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FOREWQRD

A key component of the Global
Strategy for Shelter 10 the Year 2000 is the
financing of human settlements. The
Strategy acknowledges that for the sheiter
sector to operate to the optimum, there is
need to channel an appropriate level of
resources into it in line with an entightened
understanding of its rele in the
development of the national economy. An
important compenent of shelter strategy
therefore should be to devise mechanisms
by which an adequate and steady flow of
long-term financial resources from both the
public and the private {household} sectors
could be mobilized and channelled into
human settlements development in general
and shelter development in particular, It is
recegnized that some countries already
have shelier fimange mechanisms in place.
Examining these systems and mechanising
permizs fuller appreciation of their smengths
and weaknesses and thereby provides
insights into ways of improving or
strengthening existing mechanisms and
insfTuments,

This report reviews and analyses
existing strategies and mechanisms for
financing shelter and human settlements
programmes in 4 selected number of
countries, and evaluates their efficiency and
effectiveness, identifying the strengths and
weaknesses in the systems. Three basic
conditions are required for the effective
functioning of the financial system -
economic stability, a real rehurn on
financial investments, and corfidence in the
security and stability of financial
institutions. In this connection, and as part
of the gencral requirement for

strengthening shelter finance systems and
institutions, the report recommends, ameng
other things, integration of the institntional
shelter finance system into the naticnal
finance and capital markels.

The overall objective of this report is to
brintg about improvements in the
functioning and management of shelter and
human settlements finance institutions by
inroducing changes in current policy
approaches and instruments on the subject.
This forms part of the current United
Nations Centre for Human Settlemants
{Habitat) programme of institurion building
and strengthening, through the promotion
of modifications of and changes from out
moded systems to innovative and updated
mechanisms in the development and
management of human seitlements. In this
light, it is hoped that the experiences and
ideas reflected in this report will serve as a
catalysi to and provide a framework for
governments and the relevant institutions to
begin to take a new lock at their traditional
mechanisms of managing and regulating
the operations of their howsing finance
systerns and institutions, and to begin
considering alternative and more
productive instruments for developing
flexible and adaptabie policy responses,
based on a more sensitive understanding of
conlemporary financial markets,
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INTRODUCTION

The Gkebal Sirateqy for Shelter 1o the Year
2000 envisages that tor the shelter sector to
operate to 1he optimum thare is a need o
channel an appropriate fevel of rescurces into
the sector in line wilh an enlightaned
understanding of is rake in the development of
the national economy. Shelier linance, as a key
input inte sheller production and as a nalural
enlry poinl into policy-making for the human
settlerngnis secior, is of pivotal importance. A
key component of a shelter strategy, therelore,
is hurnan setlements finance. Governmenls
have a clear ohligation to ensura that
appropriate envirgnments and mechanisms are
crealed and put in place for the ellective
mobilization of funds and their investment in
human setflemeants developmenl and
mahagemean. The fundamental feature of the
“enahling” siralegy tar shelter s, afler all. the
creation, an ihe part of the public sector, of
incentives and facilitating measuras o that
other actors can 1ake aclion to a greater degree
to provide sheter and the asseciated
infrastruction, Strategies for financing
investments in human seftiements in general
and shetter in parficular, have to address the
central issue of mobilizing a steady flow of long-
terrr linance for the seclor. Regardiess ol Ihe
level of extemal capial flows to the sector, Ihe
Giobal Sirateqgy envisages that much of the
efforts shauld be concentraled on the
mobilizalion of domestic financial resources.

Anticipatling this problem, the Commission on
Human Seltlerngnts, in its resolution 10/16 of
16 April 1987 entilied “Raising the Tunds
needed to ensure {he eflectiveness of nalional
aclion o solve the housing problems ol the
homeless up to the year 20007, requested Ihe
Executive Director of the Uniled Nations Cenlre
ior Hurman Setlements (Habilat):

"o draw up & repor of 1he financial
constraints and needs al the develomng
counlries and possible solutions lor
obtaining Lhe funds requited to attain the
human seitlements aims and goals set by
1he Commission.”

