July and August are the
 
warmest and dryest months. The average annual temperature in
 
1976: maximum 20C, minimum 6.30C.
 

THE MADEIRA
 
ARCHIPELAGOS
 

The archipelago of Madeira is made up of the islands of Madeira
 
and Porto Santo and the Desertas and Seivagens islets. Total
 
land area: 796 sq. km. It is situated in the Atlantic Ocean
 
between 300 1 and 330 7' north latitude and 15' 51' and
 
17' 15' west longitude. The Portuguese discovered these islands
 
at the beginning of the XVth century. The archipelago is of
 
volcanic origin. Highlands predominate in Madeira Island,
 
which has an elongated shape (alength of slightly more than
 
58 km. and a width of about 23 km.): the highest altitude is
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at Pico Ruivo (1861 m.). At some points the mountains jut
 
into the sea forming cliffs that are dozens of meters high
 
and sometimes make the coast inaccessible. The island of
 
Porto Santo, which is about 11 km. long and 7 km. wide, has
 
lower altitudes than Madeira proper. The vegetation of the
 
archipelago of Madeira is predominantly made up of species
 
characteristic of southern Europe, although species from other
 
continents have adapted themselves well. There are also
 
remainders of the native vegetation. The southern slope of
 
Madeira has been cleared up to about 700 meters to make room
 
for agriculture. From that altitude up, the basic vegetation
 
is the seaside pine, introduced in the XVIIIth century. The
 
tops of the mountains have almost no vegetation. On the northern
 
slope there are huge tree-ferns besides cistus, heather, etc.
 
There are many short water courses, called ribeiras, in Madeira
 
island. The most important are Ribeira dos Socorridos, Ribeira
 
Joao Gomes (which flows into the sea at Funchal) and Ribeira
 
Brava.
 

As a result of its geographical position, the archipelago enjoys
 
a temperature, .1'ledi-terranean-typeclimate, especially on the
 
southern coast of Madeira. On this coast, owing to the stronger
 
sunshine and the fact that it is sheltered from the north wind
 
by the mountains, the average temperatures are high and the
 
winters are mild. In 1976, the average temperature at Funchal,
 
which is the capital and the most important port of the
 
archipelago, was: maximum 21.6*C., minimum 15.1*C. The island
 
of Porto Santo is less damp than Madeira.
 

THE AZORES
 

The archipelago of the Azores is situated in the Atlantic
 
Ocean between 36' 55" and 39' 43 north latitude and 240 46"
 
and 310 16' west longitude. It is composed of nine islands and
 
several islets, which form three groups: STo Miguel, Santa Maria
 
and the Formigas Islets (eastern group); Terceira, Graciosa,
 
Sao Jorge, Pico and Faial (central group): and Flores and Corvo
 
(western group), which lie the farthest from continental Portugal.

The total area of the archipelago is 2,335 sq. km. The geographi
cal position of the Azores, between Europe and North America (760
 
miles from Lisbon and 2,110 miles from New York) confers strategic
 
importance on them. The archipelago was discovered by Portuguese
 
navigators between 1431 and 1464. The soil is volcanic, which
 
can easily be seen in the conic shape of the mountains and the
 
large number of craters of extinct volcanoes. Thermal waters
 
are abundant as are suiphureous effluxes., The mountainous
 
nature of the archipelago is obvious in Sao Miguel Island, the
 
largest crossed by a line of volcanic cones of which Pico da
 
Vara is the highest (1,105 m.). Terceira Island also has many
 
hills but it is in Pico Island that the highest altitude in the
 
archipelago (2,351 m.) can be found. The craters of the volcanoes,
 
which are locally called caldeiras or caldeiroes, generally form
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lagoons. There are several in Sao Miguel Island; the longest
 
is Caldeira das Sete Cidades which has a perimeter of about
 
12 km. and is 70 m. deep The spontaneous flora is varied, the
 
maquis being mainly composed of laurel, heather, cistus and
 
vinhatico (aBrazilian tree). With regard to the sub-spontaneous
 
vegetation (species introduced and acclimated), the outstanding
 
forms are the white-wood (pau branco), the huge tree-ferns from
 
Japan and New Zealand, the conifers from South Africa and the
 
hortenses from China, which give the landscape of some of the
 
islands a special charm. The seaside pine and the cedar have
 
adapted very well to the climate of the Azores. The water
 
courses are streams; those with the greatest flow are situated
 
in the islands of Sa'o Miguel, dao Jorge and Flores. Given their
 
volcanic character, the islands possess a large amount of mineral
 
and medicinal waters (sulpherous, ferruginous, etc.). An anti
cyclone usually forms over the Azores and then shifts to the
 
north or south of the archipelago, influencing the climate of
 
Atlantic Europe.
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General Characteristics and Evolution
2. 	POPULATION --


In 1981, the resident population in mainland reached 9,236,076 inhabitants,
 

with a growth rate of 14.2% in the 70's, the biggest in this century.
 

Spatial distribution is characterized by a.tendency to concentrate in the
 

litoral, where seven districts (OPorto, Aveiro, Coimbra, Leiria, Lisboa, Setubal
 

e Faro), representing 28.7% of the continental surface have 65.5% of the
 

population with a density of 238 inhabitants/km2.
 

Simultaneously, there is a continuous movement of the population in the
 

most underdeveloped rural regions (mainly in the south) as a result of emigration
 

and migration to towns which offer better opportunities.
 

In 1960 about 23% of the oopulation lived in urban centers and in 1970,
 

this percentage increased to 26%. As a result of the concentration tendency in
 

the litoral, the rate of urbanization in that arei is in general, higher, in
 

particular in the districts of Lisbon (70%), Setubal (although with an important
 

rural area - 57%) and OPorto (36%), where the most populous towns are located.
 

Another important component of population growth is the emigration which
 

has been a constant fact in the Portuguese history. First to South and North
 

America, then to Africa and then to Europe (France and West Germany).
 

Between 1960 and 1970 the population declined by 2%, partially due to
 

the fact that 1.5 million Portuguese left the country, fundamentally to
 

other countries in Europe. Sixty percent of the emigrants were men aged less
 

than 45 and two of every three active workers who emigrated came from the
 

agricultural sector.
 

But, since 1973/74 there has been a sharp decline in the number of
 

emigrants. General conditions abroad, mainly in the "neighboring countries"
 

easier to reach, have changed.
 

*The 	main characteristics of the population in 1981 are not yet available.
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The slowdown in emigration and the return of the displaced people from the
 

ex-colonies are the principal factors for the population growth in the last
 

decade. It is important to say that, according to official statistics, the
 

number of displaced people and emigrants from the ex-colonies totalled 500,000
 

between 1974 and 1976.
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EVOLUTION OF THE POPULATION
 

YEARS 


1900 

1911 


1920 


1930 


1940 


1950 


1960 


1970 


1981 


PRESENT
POPULATION 


5016267
 
5547708 


5621 977 

6360347 


7 185 143 

7856913 


8255414 


8088976 

9236076 


INCREASE INT PERCENTAGE
POPULATION 
 OF INCREASE
 

+ 531 441 +10,6
 
+ 74 269 + 1,3
 
+ 738370 + 13,1 
+ 824 796 + 13,0
 
+ 671 770 + 9,3
 
+ 398501 + 5.1
 

- 166438 - 2,0
 
+1 147100 + 14,2
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EVOLUTION OF THE POPULATION BETWEEN 1970-1981
 

.ii!.......
 
VIANA DO ... ............
 
CASTELO 

.i ii
......... 


REAL ::::,: 

PO TO - . .. . ... ... ... 

0000. 

Forts Crescimento 

_. [FEF fl Crescimento Moderado 
"" Eat acionaridad. 

L 2 Decrescimento Moderado 

Fort, Decrescirnonto 



DISTRICTS ACCORDING TO POPULATION GROWTH BETWEEN
 
1970-1981
 

Acr~scimo Acr~scimoDistritos absoluto da Distritos relativo da 
populaq;o popu laqfo 

Lisboa + 426 164 Setbal +37,0
 
Porto 
 + 249 238 Lisboa + 29,5
 
Set6bal 
 + 172166 Porto +19,1
 
Braga 
 + 89441 Faro +18,7
 
Aveiro 
 + 76855 Braga +14,6
 
Leiria 
 + 51 718 Aveiro +14,2 
Faro + 49 969 Continente +14,2 
Coimbra + 31 290 Leiria +13,6
 
Santardm 
 + 22 887 Coimbra + 7,8
 
Viseu 
 + 10 260 Santardm + 5,3 
Braganpa + 5 178 Braganga + 2,9 
evora + 3958 Viseu +. 2,5 
V. Castelo + 2 681 8vora +.2,2 
Vila-Real - 2069 V. Castelo +.-1,1 
Portalegre - 4 355 Vila Real - 0,8 
Guarda - 5270 Guarda -. 2,5 
C. Branco - 16 379 Portalegre - 3,0 
Beja - 16632 C. Branco -. 6,5 
Continente +1 147 100 Beja - 8,2 
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Districts 
Population Population 

in in 
1970 1981 

Number of 
Families 
in 1970 

Number of 
Families 

1 in 1981 

Housing in'Housing
the 1970 I in 1981 
Census I Census 

Aveiro 542797 619652 131 621 164578 147571 185995 
Beja 202447 185815 61 592 62901 81 633 80172 
Braga 611854 701295 128969 170070 146819 191 272 
Bragan;a 177945 183 123 47651 56566 63280 70394 
C.Branco 252241 235862 76943 77 867 .103088 107712 
Coimbra 402208 433498 116510 135426 143341 165790 
5vora 175284 179 242 55147 63589 70559 75795 
Faro 267122 317091 84555 105250 106920 140271 
Guarda 210373 205103 CA 064 68594 90333 96451 
Leiria 378848 430566 107224 133628 132124 164094 
Lisboa 1 592463 2061627 466509 693930 484919 714832 
Portalegre 145 077 140 722 47 366 49 465 61 965 65925 
Porto 1306352 1555590 308951 419992 323443 436281 
Santardm 432 466 455 353 132 149 146 594 159 492 175 561 
Set~bal 465 432 637 598 139 294 207 677 161 597 246 276 

V. do Castelo 250758 253439 63 '92 70437 78295 91425 
V ila Real 264 803 262 734 66 708 72 566 82 728 94 053 
V iseu 410 5C6 420766 110257 123671 146796 155499 

TOTAL 8 088 976 9 279 077 2 208 732 2 822 801 2 584 903 3 257 798 
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EVOLUTION OF FAMILES
 

Absolute Rel ative
 
Districts 
 Growth of Districts Growth of
FaiI ies Fami 1ies 

Lisboa + 227 421 Setibal + 49,1

Porto + 111 041 
 Lisboa + 48,7
Set bal + 68 383 Porto + 35,9
Braga + 41 101 Braga + 31,9

Aveiro + 
 32 957 Continente + 31,2

Leiria 
 + 26 404 Aveiro + 25,0
Faro + 20 695 Leiria + 24,6
 
Coimbra 
 + 18916 Faro + 24,4

Santardm + 
 14 445 Bragan;a + 18,7
 
Viseu 
 + 13384 Coimbra + 16,2

Braganga 
 + 8915 Evora + 15,3
 
E'vora 
 + 8442 Viseu + 12,1 
V. Castelo + 7245 V. Castelo + 11,5
Vila Real + 5858 Santar6m + 10,9 
Guarda + 4 530 Vila Real + 8,8
Portalegre + 2 099 Guarda + 7,1
Beja + 1309 Porialegre + 4,4
C. Branco + 924 Beja + 2,1
Continente + 690 069 C. Branco + 1,2 
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POPULATION OF URBAN CITIES
 
(with more than 10,000 inhabitants and location of districts
 

relative to the total population)
 

Total Population of Percentage of 
Population Urban Centers 
 Urban Population
 

1960 

1970 

8 441 650 

5 611 110" 

1 930 650 

2 197 335 

22,9 

25,5 

RATES OF URBANIZATION 

-Y-.. 

Distritos 

__ n.te10.17 . 
..1960 

j 
1970 

s(o. 
1975 

5

J'orto 

V.n 

Bra m-

_YL 

Cuarde 

Coimbra 

Leiria 

Snntnrem 

0. 71ranoo 

J nbna 

_ nI 

e 

_ 5 .25 

06.06,-9,7 

97 .8,62 

"71'5.27 

352i .O 

4,52 6.43 

16,09 17,8.7 

9,42 11,59 

10,45 11,81 

.,02 -17.86 

70.9 70. Q9 

4i5,-. 57,94 

36,19 

_ _ 

11,29 

k7,'66 

5.110 

7.70 

22,22 

13,94 

13,21 

18.83 

_7--06 

5.7,14 

_ _ 

., 5,5L 2 

147. 

08,5 

8. 6 

21.14 

29.77 

1 9,71 

?_5___ 
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3. INCOME DISTRIBUTION
 

3.1. Income distribution depends on the level and evolution of economic
 

activities.
 

The following table shows, then, the most recent values of the Gross Domestic
 

Product at factor cost, at current prices.
 

millions of contos
 

Years Value of Growth Index
GDP 1973 = 100
 

1973 256,700 100,000
 

1979 922,100 359,200
 

1980 1,091,600 425,200
 

1981 1,300,800 506,700
 

GDP per capita at current prices reached the following amounts: 30, 450$00/
 

/year in 1973 and 118 200$O0/year in 1980 (2,537$00 and 9,850$00 per month,
 

respectively in the years referred).
 

In an international perspective, Portugal's position, in comparison with
 

some European countries, regarding product per capita indicators is the
 

following:
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GDP PER CAPITA AT MARKET P-RICFS TN SOME EUROPEAN COUNTRIES IN 1970, 1974,
 
1978 AND 1979
 

(U.S $) 

RCF4.. 

30.000 

5.000 I~T 

2.000. PORaUG L 

1970 1974 1978 ANDS 

1979 

From those countries, some of them at similar economic development stage,
 

Portugal shows the lowest Gross Domestic Product per capita in 1979, with
 

a value bellow 2 000 dollars.
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3.2. The importance of wages (excluding Social Security contributions) on
 

national income shows, from 1975, a strong decreasing tendency owing mainly
 

to a global financial clearance in Portugal. In 1974, the percentage of
 

National Income addressed to wages was about 52%, rising to 62.5% in 1976 -

a a reflex of post-revolution social concerns -z falling down to 51.4% in
 

1979, becoming fixed in 1980 at 53.1%. Contributions to Social Security re

presented, respectively, 4.8%, 6.1%, 5.4% and 6.4% of the National Income.
 

Studies show that about 75% of household income come from production
 

factors and the other 25% from transfers.
 

3.3. In 1980, household income distribution was estimated as follows:
 

Escales de Distribuilqo das Distribuip5o das 
Receita Mensal Familias Receitas 

(contos) %) (%) 

Menos de 10 11,0 3,7 
10-14,9 16,1 9,0 
15-19,9 20,4 15.5 
20- 24,9 15,8 15.5 
25-29,9 12,8 15,3 
30-34,9 9,1 12,7 
35-399 6,6 10,8 

40-49,9 5,7 11,1 
50 e+ 2,5 6,4
 

Total 100 100 
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In 1980, the first household quartile represented 11.3% of total household
 

income while the last one represented 42.7%.
 

The average income levels per household quartile and its evolution at
 

1973/74 prices are:
 

%)

Quartis de Concentrag;o percentual das Aitera 6es 

Famn'ias Receitas familiares pontuais 

Anos 1973/74 1976 1979 1980 Entre 79/80 

10 Quartil 7,3 9,2 11,4 11,3 -0,1 

20. Quartil 14,1 18,0 19,0 19,1 + 0,1 
30 Quartil 22,3 27,3 26,9 26,9 0,0 

40 Quartil 56,3 45,5 42,7 42,7 0,0 

In the whole, we see an increasing household purchasing power in 1973 and
 

1980 inevery quartile except in the last one, which was affected by some
 

post-revolution corrective measures.
 

In particular, between 1979 and 1980, every household quartile shows a
 

slight improvement in purchasing power.
 

Gini concentration index showed in the years under analysis the following
 

values: 0.417 in 73/74, 0.327 in 1976 and 0.278 in 1979 and 1980.
 

As to income dispersion, there was also a significant evolution between
 

1973 and 1980, evident on the following table:
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Less than 18% of the families got less than 40 contos, i.e., about 450
 

dollars per month at the present exchange rate.
 

Household purchasing power improved significantly with respect to 1973/74 -

reference year bWfore April revolution in 1974 -- although with some fluctuations
 

resulting from a difficult world economic period and from the Portuguese econo

mic instability in that context. In1976, there was a substantial improvement
 

inhousehold income distribution and in purchasing power, but it lowered in
 

1979, rising again in 1980.
 

Evolution of Household Purchasing Power
 

Esca:6es de 1973174 1976 1979 1980 Variaq~o 
receita percentual 

(contos) entre 79 e80 

Menos de 5 63.4 34.2 48.4 43,1 - 11.0 

5 a9,9 25,7 40.4 40,9 42,5 + 3,9 
10 e mAis 10,9 25.4 10.7 14,4 + 35,5 

Total 100 100 100 100 

,-mi
analysis of household income concentration per household quartile shows
 

the following distribution:
 

Evolution of Household Income at 1973/74 Prices
 

Quartis 19730/4 1976 1979 1980 

10. Quartil 1705$ 2 680$ 2 670$ 2 880$ 
20. Quartil 3370$ 5330$ 4 445$ 4915$ 
30 . Quartil 5335$ 8 150$ 6 470$ 6925$ 

40.Quartil 13460$ 13670$ 10710$ 11050$ 

21.
 



4. SHELTER SECTOR CHARACTERISTICS
 

4.1 Settlement patterns in Portugal vary, in general, according to topo

graphy and vegetation which determine the economic and social way of living of
 

the Portuguese people. The sea plays an important role as well.
 

Broadly speaking, we can say that there is a dividing line between the lit

oral and the inland, and between the North and the South. The North is character

ized by small villages, some of them boiJering the main roads; instead, in the
 

South, mainly in Alentejo, there are few and dispersed urban settlements, and
 

isolated housing units in correspondence with land property.
 

We can mention three areas in which the urbanization growth process is
 

changing rapidly and deeply. The great OPorto and Lisbon areas (this one includes
 

Setubal) and Faro district in the south border. In the former, the dynamic of
 

the economic process guides the urban growth while inthe latter, tourism is the
 

basic factor, in spite of the efforts being made to preserve local characteristics.
 

These aspects may explain urbanization rates and, specifically, identify
 

some of the shelter sector characteristics.
 

4.2 Approximately two and a half million housing units existed all over
 

the co.untry in 1970, but only 2.135 million were taken.
 

From those, over 35% were located in Lisbon and OPorto districts. As a
 

matter of fact, regional distribution of housing stock reflected the settlement
 

patterns and particularly the attraction that the coast and the more developed
 

zones exerted upon inland populations, causing substantial housing densities in
 

these regions -- almost 50% of the housing stock is in coast districts.
 

According to the population movements in the seventies, the housing stock
 

fluctuations were (1970/81) of 26%, five districts having a growth rate above
 

the continental level. One of these districts -- Setubal -- showed a growth
 

rate of 52.4%. It is important to mention that some of the districts with the
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1980 

Disbursement of Monthly Household Incomes in Relation to t,.a Median
 

1973/74 1976 	 1979 


Quartis 	 Receita (a) Receita (a) Receita (a) Receita ( a 
mensal Mensal mensal mensal 

10. Quartil 2 375$ 57,2 5 570$ 62,5 12 100S 70,8 14 800$ 70,8 

Mediana 4150$ 100 8915$ 100 17100$ 100 20900S 100 

30. Quartil 6 660$ 160,4 13 630$ 152,9 24 100$ 140,9 29 400$ 140w6 

That disbursement is still noted between 79 and 1980. The disbursement 

coefficient which relates the difference between the 3rd and 1st income
 

quartiles to the median, shows the following values: 1,08 in 73/74, 0,90 in
 

1976 and 0,70 in 1979 and 1980.
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lowest fluctuations are from Alentejo, one of them and the only one, with a
 

negative rate (-1.8%).
 

As to absolute fluctuation, Lisbon has more than 34% of the total hou:iing
 

stock fluctuation, and OPorto 16%, these being the most significant ones.
 

4.3. An analysis of the present conditions of the housing stock is only
 

possible with a general view of the 1970 Census (1981 Census data concerning
 

these characteristics are not available).
 

The housing stock in 1970 was quite old. 40% of the dwellings had been
 

built before 1920. The lifetime of the stock varies, however, from region to
 

region. 60% of the dwellings in northern inland were built before 1920, while
 

in the coast next to Lisbon the percentage was approximately 20% to 30%.
 

With respect to other characteristics, it is important to mention that
 

more than 70% were unifamily units and that only 1% had nine or more stories.
 

This is another parameter of the settlement patterns of the country since
 

uni-family units happen more often in the North.
 

Concerning occupancy, more than 48% of the housing stock was occupied by
 

owners and 43% by tenants. The renting market was, with respect to the urban
 

development process, significantly higher in the coastland, 'ainly in OPorto and
 

Lisbon areas, respectively 19.4% and 31% of the total. But, taking into account
 

the districts housing stock in 1970, more than 70% was rented in Lisbon and more
 

than 63" in OPorto.
 

As far as ownership regime is concerned, the substantial extent of property
 

in private lands contrasts with the reduced part of the park belonging to the
 

State or to housing cooperatives. To be more precise, 95% of the housing stock
 

is exclusively individual property.
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But the rental market deserves a more detailed analysis. Since 1948, rents
 

have been frozen in Lisbon and OPorto Municipalities. Itwas then expected that
 

this measure would control inflation and help to stabilize urban living conditions.
 

Instead, its long-term effect was the ruin or the cause for the continuous decline
 

of the dwelling stock. In1970, the rent average in the continent was no more
 

than 3 dollars, and today it isnot much different since the number of units
 

that went to the rental market in the seventies was not significant. Infact,
 

this policy has not been changed; on the contrary, it was extended all over the
 

country in 1974. Measures adoptad recently in this field didn't have time to
 

change or to a t on the market.
 

With respect to the building materials considered the most representative
 

ones, the 1970 Census shows the predominancy of a stone, brick and concrete,
 

being less common. However, the latter were predominant in the past twenty years,
 

in particular a concrete, with a substantial increase in the last 3 decades.
 

In1970, more than 57% of the housing units were built in stone, 17.5% in
 

brick, and 10.3% in concrete, as principal building materials.
 

Regional habits and materials' availability are also important concerning
 

building materials uses. For instance, after 1945, more than 60% of the dwellings
 

built in Lisbon had concrete structures. In the sixties, stone was practically
 

abandoned as a material in this area. In the OPorto district, after 1960 stone
 

was used in 40% of the cases, followed by brick (about 25%) and concrete (less
 

than 20%). However, in inland, mainly in the North, stone continued being used
 

and in some cases concrete structures didn't reach 5% of the total.
 

Besides these characteristics, it is also important to relate building
 

materials uses with building technology which is,on the average, traditional.
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Inwhat concerns domestic fittings, in 1970 they were quite insufficient:
 

35% of the housing units were not provided with electricity; 53% were not
 

equipped with water supply systems and 43% did not have a private water
 

closet. These global values involve important regional differences which
 

mean more favorable cunditions for the large population centers and a
 

greater precarious situation in inland regions, namely in the north of the
 

country and in particular in OPorto district.
 

In 1977 the situation changed, although the numbers still show high
 

levels of housing units without services -- 48% did not have water supply
 

systems and 39% did not have private water closets. Inthis last case,
 

it is important to notice that only 50% of the housing units were connected
 

to sewerage systems.
 

This situation reflects the settlement patterns of the country since it
 

is very difficult to provide each unit with these domestic fittings, or
 

public systems, if they are spread throughout the country.
 

In spite of this, public expenditures regarding water and sewerage
 

systems increased 394.6% between 1976 and 1980 and in the latter the
 

expenditure amounted to more than 160,000 dollars.*
 

Water consumption average was very low in 1977, only 26.04m3/inhabitant
 

per year, with the exception of Faro (41.09m3), Setubal (42.53m3) and
 

Lisbon (56.25m3) districts. The first one, because of the tourist consumption,
 

the second one, for industrial consumption and the third one, for urban
 

and industrial consumptions.
 

4.4. In order to understand housing demand and housing needs, we
 

have to consider some forecasts for 1971/80, taking into account lodging
 

conditions in 1970 and probable population growth (normal growth and people
 

from the ex-colonies).
 

* 1 dollar = 90$00 (October 1982) 
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For 1971/1980, housing needs were estimated to be 645030 units but the
 

market and institutional characteristics did not support it.
 

In fact, in 1974 and in 1975/76, there was a considerable fall in the
 

building rate owing to political changes, taking into account that the crisis
 

had already begun in 1973 with the rise inoil prices.
 

Statistically speaking, the number of new units built was 35,309 in 1971,
 

42,508 in 1974 and, respectively, 31,172 and 29,290 in 1975 and 1976, affecting
 

both private and public promotors. And, after a period of stabilization,
 

there has not been a recovery to former levels since in 1980 the number of
 

new units built was 36,811.
 

Comparing these building rates with other European countries for the
 

period of 1971/74 and 1975/79, we see that inour country we have reached
 

5.0 and 3.7 units per 1,000 inhabitants while Greece had 16.1 and 14.8,
 

Spain 9.8 and 9.3, etc., and only Italy seemed to be inferior to Portugal
 

with 4.6 and 3.1.
 

The same happened in the relation between GFCF in housing and the
 

GDP for the same period. Portugal 3.2% in both, Greece 6.9% and 6.8%,
 

Spain 5.2% and 6.1%, etc. but Italy showed 6.0% and 5.3%.
 

Having in mind the situation of the rental market and the remarks
 

made on it,this market almost disappeared after 1974. In general, the
 

quotient between building costs and rents in the center of Lisbon shows
 

that after 1977 the profitability of the rental market is negative (80% to
 

99%); the latter in 1981 when some measures were taken in this field).
 

In 1977, an important credit instrument was established to support
 

the owner's purchasing market. This syscem is also one of the factors
 

that has contributed to a change in the market, since the most important
 

sector of the new units built each year will be addressed to owners.
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After this picture of the evolution of the housing sector in the
 

seventies, it is easy to understand that people will try to find other
 

alternative solutions for their shelter problems, for instance, illegal
 

developments and buildings, self-building solutions, etc.
 

In 1977, a forecast of the illegal dwellings existing in Portugal
 

showed near 100,000 units, most of them in coastal land, mainly in the suburbs
 

of the most important urban centers or even in vacant lots or spaces of the
 

cities, generally conflict zones in what regards administrative limits or real
 

estate property.
 

Although old rents are low and do not correspond to the value of the
 

shelter services offered, the levels of the new rents established in new con

tracts, mainly after 1974, are very high and most families cannot afford them.
 

For example, the average rent price in the city of Lisbon in 1968, was more
 

than 48% of the household average income for a three-room unit. And in spite of
 

the growth detected in this last parameter, the value was, in 1980, more than
 

32%. Ifwe take a four-room apartment, the values were 72% in 1968 and more
 

than 58% in 1980.
 

Comparing the average rent for the same kind of apartment to the national
 

minimum wage established only in 1974, we have then more than 113% and 157% "
 

respectively and more than 111% and 134% in 1981.
 

As we have noticed, most of the units built each year will be purchased
 

for owner occupancy. As a matter of fact, the number of contracts rose from
 

11,888 in 1976 to 48,921 in 1981, but there was also a rise in the total amount
 

of granted credit, from more than US $44,500,000 to more than US $531,100,000,
 

not only because of the increase in contracts but also because the average of
 

the contracts rose more or less three times between 1976 and 1981.
 

This situation was due not only to State Budget subsidies but to supply
 

shortages as well as to the total disruption of the rental market. But it
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was, until 1981, the most efficient instrument of housing policy besidesthe
 

efforts carried out in the public housing promotion area.
 

For instance, the total subsidies granted to households under this credit
 

system amounted to more than US $186,000 in 1976 and to more than US $94,700,000
 

in 1981.
 

Besides this, only few households could afford a credit loan comparing
 

the income distribution to the housing costs.
 

In fact, we can say that the average cost of an apartment (prices in
 

January of 1982) represents about 7 to 9 years of household income average.
 

Ifwe do not consider the financial cost of the capital, and assume a 20%
 

maximum level shelter expenditure of the household income, more than 35 years
 

would be needed to pay for an apartment.
 

Taking into account some forecasts on household income distribution in
 

1981 and the acceptable maximum levels of shelter expenditure, the results
 

would be:
 

-- 11.1% of the households could spend US $13; 

-- 21.5%, US $33; 

-- 21.1,% between $33 and US $60; 

-- 29.9% between $60 and US $112; 

-- 16.5% of the households could spend more than I'S $112. 

Considering the present credit, as well as the above-mentioned shelter
 

expenditures, it is possible to conclude that the owner purchasing market is
 

above the means and possibilities of 55% of the households.
 

Although more detailed information about the characteristics r the
 

existing housing stock in 1981 is not available, efforts have been made in
 

order to give an idea about the qualitative situation of housing needs.
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Housing needs at a continental level are of 52,223 units, that is
 

1.9% of the number of existing families. Obviously, regional distribution
 

differences according to economic, social and coorrelated urban processes
 

are visible.
 

For instance, in Evora, absolute needs are more or less 9% of the
 

existing families, in Beja 6.1%, in Braganca 5.8%, Viseu 5.1%, etc., in
 

Lisbon 1.?% and OPorto 1.5%.
 

As it has been mentioned, other important data did not enable a more
 

detailed and clear perspective of the Housing Stock and this is important
 

just because some of the characteristics (mainly, overcrowded units, subrenting,
 

etc.) are determinant. In fact, these were some of the alternatives used to
 

solve housing offer shortages in the seventies.
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HOUSING UNITS ACCORDING TO OWNER INSTITJTIONS
 
IN THE CONTINENT, 1970
 

ENTIDADE.PROPRIETARIA 

NEM' FOGOS1970. 

ESTADO, AUTARQUIAS LO-
CAIS E ORGANISMOS SEMI-

ESTADO E AUTARQUIAS 29 325 1.4 

-PIJBL ICOS 
ORGANISMOS SEMI-PJBLICOS 17 385 o.8 

COOPERATIVAS DE HABITAAo 4 155 0,2 

POREAEPIAAORGANISMOS PRIVADOS 
 55 660 2,6 

PARTICULARES 
 2 028 835 95,0
 

T 0 T A L 
 2 135 360 100,0
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OCCUPIED UNITS
 
DISTRIBUTION ACCORDING TO DISTRICTS OF THE EXISTENT STOCK
 

IN~ 1970
 

i ' LEGENDA 

Frogos Eadstefites 

F -01 00oCCS 10C 
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REGIONAL DISTRIBUTION OF HOUSING STOCK, 1970
 

ALOJAM tLSSICO0 rISTRIBUICAO PERCE NTUAL 
EM 19.70 0SIRITOS 2 6 8 10 16 1S 16 

11.5 950 AVEIRO
 

80075s BEJA
 
I1L.5 515 BRAGA
 

53 005 BRAGANCAI
 

101 995 CASTELO BRANCO
 

1,1610 COIMBRA
 

70105 fVORA 

105 300 FARO 

69 205 GUARoA
 

131 335 LEIRIA
 

1.76725 LI SBOA
 

61620 PORTALEGRE I, I 
31500 PORTOI I
 

157 L6S SA.JIARI[M
 

158 070 SEI1iBAL
 

77235 VIANA 00 CASTELO I
 
00 9.5 VILA REAL 

11.5 0)0 VIScU I I _ _ 

2 558 7.5 COhITI/EKTE 
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INCRFlSES INNUMBER OF HOUSING UNITS IN
 
1970/81
 

Acrdscimo dos alojamentos Acr6scimo relativo 
Distritos recenseados entre 70 e81 Distritos entre 70 e81
 

Lisboa + 229913 Setbal 
 +52.4 
Porto + 112 838 Lisboa + 47,4
Setrbal + 84 679 Porto + 34,9
Braga + 44453 Faro +31,2
Aveiro + 38 424 Braga + 30,3
Faro + 33 351 Continente + 26,0
Leiria + 31 970 Aveiro +26,0
Coimbra + 22 449 Leiria + 24,2
Santardm + 16069 V. Castelo + 16,8
V. Castelo + 13 130 Coimbra + 15,7
Vila Real + 11 325 Vila Real + 13,7
Viseu + 8703 Braganga +11,2
Braganqa + 7 114 Santardm + 10,1
Guarda + 6118 Ivora + 7,4vora + 5 236 Guarda + 6,8
C.Branco + 4 624 Portalegre + 6,4
Portalegre + 3 960 Viseu 5,9
Beja - 1 461 C. Branco +45
Continente + 672 895 Beja + 1,8 
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TYPICAL UNITS OCCUPIED
 

GLOBAL VALUES BY CONSTRUCTION PERIODS
 

190 190 1960 1970 

A 1920496017201ANT. 

_Perfodos 
Continne 

Valores Absolutos 

Anteriores a 1920 

860 565 

DE 1920 a 194,5 

470 550 

OE 194,5 a 1950 

459 215 

DE' 1960 a 1970 

345 030 

01"4L 

2135 360 

Percentagens (1/ ) 

Fonle I Recenceomento 

40.3 

do Hobdo;8o 1970 

22 21.5 16.1 100 
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HOUSING UNITS IN THE CONTINENTAL ACCORDING TO
 

CONSTRUCTION AGE - 1970
 

0 220 30 4 . SO 60 70 f 90go loo 

AVEIRO 

BEMA 

BRAGA 

B.RA.GANCA_ . .t 

CASTELO BRANCO 

COJ MBRA 

EVORA 

FARO - " -" 

GUARDA ".. 

LEIRIA __ 

LISBOA _ , 
PORTALEGRE - :- ,,- _ / .... .. .. 

PORTO, ! t ! II I 

SANIAR~M 

SETO--L.A .... 
.. +.:I I 

SIAN'A 00 CASTELO_-. . 

VILA REAL 

VJSEU --

CONTINEXTE - .r h 

a I0 20 30 40 50 60 70 so so log. 0 

AT 1920 120 IUS a 1970 
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EXISTENT STOCK IN 1970 ACCORDING TO A TYPOLOGY OF
 
BUILDINGS -- GLOBAL VALUES
 

._EM PREO1OS MJLTIF. DE 5 A 8 PAV. _0 1E0- P.,P_DgS MJLT;F.DE 9 E 

EM FRED13S M'JLTIF CE t. PA " 

EM PRE I5S MULTIF DE 3 Pv EPR DIOS UNIFAMILI. 

EM PREDIOS MALTIF DE 2 PAV 

EM PRfOIOS MjLIF DE I F-.' 

ipologla s Pridios Pridios Multifamiliares 
Del Doe 2 Be 3 De 4 e5 a8" Be 9 e TotitContinente Inifarnlliarg: Pavimento Pavimenlo Pavim-.nloslPavirrenlos PairmenfosiPavirnentos 

Valores Absolulos 1.531.135 118.845 143.350 104.200 121.155 85.900 20.775 2.1353, 

Percentagens [/. ) 71,7 5,5 6,7 4,9 5,7 4,5 1 

Fonle; I Recenceamento do Habitatdo 1970 
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FAMILIES ACCORDING TO FORMS OF HOUSING
 

OCCUPATION IN1970
 

U=;-LOCA1iRIAS OCUPANTES A OUTRO TITULO 

_.,OALARIAS PROPRIE T RIA$ 

ont Foras de Propiet.rias tocatirias Sub- Locafirias Oupantos Total 

Contipente ua rpetr a Outro TiThto Toa 

Valores Absolutos 1056 455 938 850 66 175 121 555 2 183 035 

Percentagens (e/,) ,.3 3 5.6 100 

Fonte. I Recenceomenlo do Hobltoc8o 1970 
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STRUCTURE OF DISTRICT DISTRIBUTION OF UNITS IN THE
 

CONTINENT USED AS FOR RENTAL UNITS -- 1970
 

OISIRIBUI ,O PCRCENTUAL 
NUMERO OISTRITOS 

2 C 6 g 10 12 s4 )6 is 20 22 2L 26 28 30 32 

45 250 AVEIRO 

24 125 BEJA 

61 79. BRAGA 

9335 BRAGANCA 

24 075 CASTELO BRANCO 

32 690 COIMBRA 

34 955 (VORA 

35 045 FARO 

17 620 GUARDA 

25 790 LEIRIA -

333 505 LISBOA 

24 %5S PORTALEGRE 

208 197 PORTO 

42 825 SANTAREM 

99 445 SETUBAL -

13 815 VIANA O0 CASTELO 

13 020 VItA REAL 

25 990 YISEU 

1073 512 CONTINENTE 

inclui fogos ocupados e logos vagos 
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RENTAL UNITS INTHE CONTINENT -- 1970 

RENTAL DISTRIBUTION 

202 

221 

10 --- _ _ _ -

ati 250 250/SoD 5001750 750/1000 l00011S 

F • 

1s00/2000 ZO)/)Imo 

04•. 

3000/SO00 

01 

.5000 
Cicalie do 

Icudos 
find$a 

40.
 



MAIN CONSTRUCTION MATERIALS OF RESISTENT ELEMENTS 
-- GLOBAL VALUES
 

AND BY CONSTRUCTION PERIODS
 

ANTERIOR 
A 1920 

OUTROS 
MATERIAIS ADOBE 

1920/191.5 

/ BLOCOSDRA
 
DE CIMENTOMAER 

TIJOLO IPEDRA TIJOLO 

1960/1970 

AERIAl TIJOLO - BLOCOS DE OUTROS 
ADOBE MADEIRA PEDRA TIJOLO PEDRA BETAO CIMENTO MATERIALS TOTAL 

ANTERIOR A 61 .20 .405 707 115 50060 5 285 3 375 28 035870 860 565 
1920
 

1920/19.5 36 3.0 2 0:'! 300 3.5 83030 15 805 15 285 . 630 13 095 .70 550
 

194-5/1960 16 285 
 1 905 155 260 1.1 0.0 LoI4 020 86 325 9 930 7 4,50 .59 215 

1960/1970 3 295 63 5001 670 1001.55 .8 250 116 090 3 625 0308 1L5 31.5 


TOTALS 117 31.0 10 000 1226 220 37. 585 110 360 221 075 23 575 52 205 2 135 360 
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MAIN CONSTRUCTION ELEMENTS OF RESISTANT ELEMENTS
 

(Exis nt Stock in 1970)
 

CBRAGANC
 

CATIJOLO 

FARUAeE'OA 

LEIRIAMAER~l
 

BRTIJOLO/PEDRA 

MBLOCOS DE CIMENTO 
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MAIN MATERIALS USED IN CONSTRUCTION AS RESISTANT ELEMENTS
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SERVICES
 

(EXISTING STOCK IN 1970)
 

2135 360 F 1.__0 

6UL' 1. 
, / 57. /-. 

49 33,2 "/. 

0 

Cl/ogu o I C/ncrgic C/in t. fix I C/relrctecanolizadol etectricao lbonho/dur-hg privotiva 

Cquipamontoigom Corn Corn inst.fixa retreteiua energia Corn Total 
Continente canalizada electrica banho / duche privativa 

Valores Absolutos 1013 050 1 383 115 708 115 1 226 095 2 135 360 

Percentagens(1.) 47, 64,8 33,2 57,4 100 
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DISTRIBUTION OF SERVICES (1970) 

ABRAGA 
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REGIONAL STRUCTURE OF WATER AND SEWERAGE DEFICIENCIES -- 1970
 

- 1970 -

DESIGNA Ao 
 POPULAgAo 
 HABITAgAo
 

sem 
 sem 
 sem 
 sem
 
*DISTRITOS 
 gua (1) esgotos (2), gua (1) esgotos(2) 

Aveiro 7,7 7,4 
 7,1 6,6
 
Beja 
 3.0 3,9 3,4 
 4,3
 
Braga 
 9,9 7,.6 8,1 
 6,2
 
Braganqa 
 3,0 3.7 3.1 
 3,6
 
Castelo Branco 
 4,0 4,4 
 4.7 5,1
 
Coimbra 
 6,0 615 
 6,8 7,1
 
Cvora 
 2,0 2,8 2,3 
 3,3
 
Faro 3,6 3,9 
 4.3 4,6
 
Guarda 
 3.7 4,1 
 4,3 4.7
 
Leiria 
 6,0 5,8 
 6,5 6,2
 
Lisboa 
 7.9 7',2 7.1 6.6
 
Portalegre 
 1,8 2,3 2,2 
 2,8
 
Porto 
 15.0 12,8 
 12.3 10,8
 
Sent.OrEm 
 6,3 6,5 
 7,4 7,4
 
Setubal 
 3,2 3,8 
 3.5 4.1
 
Viana do Castelo 4,1 
 4,4 4.0 
 4,1
 
Vila Real 
 5.0 5,3 4,7 
 4,9
 
Vise.j 7,8 7.6 
 7.3 7.5 

CONTINENTE 
 100,0 100,0 100,0 
 100,0
 
Nirnero 
 4 260 585 4 242 600 1 122 310 
 1 146 995
 

(M)- Rcfc'e-se a agua canaLfzada no dominc.o. 

(2)- Incwuiuyi-se, pa.Aa atem dos aeojamemto6 sem etrete p4iva-tiva, aquetes
cuja rZettete se encontava lgada a "Outro sisteva de esgotos". 

FONTE: I Recuscaniento da Habi.tacaio - INE, 1970. 
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WATER PROVISIONS -- 1977
 

DISTRITOS 


AveoPublico 


Aveiro 


Beja 


Braga 


Braganga 


Castelo Branco 


Coimbra 


Evora 


Faro 


Guarda 


Leiria 


Lisboa 


Portalegre 


Porto 


"Santar~m 


Settbal 


Viana do Castelo 

Vila Real 

Viseu 

CONTINENTE 


FONTE: Eatimativa 

COM ABASTECIMENTO DOMICILIARIO 


RProveniente de canalizaao 
 T 

I - TOTAqL 

Particular
 

.. 27
17 
 44 


24 
 13 
 37 


17 
 19 
 36 


22 
 7 
 29 


25 
 9 
 34 


25 
 13 
 38 


40 14 
 54 


42 
 8 
 50 


21 
 6 
 27 


21 
 17 
 38 


76 
 7 83 


42 
 8 
 50 


39 38 
 57 


28 
 12 
 40 


70 
 6 76 


16 
 17 
 33 


"6 
 6 22 


12 
 10 
 22 


40 12 52 


do GPC/HOF. 

SEM
 

ABASTECI MENTO
 
DOMICILIARIO
 

56
 

63
 

64
 

71
 

66
 

62
 

46
 

50
 

73
 

62
 

17
 

50
 

43
 

60
 

24
 

67
 

78
 

78
 

48
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SEWERAGE -- 1977
 

- 1977 -

ALOJAMENTOS COM RETRETE PRIVATIVA 

DISTRITOS 
 Ligada a um sistema de esgoto 


TOTAL 

Pblico Particular Outro 

Aveiro 10 33 37 80 
Bejp 17 2 1 20 
Braga 10 36 37 83 
Braganga 10 6 2 18 
Castelo Branco 18 9 2 29 
Coimbra 14" 19 10 43 
Evora 30 4 1 35 
Faro 34 10 4 48 
Guarda 10 9 2 21 
Leiria 15 24 6 45 
Lisboa 75 9 2 86 
Portalegre 28 6 1 35 
Porto 27 33 24 84 
Santarm 19 20 4 43 
Setubal 62 10 1 73 
Viana do Castelo 9 19 18 46 
Vila Real 7 8 11 26 
Viseti 7 15 15 37 

CONTINENTE 32 18 11 61 

FONTE: EstJiativa do GPC/HOF.
 

ALOJAMENTOS
 
SEM
 

RETRETE
 

PRIVATIV/A
 

20
 

80
 

17
 

82
 

71
 

57
 

65
 

52
 

79
 

55
 

14
 

65
 

16
 

57
 

27
 

54
 

74
 

63
 

39 
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WATER CONSUMPTION (1977)
 

MEO:A DO 

CON1lNENTE 26.Om1 hablano 

7-r 
0 
Lz 

..,q p. 0 4 a 

w 9 0 C. rz 0 . l i 

go c 

Siw 

D I S T R I T 0 CAPITA;Ao D I S T R I T 0 CAPITA AO 

AVEIRO 8.45 LEIRIA 18.64 

BEJA 14.32 LISBOA 56.25 

BRAGA 8.17 PORTALEGRE 18.49 

BRAGAN(A 8.37 PORTO 18.27 
CASTELO BRANCO 15.04 SANTAREM 23.96 

COIMBRA 19.35 SETUBAL 42.53 

EVORA 20.58 VIANA DO CASTELO 8.43 

FR41.09 VILA REAL 10.40 

GUARDA 8.80 VISEU 6.0 

FONTES: Estati'sticas Industriais, IN 

-ti' , a .f v s da pop uZa po, cDC5 50. 



CAPITAL INVESTMENT IN BASIC INFRASTRUCTURE
 

(Current Prices)
 

DESIGNA, O 19.76 19 7 7 19 7 8 19 7 9 19 8 0 

INVESTIMENTO TOTAL 3 700,0 5 400,0 6.400,0 10.700,0 14.600,0 

Dotaq~es da Andistraq~oCentral * 
 3 700,0 5 400,0 6.400,0 1 200,0 2.300,0
 

Receitas das Autaxquias

Tocai**-
 9 500,0 12.300,0
 

* Inclui az0participaBes da DGERU,DGSB, JAE, GaF e dot jq para 

verbas livres do MAI 

•* EstiMativa da aplicaqo das receitas das Autaiquias em infraestru

turas basicas. 
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DISTR;TO 


Aveiro 
Beja 
Braga 
Bragana 
C.Branco 
Coimbra 
Ivora 

Faro 
Guarda 
Leiria 
Lisboa 
Portalegre 
Porto 
Santardm 
Setlbal 
V. Castelo 
Vila Real 
Viseu 

Continente 

Familias vivendo 
em alojamento 

sem ser fogo 

34740 

5,31% 

HOUSING NEEDS IN 1971/80 AND DEFICIENT HOUSING (1970)
 

Estimativa das necessidades Fam(lias 
de habitago no per(odo mal alojadas em 1970 

1971/80 

NO. de Fogos 

28990 
10681 

30 501 

9 259 


15445 

24 256 

10357 

13812 

12338 

22 209 


229 794 

8796 


87595 

27 266 

68 747 

11 918 

12050 

21 016 


645 030 

%relativamente 
% Nimeo 80 nimero 

Total de Fam(
lias do distrito 

4,5 34 415 26,1 
1,7 17670 28,5 
4,7 54 025 41,3 
1,4 15 705 32,4 
2,4 16475 21,1 
3,8 21 910 18,6 
1,6 16175 29,0 
2,1 17,230 '20,2 
1,9 16 170 25,2 
3,4 21 325 19,7 

35,6 145405 31,1 
1,4 10950 22,9 

13,6 116685 37,5 
4,2 24935 18,8 

10,7 40 050 28,5 
1,8 20630 32,2 
1,9 30225 45,3 
3,3 33280 30,1 

100,0 653 260 29,4 

SITUA(POES DE MAU ALOJAMENTO EM 1970
 

Famflias vivendo 
em regime de 
sub-loca,'o 

66175 

10,1% 

Fam(lias vivendo 
em fogos 

sobre-lotados 

552345 

84,6% 

52. 

Total de 
fam(lias mal 

alojadas 

653260 

100,0% 



EVOLUTION OF UNITS ACCORDING TO TYPE OF DEVELOPER
 

Promotor 1971 1972 1973 1974 1975 1977 1979
1976 1978 1980
 

Sector pib4bco
 
e semi-pfiblico 3424 4683 2223
4557 2166 1965 5813 49334152 5640 
Cooperativas 143 252 249230 222 151 148 14077 480 
Sector privado 31742 3652934595 40108 28784 27174 27887 28859' 29976 30691 

Total 35309 39530 41316 42580 31172 3384829290 . 33088 35239 36811 

(a)Inclui organismos semi-pfiblicos e empresas p6blicas 

EVOLUTION OF UNITS ACCORDING TO TYPE OF DEVELOPER -- %
 

Promotores 1971 2972 1973 1974 1976 19781975 1977 1979 1980
 

Sector pblico 9,7 11,9 11,0 5,2 7,0 6,7 17,2 12,5 14,0 15,3 
Cooperativas 0,4 0,6 0,6 0,70,6 0,5 0,4 0,3 0,4 1,3 
Sector privado 89,9 87,5 88,4 94,2 92,3 92,8 82,4 87,2 85,6 83,4 
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RATE OF CONSTRUCTION UNITS COMPLETED
 

PAISES 

B61gica 

Dinamarca 

Franqa 

Alemanha 

Grdcia 

Irlanda 

It~lia 

Luxemburgo 

Holanda 

Portugal 

Espanha 


Reino Unido 

Su~cia 

CEE 

PER 1,000 INHABITANTS
 

Perfodo Perfodo 
1971174 1975/79 

5,8 7,7 

10,2 6,9 

10,0 8,5 

10,3 6,6 

16,1 14,8 
7,2 7,7 

4,6 3,1 

8,3 8,7 
11,1 7,8 

5,0 3,7 

9,8 9,3 
5,9 5,5 

12,1 7,2 

7,9 6,1 
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RELATIVE IMPORTANCE OF GFCF IN HOUSING IN THE GDP
 

(A =FBCF constru ffo/PIB d B =FBCF habita ;fo/PIB cf) 

PAISES 

Belgica 

Dinamarca 

Fran;a 

Alemanha 

Gr~cia 

Irlanda 

Italia 

Holanda 

Portugal 

Espanha 

Reino Unido 

Su~cia 

GEE 

A
B 

A 

B 


A
B 


A

B 


A 

B 


A 

B 


A 
B 

A 
B 


A 

B 


A

B 


A 

B 


A 

B 


A 

B 


1971174 

13,0
4,9 

13,2
5,7 

14,4
7,1 

14,5
6,2 

16,6
6,9 

13,2
5,4 

12,0
6,0 

13,8
6,0 

11,1
3,2 

13,4
5,2 

10,4
3,7 

13,9
5,3 

13,1
5,6 

1975179 

14,7
7,0 

14,2
6,9 

13,7
6,9 

13,0
5,9 

13,9
6,8 

14,1
5,8 

11.3 
5,3 

12,3
5,4 

11,4
3,2 

13,9
6,1 

9,8
3,5 

12,1
4,6 

12,9
5,8 
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HOUSING PRODUCTION
 

45000

40000 

35000 

-

-,, 
I 

/ 

/ 
/ 

__ 

30.0CONSTRU 6ES NOVAS %S 

\ • 

/ ... -., 

230 00DO -, 0000-
REDALI 

20 000- RENDA IERE 

0CUP. PEL0 PROPRIETARI0 

10000-...................... 'O...... '... 
. .. " 

5000- I 

1970 1971 [1972 1 1973 1 1974 

Fonte: Estalrsticas da Constru;So e da Habita(;o, INE 

197511976 1977 1978 1979 1980 
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INDEX OF RENTABILITY OF INVESTMENT IN HOUSING
 

I'ndice de Rendas 
Anos das habitag~es 

em Lisboa 

1970 60,7 
1971 67,8 
1972 77,5 
1973 88,8 
1974 101,7 
1975 100,0 
1976 121,3 
1977 132,1 
1978 134,5 
1979 179,4 
1980 199,4 
1981 283,9 

M6dia anual de 1975 = 100 

Indice do Custo (Quociente) 
da construgo de edif(cios Indice 

para habitaggo 

em Lisboa 

50,3 120,7 
54,0 125,6 
56,4 137,4 
62,8 141,4 
79,9 127,3 

100,0 100,0 
113,8 106,6 
141,6 93,3 
165,7 81,2 
191,0 93,9 
236,8 84,2 
286,3 99,2 
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ILLEGAL CONSTRUCTION BY DISTRICTS 
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ILLEGAL CONSTRUCTION INTHE LISBON REGION
 

at Cases 
Opseao;o SAAL £00 Fogos 

& OptaCSes SAAL 

00 CCS*$ 
111t26 Fogos 

u12 Opcutrs SAAL 

25 C19. 
LO Casot t 

327 3556g 3ogo3lE dg C i 00FI ass:% "1 Atbo 00s2N pacrO s SAAL" " a "-" ( 0 Fo9 os 

31 Cosos :.... ; 2| otj 

11 Opirc~s 1A. 

Lisbo ito
3 Opir,,q~ts SAAL
I it$-as "iqe 

a12% 

is ldiui f. Zona-; 2 Co a 

1oss 17 Astta 60. A Es'11m Fo0o0 

A34 ~77 C,'og27osgo

I11 opcralse S~
SA0prAL, 

25S Cosos
 
90~~~~~ ~ F'o17gos Qea~i SA~ Cosa 
10 000 do Laooa de. A celho$310oRog} 0 -ogSi eshtpplca 

1404g OunadoCnc ,oga(70 rgs 

rpaaia ® See dnsmbe 
. ; *i -Cin espeOiCi se 

31~1 Case 1779 FogT 
1113-rlgnse7tlnos disperses

I~' Snnas Podeh deiewribida-pro 

2Sse Casesal 

Ousslk~r" 1977cir Lago de.UC 1sal0060or 
"otsOuintoosddoG Cond a o Au013.fp 

http:Au013.fp


Rendimentos 
Rendas mddias em escudos das 
habitac6es arrendadas durante 

Relaqfo entre o valor das rendas 
mddias e os rendimentos mddios 

Relago entre o valor das rendas 
mddias e o saldrio mfnimo 

Anos mddios por Saldrio m(nimo o ano na cidade de Lisboa por fam(lia Nacional 
famflia Nacional Conforto do tipo A 

At6 4 divis6es 5 - 6 divis~es At6 4 divis6es 5 - 6 divis(3es At6 4 divis5es 5 - 6 divis6es 

1968 3 100$00 - 1 501$00 2233$00 48,4% 72,0% 

0°0 

1973 5850$00 - 3163$00 4390$00 54.1% 75,0% -

1974 3300$00 3760$00 5198$00 113,9% 157,5% 

1975 4000$00 3695$00 5327$00 92,4% 133,2% 
1976 11 900$00* 4000$00 4388$00 6 111$00 36,9% 51,4% 109,71 "15208% 

1977 4500$00 4373$00 6582$00 97,2% 146,3% 
1978 5700$00 8233$00 144.4% 

1979 18 900$00* 7 500S00 6 415$00 11 697$00 33,9% 61,9% 85,5% 156,0% 

1980 

1981 

22730$00 9000$00 

10700OO 

7313$00 

11976$00 

13232$00 

14417$00 

32,3% 58,2% 81,3% 

111,9% 

147,0% 

134,7% 

* Estimativas GEP/MHOP para finals do 1979 

AFFORDABILITY INDICATORS IN RENTAL UNITS
 



EVOLUTION OF CREDIT FOR HOUSING
 

(Owner-Occupied Market) 

Anos 
Natureza do 

crdito 
contratado 

NOmero de 
pedidos 
entrados 

N,'mero di 
contratos 
celebrados 

Valor dos con. 
tratos celebrado$ 

(mil contos) 

Valor m6dio 
dos contratos 

(contos) 

7 Bonificedo 

Regime Geral 

1 203 

10685 

451,7 

3555,2 

375.4 

3327 

1977 
Bonificado * 

Regime Geral 

15069 

4 703 

5791,1 

2 307,5 

334,3 

490.6 

1978 

Bonificado 

Regime Geral 
34461 

23876 

6112 

11317,4 

3553,3 

47U,0 

581.4 

1979 

Bonificado 

Regime Geral 
43902 

24 537 

5671 

13829,9 

3968,9 

563.6 

699.9 

19B0 

1981 

Bonificado 

Regime Geral 

= 

60 727 

64793 

31 702 

5945 

48 921 

22825,3 

4 788,1 

47801,6 J 

720,0 

B05.5 

977.1 

a Estimativa , a Corn aaoN:ica;3o do DL 435/80 deixou dese obter informa;9o sobre esta varidvel 
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HOUSING SUBSIOIES --A FORECAST
 

I1000 ted 

gntidsa:Rue:"m- 1376 1377 1371 1370 i130 IM 102 102 1034 103 is#$ 1987 i18 1933 193O 

Istwa 9,3 131,7 556,6 1219,1 2 135,7 303,,3 3 403,3 3271,4 3 297,7 3 329,3 3 018,1 2 342,7 1 723,7 1214,8 132,6 

B.do Portugl  - 278,9 950.3 1935,2 3243,6 3957S 3751,6 3142,.S 2 117,7 1612.S 1639,0 1663,7 166,.9 1708,2 

Lw. doCdUI 7,3 295,4 812,S 1 228,1 196,2 2 227,3 2 472,7 2471,$ 2 464,1 2 449,2 2423,7 2 3189 2 341,2 2302,0 2249,9 

TOTAL 11,@1$ 434.1 1648,3 3316,1 $787,1 1524,7 l33,s 3501, 11041, 7o,2 704,3 3370.d 5735.1 5203,7 4790,9I 

C,n.iando quo em 1981 ,roa concedidos 42 milla do contos 
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HOUSING DEFICIENCIES (1981)
 

Carincias 
Distritos 

absolutas 

Aveiro 375 
Beja 3859 
Braga 1917 
Braganga 3 299 
C. Branco 260 
Coimbra 2422 
lvora 5944 
Faro 808 
Guarda 1010 
Leiria 4 862 
Lisboa 8 107 
Portalegre 1382 
Porto 6 375 
Santardm 932 
Setibal 1009 
Vila Real 3296 
Viseu 6 366 

Total 52.223 

%em relaoo As 
famr lias do 
Censo de 81 

0,2 
6,1 
1,1 
5,8 
0,3 
1,8 
9,3 
0,8 
1,5 
3,6 
1,2 
2,8 
1,5 
0,6 
0,5. 
4,5 
5,1 

1,9 
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5. LAND AVAILABILITY AND TENURE
 

5.1. A quantified evaluation of available urban land is today very difficult
 

since there isn't any organized official register of urban land belonging either
 

to public or private entities.
 

Recognizing that necessity and importance, in July 1982 a special group
 

was formed inside the Ministry whose task is 
to find an adequate methodology
 

and to work with the official register of the urban land belonging to public
 

entities.
 

In general, the main question is that there is a disparity and multiplicity
 

of entities involved in the process and different sorts of forms of tenure,
 

transfer, and use. 
 Also, it is important to note that in Portugal, according
 

to types of settlements, regions and religion values, land is
a factor of wealth
 

or the main source of living.
 

In 1974, legislation was published forcing the declaration of available
 

urban land but those measures were useless. In practice, the result was waste
 

of urban land, some of it inside villages, some in expansion areas.
 

Simultaneously, new developments 
occur in peripheral areas.
 

5.2. The production process of urban land results from direct public
 

administration intervention or from decisions of private entities. 
 In the first
 

case, it is assumed that public entities (central or local) will acquire legal
 

titles to land, buying it from its owner, in order to improve shelter or social
 

equipment programs.
 

The types of tenurp can 
result from a simple acquisition or from an expropriation
 

process. 

--

In this last case, there are rules that must be regarded: 

the expropriation should be substantiated by an expressed public necessity 

and subject to a fair compensation based on the current and real value of 

--

the expropriated property; 

the public utility statement results from a Ministry approval of the project! 
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and other necessary documents of the foreseen works;
 

in the case of expropriation due to urban operations, the public
 

necessity statement should be made by a cabinet council;
 

the Government can authorize an administrative legal title to land of
 

the expropriated property with a public utility statement if that
 

decision is indispensable to the beginning of the planned works;
 

the expropriation process can be an amicable or a litigious one. In
 

the first case and after the public necessity statement, there is an
 

agreement between the two parties inwhat concerns the amount to pay.
 

If there isnone, the total amount will be fixed by arbitration, with
 

the possibility of appealing to the courts.
 

Other forms of tenure can result from the application of a preference right,
 

from a process of association between public and private entities, or from a
 

lot approval process.
 

Urban land belonging to the Administration.can be granted only by renting
 

(surface right), except when transfers are made to non-profit entities or to
 

public enterprises. When covered by legally-approved urban plan, urban land
 

purchase is allowed.
 

The phase of the production process of land urbanized by the Administration
 

can be summarized as follows:
 

LandManementA
 

Expansion Land Services Land
 

Plan [Acquisition Performance Granting
 

Detail Plan/
 

Services Projects
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The delimitation of expansion areas may result from the elaboration of: a
 

General Urban Plan (PGU), a Municipal' Master Plan or a General Urban Study of
 

the Settlement.
 

In the first case, PGU must be approved by the respective Ministry, in
 

the other cases, it is for the Municipal Assembly to approve, although the
 

ratification depends on MHOP. However, only in case of expropriation with public
 

utility statement municipalities depend on the Central Administration once the
 

amicable acquisition process iswithin the scope of autarchies.
 

It should be remembered that the "preliminary schemes of works to be
 

accomplished" submitted to ministerial approval are enough for the public
 

necessity statement and for beginning expropriation process. It is then noted
 

that within the specific land scope, general urban studies of settlements are
 

enough to enable autarchies to acquire land essential to urban expansion.
 

Their dimension must not only be related to the dimensions of settlement but
 

mainly of its growing dynamics. Inpractice, few autarchies have stocked land
 

owing to financing difficulties for acquisition and land management.
 

5.3. Changing agricultural land into building land might be done by private
 

initiative. It is, therefore, a lot subdivision process, that is,an "opera

tion" having as its object the parcelling up of an area in rural or urban zones
 

for building.
 

This lot subdivision notion establishes that such operations should depend 

on municipal permits. The main clauses of the law are: 

-- the approval of lot subdivision process is subject to DGPU's opinion 

as well as to that of other entities, depending on the Government whenever the 

lotting process takes place outside the area of an approved plan; 
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-- municipalities are allowed to reject a lot subdivision request when 

it is based on principles specified by the law which must be clearly 

referred to the applicant; 

-- terms are established for the concerned entities to give their opinion 

and also for the definite deliberation of the municipalities; 

-- final projects of urban works are submitted to the approval of the 

municipalities; whenever a building permit is not granted, applicants 

must be informed of the reasons -- non-approval of the lot subdivision, 

non-compliance with its terms and disregard of any applicable rule or 

technical norms. 

--	 lot subdivision permits must be given in the capacity of a license. 

Urbanization works are allowed to start after the permit has been 

granted and then the applicant has to respond to some conditions, 

namely work completion term, minimum area to be assigned to the 

municipality for services, maximum rent or selling prices; 

--	 lot subdivision permit will be revoked if urbanization works don't 

take place within one year after the granting of that permit; if they 

are not finished within the period fixed by the municipality or if the 

lot subdivision does not comply with permit requests. 

A lot 	subdivision approval process is slow and its terms are not likely to
 

be accepted by applicants. On the other hand, lack of land urbanized by the
 

Administration and respective pricing process gives rise to many illegal develop

ments outside the areas controlled by the Administration. In this context, we
 

may say that the production of urban land by private entities is very important
 

to urban areas' growth.
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Resulting from legal or illegal parcelling, there are large built areas,
 

or only parcelled, which could be taken for future building land stock.
 

6. 	BRIEF DESCRIPTION OF THE STUDY AND PLANNING OFFICE (GEP/HOP) OF THE
 

HOUSING AND PUBLIC WORKS SECTORS
 

Organization Structures
 

GEP/HOP isan agency of the Housing, Public Works and Transportation,
 

Ministry, intended for the study, coordination and technical support of the
 

respective Government members, and for the planning and economic programming
 

within the housing, urban and public works sectors.
 

