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Urban1zat1on and the consequent need for shelter in the deve]op1ng wor]d are.
- increasingly important issues. We have already heard an excellent
~presentation from Dr. Ramachandran of Habitat on the scale of the probiems.

“Urban growth rates continue to jar the imagination. By the year 2010, urban

populations in developing countries will surpass rural populations. These o
nations will also see a dramatic shift in the incidence of poverty. By :the .
year 2000 more than half the destitute will be liviang in urban places, This

rapid urbanization is creating unprecedented pressure for shelter and related

public services. Water, sanitation, health care, and educat1on will be needed '3'”'”

for more than one b}T]ion res1dents.

'Urbanazat1on is not an Opt1ona1 matter to be addressed sometime in the

future, It i's an urgent issue now and must be treated as a priority :
development concern -- one which is shaping the very pattern of national:
economic growth, the settlement of vast populations, and the social and .

political stability of many countries. The donor community is beg1nn1ng to.

acknowl edge the-profound influence the urbanization process is having on .
‘national economic and social development. A consensus is being formed that

improving the efficiency and preductivity of cities and towns is essential. for_.ifff7‘
fostering economic growth. Cities currently contribute over half of the gross Lo

domestic product of developirg countries; by the year 2000 they probably will
account for over two-thirds, And as the Tocus of poverty shifts from rural to
‘urban areds, efforts to alleviate poverty must 1ncreas1ngly be directed at

' -meet1ng the basic needs of urban pOpuiations.

At the U.S. Agency for International Development, the lead respons1b1}1ty for
addressing these problems rests with the Office of Housing and Urban '
Programs. For more than 20 years, we have been providing assistance 1n

“ shelter and related urbanization through our Housing Guaranty Program.
Relative to alil U.S. assistance programs, the $150 to $200 million per year
that we provide is small. On the other hand, this effort -- which has

amounted to over $1.5 billion in total assistance to more than 40 countb1es - '?H_'

makes the Un1bed States the dominant b11atera1 donor in the sector. .

Hhat I wou1d 11ke to do today is Just make a few points about how we see the B ST

shelter problem and its solutions., First, 1et me describe the Hous1ng

. Guaranty program and how it works. In essence, the HG program is a mechan1sm‘*-f'

- for chanelling private sector loans from the Un1ted States into shelter in.
developing countries. We provide a U.S: Government guaranty to the private

lender. Most often the direct borrower is a Central Bank, finance ministry or Lo

other governmental ‘entity that provides a host country guaranty to repay, in.

effect, it gets to use the dollars and it absorbs' the exchange rate risk. An b

o equ1va1ent amount of local currency is then made available for shelter

:":f1nanc1ng through intermediary lenders. Sometimes these intermediaries are

~ national housing institutions, but. 1ncrea51ng1y we have been working to bring
. .private banks, bu11d1ng societies and sav1ngs and 1oan assoc1at1ons 1nto the o
I _'progects.
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- In fact, our roots really 1ie in the private lending industry. When we began

in the early 1960s, our gecgraphic focus was limited to Latin America and the
~Caribbean. Our early efforts, and one of our great successes was to assist in
the creation of the private savings and loan system throughout Latin America
This system has experienced significant mutations, but it is still going
strong, mobilizing resources and investing them in housing. Today we are
active a1l over the developing world, supporting and working with private
lending institutions in Africa, Asia and the Near East, as well as the
Americas.