This resclulion reflected the concern of the
Commizsicn that the lack ¢t adequate financial
rasources wolld prove to be the main
constraint 1o the goal of shetter for all by the
year 2000,

In responseé to 1hat resolution, a report’ was

17 "Finanging of sholter and infrastrocturs™ (HSACA254).

submitted to 1he Commission at its twelfth
saszion summarizing the trends and future
prospects for the mebilization o finance lor
sheher and infrastructure, given the anlicipated
Irends in the world egonomy. The report also
explored possible options for improving the
mahilization and fow of funds 10 kuman
settlerments activities, and for improving Ihe
effeclive applicalion and productivily of the
resources and mechanisms and insiruments
already available 10 the human settlemenis
geclor

This pubfication, in further pursdit of the
Commission’s conserm 1o explore and identify
moare financial scurces for mobilization,
underakes, by the use of nalional case studies,
o review and analyse how natignal human
seltlemenls pragrammes ara currently financed,
ihe adequacy or otherwise of 1he exisfing
mechanisms, weak hinks in the chain, and the
conslrains ¢ improve performancs ahd
productivily. Iths by examining 1he existing
sources and mechamsms that Lheg siluation
could be more tully appreciated angd the
sirengths and weaknesses entilied. This then
provide s a stronger khowledge base from which
to seek and devise any inngvative
improvements on or ways 1o strenglhen 1he
existing mechanisms or instruments, or to
devise new mechanisms or instrumeanis il lound
more appropriate. |t is also against the
backdrop of the current siuation that any fulure
progress can best be discussad,

Cross-national and cross-regional
comparisons are allempted wih a view to
sharing the experiences of one country or
region with olhers, in the hepe that useful
lessons might be learnt and applied for
improved peformance and productivily.

The purpose of this exarcise is, theralore, 1o
idenlily successiul stralegies employed by
countrics 1o mobibze ingreased financial
Fesources lor the human settlemetits sectar and
to target such funds for landing 1o the sector,
paticularly 1o the low-income segment. The
Global Strategy for Shelter fo the Year 2000
espouses a shift in policy direction in the human
settlements sactor, from a policy siuation of
government being a direct developer and
provider ol shelter ang infrastructure to low- and
moderale-income households, 10 one in which
qovermnment acts to enabie 1he private Sector i
produce a greater part of the neads in this
sector. The role of 1he private seclor in




mebitizing financial resources for this difficull
1ask is also part of this review,

In the: first section of the report, country case
stuties are reviewed and analysed. Case
studies are presemad on countries representing;

Adrica - Kenya, Migeria, the
Urited Republic ol
Tanzania

Asia - India, Pakislan, Sri
Lanka, Thailand

Latin America - Brazil, Colombia.

Each country case study is summarized by
bringing out {where the information is available)
such salient poinis as:

{a} The scope of the human setilemenis
seclor as perceived by the given case country;

() The sources of public sectar financing for
human settlements programmes fand fram
what levels of government [cenliral, subnational
or locali},

(¢l Proponion of governmantal revenue that
goes to the human settlements sector (as
delined);

(d} Sources and contributions of 1he private
seclor o linancing human setllements
development and management;

{e) Problems and constraints in the financing
ar its mobilizing for human sellements
davelopment and management programmes in
the case country:

{fy Possible innovalive measures or
machanisms to improve and increase tinancial
resources for human setllements development
and managememn.

Tha sacond section of the repard undentakes
an overvigw of the case sludies presenied,
making cross-national and cross- regional
compansons, dentifying particular strenglhs in
some counlry, regional and institutional
systems. Possible benefits of experiences 1o be
derived Irom this overview are ideniilied and
suggesied measures to effact improvements
ara outlined by way of conclusions. Improving
or increasing linancial resources 1or this sector
may require some reforms in the nafional
financial sector as a whole, which would make
1he sector more efficient and probably reduce
implicit subsidies. Such relorms would
sbviousty be of interest to the couniry's
maenelary authoriiies, including economic
plannars, and would thereby expand the
political suppon 1or reform.

The country case studies used in this i:l
analysis weré commissioned by the Unit

Mations Centre tor Human Settlerments
{Habitat) from experts in the various courgries.
The reparts wera supplemertad with
informalion and dala already existing In-hpuse
in the Centre as well as irom some othar
published sources. By size of sample, 1hg
number of case studies presanted seemssmall
compared wilh the numbar of developing
countries. This is intemational and was
to ensure manageability as well as to ke

to imgrova the mobilization and channelling of
increased linancial resources 10 human
settlements development and managemeyt,
based on the lessons drawh from Ihe ¢ca
sludies. In this endeavour, bolh the publig and

private seclors have immense rales 1o pl

of "hurnan setilements™. The term "huma
settlemanis” has frequently been dalined
refarance to shelter-related activities,

encompassing the following: housing: u
and community developmeni; provision

{suCh as water sUpply, sanitatien, solid-
remeval, and roads and transport); esse

land, building materials and tinance); a
Activiliag aimed Al strangthening the ca
housing and infrastruclure agencies al th

purpase of this repod, finance for huma
settlernents development and managem
may be sgen as including all financial respurces
invested in the following items and activilles:

(a] Housing {both urban and rural);

{b} Housing-related infrastruciure (incidding
water supply, sanitation, wasle disposal, foads
and transport);

(¢} Land (for housing and related
infrastruciure).

(d) Building materials;

(&) Setttement planning, development and
managemani (encompassing all the above
aspecls).




[. REVIEW OF CASE STUDIES

A. Africa
Case study 1. Kenya

() The scope of the human settlements
sactor as percelved by Kanya

Judging from the various plan and other
oflicial documents of the Govemment of Kenya,
the human settlernents sector may be regarded
as being made up of the acllvitias located in the
Ministries of Lands and Housing, and of Local
Govermment and Physical Planning. Al Lhe core
ol these aclivities are the formulation and
Implemantalion of policies on land, physical
planning and housing. These key activities are
the responsibility of the Lands Department, the
Physical Planning Department and the National
Housing Corporation, respeciively. Also
included within lhe scope of human settilements
arg physical inlrastruciura servicas - although
these are provided by other agencies - in

particular urban water supply and sanitation
{Ministry of Water Development and Local
Govermment Autharilies), rural sanifation
{Ministry ol Health and, to sermg extent, Ministry
of Envirenment and Natural Resources) and
aleciricity {Kenya Powaer and Lighling
Company}. Alse connected with human
sattlameants davelopment s rasourcs- based
industrial developmant, in e contexd of a
delined urban sattlements hierarchy, which
ranks amang 1he pricrity national developmemn
palicies of the Kenya Governmenl. Sc far, 1he
percaption of human settlements in Kenya
seams to have been mostly oriented lowards
urban areas.

{b) Public sactor sources of financing ior
human settlements

Public socurces of inancing for human
settlernents may be divided into two levels,

Table 1. Kenya, source of finance by housing types (1983} (Percentage distribution)

Market Source of finance” Total
sacior

B c D E F G H i
Private 305 81 42 19 44 228 102 71 10.8 1000
individuals
Private 219 16.3 21.7 0.3 19.4 45 4.7 Ba 54  100.0
developars
Tanam 1.1 ER 259 1.1 6.5 11 5.2 529 100.0
purchase
Site and 229 2.4 8.4 1.2 37.4 6.0 B0 15.7 100.¢
SEMVICE
hher 18.6 2.3 262 19 0.2 9.6 24 3.7 a4.2 000
Total 26.1 5.6 158 1.7 3.8 184 743 8.0 181 1000

al Bources of {inance:

& - Commargial banks

E - Housing Finance ompany of Kenya
C - National Housing Corporation

D - Insurance companies

E - Cther inancial institutions

F - Co-operatives

G - Employers

H - Relativas

I - Cthar

Sovrce: Government of Kenya, National Development Plan 1989-1993 (Nairobi, 1988).




Table 2. Kenya, gross domestic product and gross fixed capltat formation in houping,

1976-1983 {£K millions)

1976 1977 1978

1979 1960 1981 1982 1983

Gross 1450 1854 2050

domestic
product ({GDP)

Gross fixed 28N 380 514

capital
farmation
{GFCF otal

GFCF as 200 21.0 25.1
percentage of
GDF

GFCF in 23 27 33

dweliings:
traditional

Modern 16 22 ar
Tatal 39 49 70
GFCFin 27 2.6 3.4

housing as
percentage of
GOP

2272 2632 3039 3349 3809

540 522 725 665 749

23.8 23.6 23.6 196 15.7

40 44 51 24 &3

53 62 €3 71 53
93 106 120 125 116
4.1 40 3.9 3.7 30

Sewree; Gentral Bureau of Statistics, Gavernment of Kenya

namely, central governmenl and Incal
government. The Central Government derives
ils income from taxes and extemal assistance
sources, and channels il ino the human
sctifements sectar thraugh 1he Ministry of
Langs and Housing {pringinaily {or investment
in low-cost housing) and alher ministries
respansible for ihe refated human sellfements
irrasinucture components. In addilion lo taxes
and external aid. the Central Government also
derives revenue from threa other domestic
sources jused principally for delicit financing),
namely. shor-temn ireasury bills, treasury
bonds and government slocks. The Central
Governmenl, threugh the Nalional Housing
Corparalion, is mainly concerned wilh the
provisian of low-cost houging tar the
low-income groups. Table 1 shows the ditferent
sources of housing tinance for the year 1383
The Nalional Housing Comporation, the Gentral
Governmeni's main housing invesimen
channet, contributed 11.8 per cent of telal
invasimenl.