The GEP/HOP is divided in several Departments:
 

Study and Planning Department
 

Control and Programming Department
 

Regional Coordination Department
 

and has a Documentation Center and an Administrative Department acting as
 

supporting services.
 

Today, GEP/HOP has 73 employees, 33 of which are professionals.
 

Responsibilities
 

The main responsibilities of the GEP/HOP can be summarized as follows: 

-- to develop, within the economical and financial scopes, the necessary 

studies for the definition of the development policy within the housing, 

urban and public works area; 

-- to cooperate with the central, sectorial, and regional planning 

authorities in the execution of the national and regional development 

plans; 

to prepare, in cooperation with the Ministry Department, the annual 

development programs, accoring to the development sectorial purposes; 
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-- to follow up the execution of the sectorial investment programs and 

prepare the respective execution reports.
 

As a consequence, the GEP/HOP is responsible for the activity of two
 

Committees:
 

-- the Housing and Public Works Planning Committee; and 

-- the Housing and Public Works Statistics Committee, 

the duties of which are, in particular, the coordination of the planning and 

statistic activities and processes of the different agencies of the Ministry 

in the housing, urban and public works areas. 

Annual Budget
 

As seen, the GEP/HOP ismainly an agency of technical support to the
 

Government members and has no special programs besides the studies carried out
 

to perform its responsibilities.
 

In 1982, the annual budget of the GEP/HOP amounts to 400,000 Dollars,
 

84% corresponding to wages and other personnel expenses. Comparatively, we can
 

refer that the GEP/HOP annual budget for 1982 is only 0.4% of the total operat

ing budget of the Housing Public Works and Transport Ministry.
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PART II
 

Public Administration Functions and Organic Structure in the
 

Fields of Housing and Town Planning.
 

(Development of Workshop Theme 2)
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PART 	II
 

Public Administration Functions and Organic Structure in the
 

Fields of Housing and Town Planning.
 

1. 	Evolution of Public Administration Functions and Organic
 
Structure in the Fields of Housing and Town Planning
 

2. 	Analysis of the Situation
 

3. 	Toward a New Housing and Town Planning Policy
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1. EVOLUTION OF PUBLIC ADMINISTRATION FUNCTIONS AND ORGANIC STRUCTURE IN
 
THE FIELD OF HOUSING AND TOWN PLANNING
 

The economic, social and political evolution of Portugal determined the
 

different State intervention in the Housing Sector that comprises several
 

institutions.
 

In the field of town planning and infrastructure, the Ministry of Public
 

Works (MOP), the General Director for Urbanization (DGSU) was formed in 1944,
 

having as 
target the unification of the Public Sector intervention in urban
 

and rural public development, in planning and implementation of public works and
 

financial aid. 
 Its role is also to promote and to encourage the urbanization
 

of the municipalities and of important settlements. 
 It started with four
 

Regional Departments, reaching twenty in number in 1948, one in each capital
 

of district of mainland, one 
in the Azores and another one in Madeira Island.
 

In 1972, it was reorganized and other General Directions were assigned some
 

of its functions. Water and sewerage systems wEre assigned to the General
 

Direction for the Basic Sanitation and the rural roads to the Roads Department.
 

DGSU was terminated in 1976 and replaced by the General Direction for Urban
 

Planning (DGPU) and the General Direction for Urban and Rural Equipment (DGERU)
 

which, after the local finance reform in 1979, ceased its financial aid to the
 

municipalities.
 

Therefore, the General Direction for Urban Planning (DGPU) has, at present,
 

the objective of promoting and coordinating the actions of urban planning, and:
 

-- to study and propose the urban policy and to define the necessary 

steps for its fulfillment; 

-- to assure the promotion of urban plans in regional areas, as well as 

the studies and means regarding the approval of general and partial 
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urban plans that are the responsibility of the municipalities;
 

-- to propose the patterns and characteristics for plans and the 

methodology of urban planning.
 

The field of action of the Regional Department of DGPU are the Planning
 

Regions, adopted for economic planning purposes. The objective of these
 

regional departments is to support and to coordinate, in their own region,
 

urban planning actions. They may have, as well, subregional departments, in
 

terms of district distribution.
 

The goals of the General Direction for Urban and Rural Equipment (DGERU)
 

are to:
 

-- normalize social equipment projects of regional value; 

-- coordinate the intervention of several entities interested in the 

accomplishment of urban and rural equipment programs; 

-- coordinate the actions for urban rehabilitation and promote its 

achievement, whenever requested by the municipalities; 

-- approve or promote the approval, at a regional level, of social 

equipment work projects submitted by local authorities. 

For the accomplishment of its assignment, DGERU has also district 

departments. 

In the housing field, no public department existed until 1969 in MOP
 

structure. However, the housing reports for the Intercalar National Plan and
 

for the III National Development Plan (1966/67), proposed a department which
 

was felt absolutely necessary to the basic reform of the housing sector and
 

to the organization of an adequate housing policy. This entity would plan, co

ordinate and monitor the activities in the housing sector, being its two
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fundamental fields of action, housing policy and planning. The first area
 

would include the collection of data regarding housing and equipment needs, the
 

participation in the preliminary works of national developmetn plans, the
 

study and proposal of legal documents within land policies, financing and
 

taxation and, of standards for social housing, and for the activity of promoting
 

entities and finally, the accomplishment of actions concerning the diffusion and
 

training of experts and guidance of the architecture field.
 

Itwas assumed that the institution would have a direct action inthe
 

elaboration of housing programs and would work also in social housing financing.
 

That entity would not only increase the activity of public and semi-public sectors
 

but also guide and encourage private enterprise.
 

In1969, itwas created in MOP, the Housing Development Dund (FFH) to cooperate
 

in the solution of the housing pr!,lems of people who could not be supported by
 

Social Security or similar institutions. Its assignment was not, therefore,
 

only the study of social housing problems but also the performance, within the
 

scope of MOP, of the housing policy defined by the Government, being allowed
 

to buy and urbanize plots, build and grant subsidies for construction, give
 

technical support and cooperation to municipalities and other entities. Then
 



extinguished, and integrating personnel from thi Economic Housing Department
 

of Social Security Ministry.
 

This reorganization allowed FFH to act more intensively as housing promoter.
 

On the other hand, it was allowed to emit obligations, to grant loans and
 

subsidies, to associate with private promoters and building enterprises, to take
 

part in societies of mixed economy, etc.
 

In 1973, Housing Regional Departments of FFH in North, Center, Lisbon and
 

South were created.
 

Itwas after 1974 that FFH was fully given authority, not only in housing
 

promotion but also in the elaboration of new housing programs, namely, the
 

introduction of Economic Housing Cooperatives and of SAAL -- a program which
 

supported the Dwellers Association in the solution of housing problems -- the
 

granting of loans to municipalities, PRID -- program for housing rehabilitation -

and Development Contracts for Housing.
 

Thus, FFH plays the role of housing promoter and manager. if credit institute
 

and of technical support for other entities.
 

In 1976, the Ministry of Housing, Town Planning and Construction was created,
 

having inmind a broadcr definition and performance of housing policy.
 

Also in 1976, Housing Municipal Services were formed in some municipalities,
 

with administrdtive and financial autonomy, whose main function was the management
 

of housing stock of the respective municipa ities and the attribution, according
 

to the legal systems, of housing units built and acquired by the state, by other
 

public or non-profit private institutions. Furthermore, they were responsible
 

for the housing demand and supply research in the respective fields of action,
 

and the participation in the preservation and rehabilitation of thp housing
 

stock that might be enforced by law or by other municipal entities.
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The local finance reform in 1979 had an important impact in the performance
 

and activity of the institutional organization in the field of housing, town
 

planning and infrastructure. However, the delimitation of functions between
 

the Central and Local Administration must be understood by the law which
 

defines the scope of assignments of each level regarding investments and that
 

has not yet been approved.
 

2. 	ANALYSIS OF THE SITUATION
 

2.1. It is difficult to judge the institutional framework and its performance
 

without considering the bases and the aims of the policies adopted, for which,
 

theoretically, the institutions would be the performing instruments.
 

However, we must admit that the establishment and evolution of the
 

institutions in the housing and town planning sector, do not seem to have been
 

much a result of a joint definition of policies and of the institutional organiza

tion needed for its performance. On the contrary, short-term problems and other
 

circumstances controlled in many cases the evolutive process which took place.
 

Thus, the institutions underwent consecutive reforms or temporary changes,
 

without a clear definition of a general housing and town planning policy to
 

support them.
 

As a result, a permanent instability among the institutions and respective
 

personnel can be found, as well as a progressive lack of motivation and lack of
 

efficiency.
 

2.2. Broadly speaking, we can consider five main intervention areas within
 

housing 	policy and the performance of Public Administration: 

-- Analysis and definition of housing policy 
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Town planning and infrastructure
 

Housing promotion
 

Financing
 

Housing Management
 

In each of these areas there are some functions that can be accomplished
 

by Public Administration, although with a different intervention and through
 

different institutional levels
 

On the table on the next pagej we summarize those functions as well as of
 

the intervening entities, as of 1981.
 

2.3. The definition of housing policy and its performing instruments are
 

within the Government's scope. However, owing to its complexity, there must
 

be a permanent study of the situation, formulation and modernization of its
 

regulative aspects, monitoring the efficiency of the instruments and results
 

obtaine
 

Although several departments have a certain intervention in this field,
 

there is no department which might ensure those functions. When FFH was formed
 

in 1969, it was designated for that function until its reorganization in 1972.
 

Although the Planning Department (GPC) of ex-MHUC had been developing surveys
 

on general housing matters as well as some specific instruments, that was not
 

its main assignment and many important areas were left out of control.
 

Thus, there is no global management of the National Budget resources, which,
 

directly or indirectly are spent within the housing activities, and their rent

ability is not analyzed according to the Government's political goals. This
 

brings us into a situation where total expenditure of the Public Administration
 

in housing is not exactly known.
 

79.
 



POBLIC ADMINISTRATION INTERVENTION AREAS IN HOUSING POLICY
 

AND ITS AGENCIES
 

HOUSING POLICY STUDY TOWNPLANNING AND HOUSING PROMOTION FINANCING HOUSING MANAGEMENT 

AND DEFINITION SERVICES 

- Goals and stategles - Subsectorial policies - Public Sector - Commercial Credit - Public Sector 
definitons definitons FFH - Building Mortage Credit FFH (SMH) 

- Planning Phisical planning Municipalities - self-building and CNP 
- Policy measures Townplanning Others (GAS, etc.) owner's purchase GAS 

Urban land and 
townpanning 

Basic Sanitation 

- Land use actions 
- Co-operative Sector 

Old co-operatives -

market credit system 

Credit to -

Municipalities 

Private Sector 
Credit and subsidies Urban plans elaboration Lowcost housing Public promotors 

and approval Co-operatives FFH Individuals 
Rents and Renting GAS Others 
Market Institutions - Private Sector Municipalities 
Organization Administrative acts Free market - Credit to FFH to Agencies. 

- General and specific Individual loan to other entities MHOP 
norms Availability actions Enterprises 
Technical norms 
Instrumental norms 

by Public 
Administration 

Supported 
CDHS 

Housing co-operatives 
Self-building FFH 

Institutions operating (purchasing, expropriation 
norms 

- Available Resources 
Management 

and urban programs) 

by private entities 
Services 

- Agencies 

MHOP 

- Credit for dwelling
rehabilitation and
renewal PRID 
rnwlPI 

- Oiher credit systems 

MFP 
GASCNP 

N 
Local Administration 

Buget Resources 
Credit 

(Public Adm. and 
private entities) 

FFH 
MFP 

Saving credit system(emigrants) 

Institutions Tax measures GAS 
- Subsidies 

Human and technical - Instrumental norms Others Explicits 
resource 

Local Administration Interest differentials 

Agencies Agencies 
Owner's purchase
marketHousing co-operatives 

MHOP MHOP Municiplalities 
GEP 
FFH 

DGPU 
OGERU 

For Projects 
Housing co-operatives 

DGPU DGSB 
DGERU FFH Implicits 
DGSB CSOP Taxe 

Rents 
LNEC MFP Resoluble prooerty 

PRID 
CSOP SEO (DGCI) Other FFH programs 

MFP 

SET 
MAI 

DGARL 
Agencies 

SEO GAT'S MHOP 
BP CCR'S FFH 
Credit Institutions Local Administration 

MFP 

MJ SET 

BP 
Credit Institutions 
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As to credit, there is no systematic forecast of available resources for
 

housing investment. Furthermore, its compatibility with useful goals cannot
 

be determined, and the subsidies implicit in the existing credit systems are
 

not adequate to the goals of the housing policies.
 

Likewise, there is no systematic articulation between the fiscal policies
 

regarding housing and housing policy goals.
 

The formulation of regulative, technical and other standards isassigned
 

to several institutions and it is not a continuous or programmed activity. 
It
 

should be noted,'in this respect, the difficulty in giving social' housing a
 

regulative definition and the little updating that RGEU 
-- General Regulation
 

for Urban Construction --
 has had since 1975 as an important instrument in
 

this matter.
 

We can also say that there is no forecast of available human and technologi

cal resources; their distribution throughout the country and their foreseeable
 

evolution. In short, we come to the conclusion that there is no department in
 

Public Administration assigned traditional functions in the housing field.
 

2.4. Town planning, availability of land, and infrastructure are considered
 

critical areas in housing policy. 
There are no subsectorial policies nr the ones
 

existing are not updated and many of their instruments are not competent.
 

Local Authorities should be assigned the local 
urban planning and management
 

tasks as well as the tasks concerning the availability of serviced land.
 

At present, there are no important subsectorial policies or, at least, they
 

are not clearly formulated, regarding territorial management, town planning and
 

basic sanitation.
 

The main role of the Urban Administration in land use has not been administra

tion activities. The elaboration and approval of urban procedures is very
 

slow and-confusing.
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The situation is also discouraging concerning the availability of urbanized
 

land. Public Administration does not have programs for the urbanization and
 

granting of land for the different promoters (public, cooperative and private
 

ones) and the situation will'worsen with the termination of the land purchase
 

program which had the participation of DGPU. In this field, procedures are
 

very slow and complicated as well. We cannot even count on private enterprise
 

if legislation on private plots is not updated. Therefore, squatting and spon

taneous urbanization continue to occur.
 

Fiscal tools which are a very important vehicle to improve availability of
 

urban land do not assume an important role, especially in what concerns land
 

speculation or vacant land. Land policy has never been used regarding develop

ment value taxes.
 

There are no financing strategies for land purchase and servicing, although
 

municipalities may apply to credit lines established in 1980.
 

2.5. Inthe field of housing promotion, and broadly speaking, the different
 

frameworks are very insignificant.
 

The public sector has not yet exceeded 5,000 units of annual production
 

although it has improved as compared to recent years. FFH Direct Promotion
 

Program has not always amounted to 4,000 units/year. This represents about 30%
 

of the average number of units per year of its Direct Promotion Program. This
 

means that the building time required by most enterprises is about four years.
 

Concerning the public sector, there are no production patterns, i.e., there
 

is no previous research on consignees, neither on the alternatives for promotion
 

forms consistent with different use systems, or on the adjustment of financing
 

types to dwelling granting forms.
 

In short, with regard to the promotion of the public sector, we may
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-- 

synthesize as follows:
 

-- most of the decisions on housing promotion have been the result of 

--

the circumstances and not of adequate planning processes; 

there are no promotion patterns to articulate plans with financing 

strategies. The latter are not consistent with consignees and use 

systems; 

there is no evident economic rationality in public promotion. This
 

was 'notvery important when its financing was only fr6m the State
 

Budget (OGE) but this cannot be sustained when it applies to capital
 

markets.
 

The public housing promotion entities have been the FFH and the municipalities.
 

After all the organizational reforms FFH has been through, it may be characterized
 

by: 

-- low productivity and waste of funds resulting from its high dimension, 

without any framework and functional organizing stability adapted to that dim

ension and to its several assignments;
 

deficient distribution of personnel both at spatial and interprofessional 

levels; 

-- indefinition, almost permanent in the last few years, of forms and 

amounts of financing;
 

little autonomy in management, akin to the one 
-- in any public service with 

financial and administrative autonomy, which does not seem to be consistent with 

its nature and promotional activities.
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In turn, the municipalities have slightly used direct promotion of dwellings,
 

without FFH support. With some exceptions, the municipalities do not have the
 

technical capacity nor the adequate dimension necessary to promote housing in
a
 

systematic way. On the other hand, the financing of that promotion is almost
 

impossible, given the following:
 

-- Municipalities are not allowed to exceed a certain financing level 

from credit institutions; therefore, most of them cannot afford 

starting either small or medium enterprises; 

-- Municipalities have, within their financing support, the priority to 

build water and sewerage systems; 

-- Borrowing loans require a certain method of finance decisions and 

management which is difficult to be achieved by municipalities owing 

to their organization. 

It is still very early to be able to estimate the autonomous promotional
 

capacity of the cooperative sector because it is still being developed.
 

However, it may already be noted that:
 

-- it depends, largely, on the support of State and municipalities;
 

-- it fails on organization and recourses.
 

Insuch circumstances, there are doubts that cooperative promotion might
 

work autonomously, i.e., without special support of the State and, namely, it
 

is not expected to "fit" in rules and guarantees of bank systems.
 

Moreover, besides the cooperatives, Portugal does not have many other
 

non-profit promoters. The influence of Misericordias and other charitable
 

institutions isnot important in what concerns housing promotion.
 

As to the private sector, more than 50% of tis promotion is made by
 

individual initiatives for owner's building and the rest is due to private
 

promoters.
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The private enterprise promotion is of small and medium size, predominating
 

individual enterprises with deficient organizational structure and financing
 

framework and limited promotional capacity. Its selling promotion is strictly
 

dependent on the major or minor efficiency of owner's purchasing credit systems.
 

It should be noted, thus, the non-existence of real estate societies with
 

solid financial structures and ability for direct intervention in the capital
 

markets. On the other hand, the institutional investors, which played an
 

important role in the past, hardly operate owing to the urban rent control
 

situation.
 

Finally, the association between the public and private sectors for
 

limited-cost housing promotion has nearly ceased since 1977, that was the
 

last year in which new Housing Development Contracts took place.
 

2.6. The definition of credit policy, housing subsidies and its instruments,
 

is an assignment of the Central Administration.
 

As the problem of financing policy is not worth analyzing on this paper,
 

we shall only turn to the most direct intervention aspects of the public sector.
 

The Public housing promotion for renting property was until 1979, exclusive

ly financed by the State Budget. Since 1979, FFH credits have been established
 

to cover a share of the investment in several undertakings to be rented under a
 

property program.
 

Meanwhile, in spite of that experience, there was never a definition or
 

establishment of formal credit systems for public promotion in which:
 

-- the types of financing and their conditions were adjusted to the 

different programs; 

-- there were ways of assuring the financial equilibrium of housing 

promotion and management entities; 
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-- the sources and resources of the financing institutions have never been 

defined.
 

Subsidies are not planned in a systematic way. Their economical and
 

social efficiency have not been analyzed. Therefore, the subsidies granted
 

by FFH -- technical rents, personal rent installments, resolutable property,
 

PRID, self-building, credit to cooperatives and municipalities are not
 

controlled and result in an insufficiency of funds for the debt service.
 

Neither the credit nor the subsidies granted to construction and to owner's
 

market are planned. The volumes of credit depend on general credit ceilings
 

imposed to credit institutions and subsidies are calculated afterwards.
 

2.7. At present, there is no economic rationality in public or private
 

housing management.
 

The current rent policy of the private sector does not allow any housing
 

management with a sound economic base and this is the main reason for the
 

deterioration of the housing stock.
 

Broadly speaking, the dwelling granting systems in public propery manage

ment does not guarantee the recovery of invested capital or cover the conserva

tion and exploitation costs. On the other hand, the adjustment of housing
 

service cost to the economic capacity of families is very different.
 

Besides these aspects, it should be noted that public stock is larely
 

concentrated in three or four institutions, the conservation of dwellings is
 

defective, and the degradation of the stock is substantial. Therefore, the
 

public stock should be reduced to some rentable property dwellings, although
 

this could only be expected once important profit schemes are established.
 

Finally, decentralization schemes are required in housing management.
 

86.
 



Housing Municipal Services may be very useful if promoters and owners are
 

ensured of a return on their investments adequate to the costs and rasponsibili

ties they assumed.
 

3. TOWARD A NEW HOUSING AND TOWN PLANNING POLICY
 

3.1. Assuming that there are several orienting principles that must serve
 

as basis of reformulation and conception of a housing policy and its institu

tional structures, the Government started to implement a series of measures
 

tending to solve the problems and disconnections of the sector.
 

There are three general principles:
 

The first is connected with the vast area of intervention in order to
 

fulfill shelter objectives. This compels the study and the systematic search
 

of the best instruments to perform housing policy, the institutional specializa

tion a~id the distribution of duties and responsibilities through the different
 

levels of the public administration.
 

The second is the need of changing the present legislative picture in what
 

concerns the rental market, adjusting with the necessary balance, the owner's
 

purchase and rental markets, according to income distribution and to the
 

different purchasing power of thefamilies within the housing sector.
 

The third, and last prindiple, is related to the necessary control of the
 

subsidies given by the State to the housing sector. 
Although forecasts show
 

that today they reach significant amounts, it is important to implement measures
 

tending to describe in a more clear way their effective destination, management
 

and a better and permanent adjustment to the State resources.
 

Besides these general principles, there are specific ones that must be
 

achieved. For example, it is indispensable to increase the housing promotion
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capability, not only supporting private or non-profit entities, but also
 

granting this capability to the State shelter agencies. This can only be
 

achieved by obtaining some objective goals such as economical operation,
 

decentralization, decision and management autonomy.
 

As to credit and subsidies, there is not any financial system for public
 

promotion for the support of other non-profit initiatives. Thus, it is
 

important to establish a system which would assure funds, in which types and
 

costs of the different funds fit their employment, which enables a financial
 

equilibrium of the promoting and managerial entities as well as guarantees
 

the recovery of investments.
 

This financial system requires, among other things, the establishment of
 

different credit lines according to their employment (land acquisition, in

frastructure, rental and owner purchase markets, etc.) and an adequate insti

tutional structure (direct financing through present credit institutions or a
 

specific credit agency whose fund sources could be more diversified and, there

fore, with a lower average cost).
 

Another principle is the management of the housing patrimony which implies
 

adequate measures both to public and private entities such as decentralization,
 

a new rental system in which rents are adjusted to effective costs, and a more
 

efficient and feasible regulation process and rules.
 

Availability of urban land is another important factor within housing policy
 

that implies the improvement of new programs and credit lines for all the
 

entities interested or involved in the process.
 

3.2. Since 1981, the Government policy toward these aspects has been very
 

objective. Summarizing some of the measures taken, we can point out:
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-- 

-- 

-- 

In October 1981, a Deliberation of the Cabinet Council, expressing 

in general the principles analyzed above, established the basis for 

the extinction of FFH. Its principal aims were the institutional 

structure alternatives, in what concerns the normative and super

vising responsibilities of the State within the housing sector. 

In February 1982, norms were established for the purchase of the State 

and Social Security housing stock. 

In May 1982, a group of important measures were approved, related with 

these assumptions; 

-- a program of immediate action regarding works and finance, assur

ing the continuance of FFH housing programs and implementing
 

15,000 new housing units in 1982;
 

--	 a Deliberation establishing the preferential access principles 

to credit markets through selection criteria for building and 

purchasing of housing units; 

--	 the effective extinction of FFH and other Departments intended 

to act within the housing and building sectors; 

- the establishment of the Housing Investment Support Fund (FAIH) the 

main responsibility of which is to finance the building of social 

housing units. 

- Furthermore, in May 1982, the Government published two important 

instruments tending to perform the availability of urban land. One, 

to support in the medium term the urban development -- Priority Urban 

Development Areas (ACUPs) -- the other one, defining the immediate 

available urban land to build -- Priority Building Development Areas 

(ACUPs). Another important tool of this sector that was approved, 

is the Municipality Master Plan (PDM) that, concerns economic and 

social development and enables the coordination of the local regional 

and national policies. 
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Besides these measures, the Government is studying the institutional
 

structure that will carry out its normative and supervising responsibilities
 

within the housing and building sectors, having already some alternative
 

proposals.
 

However, everyone knows that 1982/83 will be a transition period, not only
 

because of the institutional changes but because there are two other important
 

components.
 

One is the financial and credit blockages which are and will be affectinq
 

the housing sector. The other or.i is the decentralization program that trans

fers the housing promotion responsibilities to the Municipalities. Most of them
 

will be involved in structure and financial problems to succeed in this field
 

although there will be the FAIH to support them with credit.
 

It is based on this fact that the Government isalso studying the possible
 

alternatives to establish, together with the Municipalities, regional promoting
 

entities, whose main goal will be to support the municipal programs for shelter

ing the urban poor. These entities will be managed and financed by the Municipal

ities of the region they will cover, as Municipal enterprises, having at the
 

beginning an amount of capital from the State Budget.
 

Taking into account the principles expressed in 3.1., we can also say that
 

other measures are being studies or have been improved, among others:
 

-- an inventory of the urban land held by public institutions; 

-- the social housing programs, intending to adapt them to another 

perspective and financial conditions; 

-- the housing credit system, in particular, a credit line to housing 

purchase for renting; 

-- the renting market, an inquiry being carried out to analyze specific 

characteristics of owners, tenants and buildings. 
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the rehabilitation of the housing stock;
 

she ter quality rules and correlative costs;
 

the urban, housing and building tax systems.
 

91.
 



This paper is a summary of a summarized presentation of:
 

THE DESIGN OF DWELLING ENVIRONMENTS
 
Horacio Caminos
 
Massachusetts Institute of Technology, October 15, 1982
 

BACKGROUND
 

In our urbanizing world, living conditions and dwelling 
environments are rapidly deterioratingfor the majority of the 
population. The problem Is aggravated inJ developing areas because
 
political and economic systems are unstable, social wellbeing
 
is the privilege of a minority in power, and the settlement
 
process is largely out of control. Deterioration is reaching
 

staggering proportions as a result of two combined factors:
 

the population is growing at an accelerated pace,-and the rate
 

of growth is higher among the poor. The time to address vital
 
issues is running out: What are the limits of this growth in
 
terms of resources as well as human/environment compatibility?
 

Can growth be controlled? How? Is it possible for the majority
 

of the people to attain living standards that are the privilege
 
today of a few? Can the "growth of poverty" be reversed?
 

Today, more than ever, the life of people in cities depends
 
not only on related social, economic, political systems, not only
 
on land and shelter, but also on a complex system of networks.
 
So.,e are underground, like water, sewerage, storm drainage, gas. 
Some are on the ground, like markets, schools, playgrounds, health
 
services, refuse collection, fire protection, police, transportation,
 
roads. Some are in the air, like electricity, telephone, street
 
lighting.
 

In rapid urbanization, the direct implications of the growth
 
of poverty are not only that more and more dwellings, land and 
services are needed, but also, which is more critical, that these 
dwellings, land and services should be provided to a growing 
population that has less and less capacity to pay for them. This 
is the immediate problem that today faces governments, municipalities, 
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administrations, large corporations, 
in short the individuals
 
in power. 
 The problem is made more critical because the modern
 
practices and procedures of urban development are wasteful of
 
land and services on 
a very large scale and moreover do not
 
help the poor in any circumstance.
 

But the poor are helping themselves. They have the most
 
urgent needs for everything: 
 food,, education, shelter, employment,
 
etc. 
 They have no choice but to create their own system of
 
survival, because daily needs cannot wait. 
The basis of this
 
system is to secure tenancy of a small piece of land. 
secure
 
tenancy of land is one of the means to achieve social and economic
 
mobility by 
 the people that do not possess wealth, goods,
 
education, or any 
other form of assets. 

This popular system of survival provides, nowadays, the most
 
common type of settlements in all 
the urban areas of rapid
 
growth. 
 They are called squatter settlements or illegal developments
 
when they do not have the sanction of public authorities; and
 
"site and services" projects when they are officially sponsored.

At the present time, the welfare of the majority of the population
 
is hardly an accomplished fact in regard to 
the goals of social,
 
economic and political development. 
Meanwhile, squatter settlements,
 
illegal developments, or site and services projects are forms
 
that provide at least a means of survival and a temporary mechanism
 
for the progressive improvement of the community.
 

Furthermore, in rapid urbanization, the larger demand for
 
dwellings, land and services by the low income majority has been
 
perceived by policy makers in very narrow terms, not only isolated
 
from the multiple factors affecting the lives of individuals, but
 
also isolated from policies of national interest. That is, the
 
problem has been perceived merely in terms of the quantity of 
dwelling units to be provided a4d not in terms, for instance, 
of potential human resources that this demand can activate. Human 
resouces are 
the most valuable asset of any society, but they
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also cannot be redirected overnight to perform in a new world
 

depending heavily on technology. However, only the poor, out
 

of necessity, have been struggling to make the best of this
 

condition despite the unconcern of policy makers. In one way
 

or another, squatters, by seeking a means of survival and 

improvement, are also, in the process, creating jobs, evolving
 

skills, raising educational levels, developing individual and
 

group responsibility, rewarding initiative and participation,
 

providing specific goals, and giving a sense of accomplishment.
 

If these circumstances are fully recognized, governments should 

channel the demand for shelter into national policies incorporating 

the development of human resources. 

Finally, it is clear that the alternatives in "housing" are 

to provide complete dwellings to a few beneficiaries, or to 

provide only basic utilities and services to a much larger sector 

of the population. If the latter course is taken, major efforts 

of the government should be shifted from the provision of shelter 

to the provision of utilities and services. Regardless of the 

many other considerations, the latter course has the following 

in its favor: The construction of a shelter can be done within 

the limited resources of individuals because inexpensive materials 

can be utilized, no special skills are necessary, or simple 

tools only are required, self-help or artisans or small contractors 

can be employed, and the shelter can always be reduced to a bare 

minimum. While the construction of a shelter is a relatively 

simple operation, the provision of utilities to a community is 

not because it demands more than individual effort. It demands 

a collective effort both from the community and from the government 

in planning and mobilizing political, economical, and technical 

resources. In short, the choice is clear: construction of 

utilities will always be a government task, but housing should 

be left to individuals. 
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CONTEXT
 

This paper is focussed specifically in: developing countries,
 
urban areas, low income sectors of the population. However the
 
issues presented here obviously transcend these limits.
 

EMPHASIS
 

It is in the physical aspects of settlements (urban layout,
 

infrastructure and services, housing) and their implications
 

(social, economic, political) and vice versa.
 

APPROACH
 

Can not be other than interdisciplinary (social, economic,
 

political, administrative, etchnical). However in order to
 
communicate across boundaries one needs to understand the
 
language of others. Otherwise, fruitful interchange is not
 

possible.
 

AUDIENCE
 

This paper is addressed to those concerned and involved
 

concurrently in different aspects of the provision of shelter.
 
That is: politicians, sociologists, economists, engineers,
 
designers, planners, administrators, managers. Therefore
 

an effort has been made to minimize "jargon" and to use plain
 
language.
 

REQUIREMENTS
 

It is clear that an adequate physical design is a sine qua non
 
condition to satisfy the social, economic, political requirements
 
of a project. It has been abundantly proved everywhere, that
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a bad or mediocre design results in disaster or at least penalizes
 

the users heavily no matter how good is the management, financing,
 

etc., of the project. Otier understandable requirements are:
 

Land utilization should be efficient. User participation should
 

be maximized. Institutional participation should be minimized.
 

Projects should be manageable. Costs should be minimized (capital
 

costs of land, infrastructure, services; as well as maintenance
 

and operation.)
 

POLICIES 

The framework for an adequate physical design are: 

1) Land Utilization (not land use): Land serviced, taxable: 

should be maximized. Land servicing, non taxable: should 

be minimized. Relationship among users, responsible agents,
 

physical controls; should be coherent.
 

2) Circulation System (most costly component): Determines:
 

patterns of circulation, urban layout, basic infrastructure
 

network. Determine structure of social grouping. Determine
 

commercial potential, land values. Lines of transit, lines
 

of access: should be differentiated.
 

3) Infrastructure (Water supply, sewage disposal; storm drainage;
 

electricity; street lighting) Service levels - utilities 

layouts: should be differentiated. Basic networks 

facilities/service connections: should be differentiated. 

Unit quantities - unit costs: should be differentiated. 

4) Block Layouts: Grid: should be adopted. Gridiron: should
 

be avoided.
 

5) Subdivisions: Smaller the lots, larger are the areas for
 

public streets and street lengths; smaller is the percentage
 

of private/semiprivate land for lots. Individual lots that
 

do not facilitate grouping: should be avoided. Condominium
 

lots that allow grouping: should be adopted.
 

6) Evaluat.ions: Layout, infrastructure, basic networks/service 

connections, in this order, should be within certain measurable 

limits, to achieve satisfa:tory and economical solutions. 

In the following pages the six points are graphically illustrated.
 



1. LAND UTILIZATION (Not land use)
 

PERCENT
 
SHOULD BE:
 

LAND SERVICING: 
 MINIMIZED
 
- Public 

Non Taxable
 

LAND SERVICED: 
 MAXIMIZED
 
- Private
 
- Taxable
 

Relationship among users, responsible agents, controls 
 COHERENT
 

2. CIRCULATION SYSTEM (Pedestrians, vehicles)
 

LAYOUT
 

SLINESOF DIFFERENTIATED
TRANS IT 

LINES
OFDIFFERENTIATED
 
ACCESS
 

UNIT TRANSIT MINIMIZED
 
LENGTH m/Ha
 

Determine patterns of circulation, urban 
 RECOGNIZED
layout, basic infrastructure, grouping,

commercial potential, land values.
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3. INFRASTRUCTURE (Water, sewerage, drainage,
 
electricity, street lighting) 

SHOULD BE:
 

LAYOUT 

BASIC NETWORKS DIFFERENTIATED
 

SERVICE CONNECTIONS OIFFERENTIATED
 

SERVICE LEVELS DIFFERENTIATED
UTILITIES LAYOUT 

UNIT QUANTITIES DIFFERENTIATED 
UNIT COSTS
 

4. BLOCKS LAYOUTS 

SHOULD BE:
 

LAYOUT 
r r TRANSIT 

GRID ADOPTED 
BLOCKS
 

GRIDIRON AVOIDED
 
BLOCKS
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5. SUBOIVISIONS 	(Lots)
 

Meditu 
 Small
 

-

N• 	 Lu 

INDIVIDUAL LOTS 
-GRIDIRON 
 BLOCKS 
 CONDOMINIUM LOTS - GRID BLOCKS

Does not facilitate grouping Facilitate groupingShould be avoided 
 Should be adopted
 

6. 	 EVALUATIONS (Arecurring procedure inthe process of design.

Not after the patient is dead.)
 

STAGE I 
 STAGE II 
 STAGE III
 

URBAN LAYOUT INFRASTRUCTURE 	 NTOK 

Should be within certain measurable limits 
to achieve satisfactory/economical solutions. 

ALL THE ABOVE POLICIES WILL BE REFLECTED IN
THE COSTS. 



NATURAL HAZARDS AND HOUSING POLICY
 

By Alcira Kreimer, Ph.D.
 
The George Washington University
 



Natural Hazards and Housing Develooment
 

Natural hazards are qiven features of the environment that can substan

tially damage the housing stock of a country or region. For example, the
 

damage to housing due to hurricanes is caused by the environmental effect
 

of violent wind and excessive rainfall and from the secondary effects of
 

river flooding, storm surges, and landslides. Damaqe to housing due to
 

earthquakes is caused by the environmental effect of violent oscillatory
 

movements of the earth's surface, loose and unconsolidated soil materials,
 

landslides and mudflows, liquefaction of soil, avalanches, tsunamis, and
 

fires. Damage to housing due to tornadoes is caused by the environment
 

effect of the confined action of strong rotary winds and a rartial vacuum 

in the centre of a vortex, a hollow cone in which centrifugal forces Oro

duce a substantial lowering of pressure. Even though natural hazards are
 

given features of the environment, the extent of damage to the housing sec

tor that can result from a natural hazard is not a given fact, but it is
 

a function of actions taken, or not taken in the process of housing develoo

ment. The extent of the damage is the result of the interaction between
 

natural hazards and socioeconomic and spatial activities.
 

In recent years, there has been.some imorovement in the natural disaster
 

sensitivity of decisions concerning housing in some countries. In spite of
 

this increased sensitivity, costly but avoidable destruction remains common

place and due to the increase of world population and to accelerated urban
 

migration casualties from disasters have increased over the last years. Re

cent disasters of major magnitude include, amonq others: the Guatemala earth

quake of 1976 where 23,000 people died and 1,000,000 were left homeless; the
 

Sabel drought of 1972-75, with an estimate of 100,000 deaths and 23,000,000
 

people affected; the Nicarague earthquake of 1972, where 11,000 people died
 



and 300,000 were left homeless; the Bangladesh cyclone and tidal wave of
 

1970, with an estimate of 224,000 and 600,000 people affected respectively;
 

the earthquake in Peru i'n 
May 1970 that caused 65,000 death and massive de

struction, with catastrophic effects caused by an avalancie due to the
 

earth tremors that buried the city of Yangay.
 

The vast extent of this destruction, particularly in developing countries
 

is the result of a lack of understanding of the impact of human activities
 

on the risk of natural hazards. In the housing sector specifically, develop

ment activities that would promote a better utilization of resources for
 

preventing and mtti'gattng the di'sruptive impacts of natural disasters are
 

ignored, In housing development, this is a problem that results from both
 

planned and spontaneous acti'vties. Housing development influences where
 

people and structures are located and concentrated, what materials and methods
 

are used in construction, how topography ismodified, what emergency sys

tems are supported, what resource reserves are maintained, what economic
 

linkages are favored, what communication and transportation systems are
 

available or developed, and what public facilities are installed. Seldom
 

does housing development planning account directly and integrally for natural
 

hazards, Spontaneous houstng development Is even less responsive to the
 

potential catastrophis impacts of natural hazards.
 

The direct and immediate impacts of disasters can be characterized as
 

loss of life and health, destruction and damage to housing, interruption of
 

social services, interruption of economi'c activi'ty, interruptions of trans

portation and communication, and interrupti'on of utiliti-es, The long

term implications of this disrupti-on on development may be felt for many
 

years and may well have negative total impacts that far exceed those of the
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socioeconomic disruption. It is for this reason that preparation for im

mediate response and relief alone as is usually the case in disaster-prone
 

countries is inefficient and inadequate.
 

Natural Disaster Stages
 

Natural disasters are often thought of as discrete unitary events. In
 

fact, there are processes that can oe characterized in terms of a sequence
 

of stages with imolications for prevention, mitigation, response and recovery
 

activities. One such sequence is as follows:
 

o 	 predisaster conditions that determine disaster vulnerability
 

and the needs generated by a specific disaster agent;
 

o 	 warning, which triggers precautionary activity;
 

o 	 threat, which prompts survival action;
 

o 	 imDact, the period in which the disaster strikes;
 

o 	 inventory, which entails an evaluation of damages and
 

recovery needs;
 

o 	 rescue, which is often spontaneous, local, and poorly
 

organized activity;
 

o 	 remedy, which consists of organized and professioial relief,
 

medical care, and security measures; and
 

o recovery, which involves restoration and rehabilitation.
 

While such a sequential characterization helDs to understand the disaster
 

continuum, the stages must not be thought of as sharply defined and without
 

overlap. Moreover, their intensities, durations, and implications vary for
 

different types of disaster agents, for different locales, and for different
 

communities.
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Both governments and populations in disaster-prone countries tend to
 

resist discussion of the prospect of natural disasters in housing planning
 

or to allocate more than token resources to disaster prevention and prepared

ness during "normal" periods. Certain tynes of disasters are relatively in

frequent and this fact provides convenient grounds for procrastination in
 

disaster planning. However, there is minimal additional cost associated
 

with the integration of natural hazard considerations into a housing develop

ment process. Thus, disaster vulnerability should be accounted for in the
 

housing development process from the earliest stages of planning through
 

the continuing implementation, management, administration, and operation
 

functions.
 

Housing and Disaster Types
 

There are differences in the types of natural disasters, in their im

pacts to housing, and in the responses that each disaster agent requires.
 

Disasters can be events of sudden onset or of slow onset. a disaster of
In 


sudden onset, a single event or a chain of related events concentrated in
 

time cause the damage. Sudden onset disasters, such as earthquakes, can
 

destroy the housing stock and temporarily disrupt the normal systems that
 

are necessary for recovery, such as the market of building materials, the
 

availability of labor, and the systems needed for the transporation of
 

materials. Slow onset disasters, such as droughts, in addition to the dis

ruption of the normal systems, can create a substantial dislocation of the
 

affected population, generate migration and relocation. Thus, the ability
 

of the population to reconstruct housing can be seriously disrupted for a
 

prolonged period of time and progressively deteriorate, according to the
 

duration of the disaster.
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The extent and characteristics of losses in the housing sector are
 

not only consequences of the type of disaster agent, but also of the housing
 

conditions prevalent before the disaster in the affected country. In many
 

developing countries, substandard housing conditions are an endemic problem,
 

an important component i's the vulnerability of the population to natural
 

hazards. Vulnerability can be defined as a susceptibility to loss of a
 

population at risk when a hazard of a certain magnitude occurs. Population
 

groups living in highly vulnerable conditions -- poorly-built houses located
 

in unsafe areas, crowded, and lacking sanitation -- are more likely to suf

fer damage and losses than groups who live in safer environments that facili

tate their survival. Vulnerable conditions in "normal" times result in greater
 

damage after disasters. For instance, accelerated urban growth, massive ur

ban migration, and the increased cost of urban land have accelerated the con

struction of settlements in vulnerable areas. The type of land tenure and
 

land 'Use that promote construction on alluvial and unconsolidated soils, for
 

instance, highly unstable in an earthquake-prone area are also factors that
 

add to the vulnerability equation. National development policies that pro

mote reqional imbalances by promoting high concentrations of industry, com

merce and housing in disaster-prone areas contribute to increased disaster
 

vulnerability in those areas.
 

What Happens After a Disaster?
 

Important decisions have to be made about evacuation, relief, rehabili

tation, and reconstruction. There is a need to provide assistance rapidly,
 

to restore the systems that have been disrupted, to feed the victims and to
 

house them. In order to take action, disaster assistance groups need infor

mation quickly, yet in the chaos following a calamity, accurate information
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may be difficult to get. Communication channels among different government
 

sectors may be interrupted, communications with the affected areas may be
 

disrupted and, as a result, areas may be isolated.
 

Housing shortages are substantially aggravated. Housing deficiencies
 

produce instability and usually an increased sensitivity in both the national
 

government and the international community because of potential political
 

repercussions of housing shortages. 
 Efforts to solve the housing shortages
 

by national, bilateral, and international agencies become concentrated in
 

terms of time and capital investment. Disaster-stricken communities face
 

problems requiring rapid and extensive departures from routine activities.
 

In general, they have great resourcefulness and adantibility and there is
 

considerable spontaneous and highly-organized social action. Potentially,
 

there are many opportunities for implementing changes in housing during the
 

rehabilitation and reconstruction process after major disasters. 
 Those changes
 

could lead to the adoption of preventive measures to mitigate future disasters,
 

improve housing conditions, provide needed infrastructure and public utility
 

systems, and reinforce existing community and social organizations. In many
 

cases, these oppo.*,tunities are used advantageously by local, national,
 

voluntary, and international groups that actively participate in the recon

struction process. In other cases, the h,,-ing reconstruction process is
 

disappointing due to lack of coordination among the qroups participating
 

in the task, overwhelming pressures on manpower and materials, use oT in

aDpropriate technologies, and inaccurate and misleading information on the
 

extent of damages and the nature of the resulting needs.
 

Planning and management of the housing reconstruction process requires
 

information concerning the following:
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o 	 Availability of local construction material for rebuilding in
 

order to avoid the expense (time, money, and effort) involved
 

in importing materials and also to avoid disruptions of the
 

construction materials market.
 

o 	 Availability of skilled construction workers to supervise the
 

construction and train the population in safe construction methods.
 

0 	 Availability of labor that could be used in housing construction
 

if not needed elsewhere (agriculture, industry, etc.).
 

o 	 Possible use of existing organizations (cooperatives, community
 

organizations) to provide leadership, training, management,
 

and distribution outlets for materials and tools.
 

o 	 Assessment of the customary focus of lousing and settlement in
 

the stricken areas.
 

o 	 Land tenure situation.
 

Housing Provision: Prevention and Remedies
 

Disasters generate a substantial increase in the demand for housing
 

and the post-disaster situation provides a very conducive context to adopt
 

measures to prevent adverse effects of potential hazardous events. In a
 

very hypothetical ideal case, major changes and the reduction of vulner

ability in the reconstruction of the housing sector require not only the
 

provision of housing to the homeless, but also the introduction of preven

tive measures in the development of housing. As shown in Figure 1, there
 

are a number of options for addressing orevention in reconstruction.
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Legalization of 
land tenure 

Requlation of 
land use 

Imnliementation of
buildinq codes 

Training and 
Non-structural technical assistnace 
Smeasures 

Intervention (local, 
Credit and finance 
assistance 

ReconstructionStrateoy 

national,
agencies) 

international 

N Structural 
measures 

Utilization of 
building resistant 
techniquestcnqe 

•e Technological 
No intervention - innovation 
Leave the victims to
held themselves. ImDrovement in 

urban desiqn 

Buildinq protective 
structures 

FIGURE 1
 



Preventive measures vary substantially and they include non-structural
 

methods (legalization of tenure, regulation of land use, definition of
 

appropriate building codes and safety measures, training and technical
 

assistance, increase in community awareness, etc.) 
and structural methods
 

(improved construction techniques, improved land use, improved urban de

sign, construction of dikes to prevent river flooding, etc.).
 

Reconstruction Strategies
 

After disasters, many housing-related agencies conceive the provision
 

of shelter as a temporal experience that evolves from emergency (e.g., tents,
 

prefabricateu precarious structures), to temporary (e.g., small 
units con

sisting of tools and walls without any infrastructure of services), to Der

manent structures (units built of durable materials according to well de

fined standardized area codes). Usually, most shelter available following
 

a disaster is provided by victums themselves or by their extended families
 

and friends. The orovision of emergency shelter faces several problems.
 

The cost of emergency shelter can be high and approximate that of permanent
 

shelter. Delays in the delivery and distribution of the units, and a com

plex bureaucracy in charge of emergency housing can affect the speedy pro

visions of the units, which are, therefore, built and distributed a long
 

time after the disaster and even after the permanent houses are built.
 

Instead of attemptinq to provide emergency shelter or temporary housinq,
 

a better strategy is to accelerate the ,'apid reconstruction of permanent
 

housing. This approach makes oossible to concentrate limited resources
 

in the housing sector in those areas where they will have a long-term im

pact and it helps the affected population to return to normalcy rapidly.
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Thus, the shelter that is provided for temporary purposes have certain
 

components that could facilitate its evolution into a 
permanent structure.
 

The implementation of this strategy requires institutional and governmental
 

support to focus on the key issues of providing housing. Those key issues
 

are as follows:
 

o 	 Location: The location of housing in terms of access to employ

ment opportunities is as important as the construction materials 

for the dwellings. Inmany cases, post-disaster pressures force 

the reconstruction of housing in locations far from employment
 

opportunities and social services, increasing the long-range
 

cost of living in that dwelling.
 

o 	 Security of Land Tenure: Tenure arrangements are essential in
 

stimulating a rapid reconstruction process since they affect the
 

security of occupancy and therefore the motivation of the resi

dents to invest money and labor in rebuilding the housing units.
 

Inmany cases, post-disaster housing provided on sites not owned
 

by the occupants has affected the pace of reconstruction. Disasters
 

provide an opportunity for governments and housing agencies to use
 

emergency powers to acquire land, and to develop it,or to zone,
 

lay out and subdivide publicly-owned land. Other alternatives to
 

facilitate the occupancy of a given site could be to provide pro

visional tenure of the land to the occupants, lease purchase arrange

ments (incases inwhich land sales take an excessive amount of
 

time) or to provide certificates of occupancy (when the legal pro

cedures are too complex),
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Land values usually increase substantially after a disaster, therefore,
 

land acquisitions procedures should be initiated immediately after the disaster.
 

o On- Site Services: The essential components of housing must be
 

considered from the outset. Adequate sanitation, electricity,
 

waste disposal, and drainage are essential to the health of one
 

population and to the consolidation of the housing reconstruction
 

process. In post-disaster situations, shelter isoften seen as 
the
 

primary need, and housing programs tend to ignor the provisions
 

of services.
 

o Control of Prices: 
 Unless a strict control of prices is established
 

by the government of the affected country, the context of scarce
 

resources will 
create a rise in the prices of basic construction
 

materials, land and labor. Considerable inflationary pressures
 

are the result of a rapid increase in the prices of imported goods
 

(i.e., roofing materials), shortages of labor, and inelasticity in
 

the supply of certain local products affected by the disaster.
 

Inflation and speculation are promoted by the lack of actions on
 

the part of the involved government to control and regulate indivi

dual activities in the private sector. Price controls, and control
 

of speculation and hoarding of materials should be established at
 

all points in the housing reconstruction process.
 

Conclusion
 

Natural hazard considerations should be integreted into the national
 

housing development and management process. There isminimal additional cost
 

associated with such integration, and as the housing development and manage

ment processes are upgraded, natural hazard preventive planning should naturally
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be upgraded as well. Thus, disaster vulnerability should be accounted for in
 

the housing development process from the earliest stages of planning through
 

the continuing implementation, administration, and maintenance functions.
 

Disasters have the potential to be accelerating factors of housing
 

changes. The type of disaster agent, the magnitude of the damage, histori

cal and cultural factors, access to resources, the new visibility attained by
 

existing housing shortages and deficiencies, and the characteristics of the
 

built environment are elements that will help to determine the nature of
 

changes in housing during the re.7onstructfon following disasters.
 

Preventive actions rather than palliative approaches are essential for
 

development and frequently ignored by the short-term considerations that
 

prevail immediately after a disaster. Governments should use the emergency
 

situation to play an important role in land acquisitiorl, regulation of tenure,
 

and provision of services. 
 Special efforts should be made to minimize the
 

adverse effects of emergency activities, and to use the opportunity for developing
 

an improved structure for housing,
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I. BACKGROUND
 

A. Overview of the Country.
 

Bolivia, located in the middle of South America, has an area of about
 

1.1 million square kilometers. By 1976, its population was 4.6 million and
 

had an estimated growth rate of between 2.1 to 2.3 percent per year. About
 

60% of its population is Indian and derive their income from agriculture.
 

The average nuclear family numbers approximately 5 members. Problems of
 

health are severe, with men's life expectancy averaging 47 years and women
 

51. Only 11.2% of the rural population live inareas which have adequate
 

sewage disposal, and access to potable water is available to only 12%. The
 

nationwide crude death rate is estimated at 18.5 per thousand and the
 

infant mortality rate for children under 1 year of age in rural areas at
 

235 per thousand.
 

The rural family typically lives inan adobe dwelling which has no
 

basic sanitary conveniences. It consumes only 77% of its minimum daily
 

requirements of calories and 49% of its minimum daily requirements of
 

proteins. Approximately 33-35% of the family's income is spent on food,
 

depending on the size of the family and its age composition. Housing
 

accuunts for 16% of the family's expenditure, if urban; 3%, if rural;
 

and clothing, approximately 14%.
 

Of the total popilation over 15 years of age, 60% are illiterate. The
 

school-aged population between 5 and 19 years of age is 1.7 million or
 

37% of the total population. Of this group, 61% live in rural areas, of
 

which only 36% were attending school as late as 1975.11
 

I/The statistics are based on the 1976 National Census.
 



Land tenure systems greatly influence the relative wealth and position
 

of rural inhabitants. The organizational structure of the sector reflects,
 

in part, the sweeping effects of the Agrarian Reform Program undertaken
 

in 1952-53. The average size of rural properties adjudicated under the
 

program vary from 4.4 to 110 hectares. However, landholdings are even
 

smaller as a result of inheritance practices which have led to fragmentation.
 

B. Description of the Low-Income Groups.
 

i. Urban Poor.
 

The urban poor are the subgroup that is most assimilated
 

in the national culture. They compose the lowest strata in a loosely

defined class structure. Compated with the other beneficiary subgroups,
 

they exhibit the highest incidence of formal training (rates of completion
 

of primary shcool are high and some incidence of attendance in secondary
 

school), as well as 
the use of Spanish as the principal language. The
 

nuclear 7dmily is the typical household arrangement, although extended
 

households are maintained by a reduced percentage of recent immigrants
 

from .'ural areas. Income is derived principaliy from wage labor, and it
 

is 
not uncommon that several members of the household draw an income.
 

Participation in "community type" social groupings occurs
 

on the basis of particular interests which include: religious associations,
 

unions, sports clubs, neighborhood councils and informal groupings of
 

people who have immigrated from the same region of the country. With
 

regard to housing, this urban poor subgroup tends to emulate middle-class
 

behavior and values (e.g., separate cooking, sleeping and entertaining
 

areas; discrete sleeping quarters for parents and children of different
 

sexes; and indoor plumbing).
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ii. Rural Town Poor
 

This beneficiary subgroup represents an intermediate point
 

among the beneficiary types and is the least assimilated into the national
 

mainstream. Inmost cases, they are the poor segment of rural towns at the
 

province administrative level.- / Such towns are characterized by: (1) a
 

population made up of multiple ethnic groups (mestizo, cholo, Indian)
 

stratified into a defined class structure; (2)daily and/or weekly markets;
 

(3)other services and institutions (health clinics, churches, nuclear
 

schools, and transportation facilities) not found inmore remote areas;
 

and (4)a public administrative structure with officials appointed by
 

the national government.
 

The lower-class of these towns is made up of mestizos (cholos) and
 

Indian peasants who have recently emmigrated from the surrounding countryside.
 

Compared with their counterparts inurban areas, they have less formal
 

training (cholos may have completed primary school but the schooling of
 

Indian immigrants is extremely low). The dominant language used by members
 

of this subgroup is a direct function of the time spent in the town
 

setting; those with longer tenure are more comfortable in Spanish, while
 

more recent arrivals tend to rely more on a vernacular (e.g., Quechua or
 

Aymara) tongue. Similar to language, the family structure of this subgroup
 

reflects their state of transition from a rural to an urban lifestyle.
 

Both nuclear and extended units are found; the determining factor in any
 

particular case is again the length of time that the family has lived in
 

the rural 	town setting.
 

The family, either nuclear or extended, is also the basic economic
 

-Administrative levels of rural Bolivia, in descending order, are
 
Department, Province and Canton.
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unit. Economic activity is generally a mixture of agriculture and commer

cial pursuits. A prevalent combination finds husbands and sons engaged in
 

small-scale farming, while wives and daughters manage a small store or
 

produce handicrafts. A second combination is
one in which the husband
 

works as an artisan (mason, carpenter) or is involved in the provision
 

of services, while the rest of the family runs the commercial and/or
 

agricultural enterprise. As a result, the family has mulitple sources
 

of relatively low income, which are not as fixed, nor as frequent as 
that
 

of salaried employees with periodic pay schedules.
 

The housing characteristics of this subgroup tends to reflect the
 

transitional state of its members. 
 Depending on the location (altiplano,
 

valleys, lowlands) local building materials (e.g., adobe, wood, thatch,
 

tin) predominate. While there is some division of living area for discrete
 

purposes (i.e., cooking and sleeping) the separation of space does not
 

approach that of middle- or upper-class households. The availability of
 

electricity and in-house water connections is a function of the advance
 

of development programs in the community. Finally, coinciding with the
 

economic pattern of this beneficiary subgroup, housing tends to be multi

purpose. It includes not only the living quarters but also space for the
 

family's commercial endeavor (store or artisan workshop) and/or agricultural
 

activities (storage areas for tools, harvested crops and barnyard animals).
 

iii. Rural Village Poor
 

This subgroup is the least assimilated into the Bolivian
 

mainstream. It ismade up of people living in peasant villages at a canton
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administrative level or in isolated homesteads. Normally, the residents
 

of these villages belong to the same ethnic group (inmost cases Quechua
 

or Aymara Indians); and the vernacular language predominates, although
 

there is some facility with Spanish.
 

This subgroup is characterized by a number of cohesive elements
 

at both the family and community levels which could serve to introduce and
 

diffuse housing solutions. An extended household, composed of parents,
 

children, spouses of children and grandchildren, is the basic social unit
 

(exceptions are the lowland colonization areas where the nuclear arrange

ment predominates). Morecver, there are practices of work exchanges among
 

related households during periods of peak activity, as well 
as loans of
 

food and other essentials (e.g., tools and seeds) when circumstances so
 

dictate.
 

The extended family is also the primary economic unit. Farming
 

on a small scale is the principal source of income. All family members who
 

are physically able, play a role in carrying out agricultural tasks.
 

Produce isdirected primarily for meeting subsistence needs; and surpluses,
 

ifany, are marketed to generate cash. Off-farm, casual day labor, usually
 

performed by the adult males, isused to supplement income generated by
 

farming.
 

Of the three beneficiary subgroups, the rural village poor has the
 

most rudimentary housing stock. 
Like their rural town colleagues, housing
 

structures are made of locally available materials and contain much less
 

separation of space (typically, the house consists of one or, at best,
 

two rooms); earthen floors, inadequate ventilation and, in rare cases,
 

potable water and electrical facilities.
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C. 	Income Distribution.
 

The data base in Bolivia is extremely weak. Since the 1976 Census,
 

there has been no nationwide survey to update information of households. In
 

the 	absence of current household data, planners have had to rely on estimates
 

in calculating incomes, defining the target population, and estimating demand
 

and 	affordability. In 1978, when HG 005 1/ program was in preparation, a
 

base-year median was established using a methodology developed by AID and
 

the 	UN which relies on national accounts and population statistics to in

directly estimate average income and its distribution. The methodology has
 

been further refined by the National Savings and Loan League and has been
 

applied throughout Central America where similar data base problems exist.
 

(See "Preliminary Methodology for Estimating Household Income," AID January
 

1980).
 

The Methodology has been applied to Bolivia to establish a new base
 

year (mid-1982) and a preliminary median income estimate for early 1983.
 

The improved availability of household data is an important element in
 

updating the process to permit comparison of results. The National
 

Institute of Statistics (INE) has developed a sample frame for 32 cities
 

and 	plans to carry out periodic surveys (three to four times per year).
 

The 	results of the first survey are expected by the end of 1982.
 

The importance of survey efforts cannot be overly stressed. The
 

methodology for indirect estimates of income is sound, but relies on
 

current and accurate national account figures and population projections.
 

In the case of Bolivia, the accounts are well behind schedule (e.g., final
 

3_ 	HG 005 -- Refers to Project 511 - HG-005, implemented by USAID/Bolivia
 

and the Savings and Loan Association for Housing of Bolivia.
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figures for 1981 may be published by the end of CY 1983). Also, estimates
 

of the total population and work-force vary considerably, depending on
 

the assumptions used regarding overall and regional growth rates, product

ivity in the agricultural sector, and employment. Household data is the
 

only way to verify the estimates and to correct them if the indirect method

ology since there is an 8- to 12-month lag time between data collection and
 

publication of results. Meanwhile, in this highly inflationary period, it
 

is required to update lending and income guidelines relatively frequently.
 

Thus, over the short-term, adjustments should be made using the indirect
 

methodology semi-annually as new national accounts figures become avail

able. The estimates provided below in Table 1 are preliminary calculations
 

which will be adjusted periodically.
 

TABLE 1
 

Estimated Monthly Urban Income Distribution 1980-1983 ($b)
 

Percentile 1980 1981 mid-1982 beginning 1983 

10th 3,108 3,998 6,220 7,906 
30th 5,445 7,004 10,898 13,852 
50th 
70th 

8,267 
12,618 

10,635 
16,232 

16,546 
25,255 

21,031 
32,101 

90th 25,423 32,705 50,883 64,677 
Average 12,432 15,993 24,882 31,627 

Note: INE defines "urban" as population concentrations of 2,000 or more.
 

The Ministry of Labor's information on wage scales in the formal
 
sector were reviewed to try to corroborate the figures on estimated house
hold income. However, salaries of formal sector workers provide only a
 
partial picture since the informal sector represents about 60 percent of
 
the work force.
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II.SHELTER SECTOR CHARACTERISTICS
 

GOB efforts to set up public sector housing mechanisms have flound

ered as a result of a contiuous change in personnel and unrealistic financial
 

policies and measures. The Ministry of Housing and URban Affairs has been
 

unable to develop a 
workable plan for the most efficient use of scarce
 

resources in the sector, a situation which has been worsened by an almost
 

total ignorance of housing finance issues within the Central Bank and the
 

Ministries of Finance, and of Planning.
 

The Ministry of Housing and Urbanism (MUV) estimates that the current
 

housing deficit nationwide is over 160,000 units (55,000 in urban areas
 

and 106,300 in rural areas). 
 With new household formations estimated at
 

24,000 per year, annual production would have to approach 33,000 units
 

each year through the end of the decade to meet the demand. Annual pro

duction over the past years has been less than 20% of this level; and it
 

is unlikely that major gains will be made in the near future.
 

According to MUV, the public sector (BANVI and the various housing
 

councils) built about 16,000 units over the past ten years or about 1,600
 

per year. With the private sector's past production estimated at 3,000
 

per year, total production in good years has been about 5,000 units.
 

According to the Camara Boliviana de Construccion, however, with the
 

current economic difficulties and their effect on materials supply and
 

demand, formal sector companies will not build more than 5,000 new units
 

in CY 1982 and CY 1983.
 

As illustrated in the following table, the growth of the S&L System's
 

lending has been exceptional in the past five years.
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TABLE 2
 

S&L SYSTEM
 

NO. OF LOANS PER YEAR 1977 - 1981
 

1977 702
 
1978 1,752
 
1979 3,205
 
1980 2,748
 
1981 4,376
 

Notwithstanding the fact that the S&L System has initiated new types
 

of credit lines, at least 70 percent of its loans in 1980 (2,000 units)
 

and 1981 (3,000 units) were for new house construction or improvements.
 

This level of lending represents an increase in the S&L System's share
 

from about 40 percent of the total public and private investment in
 

housing in 1978 to over 60 percent in 1981. 
 That level of investment
 

was maintained in the first quarter of 1982, with over 1,000 loans placed,
 

representing close to 700 new units. 
 Incontrast, BANVI's production
 

for all of 1981 was only 895 units.
 

The characteristics of the overall housing stock have not changed
 

significantly since the 1976 Census. 
 Of the existing units in 1976,
 

67 percent had only 1 or 2 rooms. Inthe principal cities of the country,
 

a large portion of units were not connected to the municipal infrastructure.
 

Specially,.in La Paz, Cochabamba and Santa Cruz, only 42, 22 and 34 percent
 

of these units had water, sewerage and electricity connections, respectively.
 

The deficits mentioned above and the limited production levels in
 

formal construction have created a housing vacuum which is filled by the
 

informal sector. Marginal 
areas surround every major and medium-sized
 

city. Some have been inexistence for 30 or more years, while others have
 

been formed in the past few years. Because families in these areas often
 

use the materials at hand (e.g., adobe in the altiplano, cane and palm in
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lower valleys and subtropics), many of the units are considered "below
 

standard." Of the existing stock, the MUV has estimated that 90 percent
 

of all rural units and 60 percent of all urban units, representinj more
 

than 800,000 units throughout the country, should be replaced. This
 

"qualitative deficit" clearly overstates the situation since many of
 

these units can be upgraded instead of replaced.
 

The HG 005 program in rural t.wns is one indicator, the results prove
 

that a good percentage of the existing stock is essentially sound and can
 

be converted into safe and comfortable dwellings.
 