Our progects are deve]oped implemented, and managed under the direction of a
worldwide staff based in seven regional offices, working as an integral part .
of the AID Mission in any given country. In addition to the $150 million in
shelter loans that we make available, we have other grant funds which we use
to support our capital assistance projects. This support takes the form of
training, providing supportive technical cooperation for project design and -
implementation, and conducting research and project development activities. :
Many of our shelter projects are also enhanced by our leveraging of other AID
resources -- Development Assistance and Economic Support Funds -- for both B
technical -assistance and cap1ta1 development, o

These are the basic mechanlcs and tools of our program, but they do not beg1n._
to describe what we are trying to accomplish or how we endeavor to meet our
objectives, To understand what we are really about, we need to loock a little
at our history and examine the lessons we have learned. In the more than -
‘twenty years that AID has been working to provide shelter for the poor of the..

developing world, we have learned a great deal about whai works and what does 55_f

not. We began with a set of preconceived notions about the nature of the
_housing problem and what needed to be done to come to grips with it. Our
position today, and the policies pursued by the United States and by many

- developing countries are in some ways d1ametr1cal]y opposed to the notions .
with which we began. As we have gained experience, our view has evolved into
one that puts increasing reliance on individual and private initiative and

~ sharply redefines the essent1a? role for government action.

When we began nearly a quarter of a century ago, developing countries had an

image of appropriate housing based on many things, 1nc1ud1ng what they saw andéf”‘ '

learned in the developed countries and what had been built in many of their

cities during the colonial period. These aspirations led to the construction o

sometimes with donor assistance, of the well-known housing projects, some of .
them for government employees: progects that were built to very high- '

standards, that were built by government bureaucracies, and that requ1red S
substant1a1 subsidies even for the relatively well-off peopie who would Tlive -
in them. As the realities of population growth and urbanization became

apparent, so too did the jmpossibility of even scratching the surface of the. ‘3"

housing aeed with this strategy. The economics were clear; scarce national
resources could not be made available for deep subsidies for shelter in

“sufficient amounts to have any real impact without seriously underm1n1ng broad

economic development objectives. And even if all the donor resources one

could muster could be devoted to shelter, the prob]em would st111 not oe
solved ' :

So in the 1970s we al1 moved away from project or estate housing and into wrat}:_  

wn ~allad +ha Yhaair noade™ etratoaqy. Our attention turned to providing
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‘sites and services, slum upgrading, and core housing. These techniques
adliowed us to provide at least minimal services to a vastly larger population
of the poor., Although the housing was nonexistent or minimal, it provided
families with the opportunity to meet their own basic shelter .needs. Families’
had their own private space; they were soon protected from the elements; and
they were served with water and basic sanitation facilities. For them, even
the most rudimentary of shelter was an improvement over what they had before
or could have hoped to attain without some assistance,

Through the basic needs strategy, we have made major accomplishments. We have
not just-assisted in housing the poor, but we have helped to reorient the -
thinking of nost countries about what shelter solutions are appropriate and
what they can afford. We have used our Housing Guaranty program to finance
projects worldwide that emphasize the provision of minimail adequate sheiter to.
- the Targest possible number of families. As importantly, we have focused our
assistance on serving poor households -- those with incomes below the median
for the country. In doing this, we have helped to demonstrate that it is
- feasible to develop shelter solutions for these families. We have also shown
that if the projects are designed apprOprTate1y, poor families can become
homeowners and they are a good credit risk.

This strategy, however, st11} was incomplete, The shelter problem was:-growing
more rapidly than we and the other donors could hope to finance solutions. '
Even though projects were built to much lower standards, residents still were
~ the beneficiaries of residual government subsidies. Sometimes land was made
‘available at below market prices. Sometimes financing was at interest rates
that did not reflect the true cost of money. Or perhaps infrastructure was
provided without adequate cost recovery through assessments or user charges.
And government bureaucracies continued to play too prominent a role in the
process. Their direct involvement in lending, construction and other aspects
of project design and implementation frequently precluded the market :
discipline that could assure the most efficient allocation of resources to
shelter. For these reasons -- continuing subsidies and d1rect,government

involvement -- the projects lacked replicability at the scale needed. "As 16ngf"

as these conditions persisted, new projacts would always require new
allocations of donor and host country resources, which were simply not
ava11ab1e in the quantity needed. :