Local autharnties derive their inceme for
recurrent expenditure on human settlements
infrastruciure and services, from: service
charges on water, sewarage, refuse collection
etc ; rates {a percenlage of unimproved site
valug); agncultural cess, and the recantly
iniroduced ourists' activily charges and geneaal

service chargas, Capilal expendilure on
settlemenis infrastruciure is linanced fr
Igans, principally fromthe Local Govern
Loans Aulharily, as well as from central
government granis issued through the
Housirg Corparation. Local authorilies
raise loans from commercial banks or i
stock to raise lunds. The latter melhod
been used by Mairobi City only, he last
issue of which, amounting to some £K2
al 8.5 per cant inlaresl and for a 15 yea
was in 1978 Individual buyers account
l255 1han 20 per cent of the issue, while
was subscribed by parasiatal prganizati
particular the National Social Security F
Post Oifice Savings Bank znd the Keny
Hational Insurance Fund. Local authorilles can
only issue stock when the Central Govemnmaenl
is ol in the market for funcs.

() Propartion of govemmantal revienus
given 10 human setilement developmnt and
managament activitles

Tatile 2 shows Kenya's Qross dames§e
produst (GDPY and gross fixed capital igrmation
{GFCF) lrends between 1978 and 1983 Toial
investment [GFCF) in all economic sectprs
combined ranged from 18,7 to 25,7 parf fenl
and the proporion invested in housing Yared
tram 2.7 to 4.1 per cent of GOP, a level phich




Table 3. Kenya, recorded production of dwellings by the public and formal private sectors
compared with the formatlon of new urban households (1976-1882)

Total
1976 1977 1978 1979 1880 1981 1982 1976-1982
{percentage)
NalicnalHousing 317 816 1544 4085 3527 2755 2928 6.0
Corporalion houses
Sites and servicas 1128 55 1077 2389 2454 2719 2 550 284
Minisiry of Works 254 106 158 432 471 43 4.2
Housing and
Physical Planning
Oiher public sector 1068 193 221 481 206 443 6.4
Private sactor 791 742 2Me 20685 1918 2083 25.0
Total 3554 2312 4072 9537 99009 8059 8052 100.0
Estimated numberof 23700 25600 27600 29800 32100 3700 37400
new househokis
New dwelling units 150 2.0 14.7 3z 28.0 233 215 2.5
as parcantage of
new bouseholds

Bource: Governmanl of Kenya, Nalional Development Plan 1583-1993 {Nalrobi, 198B).

compares tavourably with that ot other
countrias in1he reglon. Table 3 gives recorded
figures on {he production of housing unils by
the public and tormal privale sectors from 1876
1o 1982, Tha public sectar, as shown in the
lale, has contributed 78 per cem ¢f the total
over the period 1976-19082, As is shawn in table
1, the Natienal Housing Corporation contributed
11.9 per cant of all investment in urban housing
fn 1983. These figuras do net, however, tell the
whole slory, as investment in infrastructure
{physical and social) by both central and local
govemnmant is not included due to lack of
suitably disaggregated data.

(d) The contrindlon of the private sactor
to finanging human settiement programmes

The {ormal private seclor in Kenya has
tenced ta concantrate on urban mediim- 10
high-cost housing, whils the informal privale
sactor has concentrated on iow-cost housing. In
rural areas, housing is the indnvidual
responsibiity of the household #self wilhout any
crganized assistance from the formal secler
{either public or private}.