III. ADMINISTRATIVE ASPECTS OF THE SECTOR
 

A. Present Outlook.
 

The Bolivian Savings and Loan System represents the country's
 

only siqnificant housing finance institution. The S&L System is composed
 

of CACEN, established in 1966 to serve as 
its central bank and regulatory
 

agency, and twelve savings and loan associations with histories dating
 

back to 1964. These member S&Ls are located throughout Bolivia's nine
 

departments. Six branch offices are presently functioning, thus provid

ing more extensive coverage of the S&L System's services. Since the
 

early 1970's, the S&L System has been considered one of Bolivia's health

iest and most respected financial institutions. Today, the S&L System
 

has nearly 120,000 savers, accounting for 11 percent of total savings
 

held by the entire banking system. During 1981, 4,376 loans were dis

bursed by the S&L's, representing over 60 percent of the total public and
 

private investment in housing.
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The S&L System is also the only housing institution which has
 

developed a significant capacity to reach low-income families in rural areas.
 

The current housing guaranty program (511-HG-005), initiated in 1979, has
 

been successful in creating a nationwide outreach capability in rural
 

areas.
 

Low-cost construction designs have been developed to make the
 

shelter solutions more affordable to the target group, and locally produced
 

materials and sLtpplies are being used to greater extent.
 

Data about borrowers' income for 1981 indicate that more than
 

seventy percent of the S&L System's current portfolio serves families
 

with modest- and low-incomes (at or below the 65th percentile). A full
 

30 percent of its lending volume is providing benefits to families below
 

the 40th percentile.
 

Generally, administrative expenses throughout the S&L System relate
 

directly to the experience and strength of each S&L. Administrative ex

penses for Mutual La Primera, the oldest and largest of the S&L's with
 

3,800 members and total savings of $b 369 million, have averaged 2.7
 

percent of assets over the past few years, while those for newer S&L's,
 

such as La Frontera, Guayaramerin, with 1,500 members and total savings
 

of $b 4.5 million, have reached as high as 5.5 percent of assets. Though
 

these statistics are cevrdinly high (or low in terms of productivity) by
 

U.S. standards, they are acceptable given the developmental nature of
 

many of the S&L System's activities (e.g., low income housing in rural
 

areas) and the higher overhead costs attached to this type of activity.
 

CACEN, which maintains regular contact with the associations, organ

izes training seminars; assists the S&L's with financial planning; and
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has been the primary source of investment capital. Its role has been
 

enhanced by the relative autonomy it enjoys with respect to the Bolivian
 

Central Bank (BCB). Under the 1970 reform of the nation's financial legis

lation, the S&L System was identified as a component of the national
 

financial system; however, appropriate regulations were never drawn up.
 

As a result, the S&L System operates quite independently of the banking
 

system, with CACEN serving as the regulatory agency, secondary market for
 

resources and discount window. In effect, CACEN offers to S&L's financial
 

services similar to those which the BCB offers to the commercial banks.
 

Despite the S&L System's records for efficiency and growth over the
 

past decade, a numer of institutional constraints must be addressed.
 

These constraints involve the lack of financial planning capacity within
 

the S&L System, an overreliance on long-term lending, a dependency on
 

external sources of financing, a lack of reliable information on household
 

incomes, and the poor performance of certain S&L's in confronting the
 

current economic situation.
 

B. Savings Mobilization.
 

The S&L System has traditionally registered impressive annual
 

increases in savings generations. Over the past decade, the S&L System
 

as a whole has averaged a 51 percent annual increase in total savings; and,
 

at present, the S&L System accounts for approximately 11 percent of the
 

total savings of the financial system.
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TABLE 4
 

HISTC.(ICAL SAVINGS PERFORMANCE
 

*S&L Association
 

(000 pesos)
 

Year Total % Change 
1971 $b 16,891 
1972 23,563 * + 39 
1973 35,656 '+ 51 

1974 81,712 + 129 
1975 98,745 + 21 
1976 190,183 + 93 
1977 296,462 + 56 
1978 381,319 + 29 
1979 550,516 * + 44 
1980 689,995 + 25 
1981 834,212 + 21 

+ 51 ** 

The S&L System's past success in generating savings was due in part
 

to the fact that its savings accounts were dollar readjustable. However,
 

since July 1981, GOB imposed stricter foreign exchange controls which
 

effectively removed the BCB's backing for dollar accounts. Now that the
 

S&L System's savings are fully-denominated inpesos and the BCB has
 

established a 30 percent interest floor, which commercial banks must pay
 

on passbook accounts, competition for new savings will be more difficult.
 

At present, the principal objective for the S&L System, when con

sidering its long-term financial strength, isto increase the savings to
 

replace part of the foreign currency debt itholds. As of December 31,
 

1981, the S&L System's dollar liabilities represented only 50 percent of
 

its outstanding portfolio. Today, due to the declining value of the peso,
 

these dollar liabilities represent a considerably larger percentage.
 

However, there exists two important factors which will restrict the
 

S&L System's ability to raise the interest rate paid on savings account,
 

and generate significantly more new savings. First, interest charged on
 

the S&L System's "old portfolio" (loans placed before June 30, 1981)
 

currently average 15.7 percent. Secondly, the demand analysis for new housing
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finance indicates that the interest charged on new loans through 1983
 

should not exceed 38 percent. These two combined factors prohibit the
 

S&L 	System from paying a savings rate which is comparable to that being
 

paid 	by the commercial banking system, which currently averages 32 percent.
 

C. 	Financial Feasibility of the Lending Insitution
 

The Bolivian S&L System's expansion and its overall financial
 

solvency have been placed in serious jeopardy as a result of the extreme
 

deterioration of the Bolivian economy. Similar problems are being con

fronted by S&L's in other countries. While the S&L System's financial
 

structure has served itwell 
in the past, itwas never designed to be able
 

to adjust to and survive inan economy characterized by high inflation,
 

rapid devaluation of the local currency and abrupt changes in the country's
 

monetary policies. Since July 1980, the economy has declined significantly
 

and the government has been slow to effectively address basic structural
 

deficiencies. These deficiencies include over-centralization, internal
 

price subsidies, poorly-administered state enterprises, failure to control
 

public spending, and high inflation. The Bolivian economy in 1981 had a
 

real decrease in Gross Domestic Product (GDP) of between 0.6 and 2.0 percent
 

(preliminary data), with per capital GDP falling to $287.7 (constant 1970
 

dollars), reflecting a declining trend which began in 1979.
 

Insufficient GOB economic planning capabilities has added to this
 

economic slide and has led to critical foreign exchange shortage, which
 

required the imposition of exchange controls on July 30, 1981. These
 

controls, in turn, have caused an acute foreign currency scarcity in the
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private mining, commercial and industrial sector, and growing
 

recession and unemployment. In an attempt to put its economic
 

house inorder, and inresponse to international agen

cies' advice, the GOB dictated a series of economic measures in February
 

and March 1982, including: the establishment of free market interest rates,
 

the lifting of certain price subsidies, the devaluation of the peso by
 

26 percent with respect to the dollar; and subsequently, the introduction
 

of a legal free parallel market for the overvalued peso. The official
 

exchange rate of 44 pesos to the dollar was limited to central government
 

debt and 40 percent of exporters' foreign exchange earnings. All other
 

exchange requirements had to be met on the parallel market which has
 

risen as high as $180/dollar.
 

The overall economic crisis faced-by Bolivia in the last two years
 

has had a severe impact upon the S&L System. The S&L System in Bolivia
 

is currently facing the threat of financial collapse, due primarily to the
 

sharp decline in the value of the peso relative to the dollar. Prior to
 

the enactment of Decree Law No. 19027 on June 30, 1982, the S&L System
 

operated its portfolio on a fully-readjustable dollar equivalency. Together
 

with its membership, itwas able to absorb losses due to previous declines
 

in the value of the peso relative to the dollar. Thus far, during 1982,
 

however, the peso declined from an exchange rate of $b25/dollar to
 

$bl80/dollar, a drop of some 620 percent. Without a major restructuring
 

of its operations along with outside assistance, a continuation of this
 

situation would lead to the almost certain collapse.
 

Decree Law No. 19027 permitted the S&L System to make a partial re

adjustment of its portfolio before converting from a dollar readjustable
 

system to a full peso one. Based on this Decree Law, CACEN called for a
 

76 percent readjustment of both mortgages and savings (which corresponds
 

to the official rate of $b44/dollar, the rate of exchange for central
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government transactions). The readjustment losses were absorbed by the
 

S&L System's borrowers (12%) and by the S&L's as a group (88%). By
 

comparison, the S&L System absorbed about half of the readjustment lo.Res
 

incurred as a result of the October 1972 devaluation and almost none of
 

the losses in the November 1979 devaluation. In 1982, based on
 

an external dollar debt of nearly $30 million, the S&L System has been
 

forced to absorb a paper loss of nearly $b3.5 billion, which at an exchange
 

rate of $bl80/dollar amounts to over $19 million.
 

The critical question at the present time iswhether or not the S&L
 

System can continue to o'3"rate and absorb the $19 million reduction in its
 

assets. 
 An analysis of the ability of the S&L System to avoid decapitaliza

tion was made by simulating cash flows for CACEN and the S&L's with the
 

assumption that no new loans would be forthcoming, and that the conversion
 

to a full peso system and the diversification of the S&L System's portfolio
 

would continue. The analysis was based on a variable interest rate on
 

both new lending and the existing portfolio, witn new loans requiring high

er interest rates than existing loans, savings deposits earning a variable
 

interest rate, a projected increase in the volume of saving deposits of
 

20% per year, and a fixed proportion of administrative costs of the loan
 

portfolio assessed to each S&L. Using these projections, the analysis
 

showed that the S&L System as a whole registered a negative cash flow start

ing in 1983.
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TABLE 5
 

-CASH FIOW SUNMARIEs FOR THE S&L SYSTEM WITHOUT HG 007 ($B BILLIONS) 

1980 1981 1921983 984 

Caja Central 

Income 
Outlay 
Surplus 

.348 

.284 
..064 

.337 

.265 
.072 

1.4o4 
1.396 

.008 

1.096 
1.084 
.012 

1.266 
1.293 
(.C27) 

S&Ls 

Income 
Outlay 
Surplus 

.883 

.771. 

.111 

1.023 
.872 
.151 

1.896 
1.884 
.012 

1.553 
1.585 
(.032) 

1.528 
1.804 
(.277) 

From the cash flows summarized above, it is clear that the S&L System
 

would not be able to remain inoperation beyond 1984. Due to its negative
 

cash flow, the S&L System would be forced to curtail its lending activities
 

which, in turn, would lead to a rush by savers to withdraw their deposits.
 

Liquidating assets would not be sufficient to meet the S&L System's
 

external debt requirements and, at the same time, comply with savers'
 

withdrawal demands. S&L's would have no choice but to close their doors
 

and suspend operations.
 

Simulations of the impact of the injection of the peso equivalent of
 

$10 million in new resources were run by both CACEN and USAID/B. These
 

simulations included the most likely occurrences for over twenty variables
 

which might affect the cash flow positions for each S&L. The variables
 

of primary interest include: the peso/dollar exchange rate (an average
 

rate of $bl50/dollar for 1982 was used with a 25% annual devaluation of the
 

peso thereafter; the actual average 1982 rate through August was $b87/dollar
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the interest rate to the borrower under the old portfolio, i.e., loans
 

placed prior to June 30, 1982 (an average of 15.6% in 1982, 26% in 1983,
 

33% in 1984, 37% in 1985, 41% in 1986 and so on); the interest rate to the
 

borrower on new loans (35% in 1982 and rising to 47% by 1986) annual growth
 

in savings generation (20%); amortization periods of 15 years between CACEN
 

and the S&L's with no grace, and interest rates of 17 percent on the peso
 

loans from the BCB to CACEN and 19 percent on the CACEN's loans to the
 

S&L's. Based on this exercise, it is clear that with a new loan the entire
 

S&L System could avoid decapitalization through 1991 and beyond (See Table 6).
 

It should be noted that the results of these cash flow simulations
 

were based on the assumption that the additional measures would be taken in
 

order to assure the long-run viability of the S&L System. Thus, while the
 

new resources will assist the S&L System in avoiding decapitalization over
 

the short run, they will also provide the S&L System with the necessary
 

time to implement a series of additional measures to insure its long-term
 

viability. 
 Various of these measures were taken into consideration in
 

the elaboration of the cash flow simulations summarized above. Others could
 

be used as needed, depending on the economic conditions which exist at the
 

time. In general, the measures will provide the S&L System with the flexi

bility it requires to maintain its viability given a whole range of possible
 

scenarios.
 

The measures are as follows:
 

a. An increase of the amortization grace period and/or decrease in
 

the interest rate on repayments of the external dollar debts of the S&L's
 

to CACEN (the cash flows include a three-year extended grace period on the
 

old loan portfolio for five of the S&L's most affected by the current
 

economic situation - La Frontera, Manutata, Tarija, Potosi and Cochabamba);
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b. An increase of the amortization period and/or decrease in the
 

interest rate on new loans provided by CACEN to the S&L's;
 

c. An increase in the interest rates the S&L's charge to borrowers
 

on the repayment of the old loan portfolio. (Due to the 76 percent readjust

ment of loan balances on June 30, 1982, the S&L System chose not to raise
 

interest rates, which average 15.69 per cent, on its 'old' portfolio until
 

January 1, 1983. See the description above of how these interest rates rise
 

over time according to the cash flow simulation);
 

d. A disbursement of the new HG resources as rapidly as possible.
 

(Cash flow simulations are based on strengthened institutional capacity of
 

the S&L System, which will permit the full disbursement of the new resources
 

over the three-year life-of-project);
 

e. An increase in the interest rates for new lending activities.
 

(S&L's are currently charging between 33 and 38 percent interest on new
 

loans);
 

f. An increase in the rate of growth of savings deposits. (Itis
 

expected that savings in the S&L System as a whole will grow nominally by
 

at least 20 percent per year. A condition precedent to initial disbursement
 

will require that a savings mobilization plan acceptable to AID be submitted.
 

Annual evaluations and short term technical assistance will measure progress
 

being made in this area and make recommendations on ways savings generation
 

can be improved);
 

g. The liquidation of tangible assets in a more expedient manner.
 

(While this option is not recommended except for emergencies, the S&L
 

System does possess certain investments in land, improved lots and buildings
 

which could be sold off inorder to preserve the S&L System's liquidity);
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h. The creation of a reserve within CACEN to be used for loans to
 

troubled S&L's on a lender-of-last-resort basis. (This would ease the
 

transfer of resources from healthier S&L's to weaker ones in times of need);
 

i. The lowering of interest rates between the BCB and CACEN for peso
 

loans based on the new $10 million. (While cash flow simulations have been
 

based on the BCB lending the equivalent of $10 million in pesos to CACEN
 

at 17 percent interest, the rate currently employed fur lending to in

termediate credit institutions for various development credit lines, an
 

agreement has been reached with the BCB which will provide for annual
 

evaluations in order to determine the desirability of lowering the interest
 

rate and thus increasing the spread required by the S&L System to meet
 

its outstanding dollar denominated obligations. Lower BCB interest rates
 

could also permit the S&L System to provide loans with lower monthly in

stallments, thereby insuring demand among the project's target group.
 

Although lower rates imply a direct subsidy to the S&L System, the BCB will
 

simultaneously be lending the dollar resources at commercial rates in order
 

to generate sufficient reflows over the life of the project to honor its
 

debt obligations under the new loan agreement); and
 

j. The diversification of the S&L System's portfolio. (Decree Law
 

19027 authorized a diversification into housing and family-related short

term lending. Although some S&L's have already embarked on a diversification
 

program as long as a year ago, these new lending activities will provide
 

the S&L System as a whole with an added flexibility in managing its port

folio, increased income, and a greater opportunity to attract new savers).
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IV. THE TARGET POPULATION'S CAPACITY TO PAY
 

Determining the proportion of income that a family can or should set
 

aside for housing is,at best, a theoretical exercise. For HG 005 program,
 

great care was taken to maintain payment levels below 25 percent of income.
 

It is generally believed that lower income families cannot pay proportionately
 

higher amounts for housing without reducing other basic necessities. Studies
 

in other countries !/, however, have shown that low-income families pay
 

higher proportions of income on housing than families in upper-income
 

categories. Ingeneral, these statistics demonstrate that (1) it is not
 

uncommon for families below the median to pay up to 40 percent of their in

come on mortgages and housing below the median to pay up to 40 percent of
 

their income on mortgages and housing related costs, while wealthy families
 

dedicate 10 percent or less tohousing, and (2)families are willing and
 

able to sacrifice when they are offered ownership rights and an opportunity
 

for a more confortable home. Unfortunately, similar studies have not
 

been carried out in Bolivia. Some information exists on rental prices for
 

past years, but it has never been correlated with income. A large part
 

of the "owners" (70 percent of thehouseholds are classified as owners) were
 

originally squatters and, although their tenure status may have been
 

clarified, a formal purchase transaction did not take place. Therefore,
 

estimating patterns of purchase price and income for low-income groups is
 

not possible.
 

Based on discussions with representatives of the 12 S&L's, however, it
 

is clear that the investment capacity of low-income groups is quite high
 

4-/For illustrative stu.4ies, see the "Torrijos-Carter" and "Roberto Duran"
 
Projects in Panama, Ministry of Housing, 1981.
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and clearly surpasses 25 percent of monthly income in most cases. 
 Through

out the S&L System, borrowers tend to prepay their loans, including HG 005
 

beneficiaries having the least payment capacity. System-wide, borrowers
 

pay off their loans in 60 percent of the time contracted (e.g., 13-year
 

loans are paid off in eight). The average repayment period for the entire
 

System is 8 years, even though loan terms may be given for as long as 20
 

years. The prepayments are often regular and are generally augmented when
 

workers receive extra bonus salaries. For example, a borrower may make
 

two payments each month and, at the end of the year, make six more, depend

ing on the number of additional salaries received.
 

Inanother example, the World Bank has financed a series of upgrading
 

projects in areas surrounding La Paz. The installation of infrastructure
 

(water, sewerage, and roads) costs the beneficiaries about 10 percent of
 

their incomes. 
 Where this upgrading has been completed, the communities'
 

housing stock has undergone an extraordinary transformation (i.e., 90
 

percent of the houses have been expanded and improved; sidewalks, retaining
 

walls and stairs have been built through communal efforts in a period of
 

less than two years). While regular payments are only 10 percent of income,
 

the amount of additional investments by the families in this short period
 

clearly demonstrates a payment capacity well above the estimates of project
 
/


designers.-


Accordingly, the estimated payment capacity for most borrowers has
 

been set at between 30 and 35 percent of monthly income. This guideline
 

may still be conservative, but is clearly more realistic than the 25
 

percent used previously, except for the beneficiaries of the lowest end
 

of the scale. Given the general conditions of the lending which is planned
 

/The average income at the time the projects wereinitiated was about
 

$b5,000 per month, well below the median.
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in CY 1983 by the S&L System, an illustrative breakdown of income, payments
 

and loan amounts is provided below:
 

BORROWERS' MONTHLY PAYBACK CAPACITY BY INCOME PERCENTILE
 

Percentile Income Per Month Monthly Payments * Loan Amounts 
(30-35%) 

50th .$b21,000 $b6,300-7,350 $b188,800-220,3P 
30th $b13,800 $b4,140-4,830 $b124,100-144,750 

(25%) 
lOth $b 8,000 $b2,000 $b 59,900 

By percent of monthly income used for housing finance. Estimates are
 
based on loan terms of 8 years at 38 percent interest.
 

Questions are usually raised about the risk of defaults as the pro

portion of income used for housing is increased and conditions of loans
 

become more difficult. Ingeneral, the S&L System has demonstrated its
 

care in determining beneficiary payment capacity, as well as its flexibility
 

in formalizing payment arrangements with beneficiaries. The present situa

tion is the most difficult in terms of collections, since the recently
 

announced 76 percent readjustment in principal of all loans was retroactive
 

to February 1982. On paper, therefore, arrearages immediately jumped 50
 

percent or more inmany of the S&L associations. In this regard, special
 

arrangements are presently being made to bring borrowers up to date over
 

time. Inthe future, this problem will be more manageable, since only
 

interest rates will vary and there will be no further dollar readjustments.
 

Inthe case of interest rates, the associations are adjusting the terms of
 

the existing portfolios slowly over time, rather than placing them
 

immediately on a par with the new lending rate, which is between 33 and
 

38 percent./ This is expected to prevent defaults, since incomes are
 

/By 1983, it is expected that the overall rate for the existing portfolio
 

will be about 25 percent, a 10 percent increase over the existing rate.
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increasing at a sufficient rate to cover the gradually increasing mortgage
 

payments.
 

V. COMMENTS ON THE AFFORDABILITY OF SHELTER SOLUTIONS TO BE FINANCED
 

UNDER A NEW LOAN
 

As has been the case with earlier programs carried out by the Bolivian
 

S&L System, a new loan would provide for the development of a variety of
 

housing finance arrangements, many of the same types of home improvements
 

developed under HG 005. These include very low-cost housing finance
 

arrangements, such as the "Type A" 2/ loan (average amount $530 or $b80,OOO)
 

as well as the somewhat larger "Type B" home improvements loan (average
 

amount $1,600 or $b240,000). While changes in the exchange rate complicate
 

direct cost comparison, comparable improvements would represent an important
 

component of the undertakings financed with the new loan.
 

Information available on the materials used in the construction of
 

houses in La Paz, Cochabamba and Santa Cruz, the largest cities in the
 

country, indicate that home improvements could affect various structural
 

elements as can be appreciated by the following breakdown of house construc

tion by materials for floors, walls and roofs.
 

Z-"Type A" loans are for small home improvements directed toward families
 
in small dispersed rural communities at or below the 20th income percentile.
 
"Type B" loans are for intermediate home improvements directed toward
 
families in rural market town at or below the 50th-income percentile.
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TABLE 3
 

Breakdown of Home Construction by Materials Used
 

La Paz Cochabamba Santa Cruz
 

No. of Units 	 340,414 147,317 110,066
 

Floor Material
 
34.4% 61.2%
Wood, cement, tile or brick 	 39.6% 


60.4% 65.6% 38.8%
Dirt 


Wall Materials
 
4.2% 11.5%
Cane, palm, trunks 2.1% 


Adobe 
 90.2% 83.0% 32.8%
 

Brick, cement or rock fi._1Z I -Z A.7 -a%
 

.8% 1.3% 8.7%
Wood 


Roof Materials
 

Zinc, tile or cement 70.4% 60.2% 74.7%
 

Cane, straw 29.6% 39.8% 25.3%
 

Lending would be for a variety of home improvements as well as for
 

the construction of new core units in rural areas. They would include.
 

Repair/replacement of roofs
 
Repair and weatherproofing of walls
 
Upgrading of dirt floors
 
Construction of potable water sources (wells)
 
Construction of sanitary disposal facilities (latrine and
 

septic systems,
 
Connections to potable water systems
 
Installation of bathing and sanitary facilities
 
Addition of new rooms
 
Installation of electric services
 
Partition walls
 
Home finishing loans
 
Combinations of above improvements
 

Anticipated costs for activities carried out under new loans have been
 

determined by utilizing July-August 1982 unit prices of those construction
 

materials most used in low-cost upgrading 	projects and the development of
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TABLE 8 

SUMMARY CASH FLOW SURPLUS BY INDIVIDUAL ASSOCIATION WITH HG 007 
($b millions)
 

Savings & Loans
 
Aasociations 1982 1983 1984 1985 1986 1987 1988 1989 i991
 

La Primera 2,375 2,559 15,579 2,949 8,230 5,763 8,863 16,555 220 (146,627)
 
El Progreso 622 1,400 2,770 4,023 5,424 9,146 8,974 17,987 28,344 :-46,81
 
Tarija 1,417 3,648 5,641 2,152 4,595 5,132 11,574 16,435 25,332 33,644
 

846 7,518 8,40 6,1499
Potosi 204 1,491 6,314 985 3,094 41,218 

Guapay 2,249 6,639 11,244 14,300 25,750 40,127 67,124 103,736 177,986 222,841
 

, 	 La Promotora 1,738 3,521 6,400 11,305 12,007 21,329 32,309 53,799 89,325 142,325
 
Manutata 698 2,683 4,301 3,754 3,753 6,768 11,502 18,262 27,627 27,023
 
La Frontera 359 1,436 1,324 1,948 2,611 3,154 4,598 9,038 8,985 13,898
 
Pando 427 1,607 2,193 4,124 5,367 5,296. 10,316 15,789 27,360 44,986
 

13,235 25,820 37,421 62,260 96,296
Paitit 1,368 4,211 8,893 9,060 14,489 

La Paz 2,287 3,416 7,180 8,665 7,567 4,947 7,093 6,058 16,604 51,955
 
La Plata 205 1,559 2,438 4,426 1,039 2,022 1,709 3,530 4,700 6,422
 

CACEN 	 12,o47 10,686 1,o84 14,O78 2,578 14,579 6,944 25,708 11,287 - 18,66o
 

2J 	While the La Primera S&L becomes decapitalized in 1991, the surplus for the S&L System as a whole is
 
more than sufficient to assist La Primera in taking necessary measures to recover.
 



low-cost units and some improvements recently financed by the S&L System,
 

seventeen "typical" improvements/core units have been costed out for
 

Bolivia's four main geographic regions (i.e., La Paz, North, South, Valley).
 

The affordability of the housing alternatively by families in varying income
 

percentiles, assuming payment of 25, 30, and 35 percent of family income
 

for the amortization of the corresponding loans, which will be lent initially
 

at a 38 percent rate interest with a ten-year repayment period, is provided
 

below, showing six alternatives and presenting their affordability by
 

geographic areas and income percentile range. (See Table 8)
 

An examination of the high construction costs relative to the afford

ability constraints suggests that relatively few new housing units would be
 

built. New units to be financed are expected to be starter-units, designed
 

for future expansion as the beneficiary family's income improves over time.
 

Experience with the HG 005 program demonstrates that considerable reductions
 

in costs are achieved through the use of locally-available materials and
 

self-help efforts. Thus, it is to be expected that there will be some
 

modest new housing units financed by the new loan, especially in rural
 

areas where low-cost materials are readily available and where patterns
 

if work and free time are propitious for self-help activities.
 

With respect to activities in urban areas, loans will be primarily
 

for upgrading existing shelter stock as well as for the construction of
 

some new units. It isexpected that the construction of small core units,
 

both in rural and urban areas, will constitute a significant element in the
 

mix of solutions financed by the new loan. Recent rapid price increases have
 

pushed the costs of even modest core houses to a level with is,at this time,
 

out of reach of most families with incomes at or below the median. However,
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AFFORDABILITY BY AREAS-AND INCOME RANGE
 

TABLE 9
 

LA PAZ NORTH SOUTH ,.VALLEY
 

INCOME PERCENTILE INCOME PERCENTILE INCOME PERCENTILE 
 INCOME PERCENTILE
 

IItem to be Financed 0-101 10-30 30-50 I0-10 1 10-30 30-50 0-10 10-30 30-50 0-10 10-30 30-50 

1. 24 m2 core unit Yes Yes 

2. Construction of ad- Yes Yes Yes Yes 
 Yes
ditional room of

12 m2
 

of a
3. Cosruto I
 

3. Construction of a Yes Yes 
 Yes Yes I Yes Yes YesY YesYesbathroom with toilet, 

sink and shower a
 II.
 

4. Home Improvement: 28 m2 Yes Yes Yes Yes Yes Yes Yes Yes Yes 
roof and 24 m2 wood Y a Y Y Y Yes 
floor (8 year loan)
 

5. Home Improvement: YesI Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
 
Installation of electric 
system (5 year loan)
 

6. Home Improvement Loan: 
Installation of water Yes Yes Yes Yes Yes Yes Yes I Yes i Yes Yes Yes a Yes 
system from street a a a a aeaa Y 

lines (1 year loan) a
 

Assumptions: 1. Term of loan 10 years unless otherwise shown.
 
2. Interest rate at 38 per cent per annum.
 
3. Loan finances 100 per cent of improvement/construction (more costly"undetakings are pospltbei
 

,r. with a 'contribution by the borrower)
 
4. Income percentiles per January 1983 projections.
 



it is expected that incomes will rise over the next few years, at a 
rate
 

greater thanthe increases in the costs of construction materials. Thus,
 

over the life-of-project, the payment capacity of the target group is
 

expected to "catch up" with the construction costs which surged in the
 

first half of 1982 and by the second or third year of project implementation,
 

a shift toward the construction of more new units should be in evidence.
 

NOTE: This paper is based on documents related to the subject prepared
 

by the USAID Bolivian Mission.
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I 

INTRODUCTION
 

Since the fifties, El Salvador started 
to experience a new way of
population growth, normally called migration. This particular kind

of people mobilization, was provoked by the industrialization of the
capital city of 
San Salvador and brought thousands of people from
rural areas to 
urban cities, looking forward 
to better their opportunities and improve the 
lie level of 
their families. This mobili
zation 
was never 
stopped, because rural families leaving away all
their rights and properties (if they have), 
look for peaceful pla
ces where to live and work. The last statement due to their locali
zation In critical zones. 
This population and their normal human needs, 
invrease the demand
 
for services, that normally are 
place to 
limited capacity, so that,

the demand 
for services increase to 
a very high level bringing with

It, 
social problems due to sanitary services, water servicesgarba.
 
ge disposal, shelter areas, health and education facilities, etc.
of Lhe people already living In these 
cities and of those who come 
to settle In such conditions.
 
El Salvador 
case related to urbanization of the cities and the de
crease of the population In rural areas, is not unique in the world,because people normally seek to Improve life conditions and many of

them come to big cities to 
 achieve their thoughts. 
To our experience population movement has ever happened and is still
happening in many countries. But, the question is, What shall we do, 
the prob.lem is there. 

Our objec"tive through this paper is to show you, how El Silvador,
by Urban Housing Institute and other related agencies are giving

solutions to people establish In slum and squatters areas.
 



II 

nACKGROUND OF EL SALVADOR
 

El Salvador is 
one of the Central American countries. It has a rec
tangular shope measuring 21.000 Sqk, having a maximun width of -

62 miles.
 

Bound 
to the North with Honduras, to the South with the Pacific Ocean
 
to the west with Guatemala, and to 
the East with Nicaragua and part
 
with Honduras. 

According to recent information, the population is over 4.5 million
 
people and population density came to 222 people per square kilome
ters.
 

Economic data-shows 
that the GNP arrive to $3.424.2 million in -
1981 and the per-capita GNP Is $732.8 
for the same year.
 
The last Housing Census 1971p 
 showed that 680.400 dwelling units 

were censused, corresponding 283.400 dwelling units to 



the urban 
sector and 
397.000 dwelling units to 
the rural sector. 
El Salvador is an agricultural country, and the main crops are co
ffee, sugar cane, and cotton, Some other industries are shrimps, 
-
corn, beans, rice, some of them for foreing trade and some, for In
ternal consumption. 

The administrative division of the 
country is 14 provinces, corres
ponding 3 for the east 
zone, 3 por 
the west zone 
and 8 for the cen
tral zone.
 

Some details about El Salvador are showed In charts at 
the end of
 
this paper.
 

49061
 



III 

SECTOR STRUCTURE
 

The different agencies who have to focus on housing problems and
 
related services are:
 

Vice- Minister of Housing and Urban Development.
 
This Vice-Ministry is 
integrated to 
the linistry of Public 
Works and is in charge of the housing policy in El Salvador.
 
It has the General Direction, coordination and regulation of
 
Urban development plans and 
projects, Including related stu
dies to financing, land use, urban plan, provision of servi
ces, popular participation, construction techiniques, building

materials, retional use of resources. 

The public sector as well as 
the private one have to deal with the
 
physical execution of 
the projects.
 
The public sector is 
 represented by the following institutions:
 

FINAmCIERA NACIONAL DE LA VIVIENDA (FNV)
 
Created in 
1963, regulates the saving and loan Associations and uti
lize and promote savings to finance short- term loans, 
for private

builders and por house buyers through long loansterm applying the 
mortgage sstem.
 
Up to now, FSV has financed about 12.000 dwelling units,
 
INSTITUTO NACIONAL DE PEPSIONES DE LOS EMPLEADOS PU3LICOS (INPEP)
 

Founded in 1975, 
its objective is to provide social security to pu"
blIe servart, such as pensioner, etc. according to law, some 75% 
of
 
its technical reserve has to be used for housing purposes.
Being like that, economic resources come salary deduction of public

servant, and through this financed a long-term loans. More than -
6000 houses have been financed by INPEP.
 



IMSTITUTO DE VIVIENDA URBAtA (IVU)
 

Named in this paper Urban Housing In-tituteg was founded in 1950,
 

having executed more housing projects than any other public or pri

vate company. More than 30.000 dwelling units have been produced 
-
using the Ion-iterm loan for low Income people*
 

The economic support come from house rents governamental subsidies
 

and foreing loans, Since 1970 IVU has started the slum clearence by
 
a prototipe project, but it was until 1981 that IVU had the 
legal 

support to settlement upgrading and slum clearence.
 

Due to IVU's facilities, actual goverment has given some importance
 

so
to IVU, that this entity will deal with rural housing for 1983,
 

using international funds there are private companies who also dealt
 

with housing needs In El Salvador, such as:
 

BANCO HIPOTECARIG DE EL SALVADOR
 

Created in 1934, finance housing projects for builders and short
term loans for builders and long term loan for buyers.
 

FUNDACION SALVADORERA DE VIVIENDA MINIMA (FUMDASAL)
 

Is a non- profitp private institution, whose objective is promote
to 


better life for the conmunity through housing proyects, Including
 

cooperatives organizationg use of nutual help and self-help sistems,
 

site and services proyects.
 

This programs focus on low income people specially those who live
 

in squatter areas.
 

More than 1.5.000 families have had the assntance of FUNDASAL through
 

this programs.
 

There are several privv-e builders who invest in the housing sector,
 

normally for medium and high income level*
 

They develop the infraestructure and other services, but they have
 
to be regulated by other related governamental agencies.
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ADMINISTRACION NACIONAL DE ACUEDUCTOS Y ALCANTARILLADOS (ANDA)
 
This governamental agency has to 
deal with sewerage sistem for pota
ble and served water. It is an autonomons agency whose funds 
come
 
from goverment subsidies, own resowces 
and foreing loans.
 
This agency regulates the 
water sistem and the consumption of It.
 

DIRECCION GENERAL DE URBANISMO Y ARQUITECTURA (DUA)
 
This is an office dependent upon the Ministry of Public Work and
 
give special attention to 
proyects aproval, and 
when proyects are
 
completed, It receives them also give regulation for building sites,

planning perMlsion urban development proyects, and 
so o-np

There are, 
of course other private and municipal offices such 
as
 
CAESS (for energy pursoses), CEL 
(for the same reason), mayoral 
-
(for rusish disposal), transport office (for transport facilities),

ANTEL (for public and 
private telephone service), education Minis
try (primary and secondary schools), health Ministry (Health facili
 
ties), etc. 
these offices are 
for the provision of commnunitary and
 
public services mentioned above, and they have 
to coordinate their
 
fuructions with housing entities In order to 
supply the minimal needs
 
for urban proyects.
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IV
 

BRIEF DESCRIPTION OF EXECUTION AGENCY
 
URDAN HOUSING INSTITUTE (IVU)
 

Urban Housing 
Institute is the pioneer agency for the assistance to
housing problem.

It was born In 
1932 as a "Junta Nacional de Defensa Social" with
 very limited sucess.

In 1945, according to 
legal regulation changed the 
name to "Mejora.
miento Social", and five years later in 1950, based still on MeJoramlento Social Organic Law, changed to
tute become Urban Housing Insti.
(IVU) and Rural colonization Institute (ICR); the first entity
had to deal with urb4, housing needs and 
the second entityp 
to deal
with rural housing conditions,
IVU started Its experiences In 
1950 and 

shelter and communitary services 

since that time has provided
 
to more '.han 30.000 families belonging to 
low and middle Income level.
 

According to Creation Law, IVU1s objectives 
were adressed to 
low and medium Income level, providing families with complete detached
houses In 
urban zones. 
Following the urbanization 
process of San 
-Salvador capital city, people started to squat on vacant goverment
land 
or vacant private landroad sidesold houses, non-urbanIzables
 
areas, 
tO.
 
Housing conditions became worse when In 1965 
an earthquake, had seri0s effect on old houses, or houses without minimun stardard to
San Salvador city because of 


sismical conditions of the 
zone.
Since the early seventies, IVU started to 
build high-rise building,


completb, multistory 

.
This efficient utilization of the land 
was according to the limited
area of El Salvador so 
that, since 1970 IVU started to think of the
future shortage of urbanizing land 
and 
at the same ti.,e, 
the agricultural needs of people.
 

26°65
 



The stablisment of families In Ilegal areas, slum Was the result of 

rural migration and IVU in 1971 gave the first step in attending 

this problem. 

For 1971, IVU had already initiated three different proyects on 

housing sector: 

: Detached houses 

7 Multi-family complexes 
- Settlement upgrading. 

Now In 1982 IVU has more experience than any other agency, and it is 

mentioned that In 1903 IVU will also deal with rural housing. 

IVU'S ACTUAL ORGANIZATION
 

The following chart shows the organizational structure of IVU*
 

(SEE NEXT PACE)
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IVU is an autonomous agency depending upon the Public works Minis
try, but due to the main guidelines of their policie;, has extreme
 
relation ship with housing and Urban Development Ministry.
 
The Board of Directors are appointed by the Planning, Finance, Eco.
 
nomics 
Interior and Health Ministries.
 
IVU's President is appointed by the Ministry of Public Works.
 

OB3ECTIVES AND RESPOM SASILITIES
 

According to Creation Law IVU has one objective that to my point of
 
view, try to encircle many of them:'
 
- Build economic, higienic and confortable houses for low and medium
 
level families. 
To achieve these main objective IVU has responsabilitles, and within
 
them It 
can be mentioned the following:
 
- Designing of housingunits and multistory building according to
 
economic level of 
people. 
Searching and development of building techniques

Design of housing spaces and open spaces according to human needs.
 
Acquisition of land for future proyects.
To Develop master plan Including areas for commeroial activities,
medical and educatlonal facilities, publio hall, playgroundsp small 
shops, parking lot, nurseries, post offIcesp goverments offices

(according to the size), transport facilities and 
water and sewe
rage sistems. 

- Carry ont market survey for determining housing demand.
 
- Plan, program, execute, coordinate and control housing proyectst- To provide economic support to housing proyects, In order to fl

nance the various activities Imply In these proyects.
- To rationalize the use 'of resources, such as human 
 materials, . 
economic, time, etc. 

- To develop different tipe of dwelling units for different Income 
level, 

- To provide maintenance to already existing houses, according to
 
creation law.
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To promote the urban renewal proyects, by demolishing, relocate 
or upgrading settlement, 

- To carry out proyects In order to help for other governamental 
.
 
policies such as: emploment, Investment, demand, stop price rising,
 
production# etc.
 

- To make the 
most rational use of dwelling units, giving them to
 
families with housing pressure.
 

- Preparation of guidelines in order to stop the land price rising. 
- To meet people needs through social promotion, commnunity welfare
 
programs and 
social workers aid,
 

IVU'S ANNUAL BUDGET
 

In Annex N2 6 we can see IVU's budget since 1978 to 
1982, accor
ding to 
budget program, IVU has four Budget programs, numbered as 
follow: 

lOl Administration and Marketing 

301: Building of Houses
 
302:Access to Communitary welfare 1
 

501: External drbt service 

IVU's funds come from goverment subsidier foreing loans, Internal
 
loans and housing rents.
 
Very recently IVU has signed a contract for the 
use of external 
loans form private Investors through AID grant* 

1/ Created In 1900 
2/ Last Covormont Subsidies were In 1900o 
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SETTLEMENT UPGRADING EXPERtENCE
 

According to 
ZVU's experience the approach to 
settlement upgrading

focus on two fundamental steps;

1) Provide shelter according to 
phlslcal conditions of the land, social and economic capacity of the settlers, and human condi

tions of the inhabytants.

2) To utilize the permanent agresive attitude, of the settlerst due
to 
the way they have stabl1shed. Those stabl1sment conditions set
them In a non-stop decision of improvement.

Their social conditions 
are normally bad, suffering from diseases,specially children; living between garbage, low sanitation level$but they always keep In mind 
a positive mental attitude for Impro
vement for themselves and their families.
 
The first step is objective, can It 
be measured by phisical results.IVU start rebuilding infraestructure, that is, potable water, 
sewera
 
ge sistem, removing pipelines*

It fallow.the building of foot paths, pedestrians walksp side walks
and some colective services (laetrinev public bath) then, accordingto family Income IVU come to build progressiv" houses, and In some
 
cases complete detached houses.
 
Of course, this first step Include the provision of health and education facilities, sanitation, small enterprises loans, irOvision ofjobs, legal conformation of families, etc, all that In coordinatior
with other related agencies whose objectives are the mentioned abo
ve.
 
The second step, is the basic problem of social workers, who have toface and maybe to 
live In such conditions# 
so 
that they become to
understand quite a bit, how this people feel, how they react, whatare their thoughts. The social att.itude of social workers has primary Importance to get to know and to 
get along with this families.
The participation of the deople In their own decision is the laststep to carry out the experience and the positive attitude they
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keep with them and for them.
 
To my point of view, this 
is a subjective situation that 
one is able
to 
take Into account depending upon the method you use to obtain the
 
people aid and experience.

Once you have surpased this barrier everything become easier and pro
 
yeots runs 
faster.
 
El Salvador first experience In settlement upgrading was 
In 1971,

and the name of the proyect was Acaxual, located in the post city
of Acajutla, away from the capital city of San Salvador about 50 
-
miles south west.
 

Being a port and city
a commercial/for foreing trades Acajutla suffered
from mitoration of hundred families who came 
to settle in slums areas,
 
near the beach, flooding area, municipal lots, etc.
 
All these areas 
lacked of minimal human services and to the eyesof anyone Interested In housing, needed to be redeveloped.
 
There were 
various alternatives for upgrading, the chosen one was
according to 
social and economic characteristics of the families.
The first attempts were adressed to 
improve the infraestructure,

giving special attention to laud tenure and site redevelopment.
 
Besides that, IVU gave special attention to build new houses through

technical assistance of special personnel, while people using the

self-help method built their own 
houses,
 
Other features were:
 

last area 
 00 3q 
cost 
 $680
 
Target group 
 600 families 
rent $4.00 $6,00 
period 20 years
 

Since the're was an evaluation of the proyect and It 
showed the success of It, people start calling IVU for 
new redevelopment or 
se
ttlement upgrading,
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It is necessary to remember that there have been various documents
 
whose main recommendations were fowsed or upgrading proyects.
 

The objectives to be achieved in the new settlement upgrading are:
 
1) Promote the access to the ownership of the land, because most
 
of the people who 
live in these areas, are not owners of the lot 

where they live. 
2) Improve the infraestructure and public services such as: 

water supply, improve sewerage sstem garbage collection, rede
velopment of existing roads and footpaths, public light, public 
hall and other related facilities. 

3) Increase the personal capacities, wake up people abilities giving
 
them more social oportunities.
 

4) Increase the workers productivity, through the employment gene.
 
ration using labor force of the area, giving them the opportunI
 
ty 	to obtain some income, 

5) 	To back up small enterprises in the areas, with the expectation 
of new jobs generation, new incomes resulting a greater local -
market for goods and services.
 

6) Promote educational services, health services in order to deve
lop an improvement of life level for inhabitants of these commu
 
nities.
 

7) Prepare human resources for communal organizations, so that peo
 
pie can participate and cooperate In the solutions of their own
 
communities. 

8) 	Protect the enviroment through the conservation of ecological 
-
sistems. 

It 	is important to remain that In order to achieve the complete ob-

Jectives of proyelts, It is necessary to integrate various InstItu

tions which will have to follow IVU's guidelines; as follow. 
1) Urban Housing Institute (IVU) 

a) Coordination and Direction of Proyects 
b) Planning and execution of social activities and phisical de

velopment of proyects,
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2) Federac6n do Cajas do Cridito (FEDECREDITO)
 
a) Carry out small Industries loan proyects.
 

3 	Education Ministry 
Labor force and education proyects to be developed for inhabitans 
of these areas. 

4) Health Ministry
 
Medical education and enviroment protection programs
 

5) 	Public Works Ministry 
Proyect.. through ANDA and CUA, such as:
 
a) 	Integration of new roads to existing one
 
b) 	Integrate of potable water sistem and sewerage sstem to exis
 

ting one.
 

Of course, IVU will have to deal with the legal tenency of the lot, 
and IVU Is prepaing special personnel and other various activities 
to achieve the transfer of property to the people. This activities 
are adressed to secure the land tenure so that people can develop
their Ideas In a better way, because they know land belong to them. 

0oo912 



AMMIEX M2
 

POPULATION 

(Thousands of InhabItans) 

1977 -. 1981 
El Salvador 

Year 

1977 

1978 

1979 

1980 

1981 

URBAN 

1734,5 

1790,1 

1843.1 

1902.0 

1963.0 

% 

41.7 

41.8 

41.8 

41.9 

42,0 

RURAL 

242.5,0 

249.24 

2566.2 

2637o5 

2710.2 

58.3 

58,2 

58e2 

58.1 

58.0 

TOTAL 

4.15.9.4 

4.282.6 

4.409,4 

.4o539,5 

4,672.9 

SOURCEr MIPLAN 



A. 1EX MI 2 
NUMBER 
OF DWELLING UNITS
 

(1 9 7 1 ) 

AREA, PROVINCES AND TOTAL (THOUSANDS)
 

URBAN S TOTAL S
TOTAL RURAL %
PIOVIRCES 	 RURAL URBAN 


5.1
6.5 	 3.1 

Ahuach-apan 25.8 8.8 34.6 


9,5 10.2 9.8

37,7 29.0 	 66.7
banta Aria 


onsonate 28.8 18.7 47.5 7,2 6.6 7,0 

9,7 33.0 5.9 3.4 4.9
23,3Cia1atc naneo 

8.8 	 7,1 8.1

34s9 20,2 	 55.1
La Libertad 
 143,7 	 8.0 39,5 21.1
San $-vanr 	 31.8 111,9 

21.2 8.4 	 29,6 5,4 3.0 4.4 
Cuscarlir 


6.0 4.0 	 5.2
 
La Paz 24.0 	 31.2 35.2 


18.9 4.4 	 23,3 4.8 .1,5 34 
Cabailas 


27,3 418 2.9 4.0
 
San Vloento 	 19.0 8,3 

55.3 9.8 	 5.8 

Usulutar. 38,9 	 16,4 8.1
 

2.1,3 60.2 9,8 7.5 88
 
San HMiuet 	 38,9 


2.1 	 4.3
294 	 5,9

otorazin 23.6 5,8 


7,6 3.3 5.8
.9o3 	 39s5
La Upidn 	 30.Z 

100.0
100.0 100.0 
T u T A L 	 397,0 283o4 680.4 

SOUR!S : HGLdSING CENSUS 1971
 



AM. EX M2 3
 
ODELI.1C UMITS
 

ACCORDING TO TIPE OF OWNERSHIP
 
SAD PROVINCES"
 

(1971)
 

I NON
%I 

PROVINCES TOTAL OWNERSHIP LEASE RENT OWHERSHIP
 

El Salvador 100.0 48.1 4.5 47.4 
Ahuac hapifn 100.0 39.1 0.8 60.1 
Santa Ana 100.0 34,0 2.7 63.3 
Sonsonate 100.0 37.8 2.7 59.5 
Chalatenango 100.0 78.8 .0.3 20.9 
La Libertad 100.0 32.1 .5.5 62.4 
San Salvador 100.0 29.1 14.7 56.2 
Cu scat lin 100.0 69.5 1.6 28.9 
La Paz 100.0 57.: 0.6 41.7 
Cabafas 100.0 70,3 0.2 29.5 
San Vicente 100.0 62.2 .1.0 36.8 
Usulutin 100.0 49.7 -1.3 49.0 
San Miguel 100.0 57.3 2.0 40.7 
Moraziff 100,0 80.0 0.1 19.9 
La Unidn 100.0 71.2 0.5 28.3 

SOURCE ; HOUSING CENSUS 1971 
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AWl.EX I 4 

ECONOMIC DATA 

1977 - 1981 
EL SALVADOR *. 

YearData 1977 1978 1979 1980 1981 

CNP(Million $) 

GNPRATE GROWTH 

PER CAPITA
CNP 

(s 

SOURCE i HIPLAN 

20866.8 

5.2 

689.2 

3.076.9 

4.4 

718.5 

3.44795 

(-1.2) 

78.1,8 

3.430.6 

(-9.6) 

755,7 

3o424.2 

(-9.5) 

732.8 

DATAYear 1977 

PopulationDensity 
198 

inh. per Sq, 

Annual Growthrate S 2.96 
Labor 

Force 1.397,7 
(Thousands of People) 

POPULATION 

1978 

204. 

2.9 

1.23413 

1979 

210 

2.9 

1.222.2 

1980 

216 

2.9 

1.290.8 . 0267.6 

1981 

222 

2.9 

SOURCE i HIPLAN 



ANEX NI 5 

DWELLING 
UNITS
 
ACCORDING TO BUILDING MATERIAL
 

1971 CENSUS
 

MATERIAL 
 TOTAL 
 URBAN 
 RURAL
 

Concrete 
 13,9 
 26.4 
Babareque 
 33.1 
 33.1 
 33.0
 
Adobe 
 25.9 27.9 24,6
 
Word 
 9.o6 
 6.2 
 12.0
 
Others 
 17.5 
 604 
 25.4 

T 0 T A L 
 100.0 
 100.0 
 100.0
 

SOURCE ; HOUSING CENSUS 1971
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ANNEX N2 6 


Aflo
 

Program 1978 


101 2.332,7 


301 10.227,.0 


302 .. 


501 796.6 


TOTAL 13,3560.3 


IVU ANNUAL BUDGET
 

( $ 000 ) 

1979 1980 

2,182e7 2,327.9 

7.60597 6.817.3 

.. .. . 

720,6 722A,. 

10,509,0 9,86706 

1981 1982 

2o388.1 2.218.3 

11.670.4 8.180.0 

100.0 1,720.0 

712.3 93.5o. 

14.87.0,8 1.o053,7 



AKT-X NflY 

LIST OF PROYECTS 1981 - 1983 

NAME OF Ti VorY'CT 

3osd S~imed, ;as 
San 8a4tulo 


IVU Los h§ 
22 do Abril 


San Antonlo 


Santa riosa Atloati 


Candelarla 


Centro Vriain Losrdes 

C.U. 303d !!w 
 Calas 

C.U. 3o3 
 S!±dn CaOas 

C.U. 3osd Slcedn aas 

Urbanlzaoljn L.anos del Espino 

Urb. 'an '*arttn 


Tuguric 4lc~ragol, 

Campamento TJcnlco Indus. 

Campanorto bco. Hipotecarlo 


Campcme,.to Santa LLota 

Tugurlo Li Fuettjze,Sonsonate 


3el~lng w|aLts to be relocated 

UP.TAN 


CITY 


San Salvador 


Ilopango 


Santa ra 


Soyapango 


Hhilcanos 


Mejloanos 


San Salvador 


San Salvador 


San Salvador 


San Salvador 


San Salvador 


Ahuachapin 


San Martin 


San Salvador 


San Salvador 


San Salvador 


San Salvador 


Acajutla 


HOUSING IRSTITUTE (IVU)
 

N2 OF UNITS 


14OO 


527 


234 


600 


155 (1t)Stage 


25 (2d) stage 


25 (3d) stage

133 


16 


150 

200 


200 


100 


216 


133 


250 


350 


30 


79A 

20 

614 

500 


COST ($000) 


7,990.0 


2.740,4 


3,042.0 


720.0 


216.8 


70,0 


70.0 

172.8 


204.8 


1.200.0 


1.600,0 


1.320.0 


740.0 


1.75S.6 


877.8 


300,0 


336.0 


112.0 


112,0
 
76.0 


8 .0 
600.0 


ACTUAL STACE
 

Completed
 

Completed
 

Completed
 

Completed
 

Completed
 

Completed
 

Completed
 
Completed
 

Completed
 

To be completed
 

To-be completed
 

To be comploted
 

To be completed
 

To be completed
 

To be completed
 

To be completed
 

To be completed
 

To be completed
 

To be completed 

To be completed
 

http:Campcme,.to


AWE: ',I 

NAME OF 
THE PkVYECT 
 CITY 
 N' OF UNITS 
 COST ($000) 
 ACTUAL STACE
 

San 4aroos 
 San Marcos 
 240
IVU Los 44 1,$36.0

Santa Ana 200 To be completed


1.280.0 
 To be completed
Reparto Cuaruatl 
 Santiago de Maria 

Tugurlo Co.4)i, 100 640.0
San Salvador To be completed


160.0
Tugurlo Rengon 
140 To be completed

San Salvador 
Tugurlo Las .JeLias 

500 600,0 To be completed
San Salvador 

Tugurlo CnrP,6n do "*wrfa 

750 900.0 

San To be completed
Salvador 


Campamento 3 da .1lyo 
207 240.4 To
San Salvador be completed


115.2
48 To be completod
San 3artolo 
 Ilopango 
 207 
 130.2 
 To be completed
San Sartolo 
 Ilopango 
 214 
 %56.4 
 To be completed
 



ANNEX 10 9 

SETTLEMENTS UPCRADI!G EXPERIENCES 

HAME YEAP OF COMPLETIO1 FAM ILIES 

La Fosa 1977 64 

Tutunichapa NI1 1978 120 

TutunLchapa N92 1978 94 

Comunidad 22 de Abril 1980 500 

Campamonto San Antonio 1981 

Centro Urbana San Bartolo 1980 297 

Santa Rosa Atlacatl 1981 155 



- To establish a hierarchy of service facilities for neighborhoods,
 

districts, etc.
 

- Giza City is replanned for a 3.96 million people (year 2000).
 

- The strategic plan of urban growth in all 
Egypt and especially in
 

Giza City will be in the pattern of new towns in the desert area.
 

-
 As for Giza, the urban growth will be accommodated by:
 

1. 	New town of 6th of October.
 

2. 	New settlement in the west on desert land remote from the
 
agricultural land.
 

-
 We need about 30,000 units of housing per year to solve the
 

housing problem.
 

-
 Building materials used in Egypt are a reinforced concrete skeleton
 

and walls of bricks (burnt clay bricks are used now, but burnt silt bricks
 

will be used later).
 

-
 The land available for new settlements must be in the desert.
 

-
 For that reason we need to finance infrastructure on these desert
 

sites first. Loans or other aids will 
be considered in order to make it
 

easier for people to come and build with their own money and labor.
 

III. 	Description of Agency and its Principal Functions
 

-
 It is the Housing Department for the Giza governorate.
 

-	 It is composed of architects, planners, and engineers.
 

- This Department is responsible for planning, designing and super

vising construction of housing, hospitals, schools and small water supply
 

projects. 
 The annual budget is about 15 million Egyptian pounds per year.
 

IV. 	Analysis and Definition of the Appropriate Roles of the Public and
 
Private Sectors
 

-
 The private sector has a very important role in solving the
 

housing problem. The Egyptians are builders by nature. They are ready to
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build for themselves or for others. 
We must encourage them by various means:
 

-
 By loans for low interest and very long periods.
 

-
 By planning new settlements and providing then with all 
infrastructure
 

such as water supply, sewage treatment, electricity and roads and supportive
 

facilities such as schools, hospitals, recreation centers, shopping centers,
 

gardens, etc.
 

- By providing the economic base such as 
industry, place of work,
 

easy trar.portation, etc.
 

- By providing models of standard designs.
 

The role of the public sector must be to provide:
 

- Infrastructure.
 

- Public facilities.
 

- Houses for low-income people and maybe for moderate income people.
 

- Building materials at the lowest possible price.
 

- Supervisors and designers.
 

- Standard carpentry and sanitary units.
 

- Factories for cement, bricks, steel, 
etc.
 

In this working paper I have tried to identify the major keys for
 

solving the problems of housing (both formal and informal) in Giza City. 
I
 

will discuss these aspects further in my country presentation and will be able
 

to address questions at that time.
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HOUSING CONDITIONS IN EGYPT AND THE GOVERNORATE
 

I. 	Brief Background Information on Egypt
 

Egypt is located in the Northeast of Africa. It is composed of the valley
 

of River Nile with its Delta, east desert, west desert and Sinai.
 

- The agricultural area isonly the valley of the River Nile and it
 

composes 	about 3% of the total land area of Egypt.
 

- Urbanization has occurred mainly in the valley.
 

- Population is about 45 million neople (1982).
 

-
 Greater Cairo has about 12 million people. 16.5 million are
 

expected by the year 2000.
 

- The national population growth rate is about 2.3% per year.
 

- The average income is about $450 per capita per year.
 

- the economy of Egypt changed after 1974-75. This 4! due to two
 

factors:
 

1. 	Peace after the 1973 war; and
 

2. 	Growth of external resources (Egyptian workers abroad, Suez
 
Canal, tourism and petroleum).
 

II. 	Shelter Sector Characteristics
 

Giza Cily is an important part of Greater Cairo. It lies on the
 

western bank of the River Nile. Its population is about 1.85 million people.
 

Giza is a part of greater Cairo. The main concepts of the Greater Cairo region
 

stratcgy plan are:
 

- To divert the pressure on the existing agglomeration by construction of
 

new self-sustained satellite towns (e.g., the 6th of October).
 

- To stop the urbanization of arable land by construction F physical
 

barriers (such as a new ring road encircling the metropolis).
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1.0. INTRODUCTION
 

The urbanization trend in India indicates the rapid growth of urban
 

settlements, especially the metropolitan centers, as compared to smaller
 

and rural settlements. The prevailing trends and problems arising due to
 

unprecedented growth of metropolitan areas are not only a consequence of poverty
 

and demographic concentrations, but more a result of complex socio-economic,
 

political and historic forces. The effects of such concentrated patterns of
 

urbanization are not confined to the metropolitan areas, but have far-reaching
 

implications. These geographic considerations articulate not only the settlement
 

and population distribution patterns, but also concern national issues such as
 

economic development, resources, conservation and social progress. As suh,
 

it is essential that an integrated view of planning and development of
 

metropolitan areas is taken.
 

There is enough evidence that the Government of India is not only aware
 

of the prnblem, but isalso developing a broad perception of the situation.
 

Itwas -juse of these considerations that the Delhi Development Authority
 

prepared and enforced its first master plan for Delhi in the year 1962. 
 Today,
 

we are inthe process of preparing a second master plan of Delhi (i982-2001).
 

One of the major concerns of the plan is to make provisions for suitable housing
 

for the new households as well as upgrading the conditions of the existing
 

housing stock.
 

2.0. ABOUT INDIA
 

2.1. India is a republic, comprised of 22 states and 9 union territories,
 

situated in the Asian continent.
 

2.2. Reaching from 84 ' to 37*6' north latitude and from 68'7' to 97*25'
 

east longitude, itmeasures about 3200 kms. from south to north and about 3000 kms.
 

east to west.
 



2.3. Population: Total - 683.8 million
 
Males - 353.4 million 

Females - 330.4 million 

2.3.1 Decennial Population Growth (1971-81):
 

Absolute - 135.6 million
 
Percentage - +24.75
 

2.3.2. Density 	of Population - 221 persons per square kilometer.
 

2.3.3. Sex ratio - 935 females per 1,000 males.
 

2.3.4. 	 Literacy Rate - Total - 36.17%
 
Males - 46.74%
 

Females - 24.88%
 

2.4. 	Class I Cities (100,000+ population):
 

Number - 216
 
Population - 94.3 	million
 

The number of cities and towns has grown from 2,641 in 1971 to
 

3,245 in 1981. Within town classes there is a shift towards bigger cities and
 

towns. For example, class 	I cities in 1981 accounted for 60.37 percent of
 

urban India, against 56.21 	percent in the year 1971. The number of class I
 

cities went from 	141 in 1971 to 216 in 1981. The total population of class I
 

cities in the year 	1981 is recorded as 94 million as against 61 million in 1971.
 

2.5. Housing Stock-
1951 1961 1971 1981
 

- Number of dwelling units 
 .. .91. 	 . ......
 
(inmillions) 	 64.4 93.0
79.2 	 107.6
 

- Percentage of dwellings in
 
urban areas to total 16.6 17.8 19.9 22.1
 

-	 Number of households
 
per dwelling 1.14 1.05 
 1.04 1.10
 

-	 Number of persons
 
per dwelling 5.60 5.54 5.83 6.06
 

2.6. Even on a conservative basis, the housing shortage is estimated at
 

16.1 million in the rural sector and 4.6 million in the urban sector, making the
 

total shortage to be 20.7 million as of 1980.
 

On the same basis, the shortage of housing is expected ro rise to
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18.0 million in the rural sector and 5.6 million in the urban sector, by the
 

year 1985, taking into account the additions to the housing stock in both the
 

sectors during the relevant period.
 

3.0 DELHI
 

3.1. Delhi is a union territory occupying about 365,000 acres of land.
 

Ithas an ancient history dating back to the Fifteenth Century B.C., when it
 

was known as Indraprastha of Mahabharat. Subsequently, after experiencing the
 

rise and fall of many empires, itwas the Moghuls who made Delhi their capital.
 

Emperor Shahjahan built up the walled city of Delhi -- known as Shahiahanabad.
 

The Red Fort and the famous Taj Mahal at Agra were also built during this
 

period of Moghul rule. During the British rule, Calcutta was formerly the
 

capital of India, but in the year 1911, at the time of the coronation of King
 

George V, as Emperor of India, itwas declared that the capital of India would
 

be shifted from Calcutta to Delhi. An imperial city was ordered to be built,
 

south of the walled city, for which over 40 square kilometers of land was
 

acquired. The city of New Delhi was laid out on the pattern of the garden
 

city concept. The capital of New Delhi was formally declared open in the year
 

1931.
 

4.0 DELHI DEVELOPMENT AUTHORITY
 

4.1. The Delhi, Development (Provisional) Authority (DDA) was set up
 

in 1955 under an ordinance, and was charged with the responsibility of "pre

venting bad laying out of land, haphazard erection of buildings or growth of
 

substandard colonies and ensuring development and expansion of Delhi according
 

to proper planning." Accordingly, with the help of the Town Planning Organization,
 

an Interim General Plan for Greater Delhi was issued in the year 1956.
 

4.2. Due to unprecedented population growth, there was an increase from
 

about 700,000 in the year 1941 to over 1,400,000 in the year 1951 which was to
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escalate to 	2,300,000 in 1961.
 

4.3. In the year 1957, an Act of Parliament called the Delhi Development
 

Act 1957 	gave the constitution of the Delhi Development Authority wide objectives
 

and functions for the planned development of Delhi. The basic ojbective was
 

"to promote 	and secure the development of Delhi according to plan." The
 

executive body of the Delhi Development Authority called "Authority" as pro

vided in section 3 of the Act consists of the Administrator (Lt. Governor)
 

of Delhi as 	the chairman. It also includes two representatives of the
 

metropolitan council, the commissioner of Municipal Corporation and three
 

persons nominated by the Federal Government (one of whom is to have experience
 

in town planning or architecture). In addition, there are three full-time
 

executives, 	namely the Vice Chairman, Finance and Account Member, and Engineer
 

Member. 	The Vice Chairman ischief executive of the authority.
 

5.0. ACHIEVEMENTS OF DELHI DEVELOPMENT AUTHORITY
 

5.1. Land acquisition and development -

76,450 acres of land has been notified, (up to the year 1980),
 

under the Land Acquisition Act, as per the following breakdown:
 

(i) 	 6,120 acres -- currently under section 4 

(ii) 21,500 acres -- still under section 6 (this land is primar
ily for recreational and green belt uses, and nearly one
third of the area is under unauthorized use).
 