A1l this time, the key to the solution was becoming apparent. GdVernmént .
efforts aside, the vast majority of the poor in the developing world were in
.fact housed. The facilities may have been rudimentary, but peop1e were able

to obtain basic shelter through their own initiative and through the somet1mes? .

mysterious; but clearly effective workings of the informal sector. Land was
being made available, credit was being obtained, and housing was getting built:
~ through mechanisms not fully understood, but wh1ch were producing shelter -
' solut1ons of a sort at a far greater rate than governme *nt-sponsored programs.'gf

This was not really a surprise. For all of us, regardiess of our'ecbnbmic or - .

- social status, one of the most important th1ngs in our Tives is where we

‘1ive. If we move or change jocations, we wili devote a s1gn1f1cant amount of I
time, energy and effort to where we are going to live. We saw in our work
that people were prepared to make enormous sacrifices. to provide themselves
. with a decent place to 1ive. In some low and moderate income ne1ghborhoods

people with incomes of twelve hundred dollars a year owned houses worth more
" +han twelve thousand dollars, more than ten times their income,
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Putting ail these lessons together, a realistic strategy for sheliter in the
developing world emerges. The strategy begins with the premise that
individual energy is what is needed to soive the probiem. Then the
‘appropriate government response is to act as a facilitator and solve those -
problems that the individuals cannot solve themselves. We see those problems-
as falling into three basic categories: the availability of land with secure
tenure the prov151on of infrastructure, and the avaiiability of credit. '

of these perhaps tenure is most important. We have seen that if 1nd1v1duals .
have c]ear title and secure tenure -- if they understand that whatever effort -
they put into their shelter will be theirs -« exceptional amounts of savings
" are devoted to shelter, This creates security for the fam11y, contributes
significantly to capital formation in the country, and increases the health
and productivity of its population. To the degree that government energies
and resources can be channelled in those directions, then housing finance -
institutions, cooperatives, private entrepreneurs and above ail the
individuals themse]ves will -see to it that appropriate shelter is produced.

Al of this then has.brought us to our current strateqy. We have, through-our
Housing Guaranty program and related assistance resources, a couple of hundred
million dollars a year that we can bring tc bear on the sheiter and urban

problems of the developing world. We use these funds to enter into policy .
dialogue with developing countries in an effort to talk to each other and to =

work towards strategies that will do the job. This policy dialogue focuses on = = -

the national approach to provision of-she]ter for all. The basic . idea is to
 adopt:a series of policiaes, which, in their totality will set in motion the.
forces that will put the supply of shelter in some sort of equalibrium w1th
the demand,

-The most important consideration is the appropriate division of iabors betweenf'_f N

‘the public sector and the private sector; between the government and families;

between the municipality and the community -- within the cultural and historic _F“7e'”

context that exists -- the reality. Our substantial experience in many |
developing countries argues strongly that government should expend its energy
on the things that individuals cannot do for themselves. The facilitative,
nclicy function of government is all-important; there can be no successfﬂ] ke
she]ter program w1thout appropr1ate government participation. |

A cr1t1cal element is the encouragement and support of the private sector
which almost everywhere is the principal engine of economic growth. The '
private sector is the proven, effective producer of shelter. By max1m1z1ng
the role of private sector institutions in the provision of credit for

low-income families, we are attempting to expand the availability of !ong terme{ ;:;re-

housing finance., By providing opportunities to private individuals, as well
- as developers and contractors, the production of housing for 1ow-1ncome
'fam311es w111 -be most eff1c1ent1y ach1eved

Second we. work with the countries to adjust their view of what minimum. ;Z'
approprxate standards for shelter should be. If basic needs can be met in a

home of twenty square meters to be added to later by the occupant, then it is

not only a waste of scarce resources to build at forty, but only half as many o ?