Kenya has a much wider range of financial
instiutions than hava othar countrigs in the
region. With spacitic relaranca to human

setllements tihancing, 1here are five financial
instiulions licensed urder the Banking Acl of
Kenya which specialize in hausing linance, 30
Buikding societies {althaugh most of these are
quiie young}, and seven insurance companies
with life lunds some of which are invested in
housing. As shown in table 1, the formal private
secior accounied Ier approximately 60.8 per
cent of all formal hbousing finance in 1983 - the
tormal private sector hera including commercial
banks, the Housing Finance Company of
Kenya, insurance companies and other
institutions such as building socielies,
co-operatives and employers. In physical {erms,
1ha formal privale sector was respongible lor 25
per cant of all formal uban dwellings
constructed between 1976 and 1982, as is
shown in tabke 3.

Betwesn 1977 and 1953, the format (public
and private) and the infoamal sectors combined
producad an astimated annual average of
40,004 new dwellings and ol this total, | is
estimated that 1he informal secter {regardad
herg as pan of the private sector) accounted for
betwean 63 per cenl and 82 per cent
{dep; nging on 1ha size gafinition of a dwelling
unit.

& Gawearmment of Kenya, Intamational Yaar of Sheftor for
tha Homaless (Mairobi, Minisiry of Works, Housing and
Physical Planning, 1507).




{¢) Problems and constraints In financing
human gattisments developmeant and
management In Kenya

The problems and constraints confronting the
financing of human setlemants development in
Kenya are of three lypes. First. thera are
carexluat problame reltecling the magnidude of
human setllements-related neads, in padicular
sheler. Secondly, there are problems
characiarizing public: révenues, particulady at
the local govemment level, which alfect the
quantily of resources diracied 1owards human
settlemenis development. The third category of
problems are those related to private sector
tinancial instilutons.

In 1988, Kenya's Iotal populalion was
estimated to be 22.7 million, of which 18.7
miliicn was rural and 4 million urban. vis
projected that by 1983 tha rural papulation will
have increasad by 2.9 millian to 21.6 million,
and that tha urban population will have
increasad by 1.6 million to 5.6 million.
Translated into shelier needs, 1he projected
urban po pulalion growth will require an average
of 80,630 naw housing units per annum, of
which 38,000 wil ke for new hauseholds only.
The currant rale of housing production, which is
40,000 units per year, falls 1ar short of the
naedg figure - by an annual dehcit of 33 per
cem.” Claarly, this situaten requires a
substantial injectien of linancial resources inip
the human setilements development sector.

With respect 1o keaal authority linances, most
of which are used for human setile mants
deveilopment, the tirs1 problem is that local
aulhorities are not getting the maximum banelit
from rates, the packbene of local-government
finances in other countries. In Kenya, the rates
levy is calculalad as a parcentage ol the
unimproved sie value of land, that is excluding
the value of buikding and service developments.
Ag lar back as the 1970s, Lhe World Bank
commented on this systam in that it unfairly
benefiled owners of property with larger
structures, such ag hotels or office buildings. As
A resuli of this criticism, the Namobi City Gouncil
adopted (in 1987) a differential rate between
residential and commercial property by granting
a blanket reduction on residential land. The
second problem is that urban kecal authorities
are owed |arge amounts ol meney in rales and
sarvice gharge arrears. A third problem is that
local authority-owned and -managed rental
housing camies rents delermingd on a historical
cost basis, with the consequence thal the renls
are often very much lower than cpen market
rénts on comparable units, Finaily, the revenue
base ol local 2uthoritles was adversely aflecled

A i

when graduated personal tax (GPT), schpol
faas and capital gaing tax were aliminated
{although the later was parly compensated lor
by anincrease in stamp duty) and when the
responsibility for primary school teachery’
salaries and essential drugs at health cepires
was shiled to local auttiorities.

The first problem characterizing 1orma
private sector housing finange is that Kefiya has
oo many tinancial instilutions - 55 non-Henk
financial institutions, 24 commercial ban
building socigtias and 35 [He and geners
insurance companies. This makes hous
finance ingtitutions vulnerable, as they hp

are only building sociaties’ in name, as
a feond for geparately registerad prope
development companies which are comgletety
funded by the building societias’. Eight g
naw building societies' have so far beenjplacad
urnder receivership, a shocking experiene tor
savers and borrowers alike. Yet there ang,
some well-established housing finance
inslitutions such as the Housing Financg
Company of Kenya Lid., Savings and Lgan
Kenya Lid., and the East African Building
Society. A second problem is that a larg
propamion of iunds currently hekd by housi
finance instidulions tends 10 bo of a sho
nature. Typical savings accounts have
days' holice and deposit accounts have
maturilias varying from sevan days lo ihfes
years, yet 1hess instiutions have (o corrgmit
funds on mortgages with maturities of ug

institutions consider the present statulo
interest rate of 18 per cent {on monthly
reducing balance) on 15-20-year morgag
ow. Gilven thal subslaniial porlons of 1he
funds are borrowed commercially at 15 §
interest or more - in addition {0 savers' g
which aré currantly aliracting 14 par ce