(iii) 	 3,440 acres -- acquired but not handed over due to un

authorized occupation.
 

(iv) 430 acres -- under litigation.
 

(v) 	 44,960) acres -- placed at the disposal of the Delhi
 
Development Authority.
 

5.1.2. The process of notification and acquisition or actual
 

possession is a lengthy, time-consuming process. A very disturbing offshoot
 

of these delays is unauthorized use of land which in Delhi today is to the
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extent of about 200,000 households within the urbanized limits.
 

5.1.3 Out of the total area of 44,960 acres placed at the
 

disposal of the Delhi Development Authority, land has been utilized as follows:
 

(i) Residential 13,900 acres
 

(ii) Residential (Resettlement) 7,180 acres 

(iii) Industrial 2,700 acres 

(iv) Commercial, Institutional, 8,470 acres 
and governmental 

(v) Recreational 7,110 acres 

(vi) Under unauthorized use 2,290 acres 

(vii) To Be Developed now 3,310 acres 

TOTAL 44,960 acres 

5.2. Housing 

5.2.1. Due to tremendous demand for houses in Delhi, the Delhi
 

Development Authority undertook a massive housing program. The achievement,
 

though not commensurate with demand, has been quite substantial. An annual
 

breakdown of houses completed and the expenditure incurred on housing is
 

as follows:
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YEAR 


1966-67 


1967-68 


1968-69 


1969-70 


1970-71 


1971-72 


1972-72 


1973-74 


1974-75 


1975-76 


1976-77 


1977-78 


1978-79 


1979-80 


1980-81 


1981-82 


(Note US$1.00 


NO. OF HOUSES 

COMPLETED 


160 


16 


1138 


3513 


778 


8599 


3583 


6598 


2398 


1257 


4478 


3154 


9236 


3428 


17,132 


20,264 


9.85 Rupees)
 

EXPENDITURE
 
INCURRED
 
(inmillion rupees)
 

3.07
 

3.45
 

21.20
 

16.75
 

39.78
 

86.80
 

94.98
 

67.86
 

61.87
 

95.81
 

169.23
 

142.44
 

185.71
 

273.49
 

475.17
 

1000. (approximately),
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Presently, there are 32,812 houses under construction and 35,514
 

in the planning process at various stages. It is expected that during the
 

fiscal year 1982-83, more than 25,000 houses will be completed. From 1983 onwards
 

the objective is to complete about 40,000 houses every year for the next 5 years,
 

so that the backlog can be cleared.
 

5.2.2 Out of th3 total houses completed by the Delhi
 

Development Authority, 60.47 percent are for low-income groups.
 

5.3. Resettlement Scheme -

5.3.1. The urban poor, without affordable housing available near
 

their places of work, squat on public or private land. This is a phenomenon
 

occurring all over the developing world.
 

5.3.2. The resettlement scheme (earlier known as Jhuggi Jhopsi
 

removal scheme) was started on the recommendation of an Advisory Committee of
 

the Government of India, set up for the development of Delhi. This scheme may
 

well be called, for the purposes of understanding, as the "squatter removal and
 

resettlement scheme." The salient features of the scheme are:
 

(I) 	Each squatter family is allowed on a license fee basis,
 
a 21-square meter (25 sq. yds.) partially developed

plot with common services.
 

(ii) The family isallowed to build a dwelling unit covering
 
the whole plot, for which a standard desion isavailable
 
from the Delhi Development Authority.
 

5.3.3. (iii) The standards of infrastructure provided under the scheme
 

are:
 

(a) Services -

(i) One water connection for 20 families;
 

(ii) 	One W.C. (toilet) for 7 families;
 

(iii) Street lighting;
 

(iv) 	Storm Water Drainage;
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(v) Roads and pathways.
 

(b) Facilities are the neighborhood level -

(i) Higher secondary school - I for 10,000 population 

(ii) Primary School - 1 for 5,000 population 

(iii) Nursery School - 1 for 3,000 population 

(iv) Dispensary - 1 for 20,000 population 

(v) Community Hall/Library - 1 for 20,000 population 

(vi) Religious buildings - 5 sites for 15,000 population 

(vii) Police Post - 1 for 20,000 population 

(viii) Shopping Facilities - 1 shop for every 75 persons 

(c) Facilities such as a college, hospital, cinema, and police
 

station are provided at the district level at a scale of one each for about 100,000
 

population.
 

5.3.4. Up to 1972-73, the scheme proceeded at a slow pace and only
 

17 resettlement colonies were developed for a population of about 300,000. Itwas
 

in the year 1975 that the program received a new impetus. During the following
 

2 years, that is from 1975 to 1977, 27 new .ettlement colonies were developed
 

carving out about 150,000 plots. A total population of about 700,000 was re

settled in this program.
 

5.3.5. Out of the total area, 53% was used for community facilities,
 

parks, playgrounds, roads, and paths; 7 percent for commercial facilities and
 

the balance (40%) was used for plotter development.
 

5.4. Regularization of Unauthorized Colonies -

5.4.1. When the first master plan of Delhi was prepared, there were 

110 unauthorized colonies, which were regularized in subsequent years. However, 

during the plan implementation period, a large number of unauthorized colonies 

sprang up in different parts of the city. Presently there are 612 such unauthor

ized colonies on about 10,000 acres of land accommodating about 1 million people.
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Accepting that it is not possible to relocate such a 
large number of families
 

(about 200,000) the Delhi Development Authority has taken in hand the task of
 

preparation of regularization plans and development of these areas, to upgrade
 

the standard of community facilities and services. This is an attempt towards
 

improvement of the existing housing stock available at substandard levels.
 

5.5. Urban Villages -

5.5.1. Due to increasing urbanizable limits, 112 villages have come
 

under the ambit of urbanization. About 400,000 people live in these urban
 

villages, which have lost the agricultural land around them, but have not received
 

the advantages of urbanization, since these villages lack the basic infrastrucutre
 

normally provided inurban areas. 
 About 30 percent of the population of these
 

villages are economlically weaker and are mostly landless laborers.
 

5.5.2. Delhi Development Authority is providing basic amenities to
 

these urban villages with a view to integrating them with the contiguous urban
 

area. 
 More than fifty percent of these villages are already the recipients of
 

basic amenities ranging from water supply, sewerage, parks and open spaces. The
 

Delhi Development Authority has an ambitious program for providing the infrastruc

ture and basic amenities as follows:
 

(i) Water supply - 15 million rupees 

(ii) Sewerage - 75 million rupees 

(iii) Electrification - 10 million rupees 

(iv) Surface drainage and 
public toilets - 15 million rupees 

(v) Roads and lanes - 65 million rupees 

(vi) Community halls and 
other facilities - 40 million rupees 

(vii) Parks and open spaces - 10 million rupees 
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5.6. Slum Clearance/Environmental Improvement Programs
 

5.6.1. About 3,750 acres in Delhi have been declared "slums" under
 

the Slum Act of 1956. Part of this area, which is completely degenerated, is
 

being redeveloped and the families shifted from these areas, are provided with
 

alternative accommodations subsidized by the Government. So far, Delhi Develop

ment Authority has provided about 15,000 dwellings and 600 commercial plots/shops
 

under the slum rehabilitation programs. About 4,000 dangerous buildings have
 

been demolished in slum areas. Environmental improvement programs have reached
 

a population of 450,000 people, so far.
 

6.0. As per the twenty point program of the Prime Minister of India, one of
 

the programs is to "improve the environment of slums, implement programs of
 

house building for economically weaker sections and take measures to arrest
 

unwarranted increase in land prices."
 

7.0. HOUSING FINANCE IN INDIA
 

7.1. According to a United Nations study, cities of over 100,000 popula

tion will grow by 170% between 1970 and 2000, while cities with populations of
 

over 1 million will grow by 234%. In 1960, there were 3 billion people in the
 

world. A third of them were city dwellers. By 2000, while the world population
 

will double, the number of city dwellers will swell threefold. It adds to no

body's knowledge to say that provision of basic needs such as food, clothing
 

and shelter for a fast-growing population is a compelling task for developing
 

countries with very limited resources.
 

7.2. The national increase in the urban population coupled with the
 

increase in the number of migrant people seeking a job in urban areas cause a
 

shortage of shelter in urban areas and shanty towns, squatter colonies and
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slum areas 	develop at an alarming rate. The problems are too well-known to
 

need any elaboration.
 

7.3. The need for shelter provision, however essential itmight be from
 

a socio-economic viewpoint, fails to receive priority over other equally 
important
 

needs, such as, education, health, employment, etc., inthe overall budget of
 

most developing nations. Therefore, encouragement of private enterprise is
 

A government must facilitate
 necessary for development of the shelter sector. 


The private sector, with appropriate
growth of shelter sectors ina country. 


regulations and controls from government, can become complimentary to 
the
 

government's effort insolving a country's housing needs.
 

8.0 	 INDIA'S SHELTER SECTOR
 

Over the three decades up to 1980, the total public sector investment
8.1. 


inhousing in India has been of the order of R. 30,530 million (US $ 3,053 million),
 

as compared to a private sector investment of R. 127,400 million (US $ 12,740
 

million). During the Sixth Five-Year Plan (1980-85), the outlay for housing in
 

the public sector isexpected to be of the order of R.14,910 million) and the
 

private sector investment for housing isexpected to be about R. 115,000 million).
 

The Planning Commission of the Government of India (GOI) envisages that India
 

needs 20 years' sustained program and investment "just to catch up with 
the hous

ing requirements of the country."
 

Housing
8.1. GOI has not formulated any national housing policy, so far. 


isnot recognized as an industry in India and has not received the priority over
 

The GOI has set the following objectives:
ther socio-economic needs. 


To reduce substantially the number of absolutely shelterless people 
and
 

to provide conditions for others to improve their housing environment, 
priorities
 

will be for (1)provisions of house sites and assistance for the construction 
of
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dwellings for rural landless laborers including an element of housing assistance
 

and/or services to assist in proper planning of lay-outs, sanitation, etc., and
 

(2)provision of housing mainly for the economically weaker section (monthly
 

income below R. 350 (US $ 35) of the community. For the rest of the community,
 

the GOI proposes to frame investment policies to promote and encourage self

housing and to augment the resources of financial institutions like Housing
 

and Urban Development Corporation, Ltd., (HUDCO) and the State Housing Boards
 

in order that infrastructural facilities for encouraging private sector housing
 

is provided.
 

8.2. Inorder to achieve the above objectives, the Planning Commission
 

has suggested specific attentions to the following:
 

8.2.1. Housing activity in small, medium and intermediate towns
 

which have been neglected hitherto;
 

8.2.2. Low-cost housing techniques including existing local methods
 

so as to bring down unit cost;
 

8.2.3. The modification of existing building by-laws, land use
 

controls, minimum plot requirement and land requirements for roads which often
 

make it difficult to reduce costs of shelter;
 

8.2.4. The avoidance of direct subsidies in urban housing. In
 

the case of higher- and middle-income housing, subsidies should be totally
 

avoided. For low-income housing, where some direct subsidies are inevitable,
 

they should be preferably in the form of infrastructural and sanitation facilities
 

which improve the environment for people to invest in their own shelter;
 

8.2.5. Greater stimulus and support to private housing in the
 

middle- and lower-income groups so that there are incentives to channelize
 

savings into housing construction.
 

8.2.6. The planning commission envisages a promotional role of
 

the public sector for provision of housing in urban areas. Itwill be confined
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to provision of housing for the urban poor, improvement of slums and encourage

ment of agencies like HUDCO who can marshal private resources in a constructive
 

manner.
 

8.3. Inorder to achieve the goals set out above and to promote housing
 

activities in the most effective manner, establishment of a housing finance
 

system ismost essential. Even though housing is predominantly a private
 

sector activity, constituting about 85% of the total investment in the
 

housing sector, GO has yet to formulate a comprehensive housing finance policy
 

ar, make its role more perceptive and effective in the housing sector.
 

8.4. At present the institutional agencies involved in housing finance
 

are: 

(i) Life Insurance Corporation of India 

(ii) General Insurance Corporation of India 

(iii) Housing and Urban Development Corporation, Ltd. 

(iv) Nationalized Banks 

(v) Sc,,eduled Commercial Banks 

(vi) The State Provincial Cooperative Housing Finance 
Federations (known as Apex Housing Societies) 

(vii) State Government: Housing Directorates 

(viii) State Housing Banks 

8.4.1. Life. Insurance Corporation of India (LIC), a public finan

cial institution, is the single-largest institutional investor for housing in 

India. As of March 1981, it constituted Rs. 11,410 million (US $ 1,141 million)
 

to housing development in addition to Rs. 20,130 million (US $ 2,013 million)
 

towards infrastructural development through various State Governments and
 

agencies. LTC lends through the State Governments. State Housing Finance
 

Federation lends directly to their policy holders and employees under a mortgage
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finance scheme. It directly provides funds to individuals on a limited
 

basis for high-cost housing. Its direct lending for housing to individuals
 

has been negligible.
 

8.4.2. General Insurance Corporation of India (GIC), another public
 

financial institution, supports HUDCO for development of the shelter sector.
 

8.4.3. Housing and Urban Development Corporation, Ltd., (HUDCO) is
 

the public sector agency which undertakes housing and urban development, finances
 

establishment of building materials i.ndustries in the country. HUDCO does not
 

provide housing finance to individuals. It finances State Housing Boards, Slum
 

Clearance Boards, Rural Housing Boards, Regional Development Authorities, City
 

Improvement Trusts, Municipal Corporations, the Public Sector Companies, Private
 

Sector Companies (ina very limited manner), State Apex Housing and Finance
 

Societies and Primary Housing Societies. HUDCO has defined different income
 

groups as follows:
 

Income Range * 
Category Monthly Income Definitions 

I Less than Rs. 351 Economically weaker 
(EWS)S(Section 


II Rs. 351 to Rs. 600 1.ow-Income Group (LIG)
 

III Rs. 601 to Rs. 1500 Middle-Income Group (MIG)
 

IV Rs. 1501 and above High-Income Group (HIG)
 

Total household income taken to include the income of husband, wife, dependent
 
relations, including unmarried children.
 

8.4.4. HUDCO's primary target group, in conformance with the
 

declared objectives of GOI, has been those people belonging to the economically
 

weaker sector (EWS) and the low-income (LIG). HUDCO has sanctioned as of
 

March 1981 more than Rs. 7,060 million (US $ 7,060 million) for various housing
 

and urban development projects benefitting about 5.3 million people in 346 towns
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and cities spread across the country.
 

8.4.5. Nationalized Banks and Commercial Banks: the role of the
 

banking sector in providing housing finance has been negligible. Besides lend

ing to their own employees, their direct involvement in housing fi-ance is of
 

the order of Rs. 1,000 million (US $100 million). Reserve Bank of India
 

(the country's central bank) appointed a working group on the whole of the
 

banking system -- finance for housing schemes. The report, known as "R.C.
 

Shah Report," recommended an annual investment of Rs. 750 million (US $ 75
 

million) on housing excluding its subscriptions to capital issues of HUDCQ and
 

lending to bank employees. The GOI has accepted the recommendations, but the
 

binks have yet to respond to the directions. Ithas lent about Rs. 50 million
 

(US $ 5 million) to HOFC as recommended by GOI.
 

8.4.6. The State Cooperative Housing Federation (APEX Housing
 

Finance Societies): the Apex Housing Societies provide housing finance to the
 

primary cooperative housing societies. It-works under the State Government and
 

most of the states have an apex society. The following table shows this
 

position:
 

Apex Housing Finance Societies (positions as of March 1978)
 

1." Number of Apex Housing Societies - 19
 

2. Total Working Capital - Rs. 2,777 million
 

3. Loans - Rs. 2,224 million
 

4. Outstanding Loans - Rs. 2,402-3 million
 

5. Number of Member Societies - Rs. 12,396
 

8.4.6.1 Apex Housing Societies borrow funds from LIC and
 

the deed capital is provided by the respective State Governments. They lend
 

money at an interest rate of 12.5% up to 80% of the cost subject to a maximum
 

loan of Rs. 50,000 (which is being revised to Rs. 80,000).
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They do not finance housing units costing more than
 

Rs. 120,000. The finances available from the Apex Societies are mostly availed
 

of by the MIG, HIG and in a limited way, by the LIG.
 

8.4.7. Provident Fund Organization (PF)
 

PF schemes cover wage and salary earners both in the
 

public and private sectors. Collections occur either under the statute or on
 

a voluntary basis. The collections rose to Rs. 8,108.5 million. As in other
 

countries, the PF collections comprise contributions by the employers and em

ployees, the rate of contribution varying from 8% to 10%. The collections are
 

required to be invested as per policies framed by GOI. 
 The funds are essentially
 

invested in government securities, banks, postal savings and time deposit accounts.
 

Housing advances to members of PF schemes did not go beyond 1% of total advances
 

of Rs. 28.9 million as of March 1976.
 

8.4.8. Central and State Government Social Housing Schemes
 

The Central and State Governments undertake construction
 

of quarters for their employees. Government employees are also eligible for
 

long-term housing loans, depending upon their income, for acquisition of
 

dwelling units, at a relatively lower rate of interest. All 
the State Governments
 

have introduced subsidized housing schemes for industrial workers and the
 

economically weaker sectors. 
 There are housing schemes for low- and middle

income housing. Some state governments have rental housing schemes for their
 

employees and also members of the public from LIG and MIG. 
Various other
 

schemes provide for rural housing, plantation labor housing and slum clearance.
 

But, the schemes, with their honest purposes, have been hardly effective due
 

to a scarcity of funds.
 

8.4.9. The State Housing Boards: 
 The State Housing Boards
 

undertake construction of dwelling units and development of housing sites and
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allot them to individuals and primary cooperative housing societies. They formu

late their schemes in a manner which enables them to cross-subsidize the housing
 

units and sites for LIG and MIG. The State Housing Boards receive support from
 

HUDCO.
 

8.5. Following the examples of State Housing Boards and Housing Directorates,
 

a few regional development authorities have also undertaken construction of
 

housing units and sites for EWS, LIG or MIG, even though their primary functions
 

are formulation of plans for urban development.
 

8.6. The government made a welcome beginning but measures to increase
 

the public and private investment in housing through development of an appropriate
 

housing finance structure were not taken.
 

8.6. Private sector investment in housing constitutes about 85% of the
 

total outlay but it lacks the support of a financial system. Developers need
 

financial assistance for promotion of housing projects. Individuals constructing
 

or acquiring a dwelling unit need long-torm funds. Individuals, except those
 

in the public sector, have practically no access to housing finance such that
 

they can bridge the gap between their need and available resources. Itwas
 

felt that the country needs financial institutions which can give an individual
 

easy access to housing finance and provide long-term funds for home ownership.
 

Itwas this objective that the Industrial Credit and Investment Corporation of
 

India, Ltd., (afinancial institution in the public sector), together with the
 

International Finance Corporation (IFC) and His Highness Aga Khan, promoted the
 

Housing Development Finance Corporation, Ltd., (HDFC). HDGC, incorporated in
 

1977 with an authorized capital of Rs. 250 million and a paid-up capital of
 

Rs. 100 million. 30% are held by public financial institutions and nationalized
 

and scheduled bonds, 5% by IFEW, 5% by His Highness Aga Khan and the balance,
 

by private sector corporations, and individuals. It is a widely-held company.
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8.7. HDFC provides long-term loans to individuals, cooperative housing
 

societies, groups of individuals and corporate bodies. An individual may obtain
 

a loan up to 70% of cost at rates of interest varying between 12.5% and 14.5%
 

repayable in a maximum period of 15 years. HDFC has provided an institutional
 

facility for raising loans for housing up to a limit of one's repayment capacity.
 

Its loan schemes encourage people to plan for housing within their affordable
 

limits.
 

8.8. HDFC raises resources from its attractive savings plans offered to
 

depositors and future homeowners. Ithas received a line of credit from IFCW,
 

Life Insurance Corporation and from the banking system in India. HDFC has
 

negotiated a guarantee of US $ 30 million from USAID and signed an implementation
 

agreement of US $ 20 million to be raised by HDFC in U.S. capital markets.
 

8.9. HDFC has received active support from the GOI and Reserve Bank of
 

India, enabling it to mobilize deposits from individuals, corporate bodies and
 

institutions. Operational highlights (given below) show steady progress of
 

HDFC since it started operating in 1978.
 

HDFC
 

OPERATIONAL HIGHLIGHTS in Millions Rs.
 

1981-82 1980-81 1979-80 '"78-79 

Term Loan Approvals 440.1 314.4 227.5 70.8 

Total Loan Disbursements 297.9 209.9 90.6 13.1 

Total No. of Units 11,761.0 9,185.0 7,25F 0 6,665.0 

Average Loan Per Unit *30,000.0 26,000.0 21,000.0 11,000.0 

Funds Employed 69,005.0 423.6 155.6 101.7 
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8.10. Establishment of HDFC was a turning point in private sector
 

housing finance in India. Its contribution to diversion of household savings
 

to housing, though humble, has made a breakthrough. The success of a housing
 

finance institution depends on its abilities to raise deposits from household
 

sector savings. A prospective home owner saves over a period of time to be
 

eligible for a loan. Inthe UK, the building societies, which provide 80% of the
 

housing finance in the country, received 36% of the household sector savings.
 

This compares to 27% saved with the banks in West Germany and 24% received by
 

the savings and loan associations in the U.S.A.
 

8.11. The Planning Commission has appointed a working group with a view
 

to formulating a proper strategy for urban development and housing. Even with
 

the limited resources of a government in a developing country, positive progress
 

in solving the shelter program can be made if the public policy succeeds in
 

creating a condition which nurtures a steady growth of funds available for
 

housing -- a condition in which the public isencouraged to save for housing is
 

necessary. A condition which minimizes the hindrances to acquisition of a
 

dwelling unit is important. A condition is essential inwhich a financial
 

structure isprovided to reduce to the lowest extent possible the cost of
 

funds needed by private entrepreneurs related to housing activities and by the
 

prospective owners of dwelling units.
 

8.12. Legislation such as The Urban Land (Ceiling Regulation) Act 1976
 

has done more damage than any good to the poor. Though the intention of the
 

legislation was to prevent speculation on urban land and make large parcels
 

available for development of housing for the urban poor, the Act has proven
 

ineffective and counterproductive. Ithas reduced availability of land and the
 

prices of land have skyrocketed.
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8.13. The declered objectives in the housing sector advanced in the
 

Sixth Five-Year Plan and the Government's intention to formulate a Housing and
 

Urban Policy is a welcome development.
 

8.14. HDFC isworking in cooperation with the Government at the central
 

and state levels. HDFC's successful work and the manner in which HDFC is trying
 

to facilitate home ownership is an example readily available to the government
 

to realize the importance of mobilizing private initiative in fulfillment of
 

social needs.
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Organisat ion 

Housing Development Finance Corporation is a
public limited company in the private sector whichspecialises in the provision of housing finance to

individuals, cooperative societies and the corpo
rate sector. It has an issued and paid-up share 
capital of Rs 
10 crores hold by 14,000 shareholders;

mainly financial institutions, banks, private and
public sector companies and individuals. HDFC was

promoted in October 1977 by the Industrial Credit
 
and Investment Corporation of India, International
 
Finance Corporation, Washington and The Aga Khan.
 

.DFC is a professionally managed organisation with
 
a Board of Directors consisting of eminent persons
representing various Frofessions includd.ng finanle,

insurance, engineering and construction.
 

The primary objective of HDFC is to enhance the

residential housing stock in the country through

the provision of housing finance on a systematic

and professional basis and to promote home
 
owership. 

HDFC has seven branch office at Ahmedabad,

Bangalore, Calcutta, Cochin, Madras, New Delhi and 
Pune besides the Head Office in Rombay and a branch 
office in Dadar, Bombay. 

Funding
 

HDFC furds its operations through long term loans
and through its deposit schemes. MDFC has raised 
loans from the LIC and from the commercial banks. 
At present, HDFC has two deposit schemes in 
operation t The Certificate of Deposit (CD) Scheme
and the Loan Linked Deposit (LLD) Scheme. The CDScheme attracts deposits at competitive interest 
rates over the short and medium term (6 months to
60 months) and is especially suited for companies,

institutions and trusts that have surplus funds.
 
The LLD Scheme helps future home earners save

regularly for a period of years before becoming

eligible for housing loans of upto four times their

accumulated savings subject to their repayment

capacity.
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Tax Benefits
 

Interest earned on deposits with HDFC qualify for
 
deduction upto Rs 4,000/- under Section 80L of the
 
Income Tax Act. c'urther, deposits qualify for
 
exemption of upto Rs 1.65 lacs under Section 5 of
 
the Wealth Tax Act.
 

Loan schemes
 

(i) Individuals
 

Eighty percent of HDFC's total loan approvals
 
are for individual home ownership. Indivi
duals can obtain loans for the purchase,
 
construction or extension of a housing unit.
 
anywhere in India. HDFC considers loans to
 
all income groups and its primary criterion
 
of eligibility is the borrower's capacity to
 
repay the loan on a monthly basis in equated

monthly instalments over a period of 5 to 15
 
years. The quantum of loan is determined
 
according to the repayment capacity of the
 
borrower subject to a maximum loan of seventy
 
percent of the value of the property to be
 
financed. The rate of interest varies from
 
12.5% to 14.5% per annum depending on the
 
quantum of the loan. The security for the
 
loan is an equitable mortgage of the property
 
to be financed.
 

(ii) Cooperative Societies
 

Cooperative societies are evaluated on the
 
basis of each individual applicant on the
 
sarte terms as (i) above. 

(iii) Corporate Sector
 

HDFC lends to corporate bodies for the
 
construction or purchase of new residential
 
housing anywhere in India for the use of 
their employees. HDFC also offers various 

•. 3
 



t 3 

facilities by which individual employees may 
obtain loans from HDFC through the company. 
These schemes are outlined below. 

I Staff Housing by the Company
 

In this case HDFC can lend to the company 
for a housing project to be urdertaken by 
the Company itself for the use of 
empl6yees. The rate of interest is 15% 
per annum. A higher rate is chargeQ 
depending on the extent of HDFC's finan
cing, period of repayment and other
 
factors. The period of repayment is
 
ordinarily 5 years.
 

II Line of Credit Schemes 

(a) HDFC can lend to a company against
 
acceptable security for on-lending
 
to individual employees for housing.
 

The rate of irterest is 15Y per 
annum and the maximum period of the 
loan is 10 (ten) years.
 

(b) HDFC can lend directly to individual
 
employees nominated by the company
 
with the company guaranteeing the
 
loans. 

The rate of interest in this case is 
14.50 per annum with a maximum 
period of fifteen years. 

Beneficiaries urder the Corporate Loan
 
Schemes are normally those in the middle to 
low income group. 
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Over the years, HDFC has demonstrated the need, 
the possibility and the importance of housing
finance in India. People from all walks of life 
have responded to the facilities offered by HDFC
 
and have gone ahead to purchase or build homes
 
of their own. In 1979-80, the first year of
 
operations, Hi)FC approved loans of Rs 7.08 crores
 
and disbursW Rs 1.31 crores for a total of 6,665 
uni ts. 

Cumulative loan approvals and disbursements as
 
at June 1962 have risen to Rs 105 croresand
 
Ps 61 crores respectively for over 35,000 units.
 

HDFC DEVTLOPP, S LIMITED 

In order to fulfil its developmental role," HDFC
 
promoted a wholly owned subsidiary company, HDFC
 
Developers Limited, to undertake housing project
 
on a selected basis in various regions of the
 
country. HDFC Developers' first housing project of
 
476 units is at Pimpri-Chinchwad, a suburb of Pune
 
Which is progressing. A residential and office
 
complex in Vashi, New Bombay has also comnenced. 

The task of the next five years is to develop
 
further the small beginnings that have been made.
 
At the current rate of growth, HDFC expects to
 
approve loans of Ps 100 crores annually. At the
 
same time, by increasing the flow of funds for
 
housing, HDFC hopes to increase access to housing
 
finance for all groups of people, especially
 
those wage and salary earners in the low and
 
middle income groups.
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APPENDIX 

I 	 HDFC9sExerLce in Private CaPital ,Obilipations 

HD'C's main concern in its initial years has bean 

to 	mobilise funds for housing finance in an
 
anvironzent in which this is not a familiar
 
activity. Funds have to b_ coaxed into the
 
1 uwing oector mainly through finincial institu
tionz and throqgh the corporate sector. 

I1 lo financial institutions s by stressinj the
 

importance of resoarces for housing and by
 
da.nnstatng its capacity to channel the 
resources to middle income people who are 
mainly salary and wale earners, HDFC has been 
able to raise long term, loans and de~ooits 
from public financial Institutions ouch as the 
LIC and the co'ixnercLal banks. Substantial 
funds have also been mobilised from the co
operative credit banks and other local finacial
 
Institutions.
 

2 	 The co-operatLve sector i The co-operatLve credit 
sector is mainly orgarised at the local level 
through a structure of co-operative banks. 
Whila these banks accept deposits from the 
general public, their lendinj is confined
 
to the co-operatLve sector only. Ho0sLnj is 

alio mainly organised as co-oparative aocietLes 
In certain states in ths coantry eapcially the 
state of Maharashtra. As HD)C financeis mainly 
received by individuals wno purchase flats and 



Andapartments in buildinjs organLsu as housing 

co-oprattves. HDOC is hsavily COr tted to tae 

co-operative sector. In recoj:ition of this,
 
the CAharashtra jovernm*at has permitted the
 

co-operative banks to inveat their surplus funds
 

with HDrC and this had bacome an ImzOrtnt
 

source of finance. 

3 	The Corporate Sector I The housing stock ca b" 

increased suostant1ally if the Cor>orate 3Sctoro 

both public and private, were to assume some 
reaponsLility for the provisicn of housing fog 

theic staff and uorkers. i-s coampnLes have not 

had access to finance for housing they have been 
reluctant to provide anythinj eyond the c nrium 

housing needU of their otaff. HDFC, 'by providing 
the corporate sector with facilities through which 
they can either build or allocate houses to their
 

staff and worker. has encoura.ed a greatur house
 

building effort. Substantial funds have also.been
 

mobilized fron the corporate sector linked to the 
finance.of their housinj projects. HIa'i finance 
is availalAe to the company itself for its own 

hougin. projects or t- finance ez).aloyoe3 through 
the com.any so that aaoaratki unLts can te purchased 
by employees the-.aolves. In this way, HODC ensures 

that finance is mainly Z:caiv:d y Individuals 
raain1y in the lower and .idilu inco:a ranje for 

their hoasin.j needs. 

http:finance.of
http:encoura.ed


4 

s 3 s 

A large nusber of companies have constituted staff
 
welfare trusts through which staff welfare activities
 
are financed. HDFC, has !)een able to mobilise 
substantial funds from these trusts linked to staff 
housing loans through the corporate sector. Arrange
ments of this type benef it mainly lower income 
people as the welfare fund are in a position to
 
provide a certain extent of subsidy to those lower 
income staff meiwuers who avail of housinI fLinancej. 

The potential of housing development through the
 

corporate sector is enormoust beneficiaries are 
mainly of the lower income group, considerable 

housin7 is undertaken if long terin loan funds are 
available, lower income people benefit from subsidies, 
funds are also raised from the corporate sector for 
housing investment. The multiplier effect of these 
benefits is considerable, especially for industrial 

relations. 

HDFC has also approached various public service 
agencies to deteridine whether there are possLAlities 
to raise resources from theiA linked to the provision 
of housinj finance for their amloyees. One such 
arran~ement that has been foraulated ia with the 
Ari y welfare Housinj Organisation (Aw 0d). 

AW.iO deposits funds with ODFC and HiL5FC in return 
provides hoasinj loans of a maltiple of these deposits 

to all cataooriea of dtfenca parsonnal. HDPC, in 
eff zct, is able to provide a service facility thro4jh 
wnich housinj loans can !e proc,'sue. 
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5 	 Charitable Trusts a In India. charitable trusts 
have substuntial investibla funds at their disposal.
 

They are, however, re4uired to invest in fell 
defined Otruste securlties'. Trustea security 
status, as well as certain tax provisions, granted 
to bonds or dapoait certificatea of recognised 
housin finance institutions could draw substantial
 
funds for housLnj investment. H;4FC has received
 

truatee security status but has yet to receive the
 

benafit of certain tax provisions w:&ich will parmLt 
trusts to invest with MDtC. 

6 	International sources: .DFC has been actively 
involved with various international organiuation 
from walcla it has receivad substantial help and 
gaidance. The International Fin.nce Cororation, 
t Asniton, an affiliate of the ,.orld Bank - a 
proxiater of HZRC - provided a line of credit of 
US $ 4 million in its initial years to help HDFC 
raise resources from domestic sources. .:ecently 
HZFC has also negotiated a guarantee from USAID for 
US $ 30 :illion and has signed an imlementation 
alreeent for US $ 20 million to ba raised in U 3 
capital markets. International sources of funds 
helps HiFi- to raise domestLc resources as it 
da,.onstrates th Irmzportance that other ajencies 
place on the need for greater efforts to raise 

resources foz housing.
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MASS HOUSING DEVELOPMENT IN INDONESIA
 

I. BACKGROUND
 

Indonesia is an archipelago country consisting of thousands of islands
 

which is located between the Asian and Australian Continents, extending
 

from 6u North Latitude to 110 South Latitude and from 950 to 1410 East
 

Latitude. 
 The greatest distance from North to South is 1888 kilometers
 

and the greatest distance from West to East is 5100 kilometers. But
 

only around 3000 of total of 35,000 islands are occupied with differential
 

densities as shown below in the table.
 

Table 1. Populdtion Distribution and Growth Rate.
 

No. Island Population Area Density Growth 
_Per Island 

sq km 
Percen 
tage 

Per Island Percen 
sq km taqe 

per 
sq km 

Rate 

1. SUMATERA 28,016,160 19.00 473,606 24.67 59 3.32 

2. JAVA 91,269,528 61.88 132,187 6.89 690 2.02 

3. NUSA TENGGARA 8,487,110 5.76 88,488 4.61 90 2.01 

4. KALIMANTAN 6,723,086 4.56 539,460 28.11 12 2.96 

5. SULAWESI 10,409,533 7.05 189,216 9.85 55 2.22 

6.MALUKU & 
IRIAN JAYA 2,584,881 1.75 496,486 25.87 5 2.79 

INDONESIA 147,490,298 100 1,919,443 100 77 2.32
 

This table shows that a majority of people still live in Java
 

(61.89%) which is only 6.89% of the total area, Indonesia Archipelago.
 

Indonesia, up to now, has the fifth largest population in the world,
 

after the Republic of China, India, USSR and USA. 
 It is estimated that
 

in the year 2000 with such a rapid growth rate, 2.32% average growth,
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the total population in Indonesia will reach 230 million or almost twofold
 

of the present number. The government and the community are very much concerned
 

with the fast population growth and its unequal distribution. Although
 

approximately only 20% of the total population lives in the urban area, it
 

stimulates some crucial problems as shown in this table for the five cities
 

with more than one million population.
 

Table 2. The five big cities in Indonesia.
 

No. I City Area Total Density Growth
 
sq km. Population per sq km. Rate
 

1. JAKARTA 587.62 6,053,449 11,067 3.93
 

2. SURABAYA 274.06 2,027,913 7,399 2.95
 

3. BANDUNG 81.25 1,462,637 18,002 2.20
 

4. MEDAN 264.00 1,378,955 5,027 8.88
 

5. SEMARANG 99.90 1,026,671 10,329 5.21
 

Data based on 1980 Census
 

To solve the fast population growth and its unequal distribution, the 

government during the Pelita II (the second Five Year Development Plan 

1974 - 1979) had taken the following steps: 

- Intensification of family planning program 

- Transmigration and all sectors development
 

- Reduction of Urbanization
 

- Resettlement Programs 
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I. HOUSING PROBLEMS IN INDONESIA
 

Settlement Pattern
 

The ever increasing migration from rural to urban areas has
 

aggravated housing conditions inmany big cities of Indonesia.
 

Particularly in Jakarta (the capital city), Surabaya, Bandung, Medan
 

and Semarang, urbanization has resulted in unbalanced population
 

concentrations, which in turn induces illegal use of land for housing.
 

In many of Indonesia's big cities, slum areas appear to be accommodating
 

motley groups of people. These "housing" areas are often deprived of
 

even the very basic amenities necessary to lead a decent human life:
 

drainage system is usually very poor if existent, clean water supply is an
 

unheard of luxury and most of the houses are built from very inferior
 

quality building materials.
 

Prior to the beginning of the Pelita II (the Second Five Year
 

Development Plan), government contribution to the housing sector was
 

rather small. In the 1950s and 1980s there was some construction by
 

government agencies to house their employees. Emphasis was placed upon
 

the development and construction of low-cost housing prototypes and some
 

technical assistance particularly for self-help housing in rural areas.
 

As a result, approximately 1,200 low-cost housing untts were constructed
 

in nine cities. ,
 

The Kampung Improvement Program (KIP) was instituted in 1969 to
 

upgrade the existing residential areas of the city through providing
 

municipal facilities, such as drainage canals, the improvement and
 

widening of vehicular roads and footpaths, the establtshment of community
 

wells, public toilets, washing and bathing facilities, garbage bins, health
 

clinics and primary schools. This program has received extensive World
 

Bank assistance since FY 1973/1974, but KIP itself did not build or pro



4
 

vide loans for housing construction, In the early 1970s, private developers,
 

called "real estate firms", were growing like mushrooms during the rainy
 

season. Encouragement by the government was given in the form of attractive
 

investment facilities, and the developers were required to build high-income
 

houses, middle-income houses and low-income houses in the ratio of 1:3:5,
 

respectively. But in practice, only high-income people were able to own
 

the houses since they had to pay in cash. So it was quite logical that most
 

of the developers preferred not to build the low-income housing.
 

Housing Demand & Housing Supply
 

The estimation of the demand or need for housing includes the following
 

three components: (a)growth of population, (b)replacement of inadequatc
 

dwelling units and (c)reduction of overcrowding. The programs for housing
 

construction for Pelita II and III, and most probably also for Pelita IV,
 

are created to enhance mass housing construction in general. Attention was
 

given most to overcoming the need for housing due to the growth of population.
 

The need due to population increase is a straight forward calculation
 

derived from assumpti6ns about the growth rate of urban population and average
 

household size which yield new household formation, and this is equal to the
 

number of houses required. The total need for housing in Indonesia was estimated
 

at about 210,000 units per year as shown in Figure-1 (120,000 units in rural
 

areas and 90,000 units in urban areas).
 

Based on the data of the 1980 census, the housing stock is 29,318,790
 

units, the majority of which are in Java.
 



Figure-i. 
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Regional variation in the distribution of the housing stock and the number
 
of families are shown on Table 3.
 

Table 3.
 

Total of *) Total of **)
 

No. Island Housing
 

1. Sumatera 5,117,737 5,365,342
 

2. Java 19,061,239 19,587,426
 

3. Nusa Tenggara 1,680,548 1,573,129
 

4. Kalimantan 1,225,822 1,317,739
 

5. Sulawesi 1,822,039 1,919,382
 

6. Maluku & Irlan Jaya 411,405 441,341
 

Indonesia 29,318,790 30,204,354
 

Note: *) not include mix-used housing. 
**) not include special group (dormitory, jail or others). 

Indonesia identifies the problem of urban housinq (intowns and cities)
 

differently from the problem of housinq in rural areas; it has to cope with
 

both the great shortage of houses as well as with the great amount of people
 

from the low income group who really need a house (thus a quantitative matter);
 

in rural areas the essential problem is how to improve the physical quality of
 

the houses and how to achieve present day's standard of privacy, health (personal
 

and environmental), and comfort.
 

In the urban area, wherein the price of land is high, rational housing
 

design must be applied. In Indonesia, rational design must also mean avoiding
 

wastage of material, money, time and labor which may still occur in conventional
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methods of building.
 

Formally, norms, codes, and regulations relating to building already
 

exist, but many of these must still be revised or updated. In the mean time,
 

a number of proposals and recommendations which are not yet formalized as
 

standards have already been widely applied. Building materials in Indonesia
 

are shown below in Table 4.
 

Table 4.
 

M a t e r i a l
 
Classification of
 
Government Housing
 

- light concrete
 
Foundation Stone - lime stone
 

- concrete blocks
 
Wall Brick - concrete slab
 

__- pozzolan block 
- steel or other metal
 

Structure Reinforced concrete - wood
 

- terazzo tiles

Floor PC tiles - light concrete
 

- asbestos cement - plywood

Ceiling - triplex - acoustic tile
 

- steel or iron
Truss Wood - reinforced concrete 

asbestos cement
 
Proof Brick tile,-

-

aluminium or zinc corrugated 
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The government plans to finance annually the construction of about
 

30% of the actual total need. Participation of private sectors is thus
 

encouraged. The government also allocates financial aid for the improvement
 

of rural housing with a target of around 120.000 housing units per year.
 

Considering the above-mentioned figures, particularly regarding the urban
 

housing, it seems that the time has come to recommend industrialization which
 

is,however, not that simple. As regards to the improvement of rural housing,
 

partial standardization (total is not possible) seems to be justified.
 

Rather different from the case of urban housing, the building process
 

for the construction of rural housing is based on "aided self-help" Inwhich
 

the government gives technical assistance in the form of tools, equipment, and
 

building materials which are not available in the village; or even money to
 

stimulate the activity. Introducing new methods of construction, includinq the
 

material to be used, isdemonstrated by erecting full scale "model houses" and
 

by training local people on site. It is observed that broadening the knowledge
 

in building techniques stimulates the increase of more skilled people in the
 

villages and has even awakened small entrepreneurs to establfsh cottage industries
 

to produce building-materials.
 

However, theirquality and dimensions are not yet standardized. Certain
 

building materials Fre ready for immediate use in the form as they are found. 

They are from mineral 'or vegetable originoand need only to undergo a simple 

process that does not change their original physical properties, for example: 

- Natural stone for fdUndation or floor 

- lnburned mud / soil / clay blocks for wall 

- Thatch for roof covering 

- Bamboo and timber for walls, floor and other structures. 

These types of housing are used in the rural or the remote area.
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Land Availability and Tenure
 

Land prices of developable land in urban areas, such as 
in Jakarta
 

and Surabaya, have risen dramatically in the past few years and this trend
 

shows no sign of abating. Land within existing city limits is also very
 

costly, but peripheral land can often be purchased ahead of use at much
 

lower costs. In evaluating peripheral sites, special emphasis should be placed
 

on analysing the trade-offs between land and transportation costs.
 

On the other hand, land particularly in Java, is the major source and
 

viable avenue for speculation by investors in Indonesia; it is fair to assume
 

that this has resulted in higher prices for land. Research of time series
 

data for land suitable for development by location should be undertaken as
 

soon as possible.
 

Preliminary discussion and research indicate that land prices in Jakarta
 

have increased at a 
much greater rate than income, particularly for low-income
 

groups. The high prices, combined with high transaction costs, make land
 

assembly for low-income projects difficult for Perum Perumnas.
 

Unlike other urban development agencies particularly those inwestern
 

countries, Perum Perumnas has no eminent domain powers and is unable to
 

expropriate land for the public good. 
The result is that substantial costs
 

and time are spent in acquiring suitable land for Perum Perumnas projects.
 

Production delays occur between site selection and feasibility design due to
 

the uncertainty of the eventual configuration of land parcels. Hold outs and
 

enclaves are not uncommon, necessitating further lengthy negotiations, and in
 

some instances preferred sites are rejectd by Perum Perumnas due to lack of
 

willingness to sell 
by land owners. The process is further complicated by the
 

fact that land ownership in Indonesia is generally severely disaggregated,
 

resulting in negotiations with many owners. Collusion between sellers on both
 

price and negotiating strategy is also enhanced by this existing process.
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II. 	HOUSING INSTITUTIONS AND THEIR PRINCIPAL FUNCTIONS
 

Starting from the beginning of Pelita II,efforts to provide
 

a systematic approach to the problems of the housing and urban sectors
 

in general were initiated. In the field of housing, a number of new
 

institutions were created or existing institutions changed to perform
 

new functions. In addition, a set of general goals were set with regard
 

to housing production.
 

Five institutions were established for the related areas of housing
 

policy, housing production, and housing finance.
 

1. National Housing Authority (BKPN) was established by Presidential
 

Decree no. 35 (July 1974) to set overall national housing policy
 

and to coordinate the activities of Ministries with a role in housing
 

matters. This body is chaired by the Minister of Public Works and
 

reportg directly to the President. The Executive Secretary of the
 

BKPN is the Director General of Housing, Planning, Building and Urban
 

Development (Cipta Karya) within the Ministry of Public Works.
 

2. 	National Urban Devdlopment Corporation (Perum Perumnas) was established
 

by Presidential Decree no. 29 in June 1974 to undertake the acquisition
 

and developrent of urban land and the construction of low-cost housing
 

and sites and services projects throughout the country. However,
 

Perumnas as a government corporation (Perum) has Its general policies
 

set by the Minister of Public Works and BKPN. Its specific policies
 

are set by its own Board of Directors, appointed by the President on
 

the recomnendation of the Minister of Public Works.
 

3. National Mortgage Bank. In 1975 the State Savings Banks (Bank Tabungan
 

Negara or BTN) was restructured and made responsible for housing
 

mortgage financing. Prior to that, Indonesia had no real mortgage
 

financing system except for very short-term loans.
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4. Office of the Junior Minister of Peoples Housing. In 1977 the
 

President appointed a Junior Minister of Peoples Housing to coordinate
 

more closely all activities related to the housing sector which will
 

be implemented by several institutions. The Junior Minister reports
 

directly to the President but also at the same time coordinates with
 

the Minister of Public Works especially on matters related to Perumnas.
 

5. Housing Mortgage Corporation (P.T. Papan Sejahtera) was established
 

in 1980 to provide mortgage financing for higher income groups with
 

higher interest rates up to 18% per annum. 
This new semi-private
 

mortgage financing institution is operated and financially supported
 

by several local as well as international financing institutions.
 

The inter-relationship among housing institutions, and also members of the
 

National Housing Authority (BKPN), is presented in Figure  2.
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PERUM PERUMNAS
 

Perum Perumnas (The National Urban Development Corporation) is a non

profit Government enterprise. As mentioned above, general policies are set
 

by the Minister of Public Works and BKPN but its specific policies are set
 

by its own Board of Directors, appointed by the President on the recommendations
 

of the Minister of Public Works. The structural organization is shown on
 

Figure - 3.
 

Perum Perumnas has seven branch offices and eleven project offices, which
 

report and are responsible directly to the Board of Directors. Divisions assist
 

the staff of the Board of Directors in preparing and processing procedures
 

for all steps and policies of the Board'of Directors. Principally, the Branch
 

offices handle Estate Management over the long term and the Project Offices
 

handle project construction on site in the short term. The period over which
 

a Project Office functions depends on the construction schedule and the project
 

locations.
 

PROGRAMS
 

The programs for housing construction for Pelita II and I1, and most
 

probably also for Pelita IV,are geared to enhance housing construction in
 

general through mass housing construction initiated by Perum Perumnas. Attention
 

was given to overcoming the need for housing due to the growth of population.
 

Perum Perumnas' target was set at 73,000 units for Pelita II and 120,000 units
 

for Pelita III, jwith a.further assumption that the biggest portion of the housing
 

need can be fulfilled by the people's own effort; some will be supplied by
 

private developers.
 

Table 5 and Figure 4 show the progress and projections of five sub-programs
 

based on an August 1982 report. The first four years of Perum Perumnas'.
 

existence have also identified constraints under which Perum Perumnas must
 

operate. Some of its difficulties can be explained as the normal start-up
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TABLE - 5. 
REALIZATION AND PROGRAM OF PERLMAS
 

TOTAL4 OTL TOASUB PROGR TOEPELITALII 1979/1980 1980/1981 1981/1982 1982/1983 1983/1984 TOTAL TOTAL
 
__________________ II (Projection) PELITA III PELITA II/III
 

LAND ACQUISATION (Ha) 1,810.6 465.2 756.8 860.7 1,541.6 2,819.4 6,443.7 8,254.3 

PLANNING (Ha) 1,765.1 249.1 115.0 912.5 2,076.7 2,114.0 5,467.3 7,232.4 

CONSTRUCTION (Unit) 50,670 26,243 14,700 10,203 42,350 48,811 142,307 192,977 

ALLOCATION (Unit) 38,380 32,346 10,668 15,243 47,529 48,811 154,597 192,977 

SALE (Unit) 350 4,617 7,475 26,869 57,578 47,578 143,601 143,906 

Source Program 1982/1983.
 

F-A 
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Figure - 4.
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difficulties of a new organization, such as the recruitment of qualified
 

staff and the development of organizational and management procedures. One
 

of 	the most severe problems is that of land acquisition. The procedures for
 

acquiring land is under the control of other institutions and local government;
 

it is often long and tedious.
 

The most severe constraint during Pelita III is actually the extensive
 

distribution of project locations. In Pelita I, Perum Perumnas had to
 

operate in 17 sites which were located mostly in relatively big cities, but now
 

in Pelita III, Perum Perumnas has to operate in about 100 cities which inmany
 

cases are rather remote. The criteria for selecting the locations of Pelita III
 

housing program are as follows: (see Figure - 5)
 

a. 	All capital cities of the 27 provinces (27 cities).
 

b. All capital cities of the Regencies with a population of more than
 

100,000 inhabitants in 1971 (17 cities).
 

c. 	Cities as the center of regional development, with a population of
 

more than 50,000 inhabitants in 1971 (33 cities).
 

d. 	Other cities or towns of which the growth should be induced by a housing
 

program, or a housing program is needed because of disaster
 

(estimated for 30 cities).
 

Other problems during Pelita III are more in the field of estate management,
 

but steps are being taken jointly with BTN to set up an appropriate system in
 

selecting applicants and in collection of the installments.
 

BUDGET
 

To implement the National Housing Program (draft, planning, implementing,
 

evaluating stages), the Perum Perumnas acquires its financial resources from
 

the government, rental loans or revenues lands, and other facilities built by
 

Perum Perumnas. According to the Presidential Decree no, 29, 1974, article 7,
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the capital value of the corporation is a state asset, thus there are no
 

share holders,
 

Additional capital funds have been acquired as shown in Figure 
- 6.
 

1. Government Capital through the state budget from APBN including investment
 

and exploitation expenses.
 

2. 	Loans include:
 

Loans from foreign countries among them the International Finance Institution
 

and from countries who have sympathy towards the Government development
 

program.
 

Loans acquired from the state banks within the country.
 

3. 	Revenue from its own efforts in developing funds includes: 

- Housing and land rents acquired from tenants. 

- Tenants can obtain housing loans from the BTN (State Savings Bank). 

-
Revenue from rent/sale of open big plotand the commercial facilities
 

developed by Perum Perumnas ina settlement area.
 

- Revenue from Government Employee Housing and housing on open plot
 

areas.
 

IV. THE RELATIONSHIP 6F PROJECT AND PROGRAM DESIGN TO INDIVIDUAL HOUSEHOLD
 

INCOME AFFORDABILJTY LEVELS.
 

The target group for Perum Perumnas housing is qualitatively defined
 

as 
the low-middle income people or somewhat equivalent with level I and II
 

government employee salary scale. To be able to quantify the target group
 

depends on many assumptions and data availability, and inmany cases is actually
 

not simple.
 

Based on the available data from the Central Bureau of Statistics,
 

the distribution of household income in 1979 for urban areas 
(see Figure - 7)
 

shows that people who had incoe between Rp,20,O00 to Rp,90,O00 were about
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60 - 70% of the urban population, or approximately represents the 20th to the
 

80th percentile, On the other hand, government employees who have the same
 

income range are approximately level I and some part of level IIand above,
 

depending on the family size and years of service. However, several experts
 

still believe that actually their real incomes are higher than the above
 

figures due to some differences in the definition of income, especially among
 

the people themselves.
 

Considering the above facts, Perum Perumnas adopted a planning standard
 

.which can be regarded as substandard compared to the required standard of.the
 

National Building Coces and local -government standards. Table - 6 shows
 

various types of houses (presented in core-house or house size in sq. m. on plot
 

size in sq. m.) provided by Perum Perumnas in relation with the target group
 

and their approximate distribution. In this case, non-fixed income people
 

(PTT) are also included inithe target group. Houses built by Perum Perumnas
 

(starter houses) are expected to be expanded to reach an assumed maximum
 

house size by the people themselves. On the contrary, the open plots (sites
 

and services) are provided for higher income people to be able to implement the
 

cross-subsidy principle.
 

Affordability calculations are actually based on an adjusted 'Bertaud
 

Model' which was developed in relation with the World Bank assistance.
 

In this case, th° 'trade-offs' are concentrated in the adjustments of
 

housing size, completLness of house facilities (doors, windows, ceiling, etc.)
 

and infrastructure standard, to be able to balance the variable local factors
 

such as land price, cost of building materials, cost of living, etc.
 

In terms of eligibility of applicants, for the time being priority
 

is given to government employees of the first and second level of the lowest
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Table - 6. 

PERUMNAS HOUSING TYPES 

TARGET 
GROUP 

ON PLOT 
DEVELOPMNT 

STARTER 
HOUSE/PLOT 

TYPE M2 

MAXII4JM 
EXTENTION 

APPROX 
DISTRIBUTION 

(%) 

P T T 

LEVEL I 

SUB CORE HOUSE 

CORE HOUSE 

15/60 

18/72 

36/60 

45/72 

40 

LEVEL 

LEVEL 

II 

III 

CORE HOUSE 

LOW-COST HOUSE 

21/90 

30/120 

54/90 

70/120 

40 

LEVEL IV OPEN PLOT - /160 

- /200 

- /300 

20 

Source: Pedoi m., Perencanaan 1981/1982. 
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salary scale, about 75% of the available houses. About 15% are allocated
 

for private employees with fixed income equivalent to levels I -IIof government
 

employees, and about 10% are reserved for the resettlement programs of other
 

government projects and for natural disaster victims. 
 The allocation criteria
 

as mentioned above are rather flexible, and in many cases were adjusted pro

portionally to the local demand.
 

The financial terms available to the eligible applicants, and the
 

inter-relationships of various institutions and financial 
sources, are shown
 

in Figure - 6.
 

DESIGN AND CONSTRUCTION
 

Techniques for designing and constructing housing should not be a
 

problem for Perum Perumnas, since the products are very simple structures.
 

In rqality, most of the people are able to construct their own houses with
 

appropriate localized techniques according to their own budget limitations.
 

The provision of infrastructure and other community facilities, on the
 

other hand, cannot be provided by the people, but the local government should
 

be responsible for its provision. This Is actually the biggest problem in
 

many cities in Indonesia; the ability of the local government is far behind
 

the need and demand of its inhabitants for residential, commerical, industrial,
 

and other related urban functions.
 

Based on the awareness of the urban problems in general, and the constraint!
 

to solve them, Perum Perumnas' strategies are directed more to inducing the
 

"self-help" ability of the people by providing a 
minimum of plot development
 

and providing maximum urban infrastructures and facilities.
 

However, Perum Perumnas is still facing problems due to the extensive
 

project locations, the availability and cost of standardized building materials,
 

the aility and workmanship of contractors, and in some cases, the willingness
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of the local governments to cooperate. To minimize the problems, Perum
 

Perumnas has taken the following steps:
 

1. maximum utilization of local building materials;
 

2. maximum participation of local contractors, local government and other
 

agencies responsible for urban infrastructure;
 

3. important building materials, such as portland cement and asbestos cement
 

roofing, wood components (for frame of window & door), wall materials
 

(concrete block), etc. could be supplied by Perumnas;
 

4. application of appropriate construction management, especially In the
 

field of project control and supervision and administration of contract
 

payments; and,
 

5. utilization of labor-intensive methods for semi-prefabricated construction
 

systems as a possible alternative to the conventional construction system.
 

This system is suitable for remote areas, whereas the construction materials
 

are supplied from the center (Jakarta).
 

V. CONCLUSIONS
 

Techniques for each activity of Perum Perumnas' operations, such as
 

planning and design, Construction, allocation and sale and finance, are available
 

and actually not so difficult to master. The most difficult Droblem for Perum
 

Perumnas is actually the extensiveness of project locations. In this case,
 

the role of management and data processing are very important and probably are
 

the key factors for a better future operation.
 

Problems and mistakes which were made In the past, and on the other hand
 

also experiences, should be shared and discussed to search for ways and means
 

to improve the future program. In this case, the 4th International Shelter
 

Workshop will be an excellent opportunity.
 



THE FOURTH ANNUAL INTERNATIONAL SHELTER
 

WORKSHOP FOR SENIOR PROFESSIONALS
 

WASHINGTON, D.C.
 

STAND PIPE LANE 'INFORMAL' COMMUNITY, KINGSTON, JAMAICA
 

TO BE UPGRADED BY THE MINISTRY OF HOUSING:
 

FINANCED BY JAMAICA MORTGAGE BANK (UNDER 532-HG-010 PROJECT)
 



The Ssn P-v CS~lmv.naiti' is c - -sl~ sa':ae- rea wit : ;u "'4'
 

househIol"ds. Th-e li970 census fF . hs ra"':,:O ?;40zcl ":it .'
 

.resent sur-oeu :overed 877 pevple -civinc c row;h rate of.9 C. g er
 

an (cf the ":inastoncrow th rte is 4. 35%).
 

Stand Pie is bcundd by CoOi,5eni_.e iY:" £an on the Wos:, Stcnd 

Lzne on the South, ana Ced - Va_-"'cz Line c7: F_t-, - ,,rr.7.7 

from the a",cve,,med 2,cas w.;:ich Ci Ze t' cc .,urt vehi-cr traffi, 

hao nc access t oc th;os-e ",ouses in -6;: ne r o f t e c v:u i . er 

fae footats area, a dividesthree main going thrcugh the an, GuilZY 

the CO,,-,nity. 

There is a stand pipe in each of the 3 footpaths which is the main scurce 

of water supply. 

All households in the com~mnim.ty were approached, wsth a view to their 

taking part in the survey. There were hoe2ever 27 people who either 

refused to cive or gave inadequate irformation. 

The report is presented in 3 varts: 

1. 5he household 

2. The Livina Conditions 

3. Needs and Atitudes of the people 

2.. THE HOUSEHOLD 

TABLE 1: SEX OF HOUSEHOLD HEAD 

MALE FEMALE TOTAL 

?o. 109 104 213
 

% 51 49 100
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It should be noted however that some of the household heads who are f~7.n.have resident raie partners, but beaeuse they are unemployed, it is the wori,female who acts as the breadwinner and the head of household. 

TABLE 2: AGE OFHEAD OF HOUSEHOLD& NO. OFPEOPLE IN HOUSEOLD 
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TABLE 3 MA.RITAL STATUS 

1-14ERI-EDI COMON LA W SINGLE DIVORCED TOTAL 
________ IDOWVED 

60 60 200 3 213 
23 I 28 47 2 100 

Tne above table shows that 52% of the heads are in some marital unin, whether 
maryied or cor,non-Za, while 4710 are singile. The fact that say few 
household heads are in union, fjuther u.pZains the relativ iya sml M"' 
sieb. Many of those "heads" who are sincle are women with one or two 
c,:ii:aren, but no resident partner. 

TAB3E 4 AGE OF CILDREN 

"1 5j6-12 13-17 I28-21 Over 22 Ncne No. Resp Total 

2j101 33! 1 71 7 
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" our gives the ages of children, and it shows that children of rr~a.y 

School ace amounts vo 33% of all the "'" e "...e are onl 3u "i" 

Sohools in area - I ana V l 2.r7r-the Pro idence, Frin.ar H.ove -e: .Y 

excess o: tteir cavi;y, not :c m-;-to"of which have enro.ments well in 

the n; imer whzich are turmed away. 5here is unoi btedy2 a areat; nee for a 

.-rimrru School in this area. 

Z4.. 5P.R...... DISTIrBUT- T OF POPULATIONAGE ON 

C 

7C 

MLEC FEMLAE 

F - C 

20,%20% 20% 0 0 30% 

The population pyramd above gives a picture of the age and sex distribution
 

of the total population in Stand Pipe. It shows that the majority of the 

people are in the age of dependency - either too old to work (few) or too 

yOung to work or unen.loyed. 601 of the population is under 20 years of age 

the ratio between the dependent and working popularion is 1.6. An unusual 

aspect of this pyramid is the fact that those youths between the ages of 10-21 

outn.,nber those in the 0-9 age croup. Ihis suggests that in this are there 

a: even greater problem associatedwith the alienation of the youth, which ic 

f 'unc, in most Juamaicmn ;z..:tes tod-- . 

CO.4UNITlEg % UNEMPLOYED
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T.e hie'h rate of une7piZcume?:t my b;e partially explanied by (1) the paucity of. 

skilled people in the are (See Table 6) (2) the low level of education (see Ta"-7ie 7). 

Table 	6 shows that 64% of the household heads have no particularskills. The
 
skii~- of the
most comnon of the remaining 261 heads are thcse associated with
 

cons,2;1 con, that is, masons, carpernters, electrician, plumber, painrer, etc.
 
wo other Trades which are outstanding are that of tailor/dressmakerand the
 

eieat-.icaZ serv-iceman.
 

TABHLE 7: LETEL OF EDUCATION 

PRI.MLRY SECONDA,Y NO SCHOOL I OTHER TOTAL
 
Head 168 27 24 
 - 213, 

76- 13% 71 2,-C 100
 

arzner 81 73
19 	 i110 

.ire above Table shows that most (78%) househ.old heads only attained a primary 

level of edu'ation,, while 13% went on to secon.7zva school. A significant 7 
did not go to school at all. The of i'n attcined b:; arerslevel 	 -d:.. 

(,' .CraZl'. lwe" thi , ,. .. t'e ;hcuzehold "neas,and a creater .ropor:.&, ,r:
r~t co tc schooZ. 
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of the -o:sehold head and Prt-ner. T;.ev are ( the low level of 

educatio*n (f) the fact tha a''7-s ~ r .beac •:~sh 
~ (~, ~ ~ .; r.-. almost - the ;t seaod fleaas are 7ezaic. 

Thris eans tr-at the occupation o" doestic heL: -s one whr.ch ocuries 

the greatest proportion of people "oth' heads and 'crtners. 4 of 

cc,-,on labourer follows. Other occupations requiring skills suck at 

Itcarpenter, mason, electricianare there, b-at in the minority. 

be vertatherefore follows that the income level for most people would not 

rmach above the national average. 

TABLE 9: TEKLY INCOME OF HOSEHOLD HEAD 

Head of
Household 

0-9. 10-19 20-29 39-39 40-49 50-59 60-69 70+ No. 
Income TOT 

5 _7 4 3 56 23. 8 7 1 52 

12% 3% [ 20% 26q,
!A 

-7 4% ___ 2 / 27 

T'he above table shows that most household heads earn between 820-$42 

per week. The average income is y.9. 7 per week, but only 21% earr 

above this caount. The income information on the partners was 

2-.-3., rerinadequate, but it seem that most partners earn only between 

noticea:le that while there are 43% unerployc.i tho7e week. It is 

no stated income anount to 27%. This succestls that therc is a crea
deaZ of hustling, ga7.blin e the coannity. This is the onZ: 

wau that the unemployed can survive. 
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22. THE HOUSES 

TABLE 22: TE.'URE 

OWN LEASE TErMT SU-TENANT ENT FREE SQUATTER O5L , 

11ill C, 12 62 3 
0 .79 127.69 52.13 .97 F. 1 S 622 

2075.22 	 2.83 ic 

, t 

co,,,Un.,iy, which is held together, by there being a coasn Larlord. Over 

-

Stand Pipe is not a squatter comrun--y, as showrn bz Table 22. it is a ,ten 

half the residents are tenants (or sub-tenants) are Lessees and on?W
 

~
21 0o77 their homes. 