‘people can be helped. If we can provide adequate water and sanitation by -
cluster1ng facilities, then it is wasteful to pipe water inte each 1nd1v1dua1-
unit.  Annrooriate standards. along with the use of appropriate, low-cost and:
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indigenous building materials and technologies help to assure that the project
is affordable to the intended benficiaries. And affordability is the key to
cost recovery.

Third, we work with the countries to develop policies that will assure project
cost recovery. This is critical if we are to achieve project replicability
and produce shelter solutions at a scale adequate to meet the growing needs of
the developing worlid. Cost recovery means eliminating interest rate '
subsidies, charging market price for government-owned land, and recovering
through appropriate charges the cost of providing basic infrastructure and
services, To the extent that we increase cost recovery, we can serve many more
poor families., If government is to absorb some costs, it should do so
consciously, considering costs and benefits, economics, politics, and equity.
tvery time we design a new Housing Guaranty and then negotiate the loan terms
with the host country, these issues are brought to the table.

Finally, we use our assistance leverage to help beneficiary countries improve
the institutions, public and private, that impinge on shelter and urban
development., We recogn1ze that the full benefits of private initiative can
only be realized in a supportive environment in which the basic public
responsibilities are executed efficiently. We strongly encourage the building
~and strengthening of institutions which serve people locally and in which they
can participate. We are supporting both neighborhood, cooperative
organizations, and municipal strengthening and decentralization, which are
receiving priority in countries of every region in the worid. We have been a
strong voice in insisting that national housing agencies and financiai:
institutions deliver the services they are chartered to perform. To advance
" these goals, we provide extensive training to policy makers, senior officials
and key private sector actors on various policy and management issues related -
~te shelter, finance and urban deveiopment.

We believe, very deeply, and have figures to support this belief, that by
following these principles, the world shelter problem is resolvable, In a
single generation, perhaps 25 years -- within the limits of the resources that
are now available -- an adequate, if bare-bones house for every family is a
~reasonable, achievable goal.

To thTS end, we are actively participating in the act1v1t1es of the UN

International Year of Shelter for the Homeless. The designation of IYSH is an

important milestone in the world's efforts %o house the poor, It is a.call to
the developing countries to examine their shelter poiicies and make renewed
efforts to expand housing opportunities for the poor. Through the mechan1sms
established by the UN Centre for Human Settlements in support of IYSH, donors
and recipients alike will be able to share their experiences. These cnannels
of communication will serve as a medium through which new ideas and successful
experiences can be exchanged. Countries can learn from each other and “
accelerate the realization of shelter improvements. We have been and will
continue to be active in this process.

The des1qnat1on of IYSH is also a recognition of the relat1onsh1p of adequate B
shelter to the physical and psychological well-being of disadvantaged people. .
- It is a reminder to us all of what we are really ail about. Perhaps nowhere -
has this most fundamental aspect cf shelter been more poignantly expressed
than in an early novel by V.S. Naipaul, who may be the most powerfu] writer in -
the English lanquage today, This_novel "A House for Mr, Biswas" is clearly - |
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autobiographical, and Mr, Biswas is Naipaul's father, a middle-aged father of
four who is termipaiiy 111; his thoughts as he lay in his bed turned to the
house he has strugglied to pay for: _ - '

"He thought of the house as his own, though for years it had been
jrretrievably mortgaged. And during these months of illness and despair -
he was struck again and again by the wonder of being in his own house, the
audacity of it: to walk in through his own front gate, to bar entry to
whoever he wished, to close his doors and windows every night, to hear no
noises axcept those of his family, to wander freely from room to room and
about his yard. . . .

"How terrible it would have been, at this time, to be without it: . . . to
have lived without even attempting to lay claim to one's portion of the '
earth; to have lived and died as one had been born, unnecessary and
unaccommodated. " |

What we are all really trying to do is to provide everyone with his or her
opportunity to lay claim to a pertion of the earth., As we struggle with
strategies and debate policies, we should never Tose sight of that ultimate
objective we all share.