{diference betweaen cost of mongy o Ih
institution and interest on maongy loanead

administrative cost of small lbans; (b th
thal sites-and-services and expandable pore

housing is generally nol réganded as providing
sufficient collateral; fc) ihe assumption




{generally inaccurate and biased) that the loan-
repayment detaph rate is higher amaong
tow-income households; {d) use ot the rule of
thumb of 25 par cenl gross income as the
maxirmum permissible morlgage repayment
{whereas low-income households, whe often
have other “hidden™ seurces of incoma in
addition to olicial sources, are ofien ahle 2nd
willing to pay more 1han 25 per cent towards a
martpage); and (e} 1he rather conservative
praciice of imiting Yoan repayment periods o
around 18 years.

{1} Possibla Innovative measures and
mechanisms$ 0 Improve and Increase
{inanclal resources for human setilemeants
development and management

Innovative measuras lo increase linancial
resgurces lor human settlements development
in Kenya ¢an be categorized into public sector
policias (at balh cantral-and local-government
tevels), an the org hard, and formal private
seclor policies, on the other. Many of these
measures hava either baan recenlly initiated or
are still under discussion.

At the cantral-govemmeant lavel, the 1oliowing
measurés are relevant.

(&) Inmtroduction ol medium-term and
variable-interest housing devalopment bonds
{HDBs). which may ba easier 1o sali, compared
wilh the present Yixed price HDBs which exist in
large dencminalions and have some tax
incentives;

{b} Diversilication of the Natianal Social
Sacurity Fund's pertfolio into lew-cost housing,

{c) Thae introguction of a building er housing
lewy, comparalzle 1o the existing catering and
training levies,

{< Tha installalion of raad toll stations (by
either cantral-or kxcal-government authorities) in
ofdar 1o generate revenues far tha development
and maintenance of roads and bridges;

(&) The introduction of more effeclive
cast-sharing pohcies wilh respact to such
servicas as haalth, educalion, water supply.
agricuture and transport.

Measures to improve the financial position
and managament capacily of iccal authorities
coukd include:

{a}) Review of procedures relating to Tinancial
planning, programming and budgeting,

(b Wider coverage of agricullural cess and
service charges in ordar to expand the revenug
base of local avthorties;

fc) Strengthening the capacity of lecal
authoritles to collect service charges{and other
revonues) and to raview them an a regular
basis in order 10 1ake acgount of rising costs of
provision,

{d) Permitting kecat authorities 10 raise
revenue from jourist activities:

{e) Reorganization of ihe Local Govemment
Loans Aulhorly into a Municipal Development
Bank which has autharily 1o mobilize tinancial
resources through the commercial hanks,
non-Ganking financial institutions and financial
intermediation in the money and capital
markets.

Mzasures Jor the mobilization of funds Iram
the formal private sector include the lollowing:

{a) Tha creation of a secendary morigage
market, A secondary markel in résidential
mortgages is 3 network 1hat connedts mortgags
originalors who lend money to home buyers
and invesiors who buy mortgage ans trom the
former. Investors usually pay the morigage
orkinalors a lee 10 continue sérviging the loan,
By s¢lling kans that they have originaled,
lenders can recycle tha junds in order to make
new keans. In Kenya, investors in the secondary
marigage market arg likely to be trust funds, fe
lunds, general insurance companies and banks.

{tz) In order for a secondary morlgage market
o be created, there would have 10 be
slandardization ot documentation on mongage
dewds, loan assessment precedures, valuations
and qualification criteria.

(] In general terms, it would be necessary 10
remove the current bias lowards short-term
cradit by sirengthening the capital marke! in
general, and the Mairobi Stock Exchange n
parlicular. An initiative has already been taken
through the creallon ol the Capital Markets
Development Advisgry Council, the task of
which is 1o work out maodalitias 1or tha creation
of a proposad Capital Markets Developmenl
Authority which will, in furn, overses the
development of capital markels in 1he sountry
as a whole.