TABLE 22: RENT PER VMO/NTH AD rEAcrE 7R EA 

$1-9 10-19 20-29 30-39 40-49 50-59 60-6j Over Rent Lo. 

__.__$I711 Free TOr2.TO'-. 
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T.4ELE 13: CJGOF ;OISE/YARD
 

1 2 34 5 6 7 8 9 

37 7719 J 5IJL [ 2 

6528 9 5 2 2 

60 50 9 28 15 5 13 218 

28 23 18 23 1 - 2 6 3 

TA3LE 13 above shows that while most houses (65S) are occupied b:y one far.i'y"
 

the yard s&.ce is more often shared by two or more faiies. CGzy 28Z of the
 
yrdas have 2 lan-ily while 50T of the families live in yards where 3 cr more
 
families also live. There are yards where to 9 families live.up Ynereforc,
if the uprading of this area becomes a realitu, the issuinq of leases to 

the residents will be a.great problem as so many share a co.non lot. 

?ABLE 14: HOUSEHOtD DENSITY 

NO. OF PEOPLE 

2 3J-4 1E'6 7 l 9 0 1 2 F T,O-: 

S.1 2 E___ ' 

3__,?_ _ 6__ 12 


4 3 1 2 
 .___ 1_ 2__2_f _41_ 1____ 4_ _ 

7OTAT 35 132 1 E9 33 1 25 1q810 5s 2 I I~ z I____ 
162 [212 L 14 1 ! 1 
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?'E 25: AI"'7ILT{LIJTY OF W'.TER 

W'ater in Stand Water in TCTAL 

House r -)e Ya ,d onlZ 

7 -_92 114 __213 

3.2' 43.198 53.52 200 

ab- only .3 

hiouses,w'r ile 541 have water in their yards. The latter live fairiiy neacr to the 

sta ,ipe., and attach pipes from it into their yards. Tre 43% who get water 

fro,,7 the stardpipe live far from it. 

;, tabe shows that of the hoaseholds have running water in -heir 

TABLE 16:
 

TYPE OF LIGHTING 

ELECTRICTY KEROSENE NO RESPONSEI TOTAL 

120 90 3 213 

56 43 11 200%1_ 


Table 16 shows -. at electric-ity and kerosene is used for Zighting by roughly 

equal amounts of people. There is a need for frther spread of electricity' as 

it-s no lonoer a iux=ury, but a necessity in this age. 
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M.ost people (65%) 
 have a kitchen separate from their living area. 
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4their ro0, 351 cock
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The only 
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the householder now living there, and this canbe onlyobtained bu/aincrease of space per househoZd. 
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r,.,o7:-, o-n.on of the interviewer and the residents, it was -ugedthat a' 

So the ;oce WQt in good or fair shave. 37' were thou.t to be in ba 

, . . Sincc thi is mainZy a enement cc,.7zziy few peop.e have h;)e 

: tve to spen-d money to fix houses which t;ey may be evicted from, at 

some tie. In szte o t.,s as may as 37,'. cf' te people claimed to ia:e :uilt 
;reLr own and tey -e 'robabZy the Zessees and the otners. 

TAELE 21: .W,- C F FESIDEACY 

U3:er 57 2--19 jver ' No 


Yr. 
 1(20 ResrII_ 12 6 174 [ 6 I?7 __ 3"? 
22 2- U 6.7. 60 6.13 51 17 U7 2 

. 32. m.'.2 0 16.5714..69 2.82 3.2,014. 6 .?57 j 5.17 

r. s'ite of tT. e iseci~r'ty of tenur-, the C . ime mlvuni ; "een in 
exi.stence for. over 20 -:-es. in f'a t a few o- ;re oZce. p l ave teen viw_

. OW 0- ,rc0.-2 ~= tac e~ 7 

th;ere for over 50 ec's, 29% of the residcTnm - v been ';xrefor over 20 'e='. 

ifr.I ae move " iniant ,i the 5s -- Tt t. t e oun r ies t;' 

c'm-.nitu have remavned con:sta,t, but t:e n...r cf have cr e 

t-c.s over thus areati, increasing t.!:e densita oz t" e houses. 
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In site of the overcrowded conditions within Stand Pipe, about of the people are
 

t;.ere because theyF think it is better than where they were before, and .201 came
 
becas ..ey cot 'and to Zease. For others, Standpipe was sim-ty the only
 

awert.'-e prese-nted itself to the people looking for rooms. 

2 .?E 23: PREVIOUS PLACE OF ABODE 

I:'+7...K8, gr.Ab. MON. Tnj.A'. gn.
ERq.E n. . .I~-
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b 1~5 222 7 122 3 5
 

2 J 5 6 7 1 21 

50 % 73. 7V355' .5- 2 25

!oct people came into Standpipe from the adjacent (LaS -. 46-%from Kingston 6, and 4" 

from" ... The distant areas of Kingston - Kingston 5, hadaston 7. more Kingston 12, 

a signi .miant few, and the rural areas suplied very few people. 
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Introduction
 

Jamaica is 
an island in the Caribbean sea with a population of approximately
 

2.2 million people. It is approximately 4,244 square miles (10,991 sq. km.) 
in
 

area and is located 90 miles south of Cuba. 
 Per capita income in 1980 was $1,240.
 

Kingston, the capital, 
is located on the southeast coast with a population of
 

approximately 644,000 people. 
 The other city, Montego Bay, a famous tourist
 

resort, is located on the northwestern coast.
 

One of the objectives of the Government is to provide low cost housing for
 

the masses of people in Jamaica, whereas housing for the middle and upper income
 

groups is provided by the private sector. InJamaica, 
a number of private
 

developers undertook the development of large projects ranging from apartment
 

buildings, town houses and semi-detached units to large executive type bungalow
 

houses for the middle and upper income groups. It was discovered, however, that
 

a section of the middle income group, referred to as the low middle income group,
 

was being neglected by the private sector. 
 To this end the Government extended
 

its program to cater to this group through one of its agencies.
 

However, the experience gained was 
 the extent to which the Government was
 

able to expedite its housing progra,,, was somewhat dependent on the availability
 

of funds from the Ministry of Finance out of revenue collections which is
 

usually inadequate. 
 Having identified this problem, two financial institutions
 

were formed to supplement the funding of public sector programs.
 

This paper will define the role of the public sector and its agencies in
 

their relationship with the private sector in the approach to provide low cost
 

shelter for the people in Jamaica.
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1.0. FUNDING (J $1.78 = U.S. $ 1.00)
 

1.1. 	 National Housing Trust
 

The Trust is a public financial institution which is structured
 

to provide short-term and long-term financing to the public sector
 

for housing. This public agency falls directly under the Ministry
 

of Finance and gets its support from contribution paid in by each
 

employer based on a 2 to 3 ratio. 
 The breakdown of the contribution
 

is as follows: Employee pays 2% of earnings up to a ceiling of
 

$15.90 per month. Employer pays 3%.
 

The funds are made available to the Ministry of Finance and
 

other institutions related to financing housing.
 

1.2. Jamaica Mortgage Bank
 

This institution is the meduim through which foreign housing
 

guarantee loans are negotiated and funds made available to the
 

Ministry of Housing for the implementation of its AID programs.
 

The Bank also procures local loans from other institutions and
 

provides a secondary market operation for mortgages. It also insures
 

mortgage loans.
 

1.3. Ministry of Finance
 

The Ministry of Finance provides through the budget, government
 

contribution to the Housing Fund which is administered by the Ministry
 

of Construction Housing to provide low cost housing for the nation.
 

Although the output of houses has increased over the past seven years,
 

the Government's contribution to the Fund has decreased due to the 

role of the National Housing Trust in providing supplementary financing. 

The Ministry of Finance is actively involved in the negotiation
 

of foreign loans for housing and in turn monitors the projects they
 

support.
 

2.
 



The benefits derived from these loans are twofold:
 

(a) They provide direct funding for the Sites and Services
 

Projects and also for the Squatter Upgrading Program.
 

(b) The foreign exchange earned from the loans is of
 

paramount importance to the Ministry of Finance, dueto
 

the acute shortage in this area.
 

2.0. MINISTRY OF CONSTRUCTION HOUSING PROGRAMS
 

2.1. 	 Building Research Unit
 

Due to the escalation of the cost of building materials over the
 

past five years, the Ministry has set up a unit to do research in this
 

area.
 

2.2. Introduction to the Housing Fund
 

This Fund falls under the auspices of the Minister of Construction
 

Housing and is governed by a specific law known as the Housing Act.
 

It is funded by:
 

(a) Government contributions to the Housing Fund.
 

(b) Revenue collected from allottees on various housing
 

schemes built from the Housing Fund over the past
 

twenty years.
 

(c) Sale of mortgages to financial institutions such as
 

the National Housing Trust and building societies.
 

2.3. Stores and Workshop
 

This division of the Ministry plays an important role in the
 

provision of low cost housing.
 

The stores are involved in the bulk purchasing and stockpiling
 

of all the building materials used by the plant, e.g. cement, steel,
 

timber, paint, locks, nails, glass, etc., 80% of which is manufactured
 

locally. All the materials are purchased from the Housing Fund, some
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are 
transferred to the Workshop for the prefabrication of components
 

for various housing units, other materials are delivered with the
 

components for direct use on the different sites, such as 
paint and
 

locks.
 

The Stores in turn receive the prefabricated components from
 

the Workshop for safekeeping in the warehouses, awaiting requisition
 

for delivery to various sites. The Workshop prefabricates components
 

made from cement and steel as well as components made from timber.
 

The Workshop charges the Stores for the prefabrication of the components,
 

the stores in turn charge the projects for the conponents plus a
 

7 % service charge. 

2.4. Rental Schemes
 

It is not comnnon of the Government to provide housing for 

rental. However, a few rental schemes exist, which were built some 

thirty years ago after Jamaica suffered severely from Hurricane Charlie.
 

The experience is that the rent, which was fixed at that time for
 

the tenants who were made homeless by the hurricane, has never been
 

increased.
 

The result is that the cost of maintaining the units is many
 

times greater than the rent being collected today. In any case,
 

the buildings have depreciated to the extent that they are regarded
 

as slums and will soon have to be demolished and rebuilt.
 

2.5. Indigent Housing
 

Housing is provided for the indigent who, it is considered,
 

will never be able to repay the debt. This program is administered
 

by the Ministry of Local Government, which sends an approved list of
 

indigents to the Ministry of Construction along with a check to cover
 

the cost of the units.
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These units are prefabricated by the Workshop. It is
 

basically a one-bedroom unit made from timber along with a
 

po. latrine, total cost J $4,500. The components are transported
 

by truck to the site and construction is completely in two weeks
 

by the contractor. The beneficiary should have the land available
 

for this house to be erected. Failing this, a grant in cash is made
 

to the indigent in lieu of the house, as a temporary measure until
 

further assistance is given by the appropriate board.
 

2.6. Owner Occupier Scheme
 

This scheme isdesigned specifically for rural areas and the
 

emphasis is on poor families who own land, but cannot afford to erect
 

a house or acquire one in a project elsewhere. In any case, some
 

of these people are small farmers and would not be interested in
 

relocation.
 

They would apply to the Ministry of Construction Housing (which
 

has an office incach Parish) for assistance under this program.
 

The beneficiaries are required to submit their title for the land
 

to the Ministry to be held as security until the cost of the unit
 

is fully recovered.
 

There are two types of units: the 542A which costs J $6,000
 

and has one bedroom, a living room, and a kitchen. The 604 unit
 

has two bedrooms, a living/dining room, kitchen, toilet and bath
 

costing J $12,000. 

The concrete components which make up these units are prefabricated
 

by the Workshop and transported to the various sites by truck where
 

construction is completed in three to four weeks.
 

Under this program, repair loans are also granted by the Ministry
 

to those applicants who are recommended for same by an officer of the
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Ministry based on inspection of the existing house. The loans
 

are limited to J $3,000 for each approval.
 

2.7. 	Sales Schemes
 

The Ministry undertakes a number of low cost housing projects
 

islandwide. Ineach case a private contractor is engaged to sub

divide a large area of government owned land and to put in the
 

necessary infrastructure.
 

A number of prequalified small contractors would be engaged
 

on the site to erect the houses, each one is given a quota.
 

Construction is done based on designs developed by the Ministry.
 

The houses are of reinforced concrete. These houses are not
 

prefabricated, therefore, it generates more employment for the
 

labor force in these areas. The units are generally two and three
 

bedrooms, the latter cost J $35,000 with a living/dining room,
 

kitchen, toilet, bath and verandah.
 

2.8. Slum Clearance
 

The Minister of Housing is empowered by the Sl..n Clearance Act
 

to acquire and dispose of such buildings that fall within the area
 

being declared a slum. In the process of doing this, houses of a more
 

permanent nature are also demolished, the owners of which are given ex
 

gratia payments as compensation.
 

The trend is to replace the old buildings with high rise buildings
 

in order to cope with the vast number of persons to be re-settled in
 

the area and to provide space for the erection of community centers,
 

schools, parks, and other amenities that are designed for the project.
 

Due to the type of construction to be undertaken, small contractors
 

are not used on these projects; instead, an established firm of 

contractors is engaged. It should be noted however, that the firm 
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of contractors generally recruit most of their labor force from
 

the neighborhood.
 

2.9. Rent Assessment Board
 

The Rent Restriction Act is the legislation through which the
 

Minister of Housing controls rent and attempts to create a balance
 

between the landlord and the tenants throughout the housing sector.
 

To this end, several boards have been set up with their support staff
 

in a number of Parishes islandwide.
 

Both landlord and tenant must refer their case to the board for
 

hearing. Each board has its support staff, including valuators who
 

normally assess the premises based on which the judgment is made.
 

3.0. PUBLIC AGENCIES
 

3.1. Sugar Industry Housing
 

This isa public agency which is primarily concerned with pro

viding housing for workers in the sugar industry throughout the island.
 

The land is obtained from the sugar estates and development, both of
 

infrastructure and the buildings, is undertaken by this agency.
 

Sugar industry housing is also involved in the completion of the
 

Sites and Services Program under a new concept. Four Sites and Services
 

Projects were financed by a World Bank loan which started in 1974.
 

Two of these projects, Nannyville , which has 555 lots and De La Vega,
 

which has 556 lots, were completed with the original concept.
 

The program was modified by the Jamaican Government whereby two
 

incomplete projects, Hunts Bay with 1200 lots and Catherine Hall with
 

822 lots, were converted into a habitable core.
 

Each beneficiary is given one bedroom, a living/dining room,
 

kitchen, and toilet. The units cost J $17,000 broken down as follows:
 

7.
 



J $11,000 	for the house, J $6,000 for the land. 
 A number of
 

contractors 
are used in this project and they are supervised
 

by the sugar industry housing. The lot size is 60 feet by 40 feet.
 

3.2. 	 Mutual Housing Services
 

This agency specializes in housing cooperatives. The houses
 

are generally of a cluster design, in some instances two story
 

buildings and they cater to the sector ranging from low income to
 

low middle income.
 

The funding of these projects are generally from local lo-ans
 

obtained from the private sector or the Ministry of Construction
 

Housing.
 

3.3. National Housing Cooperation
 

This is the only government agency that concentrates on low
 

middle income housing. It depends solely on loans from the local
 

financial institutions in the private and public sector for funding.
 

It operates on a commercial basis which prevents any subsidy to be
 

passed onto 	this sector of the population.
 

3.4. Estate Development Company
 

This company is designed to carry out three main functions:
 

(a) 	Plan and design all projects for the Ministry of
 

Construction (Housing) and for those projects to be
 

implemented by the Company.
 

(b) 	 Subdivide sites into lots, put in the necessary infra

structure and supervise the erection of houses on these
 

lots by foreign investors.
 

(c) Implement the Squatter Upgrading Program of the Ministry 

which is funded by United States AID HG loan. 
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There are approximately 300 Squatter Upgrading Sites islandwide
 
of which, based on certain sociological surveys undertaken by the
 
Ministry, three priority lists are compiled and those projects identified
 

are in various stages of planning, design and implementation.
 

3.5. Cost Recovery
 

The policy being adopted will place the responsibility of cost
 

recovery in the private sector, such as 
credit unions, building
 

societies and financial institutions. The beneficiaries will therefore
 

obtain their mortgages from the private sector and thereby relieve
 

the public sector of that responsibility.
 

Some of the advantages to be gained from doing this are:
 

(a) The sale of the mortgages to the private sector
 

will provide the Ministry of Construction Housing with
 

quick returns for reinvestment in low cost housing
 

through the Housing Fund.
 

(b) The private institutions are more equipped to collect
 

mortgages since they are designed for this purpose which,
 

of course, 
 makes them more efficient.
 

(c) By placing the responsibility for collection of mortgages
 

in the hands of the private sector, it eliminates the
 

possibility of political interferen;ce which could encourage
 

delinquency.
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JMB - US/AID HOUSING GUARANTY LOAN
 

The Jamaica Mortgage Bank is responsible for the financing and monitoring of
 

the abovementioned loan which is used for the following subprograms:
 

I. Urban Upgrading
 

II. Squatter Upgrading
 

III. Home Improvements
 

Urban Upgrading (Subprogram I)
 

This program was designed to make finance available to landlords in a
 

targeted area so as to carry out repairs to their dwellings and to improve kitchen
 

and sanitary facilities.
 

Squatter Upgrading (Subprogram II)
 

This program was designed to make finance available to the Ministry of
 

Construction (Housing) for the implementation of squatter upgrading sites which are
 

related to the JMB US/AID HG loan agreement.
 

1. The Ministry of Construction (Housing) is required to submit a package
 

with respect to the proposed projects to the Jamaica Mortgage Bank with the following
 

information:
 

A. Social Economic Survey
 
B. Land Tenure
 
C. Cost Estimate
 
D. Working Drawings
 
E. Program Charts
 

2. Based on the abovementioned submission representative of the follow

ing agencies (US/AID, FCH, EDD and JMB) make assessment of the submission to ensure
 

that it satisfied the lean agreement. If it is satisfactory, the Bank will make a
 

submission to the Board of Directors for approval.
 

3. When approval is given, a letter of commitment is sent to the
 

Ministry of Construction (Housing).
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4. The Ministry will enter into contractual agreement with the success

ful contractor.
 

5. Request will be made by the Ministry of Construction (Housing) to
 

the Jamaica Mortgage Bank for Mobilization advance which is 15% of the contract
 

sum and payment for pre-purchase materials. These costs are recovered by means of
 

deduction from payment certificates submitted by the Contractor.
 

6. The Ministry will request reimbursement from the Bank based on work
 

in place.
 

A. 	Monitoring By Jamaica Mortgage Bank
 

With respect to the Monitoring of the projects, the Bank's Chief
 

Project Officer carries out the following duties:
 

(1) 	examine and report on the projects' plans;
 

(2) visit projects sites, observe work in progress and ensure
 

that the work is being done according to the specifications;
 

(3) 	prepare progress reports with respect to sites;
 

(4) 	maintain contact with consultants and personnel of the
 

Ministry of Construction in order to be acquainted with
 

problems; thereby helping to find solutions;
 

(5) 	process claim for payment.
 

B. 	Cost Overruns
 

Although this monitoring takes place, the Ministry of Construction
 

finds it necessary to make a request for increases in the commitments because of
 

increases in the following:
 

(1) 	preliminaries;
 

(2) 	change from imperial units to metric;
 

(3) 	inclusion of sewers;
 

(4) 	rock volume;
 

(5) 	labor;
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(6) equipment;
 

(7) materials.
 

These are beyond the control of the Bank; however, steps are taken to ensure
 

that if the cost goes above the affordability of the targeted group, the
 

Government of Jamaica will subsidize the cost.
 

EXAMPLE 

ORIGINAL PROJECTED INCREASE 
OUTFLOW COMPONENTS CONTRACT SUM CONTRACT SUM SUM 

Preliminaries $ 99,821.00 $ 187,930.00 $ 88,109.00 

Culvert Drains 18,230.00 18,230.00 ---

Retaining Walls 3,560.00 3,560.87 ---

Water Supply 684,636.46 787,599.59 102,963.14 

Roadworks 715,617.78 937,805.98 222,188.20 

Sewer 206,765.50 481,365.00 ---

Sewer Line to Public 24,790.00 24,790.00 
Main 

Ponds 36,663.00 36,663.00 ---

Contingency Sum 150,000.00 150,000.00 ---

Anticipated Variation --- 136,848.00 136,848.00 

TOTAL $1,940,084.60 $2,764,793.00 $550,108.34 

PRELIMINARIES: Increase reflect change from 12 months' contract to 18 months.
 
In addition, the scope of work was increased with the introduction
 
of the sewer treatmenL plant. Within this grouping of costs,
 
major increases have occurred:
 

PTO
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EXAMPLE 

ITEM OLD BUDGET NEW BUDGET 

Survey & Setting Out $ 2,000.00 $ 5,000.00 

NIS & HGT/ 3,000.00 14,000.00 

Watching & Lighting 20,000.00 37,400.00 

Sanitary Facilities 2,000.00 5,000.00 

End of Project Bonus 15,571.00 37,500.00 

Water --- 8,000.00 

TOTAL $ 42,571.00 $106,900.00 

In summary, what was $99,821.00 for preliminaries based on a $1.2 million
 

project, is now $187,000 due to extention of the contract time and scope of work.
 

WATER: 	 This project was designed for 4" diameter, cast iron pipes, priced
 

at $4.50 per linear yards, this was replaced by 100 mm at $8.58 per
 

linear yard.
 

ROAD: Budgeted at $5.50 per cubic yards for 9,500 cubic yards, to date
 

12,400 cubic yards have been removed at a rate of $20.00 per cubic
 

yards representing an increase of $80,000 in excavation. Additional
 

marle subbase $34,000; timbering to excavation $22,000.
 

SEWER: 	 The original bill of quantities ommitted the item of lateral sewer
 

connection and as a consequence, these items were introduced as a
 

variation of $137,300.
 

http:99,821.00
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(5) Labor ) 
(6) Equipment ) Increase is due to escalation. 
(7) Materials ) 

Standards
 

The upgrading standards are controlled by the Local Government
 

agencies such as the Kingston and St. Andrew Cooperation (K.S.A.C.) for the
 

city and the Parish Councils (P.C.) for the metropolitan area.
 

The inclusion of sewer systems is based on the size and location of
 

the project. These factors contribute to the cost of the lots and they vary
 

from one site to the other.
 

The following tables will show the difference in costs:
 

TABLE I
 

SEWERED PROJECTS
 

Projects Projected Cost No. of Lots Cost per Lot
 

Norwood Pen $ 3,965,030 500 $ 7,930
 

Succaba Pen 7,166,173 1,000 7,166
 

Curator Mill 2,764,940 400 6,912
 

Standpipe Lane 2,990,027 259 11,545
 

$ 16,886,170 2,159
 

Average Cost Per Lot = $ 7,821
 

TABLE II
 

NON-SEWERED PROJECTS
 

Projects Projected Cost No. of Lots Cost per Lot
 

Watham Park Road $ 290,283 99 $ 2,938
 

Mackville Terrace 465,104 107 4,347
 

Cassaya Piece I 611,348 118 5,181
 

Cassaya Piece II 599,647 168 3,569
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TABLE II
 

NON-SEWERED PROJECTS
 

Projects Projected Cost No. of Lots Cost per Lot
 

Watham Park Road $ 290,283 99 $ 2,938
 

Mackville Terrace 465,104 107 4,347
 

Cassaya Piece I 611,348 118 5,181
 

Cassaya Piece II 599,647 168 3,569
 

Tredeger Park 407,050 53 7,680
 

Tryall Park 1,250,000 316 3,956
 

Effortville 648,658 180 3,609
 

1,041
 

Average Cost Per Lot = $ 4,106
 

Cost
 

The cost is equalized among similar scope projects which reflect
 

a cross subsidy, so as to make itmore affordable to the beneficiaries.
 

Although the beneficiaries in the non-sewered projects will pay
 

90% less than those in the sewered projects they are at a disadvantage in
 

that they will have to construct their own sewerage disposal in the form of
 

-
absorption pit septic tank or pit latrine which could cost from $1,000 


$ 3,000.
 

Leasehold
 

The loan agreement states that "Land lease means an agreement
 

between the occupant of an improved lot for not less than forty-nine (49)
 

years and establishing the payment of obligation of the occupants." This
 

agreement is renewable.
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"Land Lease Payment" means the payment required to be made by the 

occupant of an improved lot under a land lease which payment is computed 

on the basis of capital and financial cost for the land plus relocation 

costs and portion of infrastructure costs which are not recoverable through 

user charges. Based on allocation of infrastructure cost's design by the 

Ministry of Construction (Housing) the final cost chargeable to the bene

ficiaries of each lot is 60% of the project costs. The remaining 40% would 

be accounted for through user charges. 

Freehold
 

The Ministry of Construction (Housing) will enter into a sale
 

agreement with beneficiaries who are willing to buy their lots.
 

Market Program for the Squatter Upgrading Program
 

1. Staffing: 

- Estate Managers (2)
 

- Estate Managers Assistants (2) 
These should be experienced estate managers with expertise 
in rental or sales. 

- Attorney-at-Law 
Experience with real estate and contracts. Should be
 
senior enough to be able to make commitments and decisions
 
on behalf of the Ministry.
 

- Community Development Specialist (4) 
Should have above average skills in communicating with 
people in formal and informal circumstances, good
organizational and managerial sk2lls also required.
 

- Secretarial-Clerk (3)
Previous experience in rental documents and contracts 
important, good organizational skills and communication 
abilities (verbal and written required). 

Supportive staff will be necessary, but this need not be assigned on
 

a fulltime basis, but simply made available as required from the local Housing
 

Office.
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2. 	Orientation and Preparations:
 

Before undertaking the schedule of events outlined below, the
 

term will be oriented as to the structure of the program and the alternative
 

and option available under the existing Program and policies. They will also
 

have an opportunity to fine-tune the schedule of events according to their own
 

prospective and to meet the circumstances that will be encountered during the
 

execution phase.
 

The orientation period will also permit a start-up period for the
 

development of materials and basic documentation to assist in the process.
 

Every effort will be made to standardize marketing strategy, program and
 

instruments; however, this is not to eliminate or narrow the alternatives and
 

options available to the team to achieve the overall projects.
 

3. 	Marketing and Rental:
 

Upon arrival to an assignment area, the Task Force will undertake
 

the following activities:
 

- set up offices at the nearest Housing Office or on-site where 
possible; 

- visit the site and. become familiar with the terrain and the 
various features of the development; 

- arrange for the posting of a project sign and the circulation of 
promotional materials . . . indicating the Ministry's intention 
and the procedures and obtaining access to the lots. Use of 
flyers, newspaper and radio; 

- schedule and arrange a general meeting with the affected house
hold in the targeted area, the meeting is to lay out the pro
cedures and explain the responsibilities of Government and the 
households; 

- hold general meeting; 

- maintain regular office hours as well as evening and weekend 
sessions to permit direct communication with the individual 
household from the targeted area; 

- home visits with those houdehold which have failed to communicate 
with the rental team; 
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- invite the household who qualify to enter into a Lease Agreement; 

- revisit households who have not entered into an agreement, as
certained difficulties or problems which inhibit conclusion of 
Lease Agreement, seek solutions; 

- finalize all contract agreements; 

- return to site location as the schedule shall permit . . . this 
will represent a final direct effort by the team. Subsequent 
efforts will require inquiring by the interested parties and may 
require transport to local housing office or the central office 
in Kingston. 

- finalize new agreement with those households who responded; 

- provide notice of eviction -- or intent of eviction -- for those 
households who will not enter into an agreement with the Ministry. 

The task force would move on to its next assignment.
 

4. Special Roles and Functions:
 

The Legal Officer will act for the Ministry and shall have complete
 

powers to do so in those matters relating to the sales of the affected properties.
 

In addition, the attorney will provide counsel to those households requiring
 

assistance concerning matters arising from the agreement.
 

The local social worker will also be available to assist those
 

households who may require special assistance in dealing with the socio-economic
 

elements as they relate to the contracting for the purchase of the lots.
 

5. Execution of Sale Agreements.
 

In the preparation for the execution of the Sales Agreements, the
 

task force, Estate Managers will carefully review the Application Form. When
 

satisfied that everything is in order, the Estate Manager will prepare the
 

following documents:
 

Sales Agreement
 

Certificate of Occupancy
 

Payment Book (containing coupons for 12 months)
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Upon the completion of the execution of the Sales Agreement, the
 

tenant will be provided with the following items:
 

- a signed copy of the Sales Agreement 

- a Certificate of Occupancy 

- Payment Book 

- a letter providing instructions as to whom and where to 
make payments 

6. Collection Procedures:
 

At the present time, the Ministry of Construction (Housing) is
 

reviewing the situation regarding cost recovery and collection -as it relates
 

to its entire portfolio. The current procedures are internal and within the
 

Ministry and they are totally manual in the tabulation and recording of all
 

entries and actions. This system was adequate in the past, but today it ex

hibits a number of deficiencies which require immediate and remedial attention
 

if it is to adequately service the current and/or additional workload. The
 

Ministry is testing a computerized system for its World Bank projects. This
 

system would be administered by private concerns as direct agents for the
 

Government. Depending on the development of this option, the Settlement
 

Upgrading could also be incorporated into this package.
 

The Ministry is committed to investigate these options and others,
 

with regard to the Settlement Upgrading Program. A decision is expected by the
 

an early date. The Ministry is interested inobtaining technical assistance
 

concerning its collection efforts, to whatever extent AID can assist the
 

Ministry, not only in investigating current conditions and alternatives, but in
 

the long-term assistance of capital inputs and technical support, this would
 

prove helpful. 
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Cost Recovery
 

It is the intention of the Ministry of Construction (Housing) to under

take a Sales Program. The Ministry is presently reviewing options with regard
 

to suitability and acceptability for the allocation and recoupment of the costs
 

for the improvements made in conjunction with the upgrading program.
 

In light of the current costs situation and the concern for afford

ability, the direct participation of the Government of Jamaica will be required
 

to ensure that eligible household benefit. This support has been programmed
 

into the Fiscal Year 1982-83 Budget Request on the part of the Ministry. The
 

support level is to be such as to encompass the entire and full cost of the
 

obligation under the loan. Indeveloping an acceptable recovery program, it is
 

the intention of the Ministry to minimize the long-term obligations to Govern

ment and to allow individual households to assume a greater, if not total, share
 

of the actual cost associated with the improvements.
 

At the present time, the contribution of the Government-owned land
 

is being valued at 'zero value", to achieve the lowest possible costs. However,
 

depending on the options selected and feasibility, a nominal factor for this
 

central element may be considered. At no time will any pioneer household be
 

denied tenancy based on any dollar value for government-owned land.
 

In developing a final recovery plan, every consideration will be
 

given to equalizing the costs among the similar scope projects, while at the
 

same time assuring that an acceptable differential exists for premium sites or
 

for non-income-eligible households. Special consideration will be given to
 

those households who presently occupy improved lands and cannot meet the
 

costs as established under the recovery program. This extra assistance is
 

expected to be limited given the extent of the downward pricing that is projected
 

for the improved areas.
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The critical objective of the Ministry is to offer the improved lands
 

at a reasonable cost, determined under the current situation to be in the
 

neighborhood of $32.00 to $35.00 per month, or 10% of the median income. Over
 

time, this reasonable cost may vary, although the issue of reasonability and
 

affordability shall remain central to the recovery strategy.
 

Guidelines for the development of a cost recovery formula:
 

- GOJ budget input should be minimized, or where necessary, it
 
would be used to optimize performance or be recoverable in
 
the long term
 

- the cost factors to the individual household should be
 
reasonable inorder that it be economically feasible for
 
the targeted population
 

- the lowest possible costs to the households should be 
achieved in order to foster the investment and development 
of the shelter unit 

- any subsidy should be applied in the early years when the 

target population will have the greatest needs 

Throughout our presentation, we have assumed that the target income 

group is earning approximately $3,915 per annum. A factor of n percent (10%) 

of monthly income has been used as the rule-of-thumb in establishing a base rate 

for land and capital improvements. This would suggest a target rate of some 

Thirty-Two Dollars and Sixty Cents ($32.60). 

We are projecting an average cost of $6,000 per lot with terms of 

twenty-five (25) years at an interest rate of 11% unless otherwise indicated. 

A straight amortization over the life of the loan would call for a monthly 

billirg of $58.51. 

What follows is a variety of financial options that at times can 

be applied singularly or in combination with one another to produce an effective 

reduction on the short-term and/or long-term costs to the housek ds. 



-23-


Option A: Assumption of Water and Sewer-Related Costs by the
 

National Water Commission:
 

Out of a total annual loan obligation of J$2,617,236, approximately
 

$785,170 can be allocated to water related costs which represent thirty percent
 

(30%) of all project costs. When this sector is allocated to the NWC, a
 

corresponding increase is passed on to all users of the system, resulting in
 

an $00.80 increase water rates. Sewer represents $47,102 with a corresponding
 

rate increase of $2.23 per month. This would translate to a reduction per
 

beneficiary leaing a direct rate of $32.10. The transfer of obligation to the
 

NWC would not lead to immediate recovery from the beneficiaries and may
 

necessitate further rate increments. This is likely to cause a problem with
 

the collections at the NWC and have a direct bearing on the national treasury
 

in the form of additional outlays to satisfy the shortfall between revenue and
 

costs within the NWC.
 

A vehicle to transmit tiie funds from the NWC to either the Ministry
 

of Construction (Housing), or the JMB directly may be necessary; alternatively,
 

this can be handled as an ancounting procedure within the Ministry of Finance.
 

Option B: Use of GOJ Revenue producing schemes to Pay a Portion of
 

the JMB-USAID Guaranty Funds obligations:
 

Either existing or future projects developed with GOJ funds,
 

which in effect ha , no external repayment component and can be said to contain
 

a "zero value" with regard to interest and principal, would be given specific
 

dollar value to be used for the repayment of a portion of the JMB-USAID loan.
 

It is important to note the future subsidies that is the difference between the
 

household's ability to pay and 'he actual costs for upgrading could represent
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a substantial governmental outlay. To the extent that this future subsidy is
 

used to create additional improvements, which in turn create new income, this
 

could be used to offset the actual supports required under the loan program.
 

Inthis way, we not only achieve feasibility but improve the level of
 

performance and the number of households serviced by the Ministry. In the
 

model, future commitments of some $11,O00,O00 are used to develop a base of
 

some 2,500 new lots. These 'ill generate an income of $30.00 per lot and this
 

in turn would directly offset the JMB-USAID projects by some $20.00 per lot
 

each month.
 

Option C: Variable Payment Plan
 

This vehicle permits the scheduling of low initial rates, which
 

can be programmed to increase at a fixed rate or as a percentage over any
 

predetermined time span. The variable payment plan is very much geared to
 

deal th inflationary markets and anticipated income gaowth situations.
 

A constant rate of increase (%)permits slighcly more liberal
 

initial payments but requires a higher level payment later in the term of the
 

loan than does the constant amount of increase schedule.
 

Variable payments' chief benefit is that is allows to be made
 

up by the GOJ. In the later years of the loan, the individual household should
 

be able to afford the full costs of the loan.
 

The short fall in the earlier years would have to be made
 

up by the GOJ. In the later years of the loan, the individual household should
 

be able to afford the full costs of the loan.
 

Assuming an initial rate of $35.00 per lot in the first year,
 

GOJ cost would be $35.36 per lot or $11,315,392. This support level would be
 

reduced over time and somewhere short of the mid-way during the twenty-five
 

years of the loan period, income should exceed the actual costs of the loan.
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Option D: Equity Sharing (For Sales/Or Fee Ownership Options Only)
 

This formula allows the establishment of any rate value that
 

government is willing to support against the potential capturing of increase
 

earning on the appreciation of the property over time. Using a somewhat different
 

base of $6,625 as the cost of the average improvement, we have illustrated a
 

60 - 40% equity position between the household and the Government of Jamaica.
 

In this example, the household would assume the debt service on $4,000 of
 

the actual cost, paying $39.21 per month. The GOJ would hold as equity 40%
 

of the value of the improved land, here quoted as $2,625 (zero land value), this
 

would represent an annual cost to GOJ of some $1,082,280 (shortfall). Given the
 

equity position, the government is in the position that can either sell its
 

vested interest either to the household or to some other party . . . government
 

can also demand to be bought out at the time of some future sale of the
 

property. Government would not be limited to a fixed rate of return as pre

sented in the cash value of the initial investment but could be guided by the
 

future land value.
 

The effect on the monthly charges is to reduce them $39.21.
 

Essentially, government is paying the bill for the household against future
 

profits that would have accrued only to the individual. This concept can be
 

placed on any time frame suitable to the parties and can lead to a renegotiation
 

of the value and debt relationship between the household and the government.
 

The principal factors influencing future governmental returns are TIME,
 

INFLATION and APPRECIATION.
 



-26-


Home Improvement (Subprogram III)
 

This program was designed to make money available to the Jamaica
 

Cooperative Credit Union League, Ltd. (JCCUL) who will make it available to
 

the credit unions island-wide so as to make loans to their members who fall
 

in the median income bracket for home improvement use only.
 

Disbursement
 

1. The credit unions make request to the JCCUL for 85% of the total
 

loan made to their members who are earning J$6,000 or less, annually.
 

The request should have the following information:
 

(a) name of member
 

(b) address of member
 

(c) description of improvement
 

(d) date of the loan
 

2. JCCUL would submit this request to the Jamaica Mortgage Bank
 

(JMB) for reimbursement.
 

3. JMB will make spot-checks so as to be satisfied that the work
 

is in progress. Then it would disburse the money to the JCCUL who will sign
 

a promissory note to repay the Bank.
 

To date, the bank has disbursed $4.1 million to nineteen (19) credit
 

unions. Approximately six (6)thousand loans have been made, at an average
 

J$683 per loan.
 

DISBURSEMENT TABLE
 

100% Loan No. of 85% Reimbursement Average
 
No. of C.U. Made by C.U. Loan by JMB Loan
 

19 $ 4.832 M 6,000 $ 4.1 M $ 683.00
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BRIEF BACKGROUND INFORMATION ABOUT PERU 

1. General Geographical Aspects 

Peru, with an area of 496,222 square miles (1.3 million square 	 

-kilometers ) is the third largest country in South America ( after 

Brazil and Argentina ) and is bordered by Ecuador, Colombia, -

Brazil , Bolivia and Chile. 

The country is vertically divided into three well-defined topographic 

and climatic regions : 

(1) The coastal area, From 16-160 kilometers (10-100 mi) wide is 

arid or semiarid with mild and even temperatures throughout the year . 

Much of the industrial , commercial , and agricultural activity is centered 

in this region despite the scarcity of rain. Over fifty percent of the 

population lives here and produces more than 70% f the gross national 

product (GNP) . 

(2) The Andes Mountains , about 320 kilometers ( 200 mi. , wide) 	, 

occupy about 27% of PerC,'s land area . These mountains are the 

principal barrier to transportation and communication links between the 

coast and the interior. The rugged eastern slopes culminate in snow 

clad Mt. Huascar6n - 6,767 meters ( 22,200 ft.) above sea level. The 

climate ranges From temperate to frigid , depending on elevation . Rainfall 

exceeds 254 centimeters (100 in.) annually on the eastern slopes but 

diminishes southward, causing changes in vegetoion . The Andes area 

contains the major deposit,; of mineral wealth. 

(3) The isolated eastern lowlands , or Montafla, occupy more than 

half of PerO's total land area. They are a vast uncharted region of hills, 

forests, and tropical jungle through which numer.ous rivers wind their 

way to the Amazon River . The climate in the Montaia is humid and warm 

with abundant rainfall throughout the year.
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This area is sparsely populated and largely undeveloped, although Petroleum 

deposits, including some commercially significant finds, have been discovered 

in this area, and further exploration is planned. 

Lima's climate is often compared with that of San Francisco . It has no 

extreme temperatures and little daily variation . During winter ( May-November), 

Lima is covered by low-hanging fog: the atmosphere is usually cold and damp with 

very little sunshine. In contrast Chosica, a 45 minute drive inland from Lima, is 

at an altitude of 1,000 meters ( 3,000 ft. ) and winter days are sunny and dry. 

Lima's summers are warm and sunny almost every day and pleasantly cool at 

night. 
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2. 	 Population Distribution: Urban/Rural and Reqional 

During the past 40 years PerG has been transformed From a 

predominately rural to an eminently urbanized society . According to the 

1940 census the urban population represented only 25.8 percent of the 

total ; in 1961 and 1972 the proportions were 47.4 and 59.5 percent 
respectively. By 1981, the urban population comprised 65.1 percent. 

Summary of Census Data 1940- 1981 

Total Population Urban Rural 
Census Year Thousands % Thousands % Thousands % 

1940 6208 100 1603 25.8 4605 74.2 
1961 9907 100 4698 47.4 5209 52.6
 

1972 13538 100 8058 59.5 5480 40.5
 

1981* 17031 100 11086 65.1 5945 
 34.9
 

* Preliminary 	Figures 

The urbanizing process has been fostered in great part by a massive 
internal d4 splacement of people from the Andean Highlands mainly to the 

urban centers of the Coastal Lowlands but to a much lesser degree also to the 

Eastern Lowlands . Hence while the population of the Andean Highlands 
declined from 65 percent of the total in 1940 to only 37 percent in 1980 the 

population of the Coastal Lowlands increased from 28 to 52 percent and the 

EastemLowlands from 7 to 11 percent. 

Regional Distribution of Population in Percentages 1940-1990 

Year 
1940 1961 1972 1980* 1990*
 

TOTAL 	 100.0. 100.0 100.0 100.0 100.0 

Coastal Lowlands 28.0 38.0 47.0 52.0 58.0
 

Andean Highlands 65.0 53.0 43.0 37.0 30.0 

Eastern Lowlands 7.0 9.0 10.0 11.0 12.0 

* estimates 



3. Population Growth Rates 

In terms of inter-censal growth rates Peru' peaked at 2.9 percent in 

the 1961-72 period after having grown at only 2.2 percent during 1940

61 and slowing to 2.6 percent in 1972-81 . Of continuing interest is 

the spread between urban growth ( above the mean ) and rural growth 

(below) as shown by the following table : 

Population Growth Rates During Intercensal Periods 1940-1981 

Average Annual Growth Rate (Percent perYear) 
Intercensal Period Total Urban Rural 

1.21940-61 2.2 3.7 

1961-72 2.9 5.1 0.5 

1972-81 2.6 3.6 0.9
 

The fundament mathematical relationship among the relevant factors in 

accounting for net population growth can be expressed by the following 

equation : 

Net Growth Rate = Birth Rate - Death Rate - Net Migration Rate 

The following table provides some specific estimates for these factors " 

prepared by the Peruvian National Institute of Stadistics which emphasize that 

high rural out migration is the key factor for the high net growth rate of the urban 

factor. As can be seen in all of the five-year intervalsnet natural increase 

( Birth Rate - Death Rate ) is higher in the rural than in the urban areas. 
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Projections of Basic Demografic Rates 1970-1990 

Net Rural-Urban Net Grown 
PERIOD Birth Rate Death Rate Migration Rate 
Total 

2.8
1970-75 4.2 1.4 

1975-80 4.0 1.2 - 2.8 

1980-85 3.8 1.0 - 2.8 

0.9 2.7
1985-90 3.6 -


Urban
 

1970-75 3.6 1.0 4 1.7 4.3
 

1975-80 3.5 0.9 4- 1.4 4.0
 

3.8
1980-85 3.4 0.8 4- 1.2 


1985-90 3.3 0.8 4- 1.1 3.6
 

Rural
 

1970-75 5.1 1.9 - 2.6 0.6 

1975-80 5.0 1.7 - 2.6 0.7 

1980-85 4.7 1.5 - 2.6 0.6 

1985-90 4.4 1.3 - 2.6 0.5 

isue
 

Pursuing the relevant inefurther detail it isof interest to compare the 

implications of a population projection system which varies two major 

parameters : 1 ) national growth rate as affected by the rate of fertility decline 

and 2) alternative rates of the rural population rate of growth or decline . 

Interestingly this model highlights that decl ine in the fertility rate impacts most 

slgnificanhan also reducing the rate of urban population growth . 

Never'the:less itmust be recognized that under these several sets of assumptins 

urban population for the yar 200 wouldbq a low of 1.7 million (73.4 %)

from projection A: 1 tahgh of 26.9 mlion (84.3%)
 
from projection.C-IJ as shown in the table "Population, Projections and Rural-


Urban Distribution " prepared by the World Bank. (see following pages)
 

Still another approach to perceiving rates of growth of urban population 

is in terms of studying individual cities . In the table "Growth Rates of Cities and 

Urban Size Classes 1910-72 " it can be seen that for 11 of the 13 cities growth 

was significantly greater between 1961-72 than 1941 - 61 . The 2 exceptions 
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POPULATION PROJECTIONS AND RURAL-URBAN DISTRIBUTIONS
 

1972 I 2000 II
 

Total: 	 Size 
 29,685 31,938
 

Growth rata 
 14,273 
 2.7 
 2.9
 

A. 	Size 
 Rural 6,678 7,897 
 7,897
 
Urban 7,595 
 21,788 24,041
 

Distribution: 
 Rural 
 46.8 26.6 
 24.7
 
Urban 
 53.2 
 73.4 
 75.5
 

Growth rate2: Rural 
 0.6 
 0.6

1972-2000 
 Urban 
 3.8 
 4.2
 

8. 	Size: 
 Rural 6,678 6,869 
 6,869

Urban 7,595 
 22,816 
 25,069
 

DistributL,,n: Rural 
 46.8 23.1 
 21.5
 
Urban 
 53.2 
 76.9 
 78.5
 

Growth Ratt!: Rural 
 0.1 
 0.1
 
Urban 
 4.0 
 0.4
 

C. 	Size: 
 Rural 6,678 
 5,009 
 5,009

Urban 7,595 
 24,676 
 26,929
 

Distribution: 
 Rural 
 46.8 
 16.9 
 15.7
 
Urban 
 53.2 83.1 
 84.3
 

Growth RatE: Rural 
 -1.0 
 -1.0
 
Urban 
 4.3 
 4.6
 

NOTES: 	 National
 
Population Projections: I. Assumes acceleration of fertility decline,
 

with 	total fertility rate declining from

6.33 in 	1970-75 to 
3.75 in 	1995-2000.
 

I. 	 Assumes continuation of fall in fertility
 
at 
same 	rate as in 1970s.
 

Rural
 
Population Projections: A. Assunes rural growth rate at same 
rate as
 

the 1961-72 average.

B. 	Assumes decline in rural growth rate to
 

0.1% in 1972-2000.
 
C. 	Assumes that rural population in year 2000"
 

will be 75% of 1972 level.
 
SOURCE: 
 World Bank, Peru: Long-Term Development Issues (April 1979), Vol.
 

II, Table 33 and Vol. III, 
Table 1.19.
 



GROWTH RATES OF CITIES AID URBAN SIZE CLASSE' , L9'-0-72 

Z Per Annum Share of Urban 
1940-61 1961-72 P pulation, 1972 (%) 

Lima-Callao 5.0 
 5.8 43.87
 

Arequipa 3.2 6.2 4.23
 

Trujillo 
 5.0 8.5 3.52
 

Chiclayo 
 5.4 6.4 2.64
 

Chimbota 13.4 9.3 2.21
 

Huancayo 4.2 6.4 
 1.76
 

Piura 4.6 
 5.3 1.76
 

Cuzco 3.3 3.9 1.68
 

Iquitos 
 2.9 6.2 1.55
 

Ica 
 4.6 5.3 1.32
 

Sullana 
 4.2 4.8 1.16
 

Pucallpa 12.1 
 8.3 0.88
 

Tacna 4.4 
 7.2 0.82
 

Urban population: /a
 

2000-19,999 3.3 4.3 22.60
 

20,000-49,999 3.5 5.4 10.00
 

50,000-99,999 
 5.1 6.0 4.19
 

> 100,000 (excluding Lima) 4.4 6.6 
 19.35
 

/a The size class categories refer to the 1972 size of cities.
 

Source: Oficina Nacional de Estadistica y Censo.
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(Chimbote and Pucallpa) are urban centers which had very small absolute 

populations in 1940. 

Another interesting aspect of city size growth is that their is a very 

consistent relationship that "rate of population is a function of city size " , or 

that larger cities tend to grow faster than smaller ones. Hence it can be seen that 

cities of under 20,000 population in 1972 grew at azn average annual rate of only 
4.3 percent as apposed to 6.6 percent for those of over 100,000 ( excluding Lima). 
For intermediate sizes the relationship was consistent ( 20,000-50,000 at 5.4 

percent ; 50,C00 - 100,000 at 6.0 percent ). 

4. Income Distribution and the Population Economically Active 

In Citeral terms about half of the economically active population in Peru 

is either un-employed or under-employed. As shown in the following table 
prepared by the Ministry of Labor the trend is for a further deterioration of the 
situation during the period 1975-85 . 

Composition of the Economically Active Population In Peru 

Employment 1975 1980 1985 
Status Thousands Percent Thousands Percent Thousands Percent 

Adequately employed 2,538.8 52.7 2,318.0 41.3 2,949.4 44.8 
Under-Employed 2,042.6 42.4 2,901.0 51.7 3,212.2 48.8 
Un-Employed 236.1 4.9 393.0 7.0 424.8 6.4 

TOTAL 4,817.5 100.0% 5,612.0 100.0% 6,586.4 100.0% 

The "economically active population" in Peru is defined to include all persons
15 to 64 years of age who are presently employed or actively seeking employment. 
The three categories of employment status shown inthe table are defined as 
follows : 

Adequately Employed - all persons who work more than 35 hours per week and 

whose income levels are. above the minimum legal salary and also persons who 
work fewer than 35 hours but whose income is above the legal minimum but 
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do not choose to work more hours. 

Under - Employed - all persons who work more than 35 hours per week and whose 

income levels are below the minimum legal salary and also persons who work fewer 

than 35 hours and whose income is below the legal limit and /or who have training 

or skills which would permit ach ievement of the minimum level If more hours of 

work were available. 

Un - Employed - all persons that during the period stuJied were actively in 

search of employment. 

During the interval 1975-85 rhe economically uctive population was calculated to 

overage 59 percent of the population from 15 to 64 years old and 31 percent of the 

total population. 

Reliable data on income levels per family in PerO are difficult to obtain for a 

variety of reasons . One of the principal factors is that much of the rural population 

livies virtually otuside of the cash economy and the calculation of monetary 

equivalents is not only difficult but may not be really meaningful. In urban areas 

the poor live mainly within the realm of the informal economy and the quest to 

obtain honest and accurate estimates of family income represents an enigmatic 

challenge to social scientists . Sample surveys have been made,however,in eleven 

of the most important cities of the country . Results are summarized in the table 

"Distribution of Family Income by Deciles for Principal Cities In Peru, De.cember 

1981 ( see following pages ) 
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I. SHELTER SECTOR CHARACTERISTICS 

1. Settlement Patterns 

As a result of the powerful shift during the past 40 years from a 

predominately rural to a highly urbanized population the results of 

growth , sometimes exceedingly rapid growth, have impacted on 

practically all towns and cities in Peru' . Because of Limas tremendous 

political , economic and social importance and its accelerated 

expansion during this period,perhaps it is best to first grasp the 

magnitude and relevance of the "primacy" of the capital city, On the 

basis of census data and estimates of the National Planning Institute 

the folbwing profile emerges : 

LIMA'S POPULATION SHARE 1940-90 

Year 	 Population Share of Urban Share of Total 
in thousands Population (%) Population (%) 

1940 602 36.0 9.7 
1961 1,694 42.6 17.1 
1972 3,154 43.9 23.3 
1981 4,510 41.2 	 27.7
 
1990* 	 42.4 31.3
 

* Estimates 

The distribution of city sizes is such that the large number of smaller 

settlements 	provides the base for a pyramid with may towns of under 

2,000 people and very few cities with over 500,000 

- II
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The following table gives some idea of the present and projected distribution
 

of towns and cities in Peru by size categories.
 

Classification of Urban Settlements by Population Size 1980-90
 

Urban Settlements 1980 Urban Settlements 1990
 
Population Size Number % Number %
 

500-2000 1122 70.0 1128 79.4
 

2000-20,000 254 18.0 227 16.0
 

20,000-50,000 22 1.5 33 2.3
 

50,000-500,000 21 1.4 28 1.9
 

500,000 or more 1 0.1 4 0.4
 

Total 1420 100.0 1420 100.0
 

The most important feature of the pyramid is the distinctly disproportionate
 

differences between Metropolitan Lima and the next-ranking cities of Arequipa
 

and Trujillo, where the former is more than 10 times larger than the second
 

and third largest cities.
 

Perhaps the most significant feature of urban growth in Peruvian cities in
 

recent decades is the mushrooming growth of the "Pueblos Jovenes." It is best
 

not to invent an over-simplified translation for these new urban develr,: ent
 

years because their origins, age, and present stages of development vary widely.
 

Different authors have used terms such as "young" town, "squatter" develop

ments and "shanty towns."
 

The fact remains that this diverse and now extremely important segment of
 

the urbanized zones of Peruvian Towns and cities has been given legal status.
 

First given notoriety in the Lima Metropolitan area,the evolution of "Pueblos
 

Jovenes" has ueen a conspicuous feature of all medium and large urban centers
 

and In many smaller ones.
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Total 

Census 
Car 

Population 

Total Population 

Residing in "Pueblos 

in Pueblos 
J6venes 

J6venes" in Peru 1961 1981 

Percentage of Total 
Population in Per6 

Urban 

1961 448.3 9.5 

1972 1477.3 18.3 

1981 2743.2 24.7 

The 	next three ranking Peruvian cities after Lima, namely Arequipa, Trujillo 

y Chiclayo each have more than half of their total populations living in "Pueblos 

J6venes" 

Population Residing in "Pueblos J6venes" in the iouF largest cities 

in Peru in 1981 

PopulHition in PercentageLargest Cities' Total Urban 
PoP,! a o n "Pueblos J6venes of Total 

Lima 	Metropolitan 4'600.9 117.8 25.5 
Arequipa 452.9 257.3 56.8 
Trujilb 354.6 181.0 51.1 
Chiclayo 265.4 137.3 51.7 

At present their are 838 legally recognized "Pueblos J6venes" in the 
country . Of these 78 percent are located incities of over 50,000 inhabitants. 

Distribution of "Pueblos J6venrs" with Regard to City Size 

City Size Number of Percentage 
( Total Population) "Pueblos J6venes" Distribution 

Cities of over 30,000 
inhabitants 654 78
 
Cities of 20,000 to 
50,000 inhabitants 96 12
 
Cities of under 20,000 
inhabitants 88 10
 

TOTAL 	 838 100% 
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2. Housing Stock 

On the basis of preliminary results of the 1981 census it appears that the 
rate of growth of the National Housing Stock during the 1972 - 1981 
period was about 1 percent peryear . Given the great initial deficit at 
the beginning of the period and an annual population in growth of 2.6 
percent it can be obviously concluded that Peru lost ground, significantly, 
in the battle to provide adequate housing for its population. 

Annual Rates of Increase in Housing Stock 1961 - 1981 

Period Average Annual Rate of Increase 

Total Urban Rural 

1961-1972 3,890 5.6% 2.0% 
1972-81 1,090 1.7 % -

The corresponding absolute figures from census sources are shown in the 
following table : 

Number of Housing Units 1961 - 1981 

Census Year Total Housing Units Urban Rural 

1961 1,986,000 941,000 1,046,000 
1972 3,015,000 1,715,000 1,300,000 
1981 3,303,000 2,002,000 1,300,000 

The severe reduction in rate of new housing construction in urban areas in 
the face of the more rapid population growth has resulted in a dramatic 
increase in the number of inhabitants per develling unit from 4.72 in 1972 
to 5.54 in 1981 , and increase of 17.4 percent. 

The following two tables provide a summary of the situation for the last 3 
census years. 

Relative Distribution of Housing Units 1961 - 1981 

( Percent of Total Dwellings ) 

Census Year Total Housing Units Urban Rural 

1961 100 47.3 52.7
 
'972 100 56.8 43.2
 
1981 100 60.6 39.4
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Averaqe Number of Inhabitants per Housing Unit, 1961-1981
 

Census Year All Housing Units Urban Rural 

1961 5.01 5.02 4.99 
1972 4.51 4.72 4.22
 
1981 5.15 5.54 4.57 

A major barrier to the. rhythm of housinq construction is, or course, the
 
availability of financing . The following table provides a summary of how 
new housing units were financed in each of the last census years.
 

Sources of Financing for New Housing Construction 1961 - 1981 

Sources of Number of New Housing Units Constructed ( Thousands)

Financing 1961 1972 1980
 

All Housing units 76 87 118 

With Formal Finan
cing 3 5 8
 
Self - Financed 53 50 60
 
Not Specified 20 32 50
 

Urban Areas 55 69 100 

With Formal 
financing 3 5 8
 
Self Financial 32 32 42
 
Not specified 20 32 50
 

Rural Areas 21 18 18 

With Formal
 
Financing - - 
Self-financed 21 18 18
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3. Construction Materials 

Clearly, a classification of housing type by type of construction materials 

employedoverlooks many other important aspects that might relate to the 

adequacy of an individual dwelling . 

The following table has considerable significance in indicating the nature 

of the existing housing stock . 

HOUSING STOCK BY TYPE OF MATERIAL 1978 

Construction Material Number % 

Brick 871 ,266 27.3 

Adobe 1454 ,920 45.3 

Stone and Clay 276,756 8.7 

Wood 180,926 5.7 

Straw matting 81 ,221 2.5 

Bamboo/mud (quinchas) 254,588 8.0 

Others 75,176 2.3 

TOTAL 3'194,854 100.0 
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4. Water and Sewerage Systems 

As of 1972 about 69 percent of all urban dwelling units had direct access to 
potable water. Of these, about half had piped water; the other half were served
by other kinds of systems. Only about 38 percent of the urban dwellings served 
by water systems had sewerage systems. 

According to the 1981 Census, 68 percent of the urban population had direct
 
access to potable water and in the rural areas only only 15 percent. In metro
politan Lima the coverage was about 72 percent. At the same time 57 percent

of urban residents nationwide were servad by sewerage syslems and only I per
cent in rural areas. In metropolitan Lima 64 percent had sewerage service. 

Quite clearly, the coverage of water and sewerage services on a national scale
 
is very deficient. Among the major urban centers the degree of coverage varies
 
considerably, with Lima, Chimbcte and Tacna being among the best and Huacho,
 
Chulucanas and Pucallpa among the worst.
 

There are many different kinds of constraints and considerations which impact 
upon the cost and difficulty of providing adequate water and sewerage services.
 
One of these if the continued industrial growth in Lima and other major cities

which competes vigorously with domestic and other uses for sanitary serivces.
 
Similiarly, the considerable geographic diversity over the vast expanse of the

national territory must contend with extreme conditions of super-abundance of
 
water as opposed to total absence. Similiarly, local conditions for establishing
 
sewage treatment systems very enormously.
 

5. Housing Demand 

In 1972 the quantitative deficit of housing units (shortage) was estimated at
 
556,000 dwellings and the qualitative deficit (deteriorated units) at 530,000

dwellings, for a total deficit of over I million housingunits in that year.
 

By 1980 the shordge and deteriorated totals had risen to 934,000 and 616,000,
respectively, for a total deficit of 1,550,000 dwelling units. Hence in less than 
a decade the shortage had grown by 464,000 unitssor 43 percent. 

As a consequence of the low level of savings and of purchasing power of the 
great majority of the national population, the demand for housing is very heavily
weighted for access to very modest dwellings within the reach of this majority.
Government efforts in attempting to alleviate the deficit have placed maximum 
dependence upon the economic resources of FONAVI (the National Housing Fund).
The r;.ults and projections of this governmental involvement during the period
1981-83 is summarized Dn the following table. 
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Construction Programs Sponsored by the Go.,ernment 1981-3 
FONAVI 

Programs 	 1981 1982 1983
(completed) completedo (programmed) 

I. Single-Family Houses 3,403 5,543 3,483 
2. 	Apartments 1,026 17,021 1,500 
3. 	Lots with Basic Services
 

and Nuclear House - 1",8 42 9,568
 
4. 	 Lots with Basic Services 2 17,945 10,124 

OTHER FINANCING
 
(Peruvian Flcusing Bank and World Bank)
 

(coinle . / 1983
prorlammef (programmed) 

I. 	Lots with Basic Services
 
and Nuclear House 4,724
 

2. 	Lots with Basic Services 6,341 1,195 

6. Land Availability and Tenure 

At least until the decade of the 1960's, urban development in Peru was largely 
and simply a coosequence of the activity of private sector subdivision promoters 
who bought up attracrive agricultural land to be improved, subdivided and sold 
to middle and upper incomia buyers. In general terms it is accurate to say that 
there was virtually no effort to promote or develop subdivisions for low income 
people 

In the years immediately preceding 1957, and especially in the outskirts of Lima, 
the country experienced a new version of urban development. This was in the form 
of well-organized "squatter invasions" on non-arable lands to provide housing sites 
for low-income "invaders". These new settlements were dubbed as "barriadas", a 
term referring disparagingly to these new settlements characterized by improvisation 
and privation due to the lack of urban services and facilities. Typically these 
invasions were perpetrated (and continue at the present time) by poor urban 
dwellers or recently arrived rural migrants who were prepared to escape from the 
crowding, congestion and inadequacy of life in rented quarters in dingy urban slums 
in older neighborhoods of existing cities. 

Finally in 1961 a new law was enacted (No. 13517) for the specific purpose of the 
upgrading of the "barriadas", including the provision of electrification and sanitary 
services, improvement of streets and access roads and the legalization of the 
"invasion" by giving full legal property titles to the new "owners". 

For more than a decade this special but administratively complicated "urbanizing" 
process impacted as a major force in the urban development of the country. In the 
early years of the military government (1968-80) the term "barriada' was officially 
replaced by the currently used term "pueblo joven". In 1976 the government decided 
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to try to call a halt to the whole business and prohibited any new invasions. 
In spite of this prohibitionthe invasions continued to proliferate and continued 
to constitute a major form of urban expansion on a national level. 

The far-reaching implications of this Invasionary urbanizing process can best be 
grasped by the fact that, as of 1981, the total population resident in the "pueblos 
jovenes" was 2,743,200 persons representing 462,452 families. This amounts 
to 16.1 percent of the total national population and 24.7 percent of the urban 
population in that year. 

Nevertheless, it is important to point out that only 13.8 percent of these persons 
and families have obtained legal titles to their "new properties". Since posession 
of the legal title is an indispensable condition for securing any kind of institutional 
financing, this means that 86.2 percent of the families are automatically excluded 
from access to traditional, legal sources of credit for improving and upgrading 
their homes. 

Recently, complications and delays associated with applying for and securing 
legal titles have been reduced; nevertheless, the fact remains that there is an 
enormous volume of applicants yet to be processed. This is a situation similar to 
that in 1963 when public sector policies became more oriented to programs serving 
low-income families through the preparation of lots with basic services, with or 
without the nuclear house, and supervised credits for housing construction as 
conscious, planned alternatives to the "invasion" process of urban development. 

The important constraint to these activities, however, is that the areas of 
government owned land suitable for being urbanized is in ever-increasing short 
supply. During the 1970's the goverment resorted to outright expropriation of 
land suitable for government sponsored housing projects. 

This situation of extreme shortage of suitable sites for such purposos has given 
rise to the creation of a new model for organizing and facilitating urban 
develepment projects. This is a system of publicly sponsored competitive 
bidding by private promoters who offer suitable pieces of land and acceptable 
plans for its development as part of a joint venture in which the government 
provides the financing for housi ng construction and other improvements. 



III. ORGANIZATIONAL STRUCTURE OF THE MINISTRY OF HOUSING
 

In accordance with the law of Executive Powers of the Government as
 

prescribed by the Constitution of Peru, the Ministry of Housing is responsible
 

for matters regarding adequate housing for the country. The Ministry responds
 

to this charge not only through its resources but also through the Government
 

Owned Corporations and Decentralized Public Agencies that pertain to it. This
 

concern for adequate housing at the national level must take into account the
 

general policies of the government as well as the specific development plans of
 

the various governmental agencies and the different socio-economic levels of the
 

various 	sectors of the national population. 

At the national level the Ministry of Housing is involved with the 

following areas of responsibility: 1) Urban growth and development, 2) The
 

quality of the environment, and 3) new construction.
 

They relate to: 1) housing construction, 2) urban infrastructure and
 

3) complementary services. The involvement of the Ministry in these areas of
 

responsibility includes planning, supervision, coordination, administration,
 

execution, and evaluation.
 

In order to satisfactorily comply with the goals and objectives of the
 

Ministry and to achieve an efficient level of administration, the Ministry
 

will simultaneously engage in promotion, setting of standards and control.
 

At the same time the Ministry assigns the actual execution of specific 

construction and urban development projects to the Government Owned Corporations 

and Decentralized Public Entities created for their respective purposes. 

Following the guidelines of the law of Executive Powers which governs
 

all Ministries and also taking into account its special requirements, the
 

Ministry of Housing has established the positions of Vice-Minister and Inspector
 

General 	as well as creating the following line functions which are responsible
 

-20
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for each of these divisions (General Directorates): 

Urban Development 

Construction 

Quality of the Environment 
National Monuments 

In order to provide technical advice and orientation the folowing offices 

were established 

Planning 

Legal Section 

Organization and Management 

As essential support unit, the following offices were established 

Administration 

Statistics 

Data Processing 

Information-and Public Relations 

Also established were decentralized regional offices of the Ministry 

located in the capital cities of each of the"Departments" (States) of the country 

Of the previously mentioned divisions and offices it is particularly 

relevant to call attention! to the responsibilities for Urban Development especially 
-with regard to establishing a coherent national policy for the expansion and 

improvement of cities and other urban settlements on a national scale. A major 

concern is for coordination , evaluation of information and implementation of 

policy, plans and programs for physical development. With regard to actual
 

constructio5 it isessential to set standards and establish procedures relating to 

organization , programming and execution for diverse projects including single and 
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multiple family housing , community and commercial centers and other public
 
buildings .
 In order to protect and improve the quality of the environment it
 
is necessary to formulate, coordinate and supervise relevant policies and to 
 -

promote the development and use of appropiate technologies.
 

The implenentation of these diverse functions and activities on a national 
level is achieved by the Regional Divisions of the Ministry created in conformity
 
with the administrative decenrralization called for in the new Costitutliornr of
 
Peru of 1979 . 

The various Goverment Owned Corporations and the Decentralized Public 
Agencies which pertain to the Ministry ar responsible , respectively for efficient
 
and appropiate participation in the governmental role in the achievement of 
 -

adequate housing br the country 

The Government Owned Corporations include : 

- ENACE ( Empresa Nacional de Edificaciones ) The National Construction -

Corporation for Housing , Urban Infrastructure and Public Buildings . 

- SENAPA ( Servicio Nacional de Abastecimiento de Agua Potable y Alcantarillado) 
The National Service for Water and Sewerage * 

- SEDAPAL ( Servicio de Abastecimiento de Agua Potable y Alcantarillado de
 
Lima ) The Lima Metropolitan Service for Wat-r and Sewerage .
 

- SEDAPAT ( Servicto de Abastecimiento de Agua Potable y Alcantarillado de Tru 
jillo ) The Trujillo Metropolitan Service for Water and Sewerage 

The Decentralized Public Agencies include 

- ININVI ( Instituto Nacional de Investigaci6n y Normalizaci6n de Vivienda ) The 
National Institute for Technological Fesearch and Construction Standards for 

Housing . 

- INADUR ( Instituto Nacional de Desarrollo Urbano ) The National Institute for 
Urban Development. 
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PATPAL ( Patronato del Parque de las Leyendas) Municipal Council for "Las 
Leyendas " Public Park . 

El Conselo Superior de Licitaciones y Controles de Obras Pblicas , The
 
Appeals Board for Public Bidding a.'d Control of Public Works 
.
 

El Consejo Nacional de Tasaciones, The National Council on Real Pioperty 
Appraisal . 
CREPCO ( Consejo de Reajuste de los Precios de la Construcci6n ) The
 
Construction 
 Cost Index Board . 
SENCICO ( Servicio Nacional de Capacitaci6n para la Industria de ta Cons 
trucci6n) The National Training Service for the Construction Industry 

The Government Owned Corporations are subject to the regulations 
and restrictions specified in the law which 
 specifies the degree of government

involvement 
in empresarial activities (Ley de Actividad Empresarial del 
Estado,.
 

Accordingly, each of the following Government Owned Corporations
 
has specifically defined functions :
 

ENACE is the government-owned corporation in charge of defining f 
planning, obtaining financing, designing, executing and tinsfering titles for 
the diverse programs for providing basic urban infrastructure, construction of
 
housing units and the 
 provision of corresponding public services as well as for 
public buildings. The Corporation is empowered to negotiate and enter into all
 

necessary contracts. 

SENAPA is the entity in charge of putting into practice the elements 
of the Governmental policies at the National level relating to the installation, 
operation, control and maintenance of the urban water and sewerage systems for 
the major cities of Peru . The specific responsibilities include planning, 
programming, financing, setting standards , preparation of projects, the execution 
of Ihese projects , technical assitance , supervision of operations and evaluation 
of completed projects for the purposes of establishing and adjusting rate structures. 
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SEDAPAL, SEDAPAR and SEDAPAT as subsidiaries of SENAPA provide all 

of the same functions but in operational terms in the cities of Lima , Arequipa and 

Trujillo , respectively. 

INADUR and -
Among the Decentralized Public Agencies , ININVI , 

PATPAL are relatively new creations . Their respective functions, specifically in 
-the area of providing professional and technical services to urban and housing 

development within the country, include : 

-ININVI is responsible for defining, promoting and executing research 

activity which emphasizes scientific , technological and socio-economic dimensions 

of housing, urban infrastructure and services and other government sponsored 

construction in urban areas . In addition this institute formulates the standards 

that apply to building design and construction technology as relate to improving procedures 

and proceses as well as making better use of available building materials ; this is 

a specific concern for reducing costs , improving quality and diversifying the 

types of urban construction projects in terms which respond mostrationally to 

national realities . 

INADUR is in charge of carrying out and promoting research relating to 

the planning of urban settlements but with particular concern for seeking out and 

supporting municipal governments in the formulation and execution of their specific 

plans , programs and projects for local urban development . In addition, this 
institute provides support in the evaluation and training of personnel in the field 

of urban development as well as advising municipal governments in matters related 

to financing their urban development activities . -

PATPAL is specifically concerned with optimizing the cultural impacts 

on urban life of the "Parque de las Leyendas" ( a zoological and archeological 

park in metropolitan Lima ) with emphasis on education, recreation and better 

use of free time of the urban population. 
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Other Decentralized Public Agencies which have more specific, restrictive 
functions in the housing und urban development fields include : 

The appeals Board for Public Bidding and Control of Public Works is the -

court of last resort in resolving disputes among buyers , seller-, contractors and 
government agencies and also responds to inquiries that favor a prior resolution 

of such disputes. 

The National Council on Real Property Appraisal is in charge of defining 
the standards and criteria for property taxes and oher fees and user charges 
relating to urban construction and also to propose to the Ministry of Housing for 
its approvcii the Code for Real Property Appraisals. 

CF..EPCO is responsible for maintaining and periodically up dating the price 
Indices for construction materials, particularly to facilitate reajustments in 
budgets for public as well as private construction projects. 

SENCICO is responsible for the training of construction workers in the -
various areas of specialization and levels of expertise required and for the -
evaluation and certification of construction personnel as well as carrying on 
continuing research and elaborating special studies in conformity with the 
requirements and requests of the Ministries of Education and of Labor, respectively. 

Taken together these various public corporations and decentralized agencies 
provide a system of essential support services and functions to foster and encourage 
more efficient public administration in the areas of housing, construction and 
urban development. 



IV. DEVELOPMENT OF WORKSHOP THEME No 4 : 

The Relationship of Project and Program Design To Individual Household 

Income Affordability Levels. 

1. Target Groxp Identification 

The differentiation and identification of the socio-economic groups 
actually served by the various governmental housing programs In -

Peru' unfolds as a result of the diverse conditions and limitations 
imposed upon potential borro-wers who are seeking financing to 
acquire, build, add-to or improve their own homes. 

Prior to 1979 the resources for housing finance were derived mainly 

from the public treasury , the Savings and Loan Associations, The 
National Housing Bank and The Central Mortgage Bank. 

The National Housing Bank ( Banco de la Vivienda ) was, and continues 
to be) the receptor institution for the government for external credits 
from international agencies such as AID , The World Bank and the 
Inter-American Development Bank. The Housing Bank then functions 
as the intermediary to extend loars for a variety of housing related 

uses including new housing programs, the creation of urban infra -
structure including water, sewerage and electrification, wholesaling 
funds for supervisal credits in the "Pueblos J6venes" and providing 
loan resources for the operations of Housing Associations and Cooperatives. 

A. Use Of Domestic Financial Resources 

The creation of the National Housing Fund (FO NAVI) by Decree Law 
N* 22591 on June 30, 1979 was an important turning point affecting 
the availability of financial resources for the construction of housing 
and the development of urban infrastructure in Peru. The program was 
received with considerable public enthusiasm as it proposed to 
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progressively satisfy the tremendous demand for worker's housing and signified
 
a major advance at the national level of a greater availability and possibility of
 

owning your own home.
 

The income for FONAVI is generated from a mandatory contribution paid
 
by and on the behalf of all workers on payrolls in the country, blue collar and
 
white collar, both public and private sectors .
 

Independently employed persons can participate voluntarily. 

The amount of the contribution to FO NAVI iscomposed of 2 parts , one 
paid by the worker, the other by the employer. The worker pays one half of 
one percent of his monthly income which does not exceed 5 mininum monthly 

salaries. In theory the mininum monthly salary is literally what it says and is 
re-adjusted upward every 3 months to compensate for domestic inflation. The 
employees, however, pays 4 percent of the workers monthly income , also on 
amounts up to 5 mininum monthly salaries, Slf employed , voluntary particpants 
pay both shares or 4.5 percent with the same maximum base amount . 

In addition there are other sources of income to the FO NAVI resources 
Construction firms which execute projects financed by FO NAVI and the suppliers 
of goods and services to the contractors pay in 3 percent of the value of the 
amount contracted or billed, respectively . 

Other income is generated from repayments on mortgage loans , interest 
paid on bank deposits, external credits and gifts or non-repayable grants. 

Gross income during the past two years was as follows 

198.0 S7.34,594 million soles 
1981 S/.74,546 million soles 

Estimates for the subsequent years are as follows 

1982 S/ 90,884 million soles
 
1983 145,650 million soles
 
1984 222,429 million soles
 
1985 250,900 million soles
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The financial resources of FONAVI are used for the following purposes:
 

a. The construction of housing units to be rented or sold to workers who
 

contribut to FONAVI.
 

b. The granting of mortgage loans for the construction of what will be the only
 

home owned by the contributing worker on a lot that he owns or for which
 

he has already amortized .75% of the cost.
 

c. The granting of mortgage loans for the purchase of what will be the only
 

home owned by the contributing worker but only for homes whose building
 

permit was issued after September 18, 1983.
 

d. The granting of mortgage loans for the completion of the construction of
 

only homes owned by a contributing worker on a lot to which he has legal
 

title.
 

The socio-economic characteristics of the beneficiaries of the above

mentioned uses of FONAVI funds are indicated in the table on the following page
 

where the maximum and minimum payments for mortgage loans of different magnitudes
 

are specified. 

Beginning in 1980 the FONAVI income has been assigned exclusively to
 

finance the 1980-85 National Housing Plan with the resources being assigned in
 

the following proportions: 

Construction of Housing Projects 58.1% 
Subsidized Mortgages to Individuals 
Capital grants to the "Banco de Materiales" 

24.9% 
2.0% 

Grants to SENAPA for Sanitary Infrastructure 15.0% 
Total T='% 

The funds of FONAVI are deposited in and administered by the National
 

Housing Bank. The operational details of each of the above-mentioned uses
 

are as follows:
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a. 	FONAVI Construction of Housing Projects
 

The execution of these programs is in charge of ENACE, The National
 

Construction Corporation of housing, urban infrastructure and public
 

buildings. There is a contractual agreement between ENACE and the
 

National Housing Bank which establishes the technical and administrative
 

norms which are to be adhered to in the awarding of contracts to private
 

construction firms for execution through a system of public bidding
 

procedures which are specified by specific government regulations. The
 

transfer - sale of the dwellings constructed to individual owners is
 

effectuated by means of subsidized mortgages.
 

b. 	Subsidized Mortgages to Individuals
 

As indicated above, part of the revenue generated by FONAVI goes to reinforce
 

the resources of other financial entities which make mortgage loans like
 

the Central Mortgage Bank and the Savings and Loan Associations. The purpose
 

is to make available resources which in fact provide preferential, sub

sidized interest rates to FONAVI Contributors, especially those with low
 

and medium incomes.
 

The 	basic factors determing the differential rates of interest charge
 

are: 1) The area of the dwelling unit to be constructed, 2) The value of
 

the 	dwelling specified in units of the Minimum Monthly Salary at the time
 

the loan is granted and 3) whether or not the dwelling is in the Lima-


Callao Metropolitan Area. A condition applicable to all mortgages is that
 

the dwelling be constructed on a lot no larger than 300 meters.
 

Area of Dwelling Unit 	 Maximum Value in Rate of Interest Charged
 
Minimum Monthly Lima-Callao Provinces
 
Salaries
 

65m2 190 17% 16%
 
90M2 
 240 22% 21%
 

120m2 360 27% 26%
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c. The "Banco de Materiales " 

This institution created in 1980 by Law N* 23220 is a non-profit 

organization established to help solve the housing problem in Ptr6 

through an interesting and unique approach . It's major function is to 

provide loans to individuals to purchase construction materials in order 

t,, build or improve their homes. Beyond the monetary loans the "Banco" 

provides a series of support and service functions to better facilitate the 

use of the loan proceeds by the borrower. 

The resources made available to the "Banco de Materiales" include 

the following each year : 

Direct Government Contribution of 1 Billion Soles( US $ 2.5 million) 

2 % of the Gross FONAVI Revenues 

Other credits from Domestic or Foreign Sources 

Amortization Payments on Outstanding Loans 

Grants or Donations from any Source . 

The individual loans extended by the "Banco de Materiales" have the 

following characteristics : 

Maximum Amount : 30 Minimum monthly salaries *
 
Repayment Period : 2 1/2 years
 
Rate of Interest Charged : 15 % and 16 %
 
Validated Evidence that the Borrowers Monthly Income
 

Does not exceed 6 minimum monthly salaries Evidence that the Borrower
 
has legal title to the lot where the construction materials will be used.
 

At of September 1982 the-/Kiimum Monthly Sclary was the equivalent 

of about US $ 75; therefore;, 30 Minimum Monthly Salaries would be 
'equivalent to about US $ 2,250. 
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B. 	 Use of External Resources 

Significant use is made of external credits obtained by the National 

Housing Bank from institutions such as AID and The World Bank. The
 

utilization of these funds, usually augmented in some measure by public,
 

counterpart or matching funds is normally governed by specific terms
 

laid down in ihe loan agreement. Almost always this includes a clear
 

statement of the conditions for making loans and repayment procedures
 

as they ultimately impact on the final beneficiary.
 

Through the use of such kinds of resources, financial support has been
 

extended to closed groups (Cooperatives, Housing Associations and
 

"Pueblos Jovenes") as well as to individual borrowers. It is important
 

to note that since the access to FONAVI constructed housing is done
 

by drawings among FONAVI contributors the closed groups are excluded
 

as such even though individual members may be FONAVI contributors.
 

In conclusion, here, it can be seen that it is a matter of the incidence 

of the cnnditions and limitations in qualifying for available financing 

for housing purposes that definoi the socio-economic groups which are 

served. 
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2. 	Special Design Requests
 

If the governmental housing programs are really going to resolve the
 

shelter needs of medium and low income families it is extremely
 

important that there are not excessive pressures with repect to the
 

debit bearing capacities of these families so as not to distort
 

famtly harmony and life patterns.
 

Because in Peru the rates of increase in construction costs in recent
 

years have advanced at a pace substantially ahead of the general cost
 

of living index, the ease and possibility of access to newly constructed
 

housing is successively lessened for low and middle income families.
 

Because of this emergent situation the measured respnnse of governmental
 

housing officials has been to direct greater attention and priority to
 

programs which provide lots with basic services and in many cases with
 

a house nucleus already constructed. Clearly this approach t6 the
 

solution offers the opportunity for the families to continue finishing
 

and/or expanding their basic dwelling unit with or without additional
 

loans as the individual family circumstances may dictate.
 

In a 	conscious effort to rationally relate the acquisitive power of the
 

families to a reasonable accessibility to their own dwellings through
 

the 	various governmental housing programs the average lot sizes and
 

areas of actual construction have declined considerably as shown by
 

the 	following table:
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1963-1968 1982
 

Minimum Lot Size for Single
 
Family Dwelling 160m2 90m2
 

Area of Construction for 2
 
House Nucleus 45m 20-25m 2
 

Total Area of Construction
 
for Single Family Dwelling 80-140m2 62-105m2
 

It must be recognized, nevertheless, that despite these rather drastic
 

reductions in minimum lot sizes and areas of construction, the ongoing
 

housing programs are not providing viable housing solutions to the great
 

bulk of persons in the lowest socio-economic levels, which is a high
 

priority objective. These significant reductions in areas, reduction to a
 

minimum of area for streets and reduced quality in the finished construction,
 

it may well be that there will be less demand for the products with these
 

new standards as potential clients consider the economic and other attractions
 

of reverting to the "invasionary" solution.
 

Also, with these reduced dimensions, it may result that we cannot
 

provide an. adequate basic dwelling for the social groups that we want to
 

serve. Ifwe begin with the premise that the provision of lots with basic
 

services is a meaningful, planned alternative to the "invasions" and
 

"barriadas" of years ago, it is probably essential to project opportunities for
 

our future clients to achieve a level of relative comfort which is at least
 

comparable to that of the residents of the present "pueblos jovenes", taking
 

into account that the rural origins and ways of life of these people may make
 

excessively confined and congested urban life unsupportable and unacceptable
 

with the potential for social breakdown.
 

Reflecting upon these kinds of possibilities leads us to consider the
 

necessity of attempting to achieve a greater compatibility betwenn the family
 

home function of the dwei-ing unit and the productive or income generating
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function. If in fact these two aspects can be identified together to form
 

a joint object the assignment of larger, more viable lot sizes could be
 

justified.
 

Clearly this is an area worthy of well-designed further research.
 

We must take into account in Peru that typically in the family units of the
 

poorest socio-economic levels, both the husband and the wife must contribute
 

materially to the family well-being and that theses traits are stronger and-more
 

persevering among the populace of rural origins. 
The opportunity, perhaps,
 

should be made available for the wife to engage in productive, income-producing
 

activities on a part-time basis complementing the traditional household and
 

family care tasks.
 

As a consequence the case is here mad3 for conceptualizing and designing
 

public housing projects not exclusively from the point of view of providing
 

shelter, but also for fostering more viable economic development of the family
 

unit.
 

At the same time it is well to reflect upon the question of how these 

low income families could overcome their financial limitations in order to gain
 

access to larger lots which would permit this double function.
 

We believe that the limitations to access resulting from ever-increasing
 

costs are the result in great part to deficiencies in the criteria and standards
 

for subdivision development and the lack of appropriate intermediate technologies
 

for the construction of the house nucleus. 
At the same time, there are excessive
 

and probably unnecessary delays in the installation of water and sewerage systems.
 

It was in response to this very severe problem that the decision was made to
 

allocate 15 percent of the gross FONAVI 
revenues to SEDAPA on a nonrepayable
 

bas ' 
in order to accelerate the construction of new sanitary infrastructure.
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.	 Problems with Design/Building Standards
 

The persistence of high levels of inflation and the resulting impact on
 

construction costs in Peru has thrown into high relief the inappropriateness
 

of present codes and standards for subdivision development and building
 

construction. Specifically, the requirements perhaps are not only beyond
 

our economic capacities but also make demands which are not meaningful in
 

terms of our real needs. 

Examples of probable excesses as specified in the building codes include
 

cross sections and dimensions of streets and roads as well as the technical
 

standards for surfacing, curbing and sidewalks; the cross-sections and other
 

features relating to the feeders, trunk-lines and connections for water and
 

sewerage systems; the provisions for putting all cables for public street
 

lighting underground; the limits on the minimum size of lots permitted and
 

the restrictions on percentages of lots which can be built upon.
 

With regard to construction systems and construction materials,'in addition
 

to the almost universal use of traditional construction systems especially
 

of conventional foundations, of traditional roof systems, of brick walls,
 

there are many others whose costs and structural characteristics strain the
 

acquisitive power of low income families and exceed the real security re

quirements for a basic dwelling unit for a typical poor family in Peru.
 

In the search for lower cost solutions,it is not sufficient to only look
 

for a more rational use of space and to reduce the areas to be constructed.
 

Equally, perhaps even more important in some cases, are dramatic improvements
 

in the construction systems and in the selection and use of building materials,
 

There are specific responsibilities for the design and execution of appro

priate kinds of related research in these areas charged to the newly created
 

research institutions of the housing sector. In the specific case of ININVI
 

(The National Institute for Research and Construction Standards for Housing)
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studies are now under way, in coordination with INADUR (The National
 

Institute for Urban Development) to simplify and reduce certain standards
 

for subdivision development and related infrastructure and to find less
 

costly construction systems for nuclear houses specifically suited to the
 

environmental conditions on the Peruvian desert coast.
 

ININVI is also responsible, on a continuing basis, for revising and
 

updating the National Construction Codes with respect to specific
 

building standards and practices in order that they can be appropriately
 

replaced with new technical standards. This process includes the preparation
 

and elaboration of proposals which are subject to discussion and comment
 

by institutions and experienced professionals in the: public as well as in
 

the private sectors.
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01. INTRODUCTION
 

1.1. SLUMS AND SLUM GARDENS
 

1.1.1. 	 The slum gardens came into existence during
 

the first half of the century when private
 

investors and corporations built cheap single
 

story row houses, often built back to back
 

with narrow lanes in between the front sides.
 

These gardens are located in the core of the
 

city. Amenities are few and often in 
a poor
 

condition.
 

1.1.2. 
 These amenities are shared by the inhabitants
 

of each 	single garden. Maintenance has been
 

poor, maybe partly due to the fact that from
 

1941 onwards, different laws protecting the
 

tenants 	limited the owner's profits.
 

1.1.3. 	 In 1973, the then Government put a Ceiling to
 

house ownership and most of these gardens be

came vested with the Government. About 13,000
 

(76%) have been transferred to the owners or
 

vested with the government under the Ceiling
 

on Housing Property Law of 1973.
 

1.2. SLUM HOUSES
 

1.2.1. 	 There are old residential buildings (Slum

houses) in former residential areas, later
 

turned into stores and apartments for low-income
 

workers. They are subdivided into small units
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inadequately maintained and largely deprived
 

of basic sanitary facilities.
 

1.2.2. 	 Both in the 
case of slum tenements and slum 

houses the dwellers have some sort of tena

rial status -- owners, tenants, subtenants, 

etc. 

1.3. SHANTIES
 

1.3.1. 	 In terms of land ownership, 65% of the shanties
 

are on government land and about 40% in annually
 

floodable conditions such as low-lying marshes, 

canal banks, etc. 

1.3.2. Shanties have come up mainly in the beginning
 

of the 	 post-independence period. Most of them 

over 25 	years old, because when the rate of
 

urbanization in Colombo decreased, their growth
 

slowed down and was partly diverted to a larger
 

area around Colombo. Shanties can be found all
 

over the City, mainly on public land. Most
 

of them are wooden huts, with pointed roofs, 

sometimes covered with rooftiles, more often 

with cadjan (woven cocomut leaves) or corruga

ted iron or asbestos sheets. The shanties are
 

dispersed over approximately 1,000 clusters, 

most of 	them very small.
 

In the case of shanties, amenities are either
 

completely lacking or very scanty.
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An additional problem is that many of the
 

shanties (an estimated 37%) are located in
 

marshy or flood affected areas.
 

1.4. SOCIO-ECONOMIC CHARACTERISTICS
 

1.4.1. Majority of the slum dwellers are engaged
 

in casual jobs and are self employed with
 

no fixed income. A large percentage of the
 

shanty dwellers are engaged in the agricul

tural activities in and around the marshy
 

lands.
 

1.4.2. 	 High rates of unemployment and underemploy

ment, and a proportionately greater incidence
 

of malnutrition and disease than other com

munities are the main characteristics of slum/
 

shanty 	dwellers. 

1.4.3. Most of the expenditure of the slum/shanty
 

dwellers go into the food consumption depriving
 

the families of any improvement in their houses
 

and environments.
 

1.4.4. 	 SurVeys indicate that a high percentage (approx

imately 	75%) of the shanty dwellers holds
 

casual, 	temporary or self-employed jobs than the
 

slum dwellers (approximately 55%). The few
 

figures 	available, as quoted by Rodell, suggest
 

that the incomes of slum dwellers are, as an
 

average, slightly higher than those of the shanty
 

dwellers. A few figures, obtained in a slum
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and shanty respectively, may give an impression.
 

TABLE - 1
 

MED 0-100 101-200 201-300 301-400 401-500 500-+
 

SLUM 230 18.3 44.4 23.7 14.5 6.9 12.2
 

SHANTY 220 21.1 36.0 29.4 8.3 2.0 3.3
 

(FIGURES IN RS. AND % RESPECTIVELY; QUOTED BY RODELL)
 

From above figures, it is clear that very little
 

can be spent on commuting and that living close
 

to places of employment is essential.
 

1.5. THE MAGNITUDE OF THE PROBLEM
 

1.5.1. 	 A field enumeration carried out by the Colombo
 

Master Plan Project and later by its successor,
 

The Urban Development Authority revealed the
 

number and distribution of the slums and shan

ties in the city of Colombo.
 

TABLE -	2
 

1.5.2. 	 Slums and Shanties in the City of Colombo
 

TYPE UNITS FAMILIES POPULATION
 

Slums 17253 23137 138,882
 

Shanties 15951 19608 117,648
 

Total 33204 42745 256,470
 

Source
 

Ministry of Local Government Housing and Con

struction - "Policy Paper Slum & Shanty Upgrading
 

in Colombo Municipal Council" - 1979.
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1.5.3. 	 The total population of the Colombo Municipal
 

Council is 580,000. The number of Slums and
 

Shanties form about 45% of the city population.
 

1.5.4. 	 It is estimated that another 250,000 live
 

under same conditions in other districts, towns
 

in Sri Lanka.
 

1.5.5. 	 The total picture of low-income settlements in
 

relation to the other cities in South-Asian
 

Region is not alarmingly strange; but in the
 

context of Sri Lanka, it is high.
 

2.0 SLUM/SHANTY CLEARANCE AND UP-GRADING
 

2.1. Until few years back, approaches to housing
 

continued to be replacement oriented. The
 

conditions in slums and shanties, both socio

economic and physical, were deemed fit for
 

clearance.
 

In Slum/Shanty clearance, the housing stock
 

Is not increased. Investment in direct
 

construction is prohibitively expensive.
 

People cannot economically afford to pay.
 

Inmost cases, the people are socially not
 

ready to accept these improved standards.
 

Even if the Government subsidize heavily,
 

the people are not prepared to accept these
 

standards. They sublet the houses and build
 

another shanty. Net result, the houses meant
 

for the poor goes to the rich at a subsidized
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rate. There is no increase in housing stock
 

except an increase in a Shanty.
 

At existing prices, the cost of a direct con

struction unit would be around Rs.300,000/

compard with upgrading project, which could be 

implemented for Rs. 10,000/- - Rs. 15,000/-/ 

2.2. Thus a slum/shanty upgrading program will
 

provide 20 times the number of improved dwelling
 

units than new flats under a direct construc

tion scheme.
 

As indicated on a Policy paper for Slum/Shanty
 

improvement prepared by the Ministry of Local
 

Government, Housing and Construction, consid

eration of how government could reasonably
 

expect to recover any capital budget allocation
 

reinforces the case for an upgrading scheme.
 

As interpolated data from Table - 3 demonstrate, 

giving the existing distribution of incomes in
 

Colombo, only those earning Rs. 4,000/month and
 

spending Rs. 400/month on housing (i.e., 2 percent
 

of the population) could afford this. Even with
 

a two-thirds government subsidy less than 20 per

cent of the households could pay the Rs. 140/month
 

required. In short, even with massive government
 

subsidies, none of the urban poor population
 

could repay as little as one-third of the rost
 

involved in a direct construction program. 



TABLE - 3 

ABILITY TO PAY FOR HOUSING - COLOMBO M.C.
 

*I- Affordable Capital Sum (Rs)
(Repayment period,30 years)

Monthly Expenditure 

Rs. 
% of Household Average Monthly 

Exp, on housingRs. 
I Ret 
Interestat 9%, 

y nterest 
Interest 
at 5% 

erst 
Interest 
at 0% 

No subsidy 1/3 subsidy 2/3 subsidy 
*-2 *2 *2 

0 - 199 1.7 11 1,300 2000 4000 
200 - 399 11.4 16 1,900 2900 5800 
400 - 599 22.0 24 2,900 4300 8600 
600 - 799 16.6 37 4,400 6700 13300 
800 - 999 15.2 45 5,400 8100 16280 

1000 + 33.1 177 21,200 32000 64000 

*1 - Calculated by translating the present monthly expenditures on housing
 
into an equivalent capital sum 
- On varying repayment terms. 

*2 - By comparison with repayments at 9% over 30 years. 

Note-
 The data in columns 1 to 3 are from the "Report on the Urban Family Budget
 

Survey 1977", Department of Census and Statistics.
 

Source -
 Policy Paper on Slum & Shanty Upgrading in Colombo Municiral Council 

- Ministry of Local Govt., Houising & Construction,
 
Urban Development Authority, 1979 
-
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3.0. 	 AGENCY APPROACH TO SLUM/SHANTY UPGRADING
 

3.1. 	 A comprehensive agency approach is required to 

carry out slum/shanty upgrading program. The 

main activities of this p.gram, could be cate

gorized as follows: 

_Infrastructure 
Physical Improvaments--Land Tenure 

Home 	Improvement Loans
 

-Small 	Scale Enterprise Loans
 

Training Programm
 
Socio-Economic Improve

ments Community Development Programmes
 

Adult 	Education
 

3.2. The Urban Development Authority established on
 

I October, 1978, under the Ministry of Local Govern

ment Housing and Construction is a National Author

ity. One of the main activities of this Authority
 

is the formulation and execution of Slum and Shanty
 

upgrading programs. The scope of this program
 

is as follows:
 

- Provision of infrastructure and services. 

- Regularisation of terms and granting of 

leasehold rights. 

- Regularisation of the settlements layout 

to create useful plot sizes and to facili

tate self-help housing.
 



-9

- Sponsoring a loan scheme to provide for 

housing improvements. 

- Socio-economic programs and community 

participation. 

3.3. 	 The progranis annually allocated Rs. 32.0
 

million out of a total of Rs. 1,000.0 million
 

approximately under the National Budget for
 

Housing Development. The upgrading program under

taken by the Urban Development Authority aims
 

to improve the living conditions of people living
 

in slums and squatter areas within the capital
 

city of Colombo and other major towns. The scope
 

of the projects range from simple provision of
 

common amenities and maintaining hygenic environ

ment to comprehensive community development. A
 

number of action projects have already been iden

tified and some of them are in various stages
 

of implementation.
 

3.4. 	Several agencies both governmental and non-govern

mental are assisting the Urban Development Authority 

in attending to several types of deficiencies that 

plague the low-income communities. Vocational 

training for women, eployment, generation for 

youth, family health projects and self-help improve

ments 	to houses are some of them.
 

3.5. 	 The Governmental Agencies are: 

- National Housing Development Authority 



-10

- Common Amenities Board 

- Local Authorities 

- Women's Bureau 

3.6. 	 The Non-Governmental Organizations are United
 

States Save the Children Federation Radd Barna
 

(Norwegian Save the Children Federation) and
 

UNICEF.
 

3.7. 	 These organizations have undertaken specific settle

ments for upgrading but with larger proportion
 

reconstructed through self-help in consultation
 

with the Urban Development Authority and assis

tance is given in the form of sorting out land
 

issues including acquisition, preparation of
 

layout plans, coordinating with other agencies
 

and technical guidance.
 

3.8. 	 Here the non-governmental organizations are able
 

to comprehensively deal with the problem of the
 

settlements as an integrated community development
 

project, bringing in the community to greater
 

degree of participation.
 

3.9. 	 Moreover, their liberties in financial and admin

istrative procedures remain a great advantage to 

deal with these critical problem areas - cutting 

through bureaucratic delay. They are also use

ful laboratories, for example, the recent draft 

formulation of a loan scheme for low income house

holds intending to improve or build their shelter
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is an outcome of the success achieved in the
 

demonstration projects at Kirillapone and
 

Aluthmawatha - executed by the US Save the
 

Children and Redd-Barna, respectively. The
 

efforts of colloboration are now being extended
 

to further project areas where the capacity of
 

the non-governmental organizations will enable
 

greater 	involvement of target groups.
 

4.0. 	 INFRASTRUCTURE IMPROVEMENT
 

4.1. One of the major functions of the slum and shanty
 

upgrading -program of the government is the
 

provision of infrastructure facilities and amenities.
 

This iscarried out by the public agencies with
 

the assistance of the non-governmental agencies.
 

4.2. 	 Provision of tarred roads and access paths, surface
 

drainage, water taps, bathrooms, bathing wells,
 

toilets, street lights, garbage containers and
 

community centers are included in the programme.
 

4.3. 	Maintenance of these facilities is carried out
 

mainly through local authorities and Common
 

Amenities Board. This direct approach has become
 

a critical issue due to high cost.
 

4.4. 	A new approach has been developed with the community
 

organizations in the form of a maintenance community.
 

4.4.1. 	 The members of this community (society)
 

are from the settlement-who select their
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offi ce-bearers. 

4.4.2. 	A monthly membership fee is collected and
 

deposited in a local bank and for daily
 

maintenance, necessary laborers are
 

employed.
 

4.4.3. 	These laborers are paid from money
 

collected monthly from the dwellers.
 

5.0. 	 SECURE LAND TENURE
 

5.1. In Slums tenement gardens, many occupants have
 

recently been given ownership of their dwellings.
 

These new owners now have strong incentives to
 

maintain and improve their housing in accordance
 

with government's desires. Secure tenure is essentia
 

if reasonable low cost housing improvement on a
 

self-help basis is to occur.
 

5.2. 	 The key to gaining effective participation of
 

low- and middle-income groups in housing develop

ment is the provision of secure tenure.
 

5.3. 	 The question of what form of tenure that should be
 

given and for what period has to be considered.
 

The following considerations have been forwarded 

by a subcommittee who prepared a policy 

paper for the Ministry of Local Government Housing 

and Construction, on slum and shanty upgrading in
 

Colombo Municipal Council.
 

5.3.1. 	 The establishment of a long-term tenure is
 

a pre-condition for the success of many
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aspects 	of a permanent upgrading scheme
 

with socio-economic development. In
 

general, there will be little committment
 

to either further incremental improvements
 

(spending one's own funds) or comAunity
 

development unless occupants own their
 

houses 	and have security of tenure.
 

5.3.2. 	 If loans are 
provided, the collateral for
 

the loan 	should have a life exceeding the
 

repayment due.
 

5.3.3. 	Any substantial charge for such land levied
 

on occupants will create economic hardships.
 

5.3.4. 	If the householder does not have free hold
 

tenure, he assumes, rightly or wrongly,
 

that the agency renting the property has
 

responsibility for its maintenance.
 

•5.3.5. 	 If freehold is guranteed and, at a later
 

date, the government wishes to acquire the
 

land, it is required by law to pay the full
 

current markE-,value as compensation.
 

5.3.6. 	 The National Housing Development Authority
 

or the Urban Development Authority will
 

have sufficient powers to acquire all
 

privately owned land on which there are
 

slums or 	shanties.
 

5.3.7. 	 Foreign donor agenices often require that
 

the target group should receive certificates
 

of land ownership and be given security of
 

land tenure.
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5.3.8. 	The issue of landlordism must be sorted
 

out. Government funds and programs
 

should not be extended to those who rent
 

out their houses to tenants. Owner
 

occupancy must be the basis of qualifying
 

for any 	upgrading cum socio-economic
 

scheme.
 

5.4. 	The following proposal has been put forward by the
 

same committee.
 

5.4.1. Existing crown land which contains siums
 

and shanties approved for permanent up

grading should be vested in owner occupants
 

either as lease hold or free hold. If
 

necessary, a minimum charge can be levied.
 

Private 	land should be acquired and given
 

over to owner-occupants on the same basis.
 

The numerous legal complexities regarding
 

the granting of land at less than assessed
 

value requires further investigation and
 

clarification.
 

5.4.2. 	 A resolution of these complexities should
 

determine the choice between lease hold
 

and free hold as the appropriate means to
 

assure long-term tenurial rights, whatever
 

form of tenure chosen must make repayment
 

possible and likely and assure house holders
 

maximum committment to up-grading.
 

5.5. 	 Where temporary up-grading is to occur, no long
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term 	leasehold or freehold should be granted. The
 

existing "de facto" status should be allowed to
 

continue until the land is acquired. Compensation
 

should be paid for improvements undertaken in the
 

interim.
 

5.6. 	 InMarch, 1981, the Government of Sri Lanka has
 

initiated action to make granting some form of
 

security of tenure to the benefeciaries in as many 

shanty 	and slum settlements as possible. The
 

approval of the Cabinet of Ministers of the 

Government of Sri Lanka was therefore a major step 

in granting security of tenure to squatters. 

To quote from the Cabinet Mlemorandum:
 

"After careful consideration of possibilities
 

of alternative use and other planning im

pli-cations it has been decided that a large
 

number of the existing communities should 

be reclaimed. In the following project 

areas 	which are on Government or private
 

land, 	it is proposed that the shanty dwel

lers are given leasehold rights as an in

centive and security for house improvement. 

In the case of private land, necessary 

acquisition procedures will be followed. 

The leasehold rights will be offered for a 

period of forty (40) years with conditions 

against transfer and sale". 
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Source
 

Cabinet Memorandum: March, 1981.
 

6.0. 	 HOME IMPROVEMENT LOANS
 

6.1. 	 Home improvement loans were given by the National
 

Housing Department and Commercial Banks which
 

required securities and gurantees. Therefore,
 

these systems were not in favour of slums and
 

shanty improvements.
 

6.2. 	 At present, there is no system evolved where
 

Government agencies provide for home improvement
 

loans in slum and shanties.
 

6.3. 	As a pilot project, the Non-Governmental Organi

zation called Redd Barna has arranged home improve

ment loans in colloboration with a Commercial Bank
 

(People's Bank) to improve a slum settlement in
 

Colombo.
 

6.4. 	 The Redd Barna deposits funds in the Bank and on the
 

security of the land allotments given to the set

tlers, the Bank in turn provides loans at a very
 

low rate of interest.
 

6.5. On the progress made up to now, this system has
 

been identified as replicable. The loan is re

coverable over a period of thirty (30) years on
 

monthly installments at 3%interest. 

6.6. 	 The home improvements have to be approved by the
 

Urban Development Authority and the technical
 

know-how is provided by the Non-governmental or

ganization - Redd Barna. 
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6.7. 	The release of the loan installments is super

vised 	by the Redd Barna. 

7.0. 	 SMALL SCALE ENTERPRISE LOANS
 

7.1. This type of loans were not available in Sri
 

Lanka 	 until recently. 

7.2. 	 A pilot project for shanty improvement has been
 

commenced by US Save the Children Federation, in
 

colloboration with the Urban Development Authority.
 

7.3. 	 In this project, the dwellers produce building
 

materials such as sinwaram blocks and 
asbestos
 

sheets for which the US Save the Children Feder

ation pays labour charges.
 

7.4. 	 A part of the payment made is deducted and de

posited in their savings accounts in the Bank.
 

7.5. 	 After accruing a substantial amount of savings
 

in the Bank, a "matching loan" is provided to the
 

dweller by the Bank for home improvement.
 

7.6. 	 During the period of building material productions 

vocational training programs in masonary and
 

carpentry are organized to enable them to acquire
 

skills to build their own houses on self-help
 

basis.
 

RESULTS OUTLINED THROUGH SLUM UPGRADING PROGRAM
 

01. 	 Slum up-grading is preferable to slum clearance due to the
 

following reasons:
 

-
 Low cost strategy when compared with new constructions in

volved in slum/shanty clearance.
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- Under upgrading programs, the same number of families can 

be housed, whereas in slum clearance approach, due to the
 

implications in standards plus finance, a lesser number
 

is provided with housing units.
 

- People cannot afford to pay even if subsidised heavily. 

People are not prepared to accept these standards. Hence 

they sublet and build another shanty. The net result is 

houses meant for the poor goes to the rich at a subsidized
 

rate.' No increase in the housing stock except increase in
 

a shanty.
 

02. 	 Maintenance of common amenities provided through an up-grading
 

program will have to be carried out by community partici

pation by forming welfare societies of the settlements. Thus
 

the reduction of burdens on the Government agencies.
 

03. 	 Giving of tenurial rights to encourage home improvements.
 

04. 	 Environmental improvements as a result of the infrastructure and
 

amenities provided. 

05. 	 Non-Governmental Organizations participation has considerably 

reduced the constraints on the government agencies. Non

governmental organizations are able to comprehensively deal 

with the problems of the settlements as an integrated community 

development project. 

06. 	 Up-grading concept provides a low cost strategy affordable by
 

low income communities.
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07. 	 Up-grading has been a successful approach to achieve a
 

qualitiative improvement on the existing Urban housing stock.
 

08. 	 Socio-Economic development in the areas of domestic savings,
 

raising of income levels, training in skills, improvement in
 

nutrition, health and education, leadership training, adult
 

education, etc., which leads to a considerable improvement in
 

the slum and shanty communities.
 



COUNTRY PAPER - SRI LANKA
 

1.0 	 INTRODUCTION
 

1.1 Sri Lanka is an Island in the Indian Ocean, itwas
 

known 	to the ancient Greeks as "TAPROBANE" and to
 

the Arabs as "ZEYLAN" and to the Western world as
 

4CEYLON". 

1.2 	 There are several ethnic groups of people in the
 

country, namely Sinhala, Sri Lanka Tamil, Indian
 

Tamil, Burgher, Moors and others. The Sinhala
 

people predominate and form over 75% of the population
 

while 12.6% are Sri Lanka Tamils, 5.6% Indian Tamils,
 

-
7.1% Sri Lanka Moors, and 0.5% others. l By itself
 

Sri Lanka is a plural society, multi-ethnic, multi

religious, multi-lingual, multi-cultural and multi

political.
 

1.3 The Sri Lankans are the proud inheritors of a very 

ancient civilization. During ancient times, Sri Lanka
 

was one of the centers of East-West trade and the
 

Sinhalese Kings maintained Ambassadors in Roman coun

tries. During this period there flourished a highly
 

developed civilization which led to unsurpassed
 

cultural development.
 

!/Census of population and Housing in Sri Lanka - 1981.
 



1.4 The people of Sri Lanka are predominantly Buddhist
 

and the ancient monuments which are scattered through

out the country bear testimony to the achievements
 

of their forefathers. 

1.5 After the 15th Century the country was subjugated
 

by Western colonial powers, first the Portuguese, then 

the Dutch, and finally the British.
 

1.6 	 In 1948 the country gained Independence from the
 

British and ever since it has followed a system of
 

Parliamentary Democracy in Government.
 

2.0 	 GEOGRAPHICAL FEATURES
 

2.1 	 Sri Lanka is a tropical Asian Island situated
 

eighteen miles to the s.outheast of the southern
 

extremity of India. 

2.2 
 The Island is 435 kilometers (272 miles) long, and
 

at its 	widest point measures 224 kilometers (140 miles 

across and covers an area of some 65,610 Sq.
 

kilometers (25,332 Sq. miles) which is about half the
 

size of New-Foundland.?
 

2-/Census of population and Housing in Sri Lanka 1981.
-

-2



2.3 	 The relief of the Island comprises a mountainous
 

area over the Central part, which in turn is sur

rounded by an up-land belt while the coastal plain
 

occupies the rest of the Island.
 

2.4 This tropical Island rises to about 2,600 meters
 

(The highest elevation being 8,292 feet) at the
 

center of the country.
 

2.5 Abundant moisture and a steady tropical tempera

ture in the highlands have fostered Sri Lanka's
 

agricultural development which has been the founda

tion of her economy inmodern times. In three

quarters of the Island, including the northern plains,
 

the combination of winds and rain has been less bene

volent. This region is often called the "DRY ZONE"
 

and the balance called the "WET ZONE".
 

3.0 	 POPULATION
 

3.1 According to the census of population and Housing
 

Sri-Lanka (1981) the total population was 14.85 mil

lions. (14,850,001)
 

3.2 	 The Urban population of Sri Lanka is only about one
 

fifth (1/5) while the majority is Rural. (78.8%)
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POPULATION BY URBAN AND RURAL SECTOR
 

NUMBER' 000 	 PERCENTAGE %
 

1946 1953 1963 1971 1981 1946 1953 1971 1981
 

URBAN 1023.0 1239.1 2016.3 2848.1 3195.0 15.37 15.30 19.05 21.51
 

RURAL 5634.3 6858.7 8565.8 9841.8 11655.0 84.63 84.70 80.95 78.44
 

6657.3 8097.8 10582.1 2689.9 14850.0 100 100 100 100
 

4.0 NATIONAL POPULATION GROWTH RATE
 

4.1 	 The average annual growth rate of the population is
 

1.7%.
 

4.2 	 The rate of population growth in Sri Lanka is
 

currently quite low when compared with the past
 

experience.
 

POPULATION GROWTH RATE
 

Average Density
 
annual for Sq.
 

Year Total rate of kilome
growth ters
 

1946 6657 2.7 103
 

1953 8098 3.1 125
 

1963 10582 2.7 164
 

1971 12690 2.5 196
 

1981 14850 1.7 232
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4.3 The mortality rates have shown a steep drop in the
 

past few decades. Sri Lanka's crude birth rate has
 

declined consistently. The net result of this was
 

the drop in the rate of natural population increase
 

in Sri Lanka.'
 

Crude 
Birth 

Crude 
death 

Natural 
increase 

Net Migra-
tion per 

Growth of 
population 

Year rate rate per 1000 1000 
per
1000 per

1000 
1946 38,4 20.3 18.1 8.5 2.7 
1953 39.4 10.9 29.5 1.6 3.1 
1963 34.6 8.6 26.0 0.6 2.7 
1964 33,3 8.7 24.6 0.6 2.4 
1965 33.2 8.2 25.0 0.5 2.5 
1966 32.2 8.3 24.0 0.5 2.4 
1967 31.6 7.5 24.1 0.6 2.4 
1968 32.1 8.1 24.6 0.7 2.3 

5.0 INCOME DISTRIBUTION
 

Income distribution of Sri Lanka by recei /ing units 1973 

Income Groups (Rs.) % of Units % total income received
 

below - 100 8.3 1.7 

100 - 200 35.3 13.7 

200 - 400 37.2 41.3 

400 - 600 11.4 19.7 

600 - 800 4.3 8,6 

800 - 1,000 1.7 4.7 

1,000 and over 1.8 	 10.4
 

Source. 	Consumer Finance Survey, 1973.
 
Central Bank of Ceylon.
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The Consumer Finance Survey also shows how the income
 

is distributed in Sri Lanka as a percentage of total income
 

received by each tenth of income receivers. Results of each
 

surveys done in 1953, 1963 and 1973 shows that percentage of
 

income received by highest tenth has been reduced from 42.49%
 

of the total income in 1953 to 29.98% in 1973. However, during
 

the same period the lowest tenth has increased from
 

1.57% in 1953 to only 1.80% in 1973. From table 17 it could be
 

seen that, it is the middle class that has gained most from the
 

redistribution policies of various Government during this period.
 

Income distribution of Sri Lanka. Percentage of total
 
income received by each tenth of income receivers.
 

Percentage of total income
 

Decile received 

1953 1963 1973 

Highest Tenth 42.49 39.24 29.98 
Second Tenth 14.16 16.01 15.91 
Third Tenth 10.39 11.46 12.65 
Fourth Tenth 7.93 8.98 10.56 
Fifth Tenth 6.31 6.82 8.75 
Sixth Tenth 5.71 5.55 7.10 
Seventh Tenth 4.37 4.57 5.70 
Eight Tenth 3.56 3.56 4.38 
Ninth Tenth 3.56 2.70 3.17 
Lowest Tenth 1.51 1.17 1.80 

Source: Consumer Finance Survey, 1973.
 
Central Bank of Ceylon.
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PROJECTED LEVEL AND DISTRIBUTION OF INCOME
 

Rupees/Month
 

Urban % Rural
 

000 - 346 10% 000 - 240 
347 - 482 20% 241 - 346 
483 - 696 30% 347 - 482 
697 - 909 40% 483 - 697 
910 - 1177 50% 698 - 760 
1178 - 1391 60% 761 - 1017 
1392 - 1605 70% 1018 - 1177 
1606 - 2033 80% 1178 - 1605 
2034 - 3103 90% 1606 - 2354 

SOURCE: Based on preliminary data for the 1978-79 Consumer
 
Finance Survey coordinated by the Central Bank of Ceylon.

Projection prepared by USAID team and reviewed by officials
 
of the Central Bank.
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PART II 

SHELTOR SECTOR CHARACTERISTICS 

6.0 SETTLEMENT PATTERNS 

6.1 The pattern of human settlements in Sri Lanka could 

be categorised into three major sectors. 

(a) Rural Housing 

(b) Urban Housing 

(c) Estate Housing 

SETTLEMENT PATTERNS 

Micro 
settlement 
form 

Population 
percentage Mode of Settlement 

Locational 
specificity 

Rural 

Urban 

72.3 

21.4 

- Major colonization 
schemes 

- Highland colonization 
schemes 

- Village expansion schemes 
- Govt. Aided Self-Help 

schemes 
- Model villages 
- Own Housing 

- Slums & Shanties 

- Tenements 
- Rental Housing 

- State Owned 
- Own Housing 
- Tenement guardens 

ISLAND 
WIDE 

- Colombo 
metropoli
tan 

Districts 
Towns 

Estate 6,3 - Line Rooms 

- Tenements 

- State Owned 
cottages 

Central 
Hill 
country & 
North West 

(Source - Census of Population & Housing - 1981) 

-8



7.0 HOUSING STOCK 

Sector 

All sectors 

Urban 

Rural 

Estates 

1971 

2,217,478 

421,155 

1,558,765 

237,558 

1981 

2,811,406 

509,459 

2,084,496 

217,451 

Percentage 
of increase 
(1971 - 1981) 

26.8 

21.0 

33.7 

8.5 

8.0 CURRENT CONDITION OF HOUSING STOCK 

Census 
1981 

Urban 

Rural 

Estate 

Number 
of 

housing 
units 

509,459 

2,084,496 

217,451 

Avg. No. 
of rooms 
per H.U. 

2.59 

2.52 

1.71 

% sup. 
with 
pipe 
borne 
water 

46.5 

5.1 

65.6 

% sup. 
with 
wells 

48.7 

84.5 

15.4 

% sup. 
with 
toilets 
for ex. 
use 

56.8 

55.5 

18.4 

% sup. 
with 
shared 
toilets 

23.5 

7.9 

45.1 

% with 
no toi-
lets 

20.4 

42.5 

15.6 

% sup. 
with 
electri
city 

15.9 

8.3 

5.6 

Total 2,811,406 2.47 17.3 73.1 53.0 13.6 35.5 14.9 

(Source - Census of Population and Housing - Sri Lanka - 1971, 1981) 



9.0 BUILDING MATERIALS/CONSTRUCTION SYSTEM
 

CONSTRUCTION SYSTEM
 

01 

02 

Materials of 
walls 

Cement blocks, 
stone bricks 
or cabok 

-do-

03 -do-

04 Mud 

05 -do-

06 -do-

07 Wood 

08 -do-

09 -do-

10 Cadjan, Pal-
myrah, or 
straw 

Materials of 

roof 


Tiles, Asbestos 

Metal sheets 


-do-


-do-


Tiles, Asbestos
 
or Metal sheets 


-do-


Cadjan, Palmyrah 

or straw 


Tiles, Asbestos 

or metal sheets 


Cadjan, Palmyrah 

or straw 


-do-


Any material 


Materials of 
floor 

Cement or 
wood 

Type of 
Housing 
unit 
Permanent 

Mud Semi
permanent 

Cement or 
wood or 
Mud 

Semi
permanent 

Cement- Permanent 

Wood or 
Mud 

Semi. 
permanent 

Cement, wood 
or Mud 

Semi
permanent 

Cement, wood 
or Mud 

Semi
permanent 

Cement Semi
permanent 

Wood or 
Mud 

Semi
permanent 

Any material Improvised 

(Source - Census of Population & Housing - Sri Lanka - 1981)
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10.0 	 HOUSING DEMAND
 

10.1 	 The population growth during the last 15 years
 

has registered a growth rate of about 2.3%. In
 

1976 the population growth rate dropped below 2.0%.
 

During the last few years since 1976 the population
 

growth has been 1,7%.
 

10.2 	 It could be assumed that Sri Lanka will maintain
 

the present low population growth rate in the future
 

too.
 

10.3 	 The occupancy rate or the average number of persons
 

per housing unit for Sri Lanka is 5-2 compared to
 

5-6 in 1971.
 

10.4 	 Yet, the low-population growth rate will make a big 

impact on the Housing situation for another 10 years 

or so. 

10,5 	 Housing demand could be calculated by taking into 

consideration the Annual requirement of housing 

plus the backlog of housing. 

10.6 	 According to the present population growth rate 

(1.7) and occupancy rate (5.2) an annual out-put
 

of about 45,000 - 60,000 housing units would be re

quired in the next 10 years to keep up with the
 

population growth.
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10.7 In addition to this the backlog of housing should
 

be added to ascertain the registered demand for housing.
 

10.8 	 In the draft Mid-Term plan (1977-1981) prepared by
 

the Ministry of Housing and Construction - the back 

log has been estimated at 500,000 units. Research
 

staff of the Marga Institute have made an estimate
 

of 709,763 units (1971). 

11.0 LAND AVAILABILITY & TENURE
 

11,1 	 One of the principal factors affecting the produc

tion of housing is the availability and cost of 

suitable land. 

11.2 	 In Sri Lanka land use planning and management is not 

a highly coordinated or organized function. 

11.3 	 Several Government agencies are involved with land 

use planning responsibilities. 

- Ministry of Land & Land Development. 

- Ministry of Mahaveli Development 

- Ministry of Industries & Scientific Affairs. 

- Ministry of Plan Implementation. 

- Department of Agrarian Services. 

- National Agricultural Diversification & Settlement 
Authority. 

- Ministry of Local Government, Housing & Construction.
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11.4 Considerable vacant land exists even in the
 

areas of metropolitan. In addition, much of the
 

developed land isunder-utilized.
 

(A) Much of the under-developed land is subject 
to flooding. 

(B) The increase in land costs have increased with
in recent years.
 

(C) 	The National Land Reform Act of 1973-74 re
stricted private ownership of land up to a
 
maximum of 50 acres per household.
 

LAND 	USE PATTERN
I 


01. Settlements & Associated 


non-agricultural lands 

02. 	 Hoticulture 

03. 	 Perennial Crops:

(a) 	Tea 


(b) 	Rubber 


(c) 	Coconut 


(d) 	Others 


04. 	 Cropland: 

(a) 	Paddy 


(b) 	Land under-developed 


(c) 	Others 


05. 	 Improved permanent pasture 


06. 	 Grassland & Scrubland 


07. 	 Woodland 


08. 	Swap & Mash 


09. 	 Un-used land 


10. 	 Inland waters including
 
salterns 


Hectares % 

19534 0.3 

586309 9.0 

259473 3.9 

227373 3.5 

250464 3.8 

54029 0.7 

510667 7.8 

43418 0.7 

1009704 15.3 

2492 -

425733 6.4 

2899457 44.2 

32787 0.5 

43147 0.7 

204734 3.2 

Total 6567330 100.0
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12.0 	 INFRASTRUCTURE : HOW PROVIDED
 

12.1 Water Supply is probably the most critical service
 

and gets the highest priority. In urban areas pipe

born water is supplied by the National Jater Supply
 

and Drainage Board or by the local authorities while
 

in rural areas but is supplied through community or
 

private 	wells.
 

12.2 Sanitation is a critical element in the sheltor
 

sector. Flush toilet, Water-seal, Pit-type, Bucket

type, are common in rural and urban areas, while water

born sewerage systems are provided in metropolitan
 

areas.
 

12.3 	 Electricity:. Street lighting is one of the main ser

vices of local government institutions in Sri Lanka.
 

12.4 	 Electrification of Individual housing has to be borne
 

by householders after the service is connected to the
 

house.
 

12.5 	 Roads: Main roads systemtof the country is provided
 

by the state; while the inner roads in urban and
 

rural areas are provided and maintained by local
 

government.
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12.6 	 Internal Roads of the neighborhood have to be provided
 

and maintained by the community in rural areas while in
 

urban and metropolitan areas are attended by the local
 

government authorities.
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ALUTHMAWATHA SHANTY IMPROVEMENT PRnJECT
 

This is an area typical of a vested shanty settlement where shanty dwellers
 

have been issued with title deeds for the olot of land they occuny. The
 

land as a whole was vested (excent for an access oath). It was aooropriated
 

frnm a orivate owner, in keeninq with the CHP Law and on the orocess of re

distribution, deeds were issued. But there are several late arrivals
 

(squatters), after vesting and hence, without deeds. The residual land that
 

remained vacant was also vested, to be used for common amenities.
 

The scone of the oroject
 

The imnrovement pronram envisanes the fol'!owinq activities beina executed at
 

nresent:
 

- Provision of infrastructure and services 

- Renularization of the settlement lay-out to create useful lot sizes 

and to facilitate self-heln housino 

- Soonsorinn a loan scheme 

- Socio-economic imnrovement activities and community narticination.
 

The execution of the above nro.iect is the resnonsibility of a voluntary orqan

ization. (Redd-Baura) Save the Children Norwegian Project.
 

(a) Project Area
 

Total number of Units ... 58*
 

Families ... 118
 

Ponulation ... 708
 

Extent of site ... 165 nerches (annrox.)
 

*13 units (23 families) not enumerated durin the CPP Law survey in 1e75.
 



(b) Proposed physical imorovements
 

Toilets 


Bathrooms 


!-!ater tans 


(narbaqe 

Containers
 

Paved areas 


Drains 


Streetlights 


Standards 

before 


3 


2 


01 


Nil 


Nil 


Nil 


Nil 


(c) i) Unit cost for infrastructure imnrovement 

ii) Maximum loan per house 

iii) Number of Housinq lots 

Ownershin problems
 

Standards
 
after
 

12
 

8
 

8
 

n.a.
 

13963 sq. ft.
 

3730 sq. ft.
 

8
 

- 7,000/-Der unit
 

-.
13,000/

-67
 

At the time of preliminary survey, it was discovered that a number
 

of squatters had received the title deeds for the land makina them
 

owners. This ownershin was created as an outcome of the CHP law.
 

The shanty dwellers possessed full title to the respective lots.
 

However, the olots were of varied and of arbitrary shapes determined
 

by the imorovised shanty structures. There were little nossibilities
 

to lay the infrastructure and promote self-heln housin imDrovements.
 

It is leaally not possible, however, to reorqanize the area without
 

the consent of the owners. A participatory process (administered
 

by the executinq voluntary aqency) has been established to achieve
 

the following:
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a) To accept a reornanization plan for the area whereby the plots
 

were regularized in shape and size to facilitate the provision of
 

infrastructure and amenities. (The acceptance is a ore-reouisite
 

to withdiaw the deeds and reallocate after regularization). This
 

procedure ensures, that some occurants, are agreeable
 

to the plan of work insoite of minor/major chanqes in olot
 

size and shape.)
 

b) To allocate new plots to squatters of the area who arrived much
 

later than the effective date of vestinq, (by making use of the
 

residual unallocated land that remained vested)
 

c) To promote self-help housing improvement by mortqaqe orocedure
 

with the local branch of Peoples' Bank.
 

d) To encouraqe socio-economic improvement activities in
 

collaboration with the Voluntary Aqency.
 

Major Ownership Issues
 

The esistence of a legitimate allocation enables the regularization
 

orocess easy without confrontinq any private owner, so long as the
 

allottee consented to acceot his plot according to the reorganized plan.
 

Even without the consent of the allottee, (nerhaos a neqative asnect
 

of the relevant orovision) the deeds can be withdrawn, for the nurpose
 

of redevelopment. There are cases where subsequent to the issue of
 

deeds, transactions had taken place with outsider. This transaction
 

aopears to have taken place, as the ouality of environment was not
 

attractive anough to hold the residents. Moreover, no follow un action
 

took olace in terms of imnrovement. The deed could not retain there

fore, some of the allottees who opted to move out. The announcement of
 

an upgrading, however made them think of coming back and demand
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their former houses. To overcome, this problem, a set of criteria
 

was established to determine the allottees. For examole, in the
 

absence of a deed, only the occupant of the unit at the time of
 

enumeration is considered eligible for allocation.
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INTRODUCTION
 

Tanzania is one of the fastest growing countries in Africa in terms
 

of population. The problem of population growth has much been felt in
 

towns where enough resources have not been available to meet the essential
 

services that go with this population expansion.
 

Formal provision of housing in the urban areas has been relatively
 

quite small and most housing has been provided by the private sector
 

which prefers to build in unplanned areas (squatter areas).
 

Initial government policy on squatter settlements was to clear them
 

out and replace them with planned settlements. This view was changed later
 

when the approach was found not to be feasible and the government resolved
 

to recognize them and offer them the essential services they lacked.
 

This paper looks at the growth of squatter settlements in Tanzania
 

and the adoption of "sites and services and squatter upgrading approach"
 

of housing development in the country. It goes further to give the ex

periences gained through the implementation of the first phase of the
 

project.
 



1 BACKGROUND MATERIAL:
 

1.1. Population and Urbanization
 

Tanzania with a present population of about 17 million and
 

an annual growth rate of 3.3% is one of the most rapidly growing
 

countries of Africa. Since the first national post-independence
 

census in 1967, the population of the country has increased by
 

almost 60%. A number of factors such as increased life expectancy,
 

declining infant mortality, the high fertility rates due to the
 

large proportion of the population of the child bearing age,
 

improved nutrition and water supplies and the high cultural values
 

placed on children may, in fact tend to increase the growth rate
 

of the nation.
 

Tanzanian towns have also been growing at a relatively fast
 

rate. The rate of growth for the urban population has risen from
 

6% per year between 1948 - 1957 to about 6.3% between 1957 - 1967.
 

Between 1967 - 1978 the rate of growth rose to around 8% per year.
 

While Dar es Salaam rose from 7-8% per year in the 1957 census to
 

11% per year in 1967 census, other towns showed a corresponding growth
 

rate.
 

The Tanzania census classified all settlements with a population
 

in excess of 5,000 persons as being urban areas. In 1967, twenty

one settlements with a total population of 658,482 persons were
 

identified as being urban areas. By 1978, sixty-two settlements
 

with a total population of 2,080,506 persons were so identified.
 

In 1967, approximately 5.5% of the mainland population was
 

classified as urban; by 1978, the urban population had increased
 

to 12.2% of the total. Estimates by S.M. Kulaba (Kulaba 1981)*
 

indicate that approximately one-third of the population of
 

Tanzania will be urban by the end of this century.
 

2.
 



1.2. Urbanization and Unplanned Residential Development.
 

Reliable data documenting the extent of unplanned urban residential
 

(squatter) development in Tanzania is not available. Estimates have been
 

made, howeverwhich help to establish a general picture of the extent
 

of the situation.
 

World Bank report No. 1518 - TA dated 9th June 1977 estimates that,
 

"between 40% to 70% of the residents of Tanzania's main towns were living
 

in uncontrolled inadequately serviced squatter settlement. 
A 1975 estimate
 

of squatter housing in thirteen of the major towns in Tanzania indicated
 

that 72,500 squatter houses existed in these communities which had had
 

a total population of approximately 1,165,000 persons. Conservatively
 

estimating the occupancy rate of squatter housing at slightly more than
 

nine persons per dwelling would indicate that in 1975, approximately
 

60% of 	all urban residents in these towns were living in squatter settle

ments. Observation of urban incomes and past performance in providing
 

housing for urban residents leaves little doubt that well 
over one-half
 

of the 	new residents of the urban areas of Tanzania will continue to take
 

up residence in what are commonly referred to 
as squatter settlements.
 

1.3. Characteristics of Squatter Settlements.
 

1.3.1. 	Location
 

Most of the squatter settlement in Tanzanian towns have grown
 

in what used to be periurban areas. Due to the extension of the
 

town boundaries such areas 
now fall within the township authorities.
 

As such,development of squatters should be seen under two 
 phases.
 

The first is the development which occurred before the expansion
 

of the 	town boundary and second, that which occurred within the
 

township boundaries after such boundaries had been extended.
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Under the Freehold Title Conversion and Government Leases
 

Act of 1963, land owners were required to take up long term
 

leases. Many individuals who farmed and occupied suburban
 

fringe land, under tribal or traditional law, did not under

stand the new act and therefore did not apply for or receive
 

leases. As urbanization took place, these individuals continued
 

to subdivide "their" land and "sell" it off in small parcels,
 

at very reasonable rates for housing. This practice continued
 

unabated and large urban areas have been occupied in this way.
 

Since the government was not able to offer an alternative to
 

this informal procedure, it was politically and socially
 

difficult to stop it.
 

32. Social Economic Features:
 

The squatters tend to gather and live in regional or even 

tribal groupings thus maintaining much of their accustomed
 

lifestyles. A study carried out in 1976 in Manzese, one of
 

the squatter areas at that time in Dar es Salaam with a population
 

of about 100,000 people, showed that about 50% of the squatter
 

population was made up of two tribes originating from three regions.
 

(Tanzania has about 122 tribes with 20 administrative regions.)
 

Each region grouping tends to act as a reception area for in

coming rural migrants, who have problems adjusting to urban life,
 

and provides them with a community framework.
 

As has been stated before, many of the squatter areas are
 

former suburban villages that have simply been swallowed by the
 

expanding city. These village units, though visually integrated
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with the city, retain much of their physical and social
 

structure.
 

Hence, these expanded villages have been endowed with
 

character and a sense of order and place as well as a feeling
 

of community which is irreplaceable in newly planned communities.
 

Most of the houses in squatter areas are owner occupied, although
 

there is also an element of renting. This factor, coupled with
 

the potential compensation factor, causes owners to keep main

tenance up, hence the visual impression of squatter areas is that
 

of constant building and rebuilding.
 

As regards employment, a large proportion of the heads of
 

households in the squatter settlements are employed. A study
 

carried out inManzese, a settlement that has been upgraded,
 

showed that about 15% of the household heads are employed full

time in the formal sector, 22% are self-employed, and the rest
 

are unemployed. About 22% of those employed work in the manufactur

ing sector, and 17% work in administrative services. The rest
 

work mainly in communications under manufacturing. About 80%
 

work as manual laborers.
 

1.4. Government Policy on Squatter Development Before 1972:
 

Before 1972, when the Sites and Services and Squatter Upgrading
 

Project was launched, the Government and, in particular, planners
 

regarded squatter areas as unsightly in the urban areas. The houses, which
 

were built with traditional materials, were considered inferior and the
 

Government at the time advocated the clearing of such areas.
 

It is unfortunate that whereas the Government deplored such houses,
 

it did not offer alternatives for the high demand of housing which was
 

growing year after year.
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A National Housing Cooperative was started in 1962 and was given
 

the task of providing housing for the low and medium income people.
 

However, its impact on the provision of housing was not felt very much
 

because it spent nearly all the resources available to build houses to
 

replace those which were demolished.
 

2. SITES AND SERVICES AND SQUATTER UPGRADING PROJECTS
 

In 1972, the Tanzania Government emerged with a different view
 

concerning squatter areas. It agreed on a squatter improvement policy.
 

In arriving at this policy, the Government realized that:
 

- There would be significant savings in that the domestic savings
 

of the people represented by their investment in existing housing
 

would not be destroyed.
 

- There would be significant savings on the part of the Government
 

since the Government will not be required to pay large amounts of
 

money for compensation, nor would it have to find money for low
 

income rental subsidies.
 

- Manpower and recurrent expenditures would not have to be stretched
 

in order to rapidly expand government institutions established to
 

construct residential houses.
 

- There would be savings in social costs in that existing viable
 

communities would not be destroyed.
 

2.1. A unit was established in the Ministry of Lands, Housing, and
 

Urban Development in 1972 to oversee the implementation of the new approach.
 

In regard to squatter upgrading, the unit was commissioned
 

(i) To engage in the process of legalizing squatter land holdings
 

by giving them long term leases and at the same time removing
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the stigma of 'temporary classification' from squatter houses.
 

This would totally legalize the status of current squatters and
 

remove the possibility of future clearance. With the legalization
 

one would expect to see housing improved beyond the minimum
 

standards required for compensation.
 

(ii) To prepare layouts for squatter areas respecting existing
 

communities and to provide substantial services including
 

roads, 	drainage, water supply, and electricity and community
 

facilities with community education centers, markets and
 

health 	posts.
 

(iii) 	 To find some means of getting low interest funds to low income
 

people who wish to upgrade their existing houses.
 

2.2. In 1973, the Ministry of Lands, Housing and Urb~an Development
 

prepared its first National Sites and Services Project. The imple

mentation of this project was to be aided by a loan from the World
 

Bank. 	 The project was supposed to provide about 9,000 serviced
 

plots 	and upgrade about 9,000 houses. In all, the project was to
 

benefit about 160,000 low income residents. The main objectives of
 

this phase were 

(i) To demonstrate the suitability of the S/S approach of
 

housing development for low income urban dwellers.
 

(ii) To strengthen Government institutional capacity to carry
 

out similar projects of its own in the future.
 

2.3. Implementation Arrangement:
 

2.3.1. Executing Agency:
 

The executing agency was the Ministry of Lands, Housing,
 

and Urban Development which had overall responsibility for the
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project. The Sites and Services section with the Ministry
 

was responsible for planning, designing and construction of
 

the infrastructure and community facilities in consultation
 

with concerned Ministries. The local administration (i.e. plot
 

allocation, collection of payments, etc.) were handled by the
 

respective Regional Land Development Offices (R.L.D.O.). The
 

Tanzania Housing Bank (THB) gave loans to individual plot
 

occupants and cooperatives for house construction.
 

The Sites and Services section engaged a consulting firm
 

for detail engineering and construction supervision of all sites.
 

To assist the regions in local administration, the section was
 

supposed to provide a site office on each site staffed with
 

site officer, building inspector, and funds. (There were to
 

be artisans who were to provide advice and technical assistance
 

in self-help construction and building techniques.)
 

The R.L.D.O.'s were supposed to have direct responsibility
 

in the regions for project administration, including land acquisi

tion (compensation payments, issuing of Rights of Occupancy and
 

collection of grand rents, premiums and fees). The R.L.D.O.
 

was also supposed to assist in the formation of housing coopera

tives, coordinate with local offices and agents of the THB and
 

work with the site offices. The R.L.D.O. consists of three
 

functional limits, i.e. land, surveys and town planning.
 

2.3.2. Administration
 

The R.L.D.O. working with the Sites and Services section was
 

supposed to process applications for Rights of Occupancy and
 

allocate plots. Project information was to be circulated to
 

persons on the National Housing Cooperation and the district
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waiting lists and disseminate through the bureaucratic and
 

CCM (Chama cha Mapinduzi - name of the ruling political
 

party) framework, place of employment and by the mass media.
 

Interested parties were to apply to the Ministry of Lands,
 

Housing and Urban Development Headquarters, who were to
 

send all applications to already functioning District Allocation
 

Committees in the regions. The composition of these committees
 

varied nationwide, but usually included representatives from
 

R.L.D.O.'s, CCM officials and members of national organizations
 

such as 	United Women of Tanzania. The following items, among
 

others, 	were taken into account when considering who was-to be
 

given 	preference:
 

(i) persons who were previously displaced by public
 

works projects.
 

(ii) the number of immediate dependents.
 

(iii) 	 the length of time on one of the above waiting
 

lists.
 

(iv) employment in the towns where the sites are.
 

(v) households with monthly incomes of less than
 

T.Sh.1,000.
 

The R.L.D.O. was to issue long term Right of Occupancy
 

(25 years) to allottees in the new areas. Plot occupants in
 

squatter improvement areas were to have the option of applying
 

for either a short term or long term Right. The Rights were
 

to be issued on an owner - occupier basis, however, subletting
 

of rooms was to be permitted. Should the plot owner decide to
 

sell his house, his Right was to revert back to the Governmant
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for re-issuance to a prospective buyer meeting the eligibility
 

criteria. If the Government later decided to withdraw the Right
 

to use the land for public purposes, the plot occupant was to
 

be eligible 	for compensation and assistance in relocating.
 

The long term Right of Occupancy requires that permanent
 

construction is undertaken. Upon issuance of this Right, national
 

building codes apply and minimum value or cost of the house to
 

be constructed is stipulated as a covenant or condition. 
 While
 

a long term Right is issued to the plot occupant, the Government
 

waived application of building codes and abolished the
 

covenant for 	this and future projects.
 

2.3.3. 	Construction Loans
 

The Tanzania Housing Bank,which was started in 1973, was
 

supposed to provide loans for house improvement and the con

struction of new houses in the project sites.
 

The Bank offers loans to low income people at 6% interest
 

for up to 20 years for house construction or improvements. The
 

advantage of increasing this rate was discussed with the Government:
 

(i) To 	mobilize domestic savings and
 

(ii) To increase the replicability of Sites and Services
 

projects. Nevertheless, IDA accepted THB's pre

vailing rate because
 

(iii) 	 It is in accordance with Government policy to sub

sidize low-income housing and since IDA proposed con

tribution was small relative to THB's need, the Govern

ment decided not to change this policy, and
 

(iv) A new rate for lending IDA funds would have compli

cated the administration of THB lending program and
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would have created equity problems among its
 

borrowers.
 

The THB prepared lending policies and procedures for
 

housing cooperatives and individual applicants in sites and
 

services areas. 
 In loans, THB must satisfy itself that the
 

borrower can repay without undue hardship, and that adequate
 

provision exists for the enforcement of the repayment 
 Each
 

construction loan application much be accompanied by a long
 

term Right of Occupancy, and be secured by a first mortgage,
 

if the applicant's employer or another suitable source or
 

means can be provided for security. Households are encouraged
 

to join cooperatives because it is felt that this approach
 

fosters communal living, results in low cost housing and
 

facilitates loan payment collection. 
 When considering applications
 

from individual plot occupants, household incomes 
are taken into 

account. The THB's lending procedures provide for an upper 
limit for soft loans which can be changed from time to time 

in accordance with housing construction costs. Cash disbursement on 

loans are tied to a construction and inspection schedule, 

agreed to by the plot occupant and the THB. The loan normally
 

carries a 
one year grace period. When considering applications
 

from housing cooperatives, household and prospective rental
 

incomes are also taken into account, but in a collective sense.
 

Thus as cooperative members, a very low income household has
 

access to credit secured by the cooperative. The loan covers
 

the needs of all 
the cooperative members, and arrangements for
 

monthly payments, disbursements, construction and inspection,
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and grace are similar to those of an individual loan applicant,
 

although they are handled through the cooperative.
 

2.3.4. Plot Charges
 

For pricing purposes, the infrastructure costs are allocated
 

to the residential and community facilities areas. 
 The alloca

tion criteria charge all off-site infrastructure and consultants'
 

costs to the Government. The land acquisition and on-site
 

infrastructure costs are shared by the residents and community 

facilities. The community facilities are charged in direct
 

proportion to the area they occupy with the residential plot
 

occupant paying the remainder, i.e., roughly 75% of the land
 

acquisition and on-site infrastructure costs.
 

An individual monthly plot payment includes the ground rent,
 

payment of the construction loan and utility bill, if any. The
 

ground rent consists of the statutory ground and the chargeable
 

ground :ent. The statutory rent is a charge levied by the
 

Treasury for the privilege of using the land. The chargeable
 

rent is based on the cost of the infrastructure provided.
 

3. SQUATTER UPGRADING PROGRESS
 

3.1. Site Selection 

(i) Having been assigned the budget on which to plan, the project
 

unit set out to select the squatter areas on which to operate.
 

This was necessary because even for Dar es Salaam, resource
 

allocation was not adequate to cover all squatter areas.
 

(ii)The project unit did very preliminary feasibility studies.
 

This involved selling the idea of squatter upgrading to the
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the leaders in the squatter settlements.
 

(iii) 	 Having established the priority list for each selected squatter
 

area, the following was investigated:
 

- The 	area should satisfy the town's long-term development plan,
 

i.e. it should have been designed for residential purposes
 

or *t is to remain residential in the future.
 

- The settlement should be of a reasonable size to allow for
 

economies of scale during the provision of the essential
 

services.
 

3.2. 	 Design Criteria and Standards
 

(i) 'npreparing the physical plan, provision was made for
 

vehicular circulation for each block of homes or plots,
 

allowing tor easy access, to residential areas, community
 

facilities, and the main truck roads while protecting
 

the settlement from unnecessary through traffic. A con

venient network of foot paths was also pru% .led linking
 

plots to public areas and to the transportation system.
 

(ii) The design standards for infrastructure services were
 

adopted after considering the requirements of the
 

squatter upgrading project as well as the prevailing
 

standards in the country. The standards are kept low enough
 

to bring per plot costs within the reach of the low income
 

people. However, provisions are made in the design for
 

improvements later on.
 

(iii) 	 Roads
 

Three classes of roads have been provided for n the project.
 

Class A roads, which arE classified as collector roads, are
 

designed to accommodate the heavy bus traffic. The road
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reserve is 30 meters wide with an initial carriageway width of
 

6 meters. 
 These roads have a treated dry macadam surfacina
 

with a mechanically stabilized qravel base. Shoulders, 4.5
 

meters wide, are provided to allow for future expansion of the
 

carriageway. Class B roads, which are classified as primary
 

roads, are desiqned to serve as main vehicular access to the
 

settlements. 
 These have 20 meter wide road reserves and 4.5
 

meter wide carriaaeways of rolled qravel. Shoulders of 3.25
 

meters are orovided on each side of the carriaqeway for cylists
 

and nedestrians. Class C roads, classified as secondary roads,
 

are dirt roads which serve as vehicular and pedestrian access
 

to the individual housing units. 
 The road has a 10 meter reserve
 

and a 5 meter wide roadway.
 

(iv) Drainage
 

The drainaqe system is desinned to carry storm water and domestic
 

water exclusive of the latrines. The system consists of open
 

ditches with culvel at vehicular crossings. The ditches are un

lined, except in steen areas where erosion could occur due to high
 

velocities. Sanitary services are provided through imoroved oit
 

latrine -,hich are constructed by the house owner.
 

(v) Water sui)nly
 

The design has assumed that ultimately all houses will have Drivate
 

water connections. Initially, however, the plot occunants are
 

beina served by wate,- kiosks, one for e'/ery 50 houses or a minimum
 

walkinq distance of 150 meters. Kiosks servinq the 50 houses are
 

Drovided with 4 taos, while those servinn less 
are provided with 2
 

tans.
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(vi) 	 Power Supoly
 

The design of the nower suonly systems assumes that power will be re

quired mainly for lightina Durposes. And that ultimately, throuqh
 

conversions of transformers to larger units, street liqhts alona
 

the main roads and Dower to community facilities will be Drovided.
 

(vii) 	 Community Facilities
 

The lanning of these facilities (markets, schools, health services,
 

and nost offices) has adhered very much to the national standards.
 

These include a three streamed community education center
 

( I stream contains 45 nupils) for a noDulation of 4,500 - 5,000
 

people, a disnensary for 15,000 neonle and a Health Center for
 

50,000 peoDle. The standard for education assumes 50% enrollment.
 

3.3. 	 Physical Investigation
 

In most cases, the phvsical investigation necessitates commissioning
 

a full-fledqed nreliminary encineerinq exercise. Such investigations
 

are required to provide information on the following issues:
 

i) Base man indicatinq to the extent possible, the contours,
 

prominent toDograDhical features, existing buildinqs and services.
 

(ii) 	An assessment of on-site and off-site existinq facilities to include
 

roads, water SUnDly, nower sunnly, seweraqe, and stormwater
 

drainaqe.
 

(iii) 	 An existinq land use man.
 

(iv) 	A soil investiqation renort to establish sketch desiqn criteria
 

for roads and recommendations for the form of seweraqe.
 

(v) A recommendation on the modifications to the standards set with
 

a view to reduce costs.
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3.4. Planning
 

(i) In planning for infrastructure in squatter settlements, Planners
 

have been called upon to comnromise a number of well-established
 

planning Principles. While a reasonable level of infrastructure
 

has to be provided, there should be a minimum demolition of houses.
 

Further, planners have had to avoid expensive houses to cut down
 

on the compensation bill.
 

(ii) In planning for community facilities, nlanners have had to make
 

the best use of the existing open spaces to be able to cut down
 

on the comnensation bill.
 

(iii) After having nroduced the preliminary olans, the Planners took
 

them back to the community leaders. Before discussina the olans,
 

the nlanners explained in detail the oronosed services to be
 

Provided and the orincinles following in the Dlanninq exercise.
 

The plans to be discussed with the community leaders are orepared
 

on enlarged un-to-date aerial nhotoqraohs. It has been established
 

that whereas the community leaders cannot very easily understand
 

a drawing, they can very well orient themselves when an enlarged
 

aerial photograph is used. The same aerial photographs are used
 

to make the infrastructure lines and to locate the proposed sites'
 

for community facilities. While discussinq the nronosed plan, the
 

residents concentrate more on which houses will be demolished or
 

how far their houses will be from the nrooosed community facilities.
 

The olanners have to strike a balance between aDDlyinq the inevitable
 

Dlanninq orinciples and securinq the blessinqs of the community
 

leaders.
 

(iv) The oreliminary nlans are then finalized and submitted to the relevant
 

local urban nlanninq committees for approval.
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(v) While olanninci the squatter settlement, the 
planners have had to
 

for resettling

simultaneously olan for an overspill area or areas 


those neople whose houses will have to be demolished 
to give way
 

Those
 
to the infrastructure services and community 

facilities. 


plot the very day they qet paid
affected have to be given a 


compensation for the demolished Property.
 

3.5. Detailed Engineering Design
 

(i) After approval by the relevant local authorities, the plans
 

are submitted to the engineers who will have been commissioned
 

to undertake detailed engineerinq design for 
all the infrastructure.
 

So far, the unit has had this work done by 
consultants. The
 

selected through International Comoetitive biddina,

consultants are 


system followed inWorld Bank financed projects. 
In oerforming
 

a 


required to undertake:
 this assignment, the engineers are 


Field surveys including traverse, setting 
uo of beacons and
 

-


bench marks Properly referenced for infrastructure 
works.
 

- Additional soil investigation.
 

Detailed designs and drawinqs and snecifications 
for infrastructure
 

-


works based on field surveys.
 

right of ways for identifyinq house/crops 
for
 

- Strip mans for all 


compensation.
 

- Bills of quantities for each comnonent of work.
 

- Tender documents.
 

conceived in the
 
Durinn detailed enaineerinq design, the layout 

as 


nreliminary engineerina staqe is exnected to be followed inmost cases.
 

However, minor changes may have to be made to the layout durina aooroval
 

procedures and to suit the actual situation at the site at the time of
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detailed field surveys. The consultants may also recommend
 

revisions on the standards. These suggestions should be to
 

improve upon the original design always keeping in mind that the
 

project is essentially for the low-income, as such, suggestions
 

should be aimed at lowering the cost.
 

3.6. Valuation and Compensation
 

(i) The government valuer or an appointed representative of
 

the government valuer moves in to value all property marked
 

in the strip maps. A valuation report is then prepared on
 

a compensation schedule. The information prepared includes
 

the name of the owner, address, property valued, and monetary
 

value of the property so valued.
 

(ii) Based on the valuation report, the Project Unit prepares
 

individual checks which are paid out to those concerned on 

a set date and time. 

- The payee has to produce documentary identity and has to 

be further presented by his local leader as the rightful
 

owner of the property under which compensation is being
 

paid. The local leader will by then have cleared all conflicts
 

regarding the rightful owner of the property which is being
 

compensated.
 

- The very day an individual is paid for his property, especially 

a house, he should be given an alternative ploc in the oversoill 

area and served with notice to vacate. This arrangement has 

been found to be necessary, otherwise individuals spend all the 

money on items other than a new house and it later becomes very
 

difficult to make them move.
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- According to the law, once 
individuals are paid compensation,
 

they are required to move out with only their belongings and
 

to leave the buildings intact. Because of the fact that the
 

incomes of the individuals affected are very low, and that
 

compensation is not based on replacement value, the Project
 

Unit has allowed such individuals to demolish their own
 

houses and to carry with them the usable building materials
 

to their new sites. It is believed that such materials, plus
 

the amount of money paid 'ut as compensation, can be enough
 

to allow for the construction of a livable new house.
 

- At the beginning, the Project Unit left all the moving
 

arrangements to the individuals concerned. 
 As an extended
 

assistance, the Project Unit will now provide transportation
 

and related assistance to those who will be affected by the
 

demolition and resettlement.
 

3.7 Construction of Infrastructure
 

(i) The project unit does not have a construction wing. The work
 

carried out so far has been given to private contractors through
 

competitive bidding. The consulting engineers have been working
 

as agents of the project unit in preselection of contractors,
 

advertisement of tender proposals, and evaluation of the same,
 

including recommendations on suitable contractors.
 

(ii) After an award of the contract, the consultants undertake general
 

and site supervision until the project is completed. In so doing,
 

the consultants, on behalf of the Project Unit, ensure that the
 

work is carried out according to the terms and conditions of the
 

contract, and submit certificates of payment to the Project Unit
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which 	makes the payments to the contractors.
 

(iii) 	 It has been argued that the Project Unit could save money if
 

the contractors would undertake to do their work in partner

ship with the residents of the squatter communities. The com

munities would do all the preliminary work. This work would
 

include digging ditches for the water pipes and such related
 

work. The contractors would bring in the materials and undertake
 

to install the same. Such an arrangement has not yet been tried
 

by the Project Unit. It is however, felt that such an undertaking
 

would 	be administratively cumbersome, especially because of the
 

need for very close coordination between the timing of the
 

contractors and the work schedules of the local communities.
 

Further, it is argued, that the squatter communities have enough
 

work since, in addition to working as employees in either the
 

formal or informal sector, they also have to either build their
 

new houses or engage in rebuilding their existing houses.
 

3.8. Community Facilities
 

(i) Detailed drawings for community facilities have been prepared by
 

a team composed of consultants, staff cl the project unit and
 

staff from the Buildings Department of the Ministry of Works. The
 

design standards very much reflect the existing national standards.
 

(ii) Like the case of infrastructure, the Project Unit assigns con

struction of tne community facilities to private contractors 

through tendering. 

(iii) Supervision arrangements are similar to those provided under the 

construction of infirastructure except that in place of consultants,
 

the Ministry of Works and Regional Civil Engineers serve as the
 

Prcject Unit's agents.
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3.9. Maintenance of Infrastructure and Community Facilities
 

Operation and maintenance of the infrastructure and community
 

facilities is the responsibility of the local authorities and funds
 

for this purpose are supposed to be provided in their annual budgets.
 

For the infrastructure, operation and maintenance, work is carried out
 

by the regional field staff of the respective ministries and parastatals
 

(i.e. Ministry of Water Development, Energy and Minerals; Ministry
 

of Communications and Ministry of Works). For the community facili

ties, staffina, operation and maintenance is carried out by staffs in
 

the regional administrations under the direction of the Reqional Develop

ment Director, under present organization, this will be undertaken by
 

relevant urban councils.
 

4.0. House Consolidation and Socio-Economic Services
 

(i) House consolidation in squatter upgraded areas is pursued on
 

two levels. The first level is the individual level covering all
 

those people who resided in the area before improvement. Those
 

individuals who have old improvable houses are offered credit
 

facilities to improve their houses.
 

The Tanzania Housing Bank handles these clients through a house
 

improvement loan system. It has been necessary for the Project
 

Unit to monitor and recommend to the Bank on who should qet such
 

loans so that control is put on possible overcrowding throuqh
 

construction proliferation due to new immigrants.
 

(ii) Another level of consolidation is at the community level. Here
 

the people are encouraged to form Housing Cooperative Societies
 

which mostly take on the form of residential neighborhood groups.
 

These societies primarily are formed to provide their members
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with dwelling houses, and can be the basis of multiple
 

socio-economic improvements through self-help activities.
 

(ii) 	 There is technical aid which is offered to builders in the
 

squatter upgrading areas. Advice on the use of cheap and
 

locally produced building materials is offered to the people
 

in consultation with the Building Research Unit of the Ministry
 

of Lands, Housing and Urban Development. Material depots
 

have been built in some of the project sites by the Tanzania
 

Housing Bank. These depots serve to provide building materials
 

to the builders more conveniently.
 

4.0. 	 EXPERIENCES
 

The implementation of the first sites and services project is
 

now complete. What remains is house consolidation within the newly
 

opened residential aras which naturally will take some time. It
 

isworthwhile to look at what we have learned through the course of
 

implementation of this phase. These experiences may be of use in the
 

preparation of similar projects in the future.
 

(i) The problem of displacement of squatters and their resettlement
 

remains a major problem. When squatters were displaced to make
 

way for community facilities, roads, etc., they were expected to
 

resettle in other areas which are normally planned. Yet the
 

fact is that many of them did not move to these areas, but
 

sneaked into the original area to fit themselves into the imorove

ment. The Government has now started a program of reqistering
 

houses within squatter areas for the purpose of revenue collection.
 

It is hoped that new developments will be curtaiied.
 

(ii) The country has had a long experience in the construction of
 

community facilities through self-help. The people are provided
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with building materials and they provide all of the labor and
 

actually organize themselves and undertake all the construction
 

work. This arrangement has operated well in rural areas, but is
 

not well established in the urban areas, especially in planned
 

areas. There are very few siqns of such an undertaking in the
 

squatter settlements.
 

It has been urged that the Project Unit could save money if
 

the contractors would undertake their work in partnership with
 

residents of the squatter communities. The communites would do
 

all of the preliminary work. Such work would include the digging
 

of ditches for the water pipes and such related work. The con

tractors would bring in the materials and undertake installation
 

of the same. Such an arrangement has not yet been tried by the
 

Project Unit. It is however felt that such an undertaking would
 

be administratively cumbersome, especially in regard to the need
 

for close coordination between the contractor and the work schedule
 

of the local communities. Further, it is urged, that the squatter
 

communities have enough work since, in addition to working as
 

employees in either the formal or informal sector, they also have
 

to either build their new houses or engage in rebuilding their
 

existing house.
 

(iii) In the first phase of the project, experience has shown that there
 

is a need to establish maximum coordination between the Project
 

Unit and the bodies that will be responsible for the maintenance
 

of the infrastructure and community facilities. If funds are
 

not reserved early enough so that they are available for this
 

work immediately when construction is complete, chances are
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that 	most of the services will degenerate quickly and itwill
 

very expensive to bring them to good condition aqain. The
 

degeneration is attributed to the fact that most of the
 

services offered are of low standard and ari in need of frequent
 

maintenance.
 

(iv) A number of the people who are expected to improve their poor
 

houses or build new houses through the housing improvement loan
 

system fail to meet the Tanzania Housing Bank conditions. The
 

security of employment and having a bank account are some of
 

the conditions attached to the loans. It is unfortunate that the
 

Tanzania Housing Bank has failed to open its housing credit
 

facilities to the poor who are employed in the informal sector
 

of the economy.
 

(v) The provision of water through public kiosks is creating admini

strative and financial problems. According to Government policy,
 

such 	water is free. The maintenance of the kiosks (fittings and
 

the stand) is the responsibility of the local authorities. It
 

is being urged that in the long run the maintenance bill will be
 

high.
 

(vi) 	 In planning upgrading proposals, it is advisable to involve the
 

people of the area formally by holding meetings and sharing ideas
 

with the help of local representatives like tencell leaders. This
 

has a further merit in ensuring greater control over the growth
 

of squatter in potential areas earmarked for infrastructure like
 

roads, community facilities, etc., as people will help to poiice
 

these areas. Thus the incidence of speculative building with the
 

object of obtaining compensation, would be controlled and also the
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cost of 	demolition as the people of the area will have developed
 

the pride of participation in the project planning.
 

(vii) 	 Quite a number of high income people have infiltrated the
 

new Sites and Services areas; this infiltration has been more
 

than had been expected. This could partially be attributed
 

to the fact that such people had not been catered to in terms
 

of plots, and also the nature and quality of facilities offered
 

in such areas in relation to the present urban standards, could
 

still be accepted by the high income people. Hence, it is important
 

that such projects be designed for an income group rather than income
 

group limitation decided in relation to project design. The high
 

income groups should also be availed of alternative plots when
 

one is operating a Sites and Services project. If it is not done,
 

the chances of the low income group being pushed out of the
 

project by the high income group inone way or another are very
 

high.
 

(viii) 	 Considering the operation of the Tanzania Housing Bank, the
 

repayment ability of an applicant is determined on the basis
 

of 25% of his regular documented income. When the loan entitlement
 

is related to prevailing house cost estimates,. it is found that
 

many of the low income people cannot be accessible to the loan
 

if they really want to build just a moderate house.
 

The policy of "phase development" should be examined in this
 

case. Greater initial emphasis should be on basic minimum re

quirements such as the foundation, walls, door and windows to oe
 

improved gradually over time by the owner himself for such thinqs
 

as finishes, fittings and connections. It could also be done for
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the infrastructure services.
 

(x) The issue of building standards also needs to be examined when
 

one wants to increase the pace of buflding consolidation. There
 

is no point in sticking to high standards, if by doing so the nation
 

will only be able to house only a small fraction of Its people. The
 

use of cheap building local materials like "mattle and doub" should
 

be examined. Existing building regulations are out-moded and they
 

are far from present realities. They should be reviewed. They
 

should be proscriptive and not prescriptive - they should tell
 

builders "what not to do" and not "what to do". 
 Some of the
 

building regulations specify in detail the materials to be used
 

and the standards to be used. They do not leave room for the
 

absorption of changes. If the regulation could explain broadly
 

the framework in which to work, there would be room for the investi

gation of the use of building material that can save money.
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APPENDIX
 

Tanzania - General Information
 

1. Brief Background Information on the Country.
 

1.1. Tanzania is a relatively large country encompassing approximately
 

931,082 square kilometers (363,708 square miles) including the two islands
 

of Zanzibar (1,638 sq. km.) and Pemba (973 sq. km.).
 

It is located close to the Equator on the East Coast of Africa
 

with Zambia, Kenya, Uganda and Zaire among its eight neighbors. Because of
 

its altitude, Tanzania has a largely sub-tropical climate. With the excep

tion of a few mountains, most of the country forms a plateau lying 3,000 
-


5,000 feet above sea level. Tlis plateau is characterized by a combination of
 

grassland and woodland, with small areas under cultivation, and a few game
 

and forest reserves scattered throughout the country. It has been estimated
 

that about 75% of the land area is either uninhabited, or difficult to
 

manage because of either the tsetse fly or unreliable rainfall. Thus the
 

majority of human settlements in Tanzania are confined to less than a quarter
 

of the total land area of the country.
 

However, these geographical limitations are not insurmountable
 

especially with relation to housing and urban development because of present
 

advances in technology and science which can enable mankind to overcome
 

them easily. For example, it is possible to eradicate the tsetse fly and
 

probably at a lesser cost than if urban or housing development were to take
 

place on reclaimed land formerly covered by a lagoon. Indeed, these natural
 

limitations are less restrictive in urban development than in agricultural
 

development.
 

1.2. Tanzania has a population of about 17 million. 12.2% of this pop

ulation lives in the urban areas (inTanzania a settlement with a population
 

of about 5,000 is classified as an urban center). The country has a national
 

annual population growth of about 3.3%.
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1.3. 1980 DISTRIBUTION OF URBAN HOUSEHOLD EXPENDITURES - TANZANIA
 

Monthly Household % of Households Cumulative
 
Expenditure
 

T.sh. 0 - 94 	 6% 6% 

95 - 187 9% 15% 

188 - 374 20% 35% 

375 - 562 22% 57% 

563 - 749 15% 72% 

750 - 937 10% 82%
 

938 - 2343 15% 97%
 

2343 - and over 3% 100%
 

Notes: 	 Mid-1977 updated to Mid-1980 at 4% compounded inflation
 

per annum.
 

Source: World Bank paper No. W-8/7-1. 1980.
 

$1.00 = 	 10 T.sh. 
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2.0. SHELTER SECTOR CHARACTERISTICS
 

2.1. Generally, there is
no shortage of land for housing developments
 

and problems of land assembly and ownership are not significant
 

because all the land is in public ownership. In particular,
 

Tanzanian land law bestows rights of use and not ownership over
 

land on those leaseholders who hold Certificates of Right of
 

Occupancy. Those certificates are for periods of 33 or 99 years,
 

given development conditions.
 

2.2. About 95% of residential dwellings in Tanzania are built by
 

households themselves with or without temporarily employed
 

labor. The vast majority of residential houses are built out
 

of locally available building materials. In 1977, more than
 

95% of floor, foundation and wall construction and more than
 

70% of the roofs were built of materials available on the site
 

or within walking distance from the site. 45% of walls were
 

of mud and pole construction; 32% of poles, branches, grass;
 

and 16% of mud blocks on in situt mud. 1% of the roofs were
 

constructed out of grass or leaves and 11% 
of mud. The only
 

non-locally produced material which has notably increased during
 

the last 10 years is metal roofing sheets, which covered 26%
 

of the houses in 1977 compared to 17% in 1969. The average life
 

of such houses built out of entirely local materials is somewhere
 

around 7 years.
 

The pattern of using locally available materials is, in principle,
 

relevant both to rural and urban areas. 
 But because of a better
 

supply of new factory-produced materials in urban areas, and
 

because of a shortage of some of the local materials such as grass,
 

leaves, and poles, the 
use of factory produced materials is more
 

common in urban areas 
than in rural areas.
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3.0. 	 Brief Description of the Agency and Its Principal Functions.
 

3.1. 	 The Ministry of Lands, Housing and Urban Development is responsible
 

for:
 

- Planning policy and strategy for development of urban areas (and
 

assisting the Prime Minister's Office, which has primary
 

responsibility for coordinating development in rural areas).
 

- Developing housing policy and leading its implementation.
 

- Protecting titles to land through Land Registry.
 

- Adjudicating disputes over land and buildings through a Rent
 

Tribunal and a Customary Land Tribunal.
 

- Providing mapping services.
 

- Compulsorily acquiring land and buildings.
 

- Carrying out national sites and services projects.
 

- Performing valuation work.
 

The Ministry also helps the regions in:
 

- physical planning (mainly urban, but also rural) reviewing
 

the region's work and carrying out complex planning on the
 

region's behalf when requested;
 

- legal advice and assistance in processing land allocation matters;
 

- technical advice and assistance with surveying work;
 

- skilled manpower to staff the regions and district.
 

The Ministry is divided into 7 Divisions headed by Directors.
 

The Division I am working with is the Housing Development Division.
 

Its functions are:
 

- contributing to the formulation of housing strategy;
 

- developing national housing programs whereby that policy will be
 

achieved. 

- carrying out national sites and services projects; 

- coordinating the supply of funds for housing programs; 

- monitoring activities in the housing sector.
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3.2. 	 At present the Division is implementing the second phase of the
 

National Sites and Services Project. The Ministry has planned to
 

spend about T.sh. 131,636,000 ($13,000,000) this financial year
 

and the Housing Development Division expects to spend about
 

T.sh. 51,847,100 ($5,000,000). In addition, it is providing
 

technical assistance to the regions for issues relating to housing
 

development.
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ORGANIZATION CHART
 

Ministry of Lands 
Housing and Urban Development
 

(Minister)
 
(Principal Secretary)
 

I Planning Unit 

Housing 
Development 
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(Director) 

Land 
Development 
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Mapping 
Divisior 
(Director) 

Manpower 
Development 
& Administra-
tion 

Urban 
Planning 
Division 
(Director) 

Building ewerage 
Research & 
Unit Drainage* 
(Director) (Director) 

(Director) 

*This Division was recently shifted from another Ministry to this Ministry.
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I. BRIEF BACKGROUND INFORMATION ON COUNTRY
 

1. Geography
 

Thailand lies entirely within the northern tropical zone
 

between latitudes 21 and 5 in the center of Indochinese Peninsula. It
 

has an area of approximately 514,000 square kilometers. 
 The geographical
 

outline of the country may be compared to an axe with the Malay Peninsula
 

being the handle. The maximum distance from north to south is about
 

1,650 kilometers, and from east to west is 
800 kilometers. The country
 

has common frontiers with Lao People's Democratic Republic on the north
 

and east, with Burma on 
the north and west and with Democratic Kampuchea
 

on the south and east. The peninsula of Thailand is bounded on the south
 

by Malaysia and partly on the west above latitude 10 by Burma.
 

The country is tropical but represents a regionally varied
 

landscape of forested mountains, relatively dry plateaus and fertile
 

river plains. A broken mountain upland rises in the north above the low
 

platform of the dry plateau in the northeast. West of the plateaus is
 

the Central Plain, the basin of 
the Chao Phraya River and its tributaries,
 

stretching from the mountains in the north 
to the Gulf of Thailand.
 

Dominating tis alluvial plain is Bangkok Metropolis the national capital,
 

which is situated above the mouth of the river about 24 kilometers north
 

of the Gulf of Thailand.
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2. Population, Urban and Rural
 

During the decade between 1965 and 1975, Thailand's population
 

growth rate gradually increased which peaked at about 3% per annum.
 

The total population of the country at the end of such period stood at
 

42 million, which 14% of its amount or about 6 million resided in urban
 

areas.
 

By 1980, the overall growth rate declined to about 2.4 percent
 

per annum with the total population at 47 million and approximately
 

one-fifth of the total population lives in urban areas. The urban
 

population has been growing about 5 percent a year during the past two
 

decades, compare to a rural growth rate of around 2.5 percent per annum.
 

Relatively good economic performance, low rural densities and the
 

availability of new farm land ha-.e contributed to the moderate rate of
 

urbanization. The urban growth rate is likely to accelerate during the
 

1980's due to expansion of the labor force as a result of earlier high
 

population growth rates and the diminishing supply of unoccupied
 

agricultural land.
 

Bangkok Metropolis thoroughly dominates the Thai urban sector.
 

Its 5.2 million residents account for just over 62 percent of Thailand's
 

urban population and 10 percent of the national populace.
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3. Pattern of Income Distribution
 

The pattern of income distribution i:n Thailand has always
 

shown a wide range of disparity between the urban and rural sector and
 

between 	the various geographical regions and towns. As summarized in
 

Table I the degree of income disparity between 1968/1969 and 1975/1976
 

socio-economic surveys showed signs of narrowing down with only north

eastern urban households being worse off. While the average Bangkok
 

household earned 2.5 times of the national average and 1.33 times of the
 

national 	urban average in 1968/1969 these narrowed to 1.78 and 1.02 times
 

respectively in 1975/1976.
 

TABLE 1 Household Total Income as Percentage of National Average
 

(in percent)
 

Year 1968/1969 	 Year 1975/1976 

Regional Urban Regional Urban
 

Northeast 73 109 78 92
 

North 78 89 78 
 97 

South 83 100 94 104 

Central 120 102 117 108 

Bangkok 248 133 178 102 (a) 

Whole Kingdom 100 100 100 100 

(a) Includes three additional provinces which are poorer and
 

more rural. Therefore, the drop should not be as drastic as shown
 

Source: 	 Oey Astra Meesook, "Income, Consumption and Poverly in Thailand",
 

World Bank Working Paper No. 364, 1979 (data obtained from socio

economic surveys conducted by National Statistical Office)
 



So far as the pattern of income distribution within each
 

urban area itself is concerned, as might be expected, in Bangkok the
 

poorest one-fifth of the population in 1975/1976 earned only 10 percent
 

of the total income while the top one-fifth earned 36 percent. The
 

situation is generally ev,-, worse-off for urban households in the various
 

regions as can be seen in Table 2.
 

TABLE 2 	 Income Distribution of Urban Households by Region,
 

1975/1976
 

Cumulative Household Income Share
 
Household Distribution 

Bangkok Central North Northeast South 

20 10 8 8 7 8 

40 24 22 22 19 21 

60 41 41 39 35 35 

80 64 62 62 59 57 

100 100 100 100 100 100 

Source: National Statistical Office, Socio-Economic Survey, 1975/1976
 

Average household incomes in urban areas were 2.17 times
 

greater than in rural areas in 1975-1976 according to data from the
 

Government's socio-economic survey. The average income for urban
 

households in Bangkok and the surrounding Central Region was 9% higher
 

than for urban households in the three peripheral regions. The World
 

Bank analyses of socio-economic surveys conducted by the Government
 

indicate that the percentage of the urban population with incomes below
 



the estimated absolute poverty level (US $ 148 per capita in 1975-1976) 

in each region was as shown in Table 3 

TABLE 3 

Region 1968-1969 1975-1976 

Northeast 24% 20% 

North 19% 18, 

South 24% 22%
 

Central 14% 12%
 

Bangkok 11% 12%
 

Whole Kingdom
 

Urban 16% 14%
 

Rural 43% 35%
 

Urban poverty in proportionately most severe in the three
 

peripheral regions. However, even though a smaller percentage of
 

Bangkok's population is impoverished, the capital still accounted for
 

about 54% of Thailand's total urban poverty population in 1975-1976.
 

Figure 2 shows the income distribution in Thailand's
 

urbanized areas.
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II. SHELTER SECTOR CHARACTERISTICS
 

1. Human Settlement Pattern
 

Although on average, urban population growth has been
 

increasing at a considerably higher level than the national rate, the
 

growth rate of various urban centeres are by no means even. As showr
 

in Table 4, growth rate of the largest cities listed varied enormously.
 



TABLE 4 Population Growth Trend of Major Cities
 

Population
 
Urban Areas()
 

Number(a) 
 Annual Growth 	(%)(1979) 	 (1973-1979)
 

1. Bangkok Metropolis 4,999,500 	 4.33
 

2. Chiengmai 
 97,800 	 0.28
 

3. Had-yai 	 92,500 . 5 1 (b)9 

4. Khon Kaen 
 89,900 	 6.60
 

5. Korat 
 89,100 	 1.97
 

6. Nakorn Sawan 	 86,200 11.28 (b )
 

7. Udorn Thani 
 79,500 	 2.13
 

8. Songkla 
 74,800 	 6.87
 

9. Phitsanulok 
 73,800 	 0.28
 

10. Nakorn Srithammarat 65,200 	 4.72
 

Source: Department of Local Administration, Ministry of Interior
 

Note: (a) 	Population in municipal areas only, if inclusive of urban
 

peripheral growth, cities with restrictive municipal land
 

areas such as 	 Chiengmai and Korat would have population of 

some 130,000 	and 100,000 respectively.
 

(b) Inflated 	figures due to 
expansion of 	municipal boundaries.
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In all, Thailand has 120 municipalities of varying status.
 

As defined by the 1983 Municipality Act a "city municipality" is one
 

which contains over 50,000 people with a density of over 3,000 persons
 

per square kilometer, a "town municipality" is one which has a population
 

size of over 10,000 with at least the samne settlement density as a city
 

municipality, while a "tambol (district) municipality" is one which is 

permitted to be flexibly defined.
 

Nevertheless, 
the general trend of urbanization had been such
 

that by 1976 three quarters of all urban places were in the 10,000-50,000 

size classes, while in 1947 three quarters were 
in the class below 10,000.
 

The dominance of Bangkok over other urban centers is 
over

whelming and is showing no sign of abatement. In 1947, 45 percent of
 

urban population lives 
in Bangkok and in 1980 this became 62 percent or
 

5.2 million. Bangkok's population growth has maintained a high level
 

throughout the population boom period reaching a height of 5.3 percent
 

annual growth in 1975 and slowed down in concert with the overall
 

population trend to about 3 percent in 1980. 
 Today Bangkok is about 40
 

times larger than the next largest urban place.
 

With only 10 percent of the country's pcpulation, Bangkok's 

annual Gross Regional Product (GRP, contribution i.,some 27 percent. 

Virtually the total "modern" industrial sector is located in Bangkok or 

its environs. As a capital city, it is the seat of the monarchy, it 

contains a highly centralized bureaucracy, it offers the best in educational 

cultural amenities and the most complete range of physical and social 
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infrastructure. 
 Little doubt then that the commercial, industrial and
 

informal sector should thrive and attracting more and more investment
 

within Bangkok's area of influence. Despite explicit government policy
 

to reverse 
this trend, private sector investment initiative are still
 

almost always ending up in Bangkok. 
Because Bangkok is such an important
 

enomic power-house of the country, any measure 
to enforce employment
 

growth away from Bangkok risks causing adverse impact on the economy as
 

a whole and may never be politically acceptable.
 

2. Housing Condition
 

It is normally assumed that Thailand has 
no housing shortage

current figures shows that country's population are housed in 7.5 million
 

units with per household size of 6.3 but the quality of those housing
 

stock however does indicate a degree of housing problem.
 

2.1 Rural Housin&
 

With an average monthly income of 1,200 baht most of the
 

rural families are home-owners either nuclear-family home-owner or
 

extended-family home-owner. Regardless of size, housing quality is not
 

different since almost all are wooden with galvanized-iron sheet or
 

thatched roof house. 
Dwellings are 2 stories with multipurpose area on
 

ground floor and sleep on the upper floor. 
 A house can be built completely
 

within 2 weeks by mutual help.
 

In rural area housing is generally given a lower priority in
 

comparison with say scarcity of water, land for agriculture, education
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or health problems. In brief, the immediate problem of rural housing is
 

the availability of local and inexpensive construction materials.
 

2.2 Urban Housing
 

In the urban area, thcse with monthly income of 120,000 baht
 

.an provide themself land and contractor-built houses or obtain either
 

conventional dwellings or town-houses within the city developed by
 

privaLe sector housing market. 
The medium groups with monthly income
 

between 6,000 to 
12,000 baht can still rely on either conventional land
 

and house on the fringe of the city or shop-house in town while some
 

still live in rental dwelling. The least affluent ones must rely on
 

their own resources, seek older and inexpensive housing and accept crowded
 

slum or squatter conditions. 
 In slum and squatter areas, dwellings are
 

built of indigenous or reused materials mostly by dwelling themse f and
 

generally inadequatedly serviced by all necessary facilities and utilities.
 

In brief, urban housing problems in Thailand are scarcity of
 

affordable land, inadequate supply of resources 
for low and middle income
 

housing development including services of necessary public utilities and
 

facilities.
 

3. Housing Demand and Housing Stock
 

As it is said of all 47.5 million people who are housed in 7.5
 

million units, about 8.4 million people or 17.6 percent of the total are in
 

urban areas. 
 About 62% or 5.2 million of the urban population are in
 

Bangkok, the capital and the largest city while the rest 3.2 million
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live in the other 71 regional cities. Estimated from the urban population
 

growth rate at 2 per year the total housing demand for the next five year
 

(1982-1986) is 234,000 units, of which 149,000 units are for Bangkok
 

population.
 

As other developing countries, the housing problem of the
 

country mostly face the capital city, say, Bangkok where is the center
 

of growth, economic and population.
 

TABLE 5 Estimated Housing Demand
 

Area Pop. in 1981 (mill) Increased Pop. bet. Housing Demand
 
1981-1986 (mill)
 

Rural 39.1 3.2 511,000
 

Urban 3.2 0.5 85,000
 
excl. BMA
 

DMA 5.2 0.9 149,000
 

Total 47.5 4.6 745,000
 

Remark Household size: 6.28 pers/hh. in rural
 

5.5 pers/hh. in urban
 

6.27 pers/hh. I'n BMA
 

Source: Department of Population Studies
 

4. Urban Housing Supply
 

The housing supply system in the urban areas can be considered
 

by types of producers as follows:
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4.1 Public Housing
 

Although the government built housing for the general public
 

have had a long history in Thailand, it was only since the establishment
 

of the National Housing Authority (NHA) in 1973 that the volume of supply
 

became significant. 
During the years prior to the establishment of NHA
 

only 17,000 units were built by the government, but since 1974 to 1981
 

about 45,000 units have been developed. 
Housing supplied by the government
 

amounted to approximately 17-18% of the total housing stock, in various
 

types of housing such as 
rental flats row houses, detached and single
 

houses, mostly for the low-income and middle income people. According
 

to the Five Year Development Plan (1982-1986) NHA will speed up to produc,?
 

10,000 units per year. However, this 
can serve only one fourth of the
 

demand.
 

4.2 Private Housing
 

Since the period of 1960's, private developers have played
 

important role in housing market but those for upper-middle and high
 

income group only. Early, they had developed serviced land for purchase
 

and hire-purchase, rental apartments and shop-house. 
Land with house
 

has been popular for the last 10 years. 
At present it is known that
 

there is about 200 developers serving in housing market with production
 

of 60,000 housing units in total. 
 Especially for last 2 years, condominium
 

about 10,000 units is underconstruction, is newly introduced to the market.
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4.3 Popular Housing
 

The largest share of the housing market in Thailand is the
 

popular sector. 
 Only very high income people can provi.de themselves
 

house on serviced land with financing by institutional financer or by
 

their own saving, while the very low-income people earning less than the
 

average 50th percentile of income distribution have to rely on the market
 

supply of rental housing or lands on which to build their own low standard
 

shelter-so called "slum" or to house on illegal land as 
squatters. It is
 

identified 410 slums areas consisting 70,000 units of dwelling throughout
 

the Bangkok Metropolitan Area of which squatter housing are about 10,.000
 

units.
 

5. Land Availability and Tenure
 

It is found that within 1,568 km2 of Bangkok Metropolis about
 

53 percent - 800 km2 are still in agriculture use, while the rest are 

either already built-up or left vacant. The vacant land within and around 

the builL-up area amount to 338 km2 . Assuming about 12,000 person per km2 

this land would easily accomodate and additional population of a million 

or almost double the current metropolitan population size to nearly 10 

million 

In rural area the percentage of households owning their lands
 

and shelters are much more than those of Bangkok. The problem of urban
 

land in Bangkok is not the problem of availability of vacant land but
 

the tenure problem. The most problematic area of concern Les with
 

http:provi.de
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squatter and legal slum housing 
- the former being illegal tenants who
 

need to be near their place of work but could not pay any land cost,
 

while the latter has tenure rights but often only on year to 
year basis
 

whose landlords can revoke the arrangement with little notice. Most
 

slums settle on rental lands from the owners - 70 percent of which belong
 

to private and 30 percent to public agency land-lords such as Crown
 

Property Bureau, Port Authority of Thailand.
 

6. Building Materials for Housing Construction in Thailand
 

Practically, nearly all building materials used in housing
 

construction in Thailand are produced or processed locally. That 
which
 

is imported (mainly some types of electrical equipment, appliances and
 

heavy machinery, is readily available through local wholesalers.
 

Summary list of materials
 

["cally produced materials
 

- Crushed stone
 

- Gypsum
 

- Clay Brick
 

- Iron ore
 

- Lime
 

- Cement
 

- Asbestos cement product
 

- Pre-cast concrete products
 

- Sheet glass
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- Brick and tile products 

- Timber
 

- Plywood
 

- Particle board
 

- Asphalt
 

- Reinforcing steel
 

- Steel pipe and tube
 

Imported materials
 

- Raw asbestos
 

- Special cement grades
 

- Steel sections/shapes
 

- Soda ash
 

- Glues, resins, adhesives (for paints and varnishes)
 

- Plastics
 

- Electrical equipment
 

- Heavy machinery
 

- Appliances
 

At present most of those locally produced materials are not
 

modular coordinated, but major producers, when approached, reassured that
 

modular production can be achieved without much difficulty, provided that
 

adequate demand and continuity in consumption prevails. One major building
 

material, wood, is decreasing rapidly in supply, and substitutes will
 

have to be developed for doors, windows, jams, frames and trimr.
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7. Housing Construction
 

House construction is basically of wood, concrete, or a
 

combination of both. 
Housing types fall into variations of several
 

categories: high and medium-rise apartments, shop-house blocks, multiple
 

low-rise dwellings and single detached houses.
 

High and medium-rise apartments range in size from fairly
 

luxurious to quite minimum. 
All are built of reinforced concrete frame
 

and floor slab with light brick, concrete block, hollow clay tile or
 

wood in-fill for walls and partitions. These heavy structures require
 

footing founded on mostly pre-stressed concrete piles because of the low
 

bearing capacity of the soil
 

Shop-house blocks, construction is similar to high and
 

medium-rise apartments.
 

Multiple low-rise dwellings, these are mostly duplex units,
 

but some are row houses. Construction is usually wood and concrete
 

frame, set on wood or concrete piles.
 

The most desired type of house construction is the single
 

detached unit. Due to inflated land costs, 
these units are relatively
 

expensive. Construction of this type is similar to multiple low-rise
 

dwellings.
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8. Construction System in Thailand
 

Public Sector Developer: As the biggest developer in the
 

Country the government has included housing among its projects. 
Up to
 

the present, no serious attempt has been made to consider industrialized
 

methods of construction, and practically nearly all projects have been
 

done in the conventional method.
 

Private Sector Developer: Housing construction by private
 

developers ranges from high and medium income houses and apartments to
 

shop-houses and a small portion of low-cost housing. 
 In the main, the
 

conventional, labor-intensive method was adopted. 
Only recently some
 

attempts have been made to 
introduce industrialized methods, with some
 

success. 
 However, due to lack of continuity in building programs,
 

progress in development of industrialization is still limited.
 

Contractors: As mainly the conventional method of construction
 

was 
employed in Thailand, local contractors have few, if any, experience
 

in industrialized construction. 
 A few major contractors own or have
 

access 
to high capacity hauling equipment which can be utilized in
 

assembling prefabricaLed components. What is still 
to be developed on
 

the building contractors' part, if industrialization of building is to be
 

introduced in Thailand, is the managerial and operating abilities in
 

systemized operations.
 

Building-Component Producers: 
 At present there are about
 

20 firms engaged in the production of systemized comronents in Thailand
 

Among these, 6 are producing complete systems; the rest limit their
 

output to only floor system components which are not always compatible.
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The six complete systems being produced are mainly for 2
 

storey structures such as 
detached and semi-detached houses. Only three
 

firms, pr:oduced a system which was employed successfully in large scale
 

high and medium-rise buildings.
 

Labor: The construction labor situation in Thailand could be
 

examined in two separate categories:
 

Skilled Labor: Skilled labor in construction, as in
 

othe: fields, is in short supply. Being labor-intensive in nature,
 

construction calls for recruitment of skilled personel in proportion to
 

the ever-increasing projects. Due to inadequate training programs and
 

overdemand for skilled help, standard of performance is declining while
 

wages are ever-rising.
 

Unskilled Labor: Still strongly seasonal in nature,
 

unskilled labor in construction fluctuates in quantity, wage ranges and
 

standard of performance.
 

9. Infrastructure
 

NHA's project management generally require close coordination
 

between itself and several other government agencies such as Metropolitan
 

Electricity Authority (MEA), Metropolitan Water Works Authority (MWWA),
 

Bangkok Metropolitan Administration (BMA), Provincial Electricity
 

Authority (PEA), Provincial Water Work Authority (PWWA), and Local
 

Municipalities etc. which would provide complementary services and be
 

responsible for recurrent functions.
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In addition to the responsibility for completing the designs
 

of housing project components and supervising construction which will be
 

done by contractors, NHA is also responsible for designing and supervising
 

of the on-site and off-site infrastructure. Designs for off-site
 

infrastructure and utilities will be reviewed by the relevant authorities
 

as indicated in Table 6 . The MEA and PEA will install the off-plot
 

electrical systems in the metropolitan area and regional cities,
 

respectively, and occasionally BMA or Local Municipalities will construct
 

the road linking the projects to the existing off-project or off-site
 

roads. Generally, water supply system designed by the NHA and approved
 

by MWWA or PWWA will be included in the NRA contracts. Since most of
 

the NHA's projects are beyond the effective function of the public water
 

network the artesian wells are being used as the substitutes. After an
 

initial period of operation by NHA, the water supply system will be
 

turned over to MWWA or PWWA.
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TABLE 6 Responsibility for Administrative Functions
 

"Administrative Functions °. r/ o 

Design, Contracting, Construction
 

and Supervision
 

Site Development & Structure 0
 

Electrical System 
 o
 

Off-Site Roads o
 
Water Supply System 
 o
 

Operation and Maintenance
 

Off-Site Roads o 0
 

Flood Protection & On-Site Park 0
 

On-Site Roads & Drains 0
 

Water Supply System e(1
 

Sewerage 
 0
 

Electricity
 

Garbage Disposal
 

* Primary responsibility
 

o Secondary responsibility or input
 

(1) for some initial period and it will be transferred to MWWA or
 

PWWA later
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III. BRIEF DESCRIPTION OF AGENCY AND ITS
 

PRINCIPAL FUNCTIONS
 

1. General
 

Before 1973, there were four existing agencies concerned with
 

public housing in Thailand, the Housing Bureau, the Housing Division
 

under the control of the Ministry of Interior, the Slum Clearance Office
 

under the control of the Bangkok Municipality, and the Housing Welfare
 

Bank under the control of the Ministry of Finance. The National Housing
 

Authority (NHA) was formed in 1973 by amalgamating four existing agencies
 

mentioned earlier. NHA is a semi-autonomous government enterprise
 

responsible to a Cabinet-appointed Board of Directors under the Ministry
 

of Interior and managed by a Governor appointed by the Board. 
 NHA's
 

organizational structure and staffing levels are shown in Fig. 4 and
 

Table 7, respectively.
 

The Office of Policy and Planning is responsible for developing
 

NHA's policies, programmatic targets and broad guidelines for specific
 

projects.
 

The Research and Construction Department, which accounts for
 

almost 40% 
of NHA's staff, designs and develops projects. There are
 

currently five project teams in the department. Because of its substantial
 

technical staff, the department make relatively little use of consultants
 

for either design or supervision.
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Completed projects are turned over 
to the Estate Management
 

Department, which is responsible for allocations as well as management
 

of the estates. The Department has offices in 13 estates in Bangkok
 

as well as area offices in Regional cities and as Chieng Mai, Hat Yai,
 

Nakorn Ratchasima and Chon Buri etc.
 

The Slum Upgrading Office is responsible for implementing
 

the slum improvement program.
 

The Finance Department is responsible for implementing the
 

NHA's financial policy which covers budgetary control, financial system,
 

expenditure program, acquisition of capital sources, loan acquisition
 

processes, accounting of income and expenditure, compilation of accounts
 

and budgets, collection of rentals and sale prices and periodic examination
 

of NHA's financial status etc.
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FIGURE 4 
 National Housing Authority Organizational Structure
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TABLE 7 National Housing Authority Staffing (Permanent Staff - 1982)
 

Administrative Engineering & 
 Finance Policy Planning Typing & Laborers &
Grade 
 & Legal Architecture & Audit & Economics Clerical 
Technicians Total
 

Senior
 

Management 5 
 2 2 
 9
 

Middle
 
Management 18 
 10 7 
 5 
 40
 

Technical 53 86 
 52 37 
 228
 

Junior
 
Technicdl 
 75 102 98 
 35 
 310
 

Support 
- 445 507 952
 

Total 151 200 159 
 77 445 507 1,539
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2. National Housing Authority : Policies and Programs
 

As experienced elsewhere in the world, the provision of
 

housing for the low-income people is the responsibility of the government
 

or its agencies and could not be successfully done by private enterprises
 

because low-income people are not able to pay sufficient rent or hire

purchase rates to induce capital investments from the private sector in
 

comparison with other business.
 

Summary of the NHA's objectives as specified in the organizing
 

law are:
 

1. To provide housing for hire, hire-purchase, or purchase
 

for the people
 

2. To provide financial assistance for the people who want
 

to acquire their own housing or persons who wants to provide housing for
 

hire, hire-purchase, or purchase for the people.
 

3. To engage in building construction or land procurement
 

business.
 

According to the above mentioned purposes, NHA is authorized
 

to carry on the following activities:
 

a. To build, purchase, sell, rent, hire, hire-purchase,
 

borrow, lend, exchange, transfer, hold proprietary right or right of
 

ownership, or manage any property.
 

b. To provide financial sources or guarantee for loans for
 

the people who want to own housing or who want to provide housing for
 

hire, hire-purchase, or purchase.
 



29 

c. To procure land and construction materials for building
 

construction.
 

d. To clear or improve slums for change or development to
 

be housing.
 

e. To raise domestic or foreign loans or loans from
 

international organizations.
 

f. To cooperate or incorporate itself with other persons
 

for the benefit of NHA, including participation with limited partnerships
 

or limited companies or juristic entities for the purposes of sale,
 

purchase of land, providing of housing or providing of financial sources
 

or guarantees for loans.
 

g. To engage in other activities which are related to or
 

support the purposes of NHA.
 

The NHA, the only Thai government agency who is responsible
 

for providing rental and hire-purchase housing for low-income families.
 

During the mid-1970's NHA's program emphasized conventional apartments
 

and detached and semi-detached units which were heavily subsidized. The
 

program for 1976-1980 was far too ambitious for NHA's capabilities,
 

calling for 120,000 units (24,000 units of housing per annum) in Bangkok,
 

and required substantial Government subsidies. Households with monthly
 

incomes of US $ 75-150 paid only 50% of development costs with an 8%
 

interest charge, while charges to households with monthly income of
 

US $ 75 
or less were limited to a 6% interest charge on development
 

costs. 
Within 2 year after 32,000 units were completed, the government
 

suspended the program because of the large amount of increasing
 

subsidies necessary to sustain it.
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After a year of discussions and debates on NHA new policy,
 

in 1978 a three years program (1979-1981) which was somewhat a compromised
 

one between the governments welfare policy and the NHA's self-financed
 

concept was finally approved by the government. The program called for
 

US $ 75 million subsidy for total 50,756 units which comprised of fully
 

subsidized-rental apartment, sites and services projects and slum
 

upgrading projects.
 

Project No. of Units 
 Subsidy (mill. $) 

1. Rental apartment 5,596 28(1)
 

2. Sites and Services 19,160 37(2)
 

3. Slum upgrading 26,000 10(3)
 

50 756 75
 

Note: (1) 100% subsidy or about US $ 5,000/unit
 

(2) US $ 2,100/unit subsidy for infrastructure and facilities
 

(3) US $ 400/unit subsidy for infrastructure and facilities
 

Under this program about 36,000 units are being produced
 

and are expected to be completed in 1982. It has been found that the
 

construction cost of a rental apartment was raised up to about 7,000 $
 

whereas, however, the subsidized infrastructure and facilities cost of
 

sites and services projects are less than -he estimation as it is only
 

US $ 750/unit.
 

Not only the low and middle income housing projects, the
 

NHA was requested by government agencies such as police department,
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ministry of defence and ministry of interior to develop housing for
 

government officials. In this category the NHA would receive about 4%
 

of the investment cost as 
the operation and management fee. At present
 

the NHA has completed approximately 8,000 units for government officials.
 

Since 1977 the number of completed housing for low and
 

middle income, government officials and slum upgrading projects have
 

been accomplished by the NHA approximately around 80,000 units.
 

3. NHA : Implementation Program (1982-1986)
 

NHA implementation program during 1982--1986 is determined
 

by the resources that NHA can procure, i.e., quantity of suitable land,
 

capital, existing personel and administrative capability etc.
 

During the 5 years period, NHA has planned to develop a
 

total of 42,500 units of sites and services schemes in the Bangkok
 

territory and some 7,500 units in the provincial areas (about 300 units
 

each for 25 provinces). In addition, a total of 30,000 slum families
 

will be in the improvement scheme.
 

TABLE 8 Estimated Budget for 1982-1986 Prcgram 

Estimated Budget 

Scheme No. of Unit (Mill. US $) 

i. Bangkok Sites and Services 42,500 315.5 

2. Provincial Sites and Services 7,500 39.00 

3. Slum Improvement 30,000 27.60 

4. Rural Housing Demonstration 2.2 

To~al 60,000 384.3 



In the rural areas, the NHA at this stage has not have the
 

capacity to implement the rural housing scheme yet, therefore during
 

this 5 years plan will be the preparation stage for NHA. The operation
 

plan has been set up as follows:
 

1. NRA will study the rural housing in terms of quantity,
 

quality, problems related to housing, capacity and affordability of
 

people in rural areas throughout the whole country.
 

2. NHA will develop some demonstration project both in
 

existing settlement and planned settlement in order to find the appropriate
 

solution for the rural housing development.
 

3. NRA will set up the rural housing policy, implementation
 

program for the next 5 years plan.
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National Housing Authority 

The Budget for the Year 1982 - 1983 

1982 1983 Remark 

Revenue 

- Rent 

- Hire Purchase 

- Down Payment 

47.283 

514.463 

28.466 

55.551 

525.142 

64.593 

- Receipt from Special Project 

- Receipt from Governmental 

5.193 

17.926 

-

7.797 

Agency Project 

- Others 48.673 49.217 

Total 662.006 702.300 

Expense 

- Operating Expense 

- Project Investment Expendi-

ture 

258.296 

1,754.034 

334.194 

1,223.536 

- Non-project Investment 

Expenditure 

- Repayment of Loan and 
Interest 

Total 

29.890 

467.779 

2,509.999 

11.621 

481.92, 

2,051.279 
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NHA 

Income Statement 1982, 1983 

(ended 30 Sept.) 

(Million:Baht) 

1982 1983 

Revenue 

- Rent 33.6 38.9 

- Hire Purchase Interest - 366.0 

- Government Subsidies 131.5 _ 

- Insurance - 7,4 

- Profit from Sale of Hire Purchase 

Properties 192.1 30.1 
- Service 38.9 71.1 

- Nater - 17.1 

- Net Receipt from Agency Work 4.0 7.8 

- Miscellaneous 81.2 40.8 

481.3 579.2 

Expenses 

- Salaries and Wages 122.8 166.5 

- Operating Expenses 105.4 199.6 

- Overhead Cost Capitalized to 
Project Cost (42.6) (48.0) 

185.6 318.1 

Operating Surplus 295.7 261.1 

- Depreciation (42.8) (44.3) 

- Interest Expense (229.3) (406.1) 

- Interest Capitalized to Project Cost 103.0 

- Interest Subsidy - 157.4 

Net Profit 23.6 71.1 
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ANALYSIS AND DEFINITION OF THE APPROPRIATE ROLE OF
 

THE PUBLIC AND PRIVATE SECTORS
 

The Role of Private Sector in Housing Construction Industry in Thailand: 

Like many other countries, the provision of housing for low

income earners could not be successfully done by private enterprises
 

since low-income people are not able to pay sufficient rent or hire

purchase rates to induce capital investments from the private sector in 

comparison with other types of business. 

The private housing projects have been undertaken by a few
 

land owners 
in the last 20 years period as pilot projects on hire-purchase
 

sub-divisions of land, Economic Village and Pornsawang Nives Village are
 

the pioneers in private housing industry. Patawikorn Village, Friendship 

Village, Saeri Village, Olan Village, Muangtong Nives, Chor. Amornphant 

Nives, and Saena Nives etc. are among the leading on-going private housing
 

projects.
 

Private housing industry shares the government's burden by 

serving housing demand of high, medium-high, and medium income households.
 

Nevertheless, the prices are still very high because land values, 

especially netrooolitan land values have been fairly high. 
 On the average.
 

the ccst of land represent about 53-60% of cost of housing and the cost of
 

construction materials is rising with no sign of slowing down (see Table 
i). 

The monthly instalments of these housing projects are rarely under 3,500 
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TABLE 1 Average Selling Price of Several Types of Buildings
 

Including Land
 

Unit : Baht'Bldg.
 

US $ 1 = 23 Baht 

Year Bangkok Central North Northeast South Average
 

1978 305,000 228,000 315,000 210,000 283,000 
 255,000
 

1979 361,000 281,000 390,000 263,000 388,000 319,000
 

1980 445,000 310,000 472,000 316,000 462,000 384,000
 

1981 501,000 355,000 523,000 363,000 512,000 430,000
 

Note: 
 Types of Building Reckoned are Detached House, Row House, Townhouse,
 

Duplex House, Shop House (Commercial Building) 

TABLE 2 Average Selling Price of Land Only
 

2
 
: Baht/M
Unit 


Year Bangkok Central North Northeast South Average 

1978 510 342 325 332 625 427 

1979 636 563 462 430 775 573 

1980 737 685 552 547 925 690 

1981 865 750 671 627 985 780 

Source: Proceedings of the Seminar on Housing for Low-Income Groups in
 

Urban Environment, Thailand Institute of Scientific and 

Technological Research, Bangkok 22-25 June 1982, Sponsored by
 

Unesco. 
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Baht (US $ 150), and some of them are as high as 8,000 Baht (US $ 350).
 

In both cases only high and medium-high income families can afford to pay.
 

Currently, the minimum cost of a small single story house on 

200 M2 of land located in one of the outlying suburbs of Bangkok ranges 

between 300,000 Baht (US $ 13,000) and 460,000 Baht (US $ 20,000). Somewhat 

larger houses on 320 M to 400 M2 of land, which was considered the 

minimum size ten years ago, are now considered luxurious and cost between
 

700,000 Baht (US S 30,000) and 1,000,000 Baht (US $ 45,000). This means
 

that the 20-25% down payment for a small suburban house is at least 

60,000 Baht (US $ 2,600), an amount which many newly married couples
 

nowadays simply do not have at their disposal, and the monthly instalment 

of about 3,500 Baht (US $ 150) to 5,000 Baht (US $ 217) within about 12 

years period, which is fairly high and the low-income families cannot 

afford to pay for it. 

Characteristic, Status and Trend of Private Housing Sector in Thailand: 

In the past, the private developers would initiate a certain
 

amount of investment and development schemes, which after completion
 

would present their products to customers. At present, the trend was
 

shifted to build according to the demand or order of the clients. This 

could help solving the problem of heavy investment as well as to reduce 

the related expenditure of transferring land and house ownership. Some 

intrepreneurs have separated their companies into two firms. One firm 

takes care of land dividing and to build infrastructure to cope with the 

requirements of the Government's Regulation. The other firm deals only 

with the construction of ho'ises. 
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TABLE 3 Number of Buildings Completed During 1978-1981
 

Year Bangkok Central North Northeast South Total 
Rate of 

Increase % 

1978 2,700 500 450 50 250 3,950 -

1979 4,400 480 510 120 390 5,900 + 49.4 

1980 4,200 350 470 160 570 5,750 - 2.5 

1981 4,400 300 450 300 750 6,200 + 7.8 

TABLE 4 Number of Buildings Sold During 1978-1981 

Year Bangkok Centr7al North Northeast South Total 
Rate of 

Increase % 

1978 2,440 369 350 44 200 3,403 -

1979 4,055 407 422 82 374 5,340. 57.0 

1980 4,279 312 429 98 421 5,539 3.7 

1981 4,450 350 470 150 580 6,000 8.3 

TABLE 5 Number of Buildings Unsold in Each Year 

Year Bangkok Central North Northeast South Total 
Rate of 

Increase % 

1978 260 131 100 6 50 547 -

1979 605 204 188 44 66 1,107 102.4 

1980 526 242 229 106 215 1,318 19.1 

1981 476 192 209 256 385 1,518 15.2 

Source (For Table 3-5): Same Source as Table 1 and 2 



39 

Since the middle of 1979, activity in private housing sector 

has virtually come to standstill. The townhouse boom of recent years is 

definitily on the decline, while new shop-house construction is also 

dwindling. 
 The decline is not a result of lesser demand. nevertheless,
 

developers insist that there is a demand for about 15,000-25,000 new
 

housing units annually, just in the middle-income group, large developers
 

frequently aim for steeply rising investment costs and higher interest
 

rates, developers say, are 
the main culprits for the current stagnation
 

in private housing estate construction.
 

Then there is the problem of long-term financing. Thai 

commercial banks have supported many housing projects in the past, with 

an average of 6 to 12 years for repayment. Nowadays, nearly all bankers 

have imposed more restrictions on such long-term credits as well as 

interest rate. While the Government Housing Bank (GHB) is trying its best 

to provide financing for housing, its resources are not up to the gigantic
 

task it faces; as a result, even if developers can obtain construction
 

loans, they'll choose not to go into housings because they think buyers 

cannot afford to pay for them.
 

At this moment, it can be seen 
that a certain saturation has
 

been reached in the traditional housing market. Developers confronted
 

with this saturation are presented with two alternatives: 

(1) Shift their investment to other economics sectors which
 

trend are more promising, or,
 

(2) Try to find new markets by adjusting the price of their
 

product.
 



Given the general trend and diversification of the economy
 

of the Bangkok Metropolitan area, the first choice seems to be the most
 

obvious and the one with the least financial risks. Some developers
 

have selected however, the second alternative and are moving into the
 

new market of luxury condominium. This market has also its limits and
 

are require an easy access to large amount of capital, probably beyond
 

the mean of the average developer.
 

Interrelationships Between Public and Private Sectors:
 

The purposes of the NHA's program concerning the private
 

housing sector are as follows :
 

(1) To cooperate with the private sector within the
 

limitations of NHA authority to provide enough housing for public needs.
 

(2) To encourage and promote investment by the private sector
 

to build member cities and housing in accordance with the Government's
 

Codes and Regulations.
 

Actually, since 1973 the year the NHA was established, there
 

has been no significant achievement resulted from the cooperation between
 

NHA and private sector. In 1977, some housing projects in the private
 

sector were submitted to the NHA for promotional privileges, and the
 

outcome of such activity was not as successful as it should be.
 

Recommended Approaches:
 

One possible additional field of action which is often
 

abstractly advocated but never defined precisely, is the stimulation of
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the private sector to provide the "right kind" of houses. It is not 

obvious that this stimulation role belongs to NHA, although it is certain 

that NHA will greatly benefit from a reactivated private sector as it
 

will greatly reduce the size of the real client group. 
What are the
 

means available to stimulate the formal private sector to expand its
 

production toward lower income group? 
 Or to be more specific, what could
 

induce the private sector to put on the market land and house price
 

between 100,000-200,000 Baht (US $ 5,000-10,000)? 
 Three types of
 

complementary actions could be contemplated:
 

(1) Adjustment of minimum legal urbanization and construction
 

standards, in order to 
reduce the size of capital investment.
 

(2) Adjustment of financial institutions requirement of 

practice so 
that smaller loans be routinely available, even if this mean
 

imposing an additional fee to be paid by the borrower take into
to 


account the higher overheads involved in loans of smaller amount.
 

(3) To conduct convincing market research, build demonstration
 

housing projects and disseminate results among private developer and
 

builder to convince them that a market exist in lower income category and
 

that a reasonable profit margin can be expected. 
This implies of course
 

that a very strict costing and pricing procedure is used when building
 

the demonstration project and that 
no hidden subsidy have been included
 

to make the proj.!ct look be:ter. 

NHA could possibly demonstrate that there is a market for
 

lower price houses at lower standards and that financing is available
 

for developer who cannot switch to luxurious house such as 
condominium.
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If some private dtcvelopers were moving into this part of the market, it
 

would greatly reduce the present potential client group of NHA and it
 

would make it possible to concentrates its efforts on the real low income
 

groups.
 

This stimulation of the private market by N1IA would be
 

possible only if housing finance institutions are themselves ready to
 

coordinate their lending rules with NHA policy in this matter.
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THE RELATIONSHIP OF PROJECT AND PROGRAM DESIGN TO
 

INDIVIDUAL HOUSEHOLD INCOME AFFORDABILITY LEVELS.
 

Target Group Identification
 

According to the 1982-1986 NHA's program time span, policy on
 

identification of a target 
group in each group will be based on total 

household income levels as 
a principle. Since income distribution of
 

households in provincial arear 
is different from Bangkok Metropolis, it
 

is then necessary to identify the consideration into 2 parts according
 

to the following concepts:
 

a. Housing standard will be determined in compliance with
 

actual affordability level of each income group. For households whose
 

income are lower than the level 
that can possess housing in the hire

purchase manner, they will have an opportunity to receive support through 

the slum improvement project. 

b. In every project, low income earners will have a greater
 

proportion than those of other income levels because they suffer most in
 

procuring dwelling units. 
 For other income levels, it is necessary to
 

provide some proportions in order 
to make such community a self-contained
 

one in both the -conomic and social aspect, thus lending to cross-subsidy 

within the community.
 

c. Identification of various income levels will be based on
 

percentile distrLbucion defining that a household 
having income lower
 

than the average per:2ntile, i.s. 50th percentile are low income families
 



44 

while those whose household income is higher than that level will be
 

classified as medium and high income earners, respectively.
 

d. The target group, identified by percentile level, will be
 

steady while the income level of the target group will increase every
 

year according to the fact. For example, at 20th percentile level, in
 

the first year of the program will be equal to Baht 4,000 per month, this
 

income may increase to read Baht 4,500 per month in the second year.
 

This is to be used to determine the affordability level during the
 

program implementation.
 

The IA's target group identification identified by income
 

level for housing development projects in the year 1982 is shown in
 

Table 6.
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TABLE 6 Target Group Identification for Housing Develonment Projects
 

in the Year 1982
 

(a) (b)

Target Group Income Level 
 Percentile
 

Location (Symbol) 
 Baht/month 
 %
 

Bangkok 
 Low (A) 3,000-4,000 10-20
 

Low (B) 4,001-5,000 21-35
 

Low (C) 5,001-7,000 36-50
 

Medium (D) 7,001-9,000 51-70
 

High (E) 9,000 and up 71 and up
 

Provincial 
 Low (A) 2,500-3,000 20-30
 

Low (B) 3,001-3,500 31-40
 

Low (C) 3,501-4,500 41-50
 

Medium (D) 4,501-6,500 51-70
 

High (E) 6,500 and up 71 and up
 

(a) Subject to change every fiscal year according to household
 

income distribution fact.
 

(b) Target group level, determined by percentile, will be
 

constant through the program time span.
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Affordability Levels
 

Another component which is worthwhile to be discussed is the
 

upper limitation on the amount of investment for shelter in each target
 

group (the so-called affordability). Affordability level specifies how
 

much policy maker expect families will spend voluntarily on housing, in
 

accordance with the 1982-1986 program, it is estimated that families will
 

spend the average of 25% of household income on housing.
 

The tentative 25% figure comes partly from budget surveys but
 

mostly it comes from wishful thinking, mimicking European and U.S.
 

experience, and someone even says that it comes 
from IGNORANCE.
 

The affordability level is supposed to represent:
 

Total Expenditure on Housing
 

Household Income
 

where total expenditure on housing includes
 

A - all contractual rent, mortgage and hire-purchase rates,
 

including estate management charge
 

B - all expenses for public services, taxes and insurance
 

C - all expense for maintenance and investment in a house,
 

its garden and furnishing
 

The Other Issues to be Discussed
 

Although we all have the idea of what income or budget of 
a
 

household indicates, and propensity to pay for housing services, we are
 

still left with some questions.
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- Do we need figures of the gross income, or net income as
 

the relevant measure for affordability?
 

- Do we need the income of the head of the household,
 

presumably the one who will approach the housing finance
 

institution, or should we refer to 
the total household
 

income?
 

- Do we need to take into consideration potential income for
 

the household by subletting part of his house?
 

- Do we need only his monthly income or should we take a
 

longer period over which we investigate the borrower's
 

affordability?
 

- Do we need a written document of the employer of the
 

potential borrower in order to 
assess his affordability?
 

- Do we need to take into account a certain career and
 

consequently a certain income development profile of the
 

potential borrower?
 

- Fault with estimating "Ability to Pay"
 

- Ability to Pay VS Willingness to Pay
 

- Affordable VS Accessible
 

Technique in Relating Affordability to Project Design
 

During the past, 
there has been no easy and systematic way
 

to relate all of tne financial and physicrl variables in a projct so
 

that the impact of alternatives can be quickly assessed. Frequently,
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the traditional project planning process has to be started by assuming
 

or selecting a standard acceptable by the planner. Until 1980, the
 

Bertaud's Model developed bv Alain Bertaud, The World Bank's Consultant,
 

has been introduced to the NHA's planning staff. 
 At the first stage,
 

the model was used as a tool to provide a quick cross check of the
 

traditional project design consistency. The planning and designing of
 

projects for low income settlements has no correct or incorrect solutions,
 

final dicision still require professional judgment.
 

The Bertaud's Model relates project parameters such as land
 

cost, infrastructure + housing cost, densities and plot sizes 
to required
 

monthly payments. Affordable monthly payments and mortgage terms determine
 

the capital available on one side of the model while the unit costs of
 

infrastructure, on plot structure and public facilities including
 

circulation space, determine the capital needed on the other. 
 The
 

relating factor between the two sides of the model is the population
 

density, the number of household per hectare converting the individual
 

household contribution and the costs per plot tc a total capital sum
 

that has to be equated.
 

The model can help to answer types of quesions concerning
 

the project design as follows:
 

Affordability
 

How much can specific types of low-income households afford
 

to pay for shelter, given their present and foreseeable incomes and
 

specified conditions under which that shelter can be financed?
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Financial Terms
 

How much will the amounts they can afford be changed if
 

interest rates, recovery periods, or down payments are changed?
 

Plot and Housing Designs
 

What are the physical shelter options available to specific
 

Lypes of households within the expenditure they can afford?
 

What plot sizes are feasible?
 

What densities are implied?
 

What types and standard of infrastructure, community
 

facilities and housing are feasible?
 

What locations are feasible for projects, given specified
 

constraints on the land prices?
 

To what degree do individual project features have to be
 

sacrified in order to achieve improvements in other features and still
 

maintain affordability? (For example, how much do plot E'zes have to be
 

reduced in order 
to incorporate higher standards of infrastructure or as
 

the obverse of this, how much do infrastructure standard have to be
 

reduced in order to achieve larger plots?)
 

To what extent do housing types have to be simplified in
 

order to reduce the costs so 
that a preferred location on high-priced 

land is ahieved: 

Cost Recovery and Project Design
 

What mix of household types and shelter solutions can be
 

incorpor3ted in a project and still achieve affordability and coat
 

recov-.'. *or the project as a w!-ole? 
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The Bertaud's Model is composed of 7 elements or sub-models,
 

but only 2 programs are employed in analysing the NHA's projects.
 

Program I: 	 Can be used to analyze the consequences of change in the
 

basic components of the projects which the model represent.
 

It is versatile in the sense that it permits a project to
 

be examined from a variety of points of view. 
Changes in
 

individual project variable which can be expected to 
occur
 

when other variable or set of variables are changed, can
 

be identified. For example, the changes that can be
 

expected in the capital investment that households of
 

specific types can afford for housing if yearly interest
 

rates, recovery periods and or down payments change.
 

Program III: 
 Make it possible to examine the consequence of differential
 

land pricing, pricing some types of land at market price,
 

that is higher than actual costs, in order to charge prices
 

below cost for other types of use and still cover overall
 

project costs. One of the most relevant applications of
 

this type of 	analysis will be in investigations of the
 

potential for 	achieving cross-subsidies in order to make
 

it feasible to 	include very low-income earners into the
 

projects from 	which they would otherwise be excluded.
 



Background
 

In the late 70's, Alain Bertaud and his colleagues at the Planning
 

and Development Collaborative International (PADCO) undertook the develop

ment of mathematical formulas for determining the costs and affordability
 

of alternative housing designs. These formulas were organized into a set
 

of convenient programs for inexpensive programmable calculators. The pro

gram set is now called The Bertaud's Model. Project designers can use
 

the various programs to make basic decisions about site acquisition, the
 

affordability of particular mixes of infrastructure, and on-plot construction.
 

Traditional Practices
 

For Traditional project planning, planners often begin with a data col

lection phase about current housing conditions, user housing needs, and
 

their resources. Collected data ismerged with housing agency information
 

and a preliminary sketch plan is created. The designer's attention is
 

largely on site planning, construction methods, and particularly on dwelling
 

unit design if the project is not a sites and services project. The de

sign process is one of contineously manipulating the spatial allocation of
 

land, and the specifications for infrastructure according to code require.
 

ments and local construction practice.
 

Once the overall design is committed, a quantities take-off is done
 

to find each project component's cost. These costs become the basis for
 

determiring the price to the client.
 

The Bertaud's Model
 

The Traditional process starts with a sketch plan to be priced while
 

Bertaud starts with a definition of the maximum financial terms beneficiaries
 

can pay and computes tne density and plot size of what the sketch plan
 



should generally be. Bertaud addresses the price question right off
 

rather than at the conclusion of the design quantities - pricing phases.
 

The model itself is simply an accounting mechanism to measure the design
 

effects of changing finance, capital cost, e.g., cost of land, cost of
 

infrastructure, cost of construction, and cost communal facilities etc.
 

or household characteristics.
 

Most of the data collected and used in Bertaud process is market
 

oriented and focuses on the family's alternatives in the overall housing
 

system. Therefore, once prices have been established, the designer essentially
 

manipulates infrastructure and land-use standards to obtain a satisfactory
 

trade-off between financial and physical planning.
 

The "best" design depends on the client's needs and the project's
 

objectives, it might be to maximize the amount of land in private ownership
 

or to minimize the monthly mortgage payment families make.
 

- 2 



Data collection Data collection 

Preliminary de- Prices 
sign and sketch 

_II 
Quantities Quantities Housing 
take-off Standards 

Cost 

Coost 

Prices ] 

Affordability 

Tra.ditional Project Design Process Bertaud Design Process 



Using the Model
 

The Bertaud's model can be used in two ways:
 

First, it is a simple set of equations easily understood by policy makers.
 

The model is based on the relationship of financial, cost, and land use para

meters. The model 
between land use and cost within the constraints given by
 

the financial parameters. Itoffers the designer a powerful decision aid,
 

particularly in the initial design stage.
 

Secondly, the model 
can be used as a good vehicle for dialogue between
 

planners. 
 Today's projects tend to be designed and implemented by multi

disciplinary teams.
 

Model Components
 

The most widely-available version of the Bertaud's model 
has 7 programs.
 

Program I and III ,ill be explained briefly:
 

Program I
 

Pr)gram I is the most important and is used to assess the trade-off
 

between the financial terms, design standards, and land use parameters of the
 

design. Itdetermines the plot size and density affordable to a 
specific
 

income group given a 
monthly mortgage payment and other parameter such as
 

financial variables, unit costs, and design standards.
 

Program III
 

Program III is used for calculating the number of plots of each size
 

which can be designed into a project where values for Program I and the
 

desired plot distribution are known. This program is particularly useful in
 

determining if higher income groups within a 
project could cross-subsidize
 

lower-income earners, thus allowing projects to reach lower-income groups
 

while keeping the project self-financing.
 

-4



THE FOURTH ANNUAL INTERNATIONAL SHELTER
 

WORKSHOP FOR SENIOR PROFESSIONALS
 

WASHINGTON, D.C.
 

October 25 - November 19, 1982
 

HOUSING FINANCE STUDY - THAILAND
 

By: Wasana Sinsatienporn
 



I. The Present Position of the Housing Finance in Thailand
 

The sequence of this summary is to describe briefly the
 

housing finance picture in Thailand as we have found it:
 

1. The amount of housing finance from all sources in Thailand
 

is small, about 2% of GDP in 1980. In comparison with this modest
 

figure, private savings have been reported to be almost 20% of the
 

GDP in the same year, suggesting that a larger proportion of savings
 

would be applied to housing finance given the opportunity to do so.
 

2. Housing finance had been contributed by the following formal
 

institutions at the end of 1980: 

Government Housing Bank B 4,790 million 33% 

Commercial Banks 4,750 million 32% 

National Housing Authority 1,800 million 12% 

Finance Companies 1,260 million 8% 

Credit Fonciers 1,100 million 7.5% 

Life Insurance Companies 400 million 3% 

Government Savings Bank 240 million 1.5% 

Bangkok Cooperative Housing 470 million 3% 
Society 

14,810 million 100% 

And much of this finance was provided in recent years, particularly
 

in the years of 1978 and 1979.
 

3. Disregarding the contribution of NHA, which is the "special
 

case" inmost areas of housing finance, the following sample statistics
 

indicate the terms of housing finance that is being provided:
 

(i) the average length of a loan from all formal institutions
 

is 10.5 years.
 



(ii) the average down payment is 31.9%. 

(iii) the average interest charge is 16.2%.
 

4. The housing finance distribution is also a problem in Thailand.
 

Some 88% of all housing finance provided by formal institutions is limited
 

to the area of Greater Bangkok (which contains only 10% of the Kingdom's
 

population). Of the remaining 12% that is available, nearly 10% is provided
 

by commercial banks through their extensive network of branches.
 

And from the Household Survey, it is indicated that 76% of the
 

housing finance provided by formal institutions in Bangkok went to families
 

in the upper income group (those earning more than 07,000 per month) which
 

contains some 30% of all families. The average income of borrowers for
 

project houses in Bangkok in 1980 was found by the Bank of Thailand Survey
 

to be 012,900 per month. 

5. Specialist housing finance institutions, that is the Government
 

Housing Bank (GHB) and the Credit Fonciers, have not shown themselves to
 

be very successful when compared to the more general purpose finance
 

institutions such as commercial banks and finance companies.
 

6. The institutions that are the foremost collectors of the domestic
 

savings, the commercial banks, the finance companies and the Government
 

Savings Bank, are not specialist housing finance institutions. 

7. There are no special housing finance institutions organized and
 

financed to provide loans to low income households.
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II.The Proposals
 

To improve the position.described above, the Ministry of Finance has
 

proposed measures to:
 

(1) increase the amount of finance available for housing loans.
 

(2) encourage specialist housing finance institutions.
 

(3) provide financial links between savings institutions and those
 

that provide housing finance.
 

(4) create specific low income housing finance institutions.
 

(5) extend housing loans to the provinces.
 

The proposals can be briefly summarized as follows:
 

(1) The establishment of a Housing Council
 

This institution is needed to be the link between housing policy
 

as established by the Caoinet and the many institutions, both public and
 

private, that will collectively implement that policy.
 

(2) Changes to the Government Housing Bank
 

This institution will continue to be the Government's most
 

important instrument for carrying out a housing finance policy. In
 

particular, from the study, it should:
 

(2.1.) become a wholesaler of housing finance to other institutions
 

and for this purpose it should greatly increase its access to additional 

sources of funds.
 

(2.2.) extend its operations throughout the country.
 

(2.3.) take over (slowly and over a period of time) the provision
 

of housing finance on NHA's estates.
 

(2.4.) expand its technical services throughout the country.
 

(2.5.) widen the special "window" for small loans which are made
 

at concessionary rates for the purpose of improvement, expansion or
 

incremental construction of houses.
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(2.6.) encourage other housing finance institutions by setting
 

standards and by giving guarantees to those institutions that carry out
 

the Government's policy.
 

(3) Investment in GHB by financial institutions should be increased
 

To enable GHB's lending program to expand, its Housing Bonds 

should be acceptable securities up to a specified percentage for the
 

reserve funds of the financial institutions such as insurance companies
 

and 	finance companies and that it should have access to the f:.;,.Is of 

the new Government Provident Fund.
 

(4) 	Changes to the National Housing Authority
 

The NHA is a major provider of housing finance (some 12% of the
 

total provided by all institutions at the end of 1980) and although this
 

activity was envisaged by the Decree establishing the NHA, it is now
 

generally agreed that the role is undesirable and should be changed. From
 

the study, GHB should take over the financing of NHA's estates. As an
 

additional development function, the NHA should act as a developer for
 

the low income Housing Co-operatives.
 

(5) 	Credit Foncier should be encouraged
 

The Credit Fonciers,which provide substantial amounts of long

term finance, should be'encouraged to produce marketable financial in

struments backed by the mortgages.
 

(6) 	An increase in the number of Housing Co-operatives
 

Following an additional study into how it should be done, with
 

the 	 help of a small central organization modest sized housing co-operatives 

should be set up, both in Bangkok and in the provincial towns. They
 

will be groups of low and middle income people with a common purpose and
 

4.
 

http:f:.;,.Is


in the same location. The cQ-operatives will receive funds lent by
 

GHB.
 

(7) General Recommendations
 

(7.1.) 
 housing loans should be made with variable'interest
 

rates and annual revision should be done to prevent the obstruction
 

of the flow of housing finance.
 

(7.2.) loans should be made for much longer periods than the
 

present national average of 10.5 years. 20 and 25 year loans are
 

familiar in other countries. 

(7.3.) specific Savings for Loans schemes should be promoted.
 

(7.4.) 
 low start mortgages should also be tried experimentally.
 

III. 	 Other Matters
 

(1) Targets for the amount of publicly supported housing finance 

The conclusions are that the targets should be: 

For 1982-86 0 14,500 million 

For 	1987-91 21,800 million
 

Total B 36,300 million
 

If an 	allowance for inflation is made at 10% a 
year 	these figures
 

increase to:
 

For 1982-86 0 19,600 million
 

For 1987-91 0 49,200 million
 

Total 0 68,800 million
 

The provision of sums of this magnitude would give a lower income
 

familiy access to housing finance that is
now possessed by upper income
 

families and would increase housing finance in the provinces by 50%.
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(2)The Household Survey
 

According to the household survey in Bangkok and five secondary
 

towns, evidence has been presented that there is demand for improved
 

housing from members of all income groups. For low and middle income
 

households, most of the financi.al resources of these groups came from
 

informal sources. They nevertheless have proven capacity for savings,
 

and much of their capacity is kept inthe formal sources. Three-quarters
 

of the lending of the financial institutions went to members of the upper
 

income group, about one-quarter of the total population.
 

(3) The Development of Housing Co-operatives
 

Itwas apparent that housing finance from formal institutions
 

was not being made available for some three quarters of the urban population
 

as, on the terms on which the loan could be obtained, their incomes were
 

insufficient for the loan repayments.
 

A Housing Co-operative has the special advantage because it provides
 

an important link between the low income borrower and the formal
 

institution, and small loans can be made to help them.
 

For this reason, a Housing Co-operative should be furthrr developed and
 

encouraged.
 

(4)Information Collection
 

It is important that it should have access to regular and detailed
 

information on what amounts of housing finance are being supplied from
 

what sources and to what income levels of public. However, a central
 

body such as a Housing Council, should exercise an effeciive monitoring
 

role.
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BETTER HOUSING FOR THE PEOPLE
 

ABSTRACT
 

This paper attempts to illustrate the Governmnet's decision in 1964 to
 

provide free housing to the people both in urban and rural 
areas and the sub

sequent changes in policy towards cost recovery to self-reliant shelter sector.
 

INTRODUCTION
 

Zanzibar, which comprises of Zanzibar island which area is 1,666 sq. km.,
 

and Pemba island with an area of 988 sq. km., 
forms part of the United Republic
 

of Tanzania. Zanzibar has its own government.
 

The island of Zanzibar is mainly flat but has a raised strip in the central
 

area of the northern part which attains an elevation of 105 meters. The geological
 

composition of the island is mostly a clay-like sand, submerged in alluvial terrain
 

along the coast and other soil composition is mainly of low spread of dry, thinly
 

vegetated reef limestone with smaller terrace features at 
intervals.
 

Pemba island, on the other hand, consists of a tortuous hill system along
 

the entire western strip, which, however, attains a maximum elevation of 75 meters.
 

Geologically, Pemba can be divided into marine clay and sand beds, clay and sand
 

beds and raised limestone reef. 
The most fertile area is in the western belt
 

of both islands.
 

Both islands have an average temperature between 300C. and 350C. during the
 

larger part of the year, with a minimum mean temperature of 200C. during the
 

cool season which is between the months of April and July. Zanzibar's humidity
 

exceeds 80% for nine months of the year, whereas, in Pemba, humidity is lightly
 

lower. The rainy seasons for both islands are during the months of March, April
 

and May which are called the long rains with an average rainfall of 324 millimeters
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and the short rains are during the months of November and December with an
 

average rainfall of 148 millimeters. The dry seasons are during July, August,
 

September and October.
 

Both islands have plenty of spring water within the periphery of Zanzibar
 

Town and the three major urban areas of Pemba island. Where there are human
 

settlements, well water would be found in the rural areas.
 

POPULATION
 

Zanzibar island is divided into three regions with six districts, whereas
 

Pemba island has two regions with four districts.
 

The population of Zanzibar from the 1978 census is 479,235. This figure
 

is made up of Zanzibar island with 273,365 inhabitants and Pemba island with
 

205,870 inhabitants. The population density of Zanzibar is very high compared
 

to many countries in Africa. There are 164 persons per sq. km. in Zanzibar
 

island and 208 persons per sq. km. in Pemba island as compared to the most
 

densely-populated regions on the mainland Tanzania, that of Mwanza, with 73
 

persons per sq. km. and Kilimanjaro with 68 persons per sq. km. and with the
 

whole of Tanzania mainland with 18 persons per sq. km.
 

The urban population is 138,864 of which 110,699 inhabitants are in
 

Zanzibar island, the remaining 28,195 inhabitants are in Pemba island.
 

The preliminary results of the 1978 census show that the total population
 

increased from 354,360 in 1967 to 479,235 in 1978, representing a 35% increase
 

over the period of 11 years, giving an annual growth rate of 3.2%. While the
 

annual growth rate of 3.2% for Zanzibar island is equal to the national, that
 

is,Tanzania growth rate, the figure of 2.3% for Pemba island is well below
 

the national average which is 3.3% and is probably representative of massive
 

population movements from Pemba to Zanzibar or to the mainland or elsewhere.
 

On the other hand, the urban population grew from 83,541 in 1967 to 138,864 in
 

1978, giving an annual rate of 6%.
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TABLE 1. RECORDED POPULATION OF REGIONS AND DISTRICTS FOR 1967 AND 1978 AND
 
THE GROWTH RATES
 

Regions and Districts Population Population Annual Growth1967 1978 Rate ,'
 

Zanzibar Island Total 190,117 273,365 3.2
 

Urban/West Region 94,894 143,616 3.7
 
Urban District 68,380 110,669 4.4
 
West District 26,514 32,947 1.5
 

South Region 39,004 52,325 1.2
 
South District 17,251 21,943 2.2
 
Central District 21,753 30,382 2.8
 

North Region 56,219 77,424 2.8
 
North 'A'District 35,464 48,146 2.8
 
North 'B'District 20,755 29,278 3.0
 
Pemba Island Total 164,243 205,870 2.3
 

North Region 71,972 106,300 3.6
 

Wete District --- 58,923 ---


South Region 92,271 99,570 1.1
 

Chake Chake District 46,482 47,759 0.2
 
Mkoani District 45,789 51,811 1.2
 

SOURCE: Statistical Abstract Vol. II,June 1982, Ministry of State (Planning)
 

TABLE 2. RECORDED POPULATION OF URBAN AREAS IN CENSUS YEARS 1967 AND 1978
 
AND GROWTH RATES
 

1967 1978 Annual Growth
 
Town Census Year Rate %
 

Zanzibar 68,490 110,669 5.6
 
Wete 8,469 12,874 4.7
 

Chake Chake 4,868 9,643 8.9
 

Mkoani 1,714 5,678 21.0
 

TOTAL 83,541 138,864 6.0
 

SOURCE: Statistical Abstract Vol. II,June 1982, Ministry of State (Planning)
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TABLE 3. NUMBER OF HOUSEHOLDS 1978 CENSUS 
Total Number 

District Rural Areas Urban Areas of Households 

Zanzibar Island 38,192 28,810 67,002 

North 'A' 11,747 290 12,037 

North 'B' 6,627 1,181 7,808 

Central 7,476 214 7,690 

South 4,636 715 5,351 

West 7,706 --- 7,706 

Town --- 26,410 26,410 

Pemba Island 38,225 7,774 45,999 

Wete 10,045 2,680 12,725 

Kande 9,258 1,806 11,064 

Chake Chake 8,135 2,047 10,182 

Mkoani 10,787 1,241 12,028 

SOURCE: 	 Shelter for an Island Community, Saad Yahya and Associates, May 1982.
 

Based on 1978 Census.
 

Zanzibar has more males than females, whereas, in Pemba, the reverse is
 

the situation. Another important phenomenon is that the 1978 Census records a
 

substnatial increase as compared with 1967 in the number of people under the age
 

of 30 years, especially those in the 0-20 year age group. This will have an
 

important effect on household formation during the next decade as these children
 

get older and either get married or leave home to establish their own households.
 

(Saad Yahya & Associates, May 1982 and 1978 Census Report. See Fig. 1.)
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INCOME
 

The main source of income for these islands is cloves and coconuts. Cloves
 

alone account for about 80% of the national income of about 80 million shillings
 

a year. But, this figure is decreasing each year as the crop decreases due to
 

the aging clove trees. However, a regeneration scheme has been started. The
 

remaining 20% is provided by coconuts Eind other produc like chillies, coconut
 

oil, coir fiber, sea shells and cadamon. The national income is slightly over
 

Shs 1 billion. The per capita income is Shs 705, about US $74.
 

HOUSING AND HUMAN SETTLEMENT
 

Zanzibar Town is divided into two areas, the Stone Town which has the
 

storeyed buildings and the Ngambo area which has the low traditional houses and
 

huts. A tidal creek used to divide these two areas and canoes were used to ferry
 

people between the two areas, hence the name Ngambo. The creek was terminated
 

by a basin forming a shape of banjo and it was called the banjo basin, both of
 

which have now been reclaimed and turned into public open space and public
 

garden, respectively. The area of the Zanzibar Town is 16 sq. km. with a
 

population of 110,669 of which 15,493 inhabitants are living in the Stone Town
 

which area is 95 hectares.
 

The importance of providing the people of these islands with decent housing
 

has been recognized and emphasized by the Government of Zanzibar since 1964.
 

The whole population had already had some form of shelter but the policy was to
 

improve their living conditions by declaring that it would provide free modern
 

housing to the people.
 

This started with the construction of 150 flats, with two and three bedrooms
 

at Kikwajuni in Zanzibar Town with an aid from the Government of German Democratic
 

Republic. The occupants of these flats were either owners of the demolished houses
 

or people in need of housing and given free. They were required to pay for their
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water and electricity. Each of the unit had an electric cooker which was also
 

given free.
 

The Kiliwani Estate was the next major housing project undertaken by the
 

Government with its own resources.
 

This schedule which was started in 1966 and completed in 1971 comprised of
 

403 flats with 2 or 3 bedrooms in 15 blocks costing Shs 15,000,000 (Shs 37,220
 

a flat). This figure excludes the savings resulting from the work done by
 

self-help. This estate was used as a resettlement area for the mass clearance
 

of houses in the Ngambo area to make way for the long, six- to eight-storeyes
 

high blocks. Itwas planned to construct ten blocks, 400 meters long, comprising
 

1,400 flats at Michenzani as a start in 1970. Construction work is still going
 

on and so far 1,136 flats have been completed and occupied by people who have
 

been compensated for their demolisied houses or by those who did not have decent
 

houses. The compensation procedure did not take into account the value of the
 

demolished house or to the number of houses owned. One would be compensated with one
 

flat only.
 

Since that time, modern blocks of flats were built in many areas of Zan1zibar
 

and Pemba islands, both urban and rural.
 

In 1967, the Government established a Development Fund specifically for
 

housing development schemes in urban and rural areas. Civil servants were re

quired to pay 3% of their salaries as a development levy and on return to be
 

given free housing. The decree establishing this fund had to be amended in 1980
 

when the government changed its policy of giving free housing in 1978 and the
 

fund was used for overall development schemes.
 

As from 1976, the government opted for detached or semi-detached low houses
 

instead of the multi-storeyed blocks of flats which were fairly new to Zanzibar
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society and culture, hence not popular.
 

Mass housing programs were embarked in about 200 villages of both Zanzibar
 

and Pemba islands with people's participation under self-help schemes. All the
 

resources, financial and technical were provided by the government.
 

These programs represented a major departure from the housing efforts under

taken by the former governments and also the programs were executed by spontaneous
 

action on the part of the people and their leaders in a process which bypassed
 

many of the steps and professional skills normally encountered in orthodox project
 

design and management. These schemes also enabled the local population to acquire
 

new building techniques by making cement and clay bricks and also to build I th
 

storeyed houser and low houses and putting'In of ihfrastructure.
 

The schemes were carried out smoothly and efficiently for the first two
 

years but, thereafter, process almost stood still and we were left with many in

completed houses scattered all over the islands. The main reason attributing to
 

this stiuation is financial constraint. Zanzibar's economy in the late 1970's
 

was not very sound as it was in the 1960's. Housing was given top priority in
 

the annual budgetary allocation against agriculture and industry and as cost
 

recovery element was not built into the rather ambitious program this gave a
 

heavy burden on Zanzibar's dwindling econoly with the astronomical inflation.
 

A two-bedroom flat which cost Shs 32,000/- in 1970's now costs over Shs
 

150,000/-.
 

The government has now decided to complete the houses in one village of
 

a district rather than tackling them all simultaneously, due to financial and
 

technical constraints.
 

The policy of giving free housing changed to rentals, sale or tenant pur

chase system. This decision was made in 1978 during the implementation of the
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first Three-Year Social and Economic Development Plan, July 1978 - June 1981.
 

Even then, the rents are relatively low and the government has to spend large sums
 

of money subsidizing the maintenance. Civil servants occupying government houses
 

pay rent calculated at 6 % of their salary for a three-bedroom falt. 

flats have been graded into five categories: 

The houses/ 

Grade A 

-Grade B 

Grade C 

Grade D 

Grade E 

6 % 

5% 

4% 

3% 

depending on the number of bedrooms and condition of the house/flat. Houses under 

Grade E category are being assessed by the Housing Section of the Ministry of Lands,
 

Construction and Housing.
 

The whole rent system is being reviewed under the existing Rent Restriction
 

Decree introduced in 1953 with a view of introducing economic rents but with
 

the purpose of motivating people to build their own houses by giving building
 

materials loans.
 

HOUSING STOCK
 

The houses of Zanzibar and Pemba islands are divided into the following
 

categories:
 

i) Stone Houses: These are the traditional houses found in the Stone Town
 

of Zanzibar and Chake Chake in Pemba. 
 The historic Stone Town of Zanzibar will be
 

discussed later in the paper.
 

ii) Houses built under the Development Program: These are the houses
 

explained earlier in the paper.
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iii) Private Houses: These are houses built by private individuals either
 

on private land or on plots allocated by the Government. The number of these
 

houses, however, is small.
 

iv) Government Houses: These are the public houses built specifically for
 

civil servants, police, military personnel, medical staff, agricultural staff and
 

teachers. The quantity is fairly large.
 

v) Planned Temporary Houses: The major part of Zanzibar Town and the
 

three towns in Pemba contain what we call temporary houses or huts because they
 

are built of wattle and mud with either thatched roof 'makuti' (coconut palm leaves)
 

or tin roof 'madebe' (containers for kerosine) or currugated iron sheets. The
 

building of these 'huts' is controlled by an existing legislation.
 

vi) Illegal Squatters' Houses: This scene is fairly new and fast growing in
 

Zanizbar. The main cause for this land invasion is that the fast growing urban
 

population and the migration from Pemba to Zanzibar has outpaced the government's
 

ability to provide surveyed plots due to shortage of technical personnel.
 

The quality of the housing stock is still being analyzed from the 1978 Census
 

data but it can be said that it is generally good.
 

Houses built by the formal sector since 1964 are shown in Table 4. The
 

informal sector housing is negligible.
 



TABLE 4 -- DEVELOPMENT HOUSES 1964 - 81 

Districts Houses to 
Be Built 

Houses 
Completed 

Incompleted
Houses 

Zanzibar Island 

Kik.';juni ) Blocks 150 150 
Kilimani )-- Town District Blocks 403 403 

Michenzani ) Blocks 1,400 1,136 264 

West District Semi-Detached 2,219 312 190 
North "A" District -- Blocks 136 112 24 
North "B" District 

--
--

Semi-Detached 
Semi-Detached 

3,992 
2,864 

180 
100 

3,812 
2,764 

Central District -- Blocks 64 32 32 

South District 
--
--

Semi-Detached 
Blocks 

1 ,370 
96 

288 
96 

1 ,082 
--

Pemba Island 
Pm Semi-Detached 2,871 117 2,754 

Wete District Blocks 196 196 --

Micheweni District 
--
--

Semi-Detached 
Blocks 

4,135 
48 

177 
48 

3,958 
--

Chake Chake District 
--
--

Semi-Detached 
Blocks 

2,805 
136 

102 
136 

2,703 
--

Mkoani District 
--
--

Semi-Detached 
Blocks 

3,917 
171 

290 
171 

3,627 
-

-- Semi-Detached 3,807 196 2,891 

30,060 4,242 25,818 

SOURCE: Department of Buildings and Maintenance 



-12-

CONSERVATION AND REHABILITATION FO THE OLD STONE TOWN
 

The Old Stone Town of Zanzibar has a unique architectural character which
 

is justly famed throughout the world. Some buildings are of specific historical
 

significance, most of the secular buildings present fine examples of the local
 

architectural style. The lime plaster decorations and the typical carved doors
 

portray a high skill of craftmanship and rich cultural heritage. Its narrow
 

streets, intended mostly for pedestrians, winding through brilliant sunshine into
 

cooling shadows together with ornamental open space make the Town into an atmos

phere of Arabian night charm.
 

The Old Stone Town which started as a fishing settlement at a beach point
 

known as Shangani, midwest of the Zanzibar Island became its capital in about the
 

year 1828. It is the only functioning historic city in the whole East African
 

coast.
 

Zanzibar Islands have a long hisrory and a special palce in Eastern and
 

Central African development. It was the first landing place for all foreign
 

influences which contributed to African modern development.
 

The Old Stone Town, which area is 95 hectares with a population of 15,493
 

inhabitants, apart from being an entity in itself has 17 buildings protected
 

under The Ancient Monuments Preservations Decree of 1927, namely, Old Arab Fort,
 

Beit el Ajaib, Hamamni Baths, The People's Palace, The Old Market, The AgaKhan
 

Mosque, Bharmal Building, Kilosa House, The Mambo Msiige' bilding, Tip Tip House,
 

The Court Building, The Museum, Livingstone House, Ithnashiri Dispensary, Bamnara
 

Mosque, Catholic Mission Church and The Anglican Cathedral (The Old Slave Market).
 

The delcaration of the above protected monuments was made inAugust 1979.
 

An application has been made to UNESCO in 1981 to include the above buildings
 

in the World Heritage List Cultural Property by the Ministry of National
 

Culture and Sports.
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Today, much of the Town is as it was 150 to 200 years ago, virtually un

altered by international or western i.fluences and as such has tremendous impact
 

to scholars, researchers, industrialists, technicians and visitors. Before the
 

1964 Revolution, a majority of the buildings, which were made of coral stone, red
 

earth, lime mortar and plaster, were in the hands of private persons and were
 

therefore being constantly repaired and were well maintained by the owners.
 

After that, when many of the buildings were abandoned and the Government acquired
 

them, it was faced with the problem of maintenance due to lack of financial and
 

technical resources. As a result, some buildings have either totally, or partially,
 

collapsed.
 

Other problems, too, are facing the Town, mainly changing its character by
 

using the existing building stock for purposes other than those designed for,
 

opening up the streets to vehicular access making them uncomfortable to walk
 

trhough, congestion due to migration and putting up new buildings not conforming
 

to the surrounding architecture.
 

The government, having seen the consequences of these problems, decided to
 

prepare a development plan with an integrated approach to theneeds of restoration,
 

renovation and town renewal.
 

A formal request was made by the Ministry of Lands, Construction and Housing
 

to the Nairobi-based United Nations Center for Human Settlements (HABITAT) for
 

technical assistance through the acvice of Professor Robert Barclay, the then
 

HABITAT's Chief Technical Adviser, based at Ardhi Institute in Dar es Salaam.
 

This approach had an immediate approval as Ardhi Institute was already involved
 

in the surveying of the Stone Town's building stock by their Building Design
 

students as part of their training in recording and analysis of traditional con

structional design. The achievements were of mutual benefit, providing the
 

Zanzibar authorities with measured drawings of the existing stock. Four surveys
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have so far been carried out, that of the Tip Tip House, the Old Fort, the Kilosa
 

House and the Livingstone House.
 

One objective of the exercise was to encourage students from Zanzibar about
 

to graduate from Ardhi Institute, to take part in town renewal programs, as a
 

pre-requisite to their undergoing further education and training under arrangements
 

to be determined, to full professional level.
 

The main objective of the Project within the context of the overall develop

ment potential, was to prepare an outline integrated development plan, and to define
 

the requirements of formulating and implementing policies and programs designed to
 

renovate, upgrade and revive the Old Stone Town. In support of this development
 

planning framework, the output from the planning studies will include:
 

(a) recommendations for policies and programs to guide the Town's future
 

development and econ(.,.ic growth, including priorities for rehabilitation
 

and renewal.
 

(b) definition of the follow-up action required for the preparation of a
 

detailed plan, together with the implementation program policies and
 

development controls.
 

(c) analysis of the insitutional, manpower, training and financial require

ments for implementing the follow-up actions required, including mobil

izing all available local resources, and providing detailed proposals,
 

including identification of financial requirements for further technical
 

cooperation.
 

This overall study was recently completed by an international team of experts
 

and presented their preliminary findings and recommendations to the Ministry. A
 

survey was conducted of the structural condition of all 2,497 buildings within
 

the Stone Town planning area to determine the extent of deterioration and estimate
 

http:econ(.,.ic
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the cost of redevelopment. The condition of public services, open space and
 

infrastructure which affect health and environmental quality were evaluated. 
A
 

survey was also conducted to dtermine the social and economic characteristics of
 

the present inhabitants as well as their general living conditions in order to
 

recommend essential improvements.
 

The study indicates that almost forty percent of the buildings are in poor
 

or dilapidated condition including more than one 
hundred and sixty (160) partially
 

collapsed structures. Generally speaking, the residential structures were found
 

to bein the worst condition. Inmany cases, the advanced state of deterioration
 

represents a serious threat to the safety of the residents and to neighbors. An.
 

emergency program of repairs is proposed with priorities given to replacing rusted
 

roofing sheets, gutters and downspouts which the study identified as the princi

pal cuase of the present deterioration. The emergency effort should be followed
 

by a broad program of upgrading and regular maintenance. An implementation strategy
 

was drafted suggesting appropriate roles for government agencies and for the
 

residents of the Stone Town.
 

Given the acute housing shortage in Zanzibar, it is critical to preserve the
 

existing housing stock. In addition to the general need for upgrading, some sec

tions of the Stone Town will require major redevelopment including removal of
 

partially-collapsed buildings and inappropriate uses. In such areas, adequate pro

vision should be made for open space and for new housing units to replace the
 

dilapidated ones. 
 The study indicated that immediate efforts will be needed to
 

conserve the existing housing stock, as furtherdelay could result in major dis

asters and much loss of life and property.
 

Conservation of the historic and architectural values are also important.
 

The study proposed design guidelines for new buildings and suggestf changes in
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existing building by-laws to regulate modifications to the exterior appearance
 

of the more significant buildings. Included in the proposed changes would be
 

regulations against the use of oil-based paints, cement scree or spray cement
 

plaster on any building of coral stone and red earth construction as such surface
 

finishes trap moisture inside the walls causing rot of the floor supports which are
 

made of mangrove poles and eventual collapse. Only the traditional lime plaster
 

and white wash finish should be used as well as preserving the characters of the
 

Town. The study also proposed incentives for private owners to invest in restoring
 

their buildings and suggested creating a special loan fund to assist with approved
 

renovation work.
 

The study also suggested a number of areas where economic development pot

ential exists and recommended specific government investment strategies and incen

tives aimed at attracting private capital and increasing employment opportunities
 

in the Stone Town, thus generating revenues whicl will be needed to sustain any
 

temporary improvement of living standards which the proposed project may effect.
 

Specific proposals included expansion of the present port facilities,
 

commerical fishing and boat building. To stimulate general economic growth and
 

encourage trans-shipping a limited free trade zone was also suggested. Buying
 

and Marketing cooperatives were proposed in order to stimualte the growth of
 

cottage industries such as tailoring which is largely based in the Stone Town into
 

a full-scale garmet :Pdustry. Tourism is another sector with great economic
 

potential. The narrow streets and bazaars of the Stone Town hold considerable
 

interest for foreign visitors as do the historic sites, the fine old buildings,
 

the lovely beaches, aromatic spice plantations, and the unique cultural heritage
 

of Zanzibar. The experts also rucommendLd to include four more buildings to the
 

seventeen, namely, the State House, the Darajani Chawl, Mackenzie Building and
 

Khoja Charitable Caravanserai.
 



-17-


Support for the initial program efforts will be sought by the Ministry
 

from international and bilateral assistance agencies, as well as from regular
 

budget funds.
 

The study which took an intensive three months was conducted by an American
 

architect/planner and development adviser, Mr. Royce LaNier, who was the team
 

leader; and a Danish architect, historic preservation specialist, Mr. Fleming
 

Aalund, who until recently was with Ardhi Institute and supervised a number of
 

Building Design students' projects in Zanzibar. Included in the team were a
 

Canadian planner/geographer, Professor Aidan McQuillen, who iswith the University
 

of Toronto; a tourism adviser, American economist, Mrs. Patricia McPhelin; and
 

a legal adviser, specialized in planning legislation, British Professor of Law,
 

Professor Patrick McAuslan, who is with the University of Warwick. The consultants
 

worked with the full support and active participation of the national staff of the
 

Ministrv including a volunteer architect/planner from the German Federal Republic,
 

Mr. U1 .,h Malisius.
 

The government's concern for conservation of the Stone Town is refkccted
 

by allocating Shs 10 million in the plan period 1978-82, for repair. The
 

allocation, however, is not enough to carry out all the repair needs.
 

BUILDING MATERIALS
 

Building materials used are as shown below:
 

ROOF - framing/decking sown timber (podo, cypress, etc.), 
boritis (mangrove poles) and fitos, 
reinforced concrete. 

- cladding split tins, galvanized corrugated iron 
sheets, corrugated asbestos cement sheets, 
mangalore tiles, concrete tiles, bitumi
nous felt, asphalt. 

WALLS makuti; mud sticks, coral rag, lime 
mortar and sticks, sun baked bricks, 
burnt bricks, soil/cement concrete blocks, 
corrugated iron sheets on timber, plain 
asbestos cement sheets, sown timber. 



FLOORS - structural coral/lime slab on boritis, concrete 
slab, rammed earth. 

finishes rammed earth, cement screed, p.v.c. 
tiles, timber, quarry tiles. 

CEILINGS boriti and fito framing with stone, 
mortar infilling, hardboard, softsboard, 
timber, makuti (palm leaves). 

WINDOWS timber with modern glazed shutters, 
metal, timber/glass louvres 

DOORS timber (panelled, battened or flush), 
steel 

70% of these building materials are imported, hence a large amount of foreign 

exchange is being spent. To reduce the amount of importation, the government is
 

establishing a cement factory and exploring the possibility of making lime bricks
 

since coral stone is in abundance.
 

CONSTRUCTION SYSTEM
 

The mass housing construction programs described earlier were carried by the
 

Building Maintenance Department. The few local contractors handle small jobs
 

only and the large projects are undertaken by foreign contracting companies. The
 

Building and Maintenance Department apart from constructing houses is also handling
 

the public buildings. The private sector uses the local contractors as well as
 

local artisans.
 

The building procedures used are regulated by the existing decrees based on
 

the British system but modified to suit the local conditions.
 

HOUSING DEMAND
 

With the population growth of Zanzibar and Pemba at 3.3% per year and 6%
 

annual growth for the urban population, 2,800 new houses a year would be needed
 

for both the urban and rural areas whereas the urban areas would need 1,800 new
 

houses a year.
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LAND AVAILABILITY AND TENURE
 

The existing land tenure system is governed by the Presidential Decree of
 

1965 which vested all land in the government retrospectively from March 8, 1964.
 

In order to effect the land reform program after the Revolution, the Land
 

Distribution Decree 5 of 1966 was passed which was subseqiuently amended in 1969
 

(Presidential Decree 1 of 1969) to authorize the distribution of urban plots
 

for residential purposes.
 

The titles granted under the 1966 Land Distribution Decree for the 3-acre
 

plots of rural land were for the life of the grantee and his spouse whereas the
 

certificate of titles issued under the 1969 amendment (PD 1/1969) grant title
 

forever. No land rent is charged, not even on commercial and industrial plots.
 

However, a number of inadequacies have been found in the existing land tenure system
 

and the government has formulated a new land policy which would soon be tabled
 

before the Cabinet. The new land policy will also address the question of avail

ability of serviced plots taking into consideration sources for finance, manpower
 

and secured tenure.
 

At the moment, the Swedish Agency for Research Cooperation with Developing
 

Countries (SAREC) is carrying out a pilot project study on land registration
 

methods for both rural and urban areas with a view of carrying out a systematic
 

cadastral survey.
 

A Master Plan for the Zanzibar Town covering a period of 20 years has just
 

been completed. Similar plans for the four towns in Pemba have also been done.
 

DESCRIPTION OF AGENCY AND ITS PRINCIPAL FUNCTIONS
 

The Ministry of Lands, Construction and Housing is responsible for:
 

Planning and implementing policies for all land matters, housing, both urban
 

and rural, and building construction.
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Surveying and Mapping including land registration.
 

The Ministry has three Directorates which are headed by Directors:
 

1. Department of Lands and Surveys responsible for:
 

Surveying and Mapping and Land Registration, Urban and Rural
 

Planning.
 

2. Department of Building Construction and Maintenance is responsible
 

for:
 

Constructing formal housing and public buildings, maintenance of
 

government buildings.
 

3. Department of Economic Planning and Administration is responsible
 

for:
 

Finance, planning development projects under the current Five Year
 

Plan, 1981-86, and housing and furniture.
 

The Annual Budget for the Ministry is Shs 25 million.
 

Organizational structure of the Ministry is shown in Fig. 2.
 

CONCLUSIONS
 

The government having seen the importance of cost recovery as a catalyst to
 

continuous housing production by individuals has instituted a new housing policy
 

with the following recommendations:
 

1. Prepare an action plan for completing unfinished projects and deleting
 

redundant projects from the program.
 

2. Improve project planning methods within the Ministry.
 

3. Review the rental structure for state-owned houses.
 

4. Institute a system of land rent and/or service charge for newly-enacted
 

urban plots, especially commercial and residential plots.
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5. Form a national housing agency (e.g., ZUDA, i.e., Zanzibar Urban
 

Development Authority) to coordinate housing and human settlements development.
 

6. 	Clarfiy and codify the land tenure system.
 

7. 	Prepare regional physical plans for both islands.
 

8. Avoid duplicating urban projects in rural areas; the special needs of
 

agricultural and fishing communities should be taken into account when designing
 

rural 	housing projects.
 

9.. Prepare an inventory of all government houses and who occupies them.
 

10. Improve the estate management function in the Ministry so as to obtain
 

maximum revenue from government properties and to make maintenance more efficiently
 

managed.
 

11. Devise an appropriate maintenance and conservation program for stone
 

houses in Zanzibar and other towns.
 

12. Carry out a user study of 'Nyumba Za Maendeleo' (Houses for Development)
 

especially the multi-storeyed blocks of flats to provide feedback for the
 

design and location of future projects.
 

13. Document in the form of case studies, articles films and other audio
 

visual materials the experience gained in building the 'Vijiji vya Maendeleo'
 

(Villages for Development).
 

14. Introduce a land registration system to facilitate mortgage lending.
 

15. Widen the range of services provided in the squatter up-grading
 

schemes.
 

16. Investigage the feasibility of small scale manufacture of building
 

materials, e.g., cement, bricks and tiles using energy efficient methods.
 

17. Carry out research into use of local materials expecially lime, coral,
 

bamboo, makuti, local timbers and soil-cement blocks; links with the Building
 

Research Unit at Dar es Salaam should be established.
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18. Do not abandon non water-borne sanitation (e.g., pit latrines) wherever
 

practicable.
 

19. Investigage the impacts/effects of the local government bill on housing
 

development and integrate the provisions of the bill with the operations of the
 

proposed national housing authority.
 

20. Initiate a housing finance study with special emphasis on creating
 

savings and loans associations and other small-scale credit institutions.
 

21. Review the role of the Tanzania Housing Bank in Zanzibar with a view
 

to improving people's access to credit and government control on its operations,
 

possibly by creating a new subsidiary tailored specifically for Zanzibar's needs.
 

22. Allocate more resources to site and services programs in relation to
 

the provisions of rental and tenant-purchase schemes.
 

23. Make better use of the existing building code especially the provisions
 

relating to temporary construction and low-cost infrastructure.
 

24. Provide for adequate community facilities and livelihood programs when
 

designing new villages, site and services schemes and squatter up-grading
 

projects.
 

25. Initiate a training program for housing development personnel.
 

26. Establish links with the Center for Housing Studies in Dar es Salaam
 

and the Housing Division in the Ministry of Lands Housing and Urban Development.
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STRUCTURAL ORGANIZATION OF THE MINISTRY OF LANDS, CONSTRUCTION AND HOUSING
 

MINISTER
 

EASSISTANT MINISTER (PRINCIPAL SECRETARY)
 

DEPARTMENT OF 
 DEPARTMENT OF. 
 DEPARTMENT OF
 
LANDS AND 
 PLANNING AND 
 BUILDINGS AND
 
SURVEYS ADMINISTRATION MAINTENANCE
 

FIG. 2
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