Case study 2. Nigeria

(a) Scope of the human settlements sector

The seope af 1he human seltlements sector
in Nigeria has expanded and conlracled gver
time with diferent régimes of govemmen ang
tational Crevelopment Plan periods, 2s well as
with the state of heafth of the national econamy.
At one time (1962-1968) it was perceived as
1own and couniry ptanning matters and
programmed as such. During the 1870-1374
plan, ils scope embraced housing and 1own and
Country planning. At some {ime, human
settlement was congeived and programmed as
the regional development sactor.

Singe the 1975 1980 Natiohal Developmenl
Flan period, the human settlement seclor in
Migaria's efficial programming has expanded o
ENGOMPASS.

{a) Physical planning and tayout ottierwise
known as lown and country planning:

(i) Shetter production and 1he development
of associated financial ingtitutions;

{c] Indrastructure - particularly in-settlemenis
infragiruclure froads, drainage systems,
glectrification, waste disposal systems gte.);

{d) Community services - including civic and
recreational syslems/activities:

{2} Rural and urban development and
managemeant activilies.

O and on, between 1975 and the present,
water supply and #nvironmenial managemend
have been included in human setilements
programring but currenly these constitete
separale areas of other aclivities. Changes ol

scope are continually takig place. bul shater
and in-settlement inlrastruciure and sarvicgs

remain Ihe core of ollicial human setttemepts
programming n 1he couniry

{b] Sources of financing human
settiements programmas

Finance tor human settlements developfant
angd management in Nigeria comes 1ram
various public and private scurces. Nigeria
being slructurally and conslitulionally a
lederahion. each level of governmenl - Fegieral
{Central], slate, and local, have Mheir respeetive
rales and responsibilities (at least in theond in
the tinancing of development and managegent
of human setllemerds, among ether secterk. In
the privale sector too, both the lormal and the
inlormal calegories have made significart
conlributians ko the linancing of human
settlaments development and managemery.

{et Distribution of reles ang
rezponsibllities between tha public and
privale seciors

It 1s relevant to examine the financing of
human setllaments development and
management in the broader conteaxt of the
distribution of roles and respensibilities betivesn
the public angd private sectors, The division{gl
these roles and responsibilities cannot however
be walertight. Five broad argas ol
responsibilities may be discerned, namely

Table 4. Nigeria, distribution of settlement development respansibllities: urban cenyes

Respnnglbllily ' Palloy,

Financing Implemeniation/ Institutional Rossagh
planning and production developrment training@nd
programme and intormagicn
articulatlon management

Selllement 1 3 3 3 1
developmaert

séctor; Sheller

infrastruciure: 1 1 1 1 1
Heads/siomwater

drainage

Waler supply 1 1 1 1 1
Power supply 1 1 1 1 i
Waste dispnsal 1 3 3 1 1
Community and 1 3 3 3 1

social services

Koy: = Pradominance b:,;'tha public Soct
- Predominanes by tha pivate sector

1
5
3 = Joint public-private secior raspansibility




Table 5. Nigerla, distributlon of settiement development responsibllifies: rural settiements

Respansibllitlas Pollcy, Financing Implementation/ Instltullonal Ressarch,
planning, production development tralning and
programime and Informatian
articulation manragemen
Setllement
development sector:
Shefter 1 2 2 o 1
Infrastruchure:
Roads/stommwater 3 2 2 1 0
drainage
Waler supply 3 3 3 1 1
Powar supply 1 3 3 1 1
Wasle disposal 4] 2 2 V] o
Community and d 3 3 3 1
social services
Key. 1 = Pradominace by the public soctar
2 = Procominancs by the pivaks sectar
3 .. Joinl publicprivate sector participation
(a} Policy, planning and programme (d) Financing

articulation,

{i) Finanging;

{c} Institutional development;

{d}] Research, training and information,

It s alsc pertinant to examine these roles
and responsibilities in urban and rural comexls
50 as 10 get a beller appreciation of the
siteation in Nigeria. Table 4 and 5 give a
relative indlcation (ihaugh not magnitude) of the
roles and responsibilities of the public and
private sectors in uran and mral contexts in
the realm of human sefllements.

Table 4 indicates that for ihe sheher
provisipn compangnt, the public sector
predominates wilk regards to the policy |
planning and pregramme afliculation areas, as
well as in research, training and infermation.
The putlic and private sectors have jaint
responsibility and both participale signilicantly
in the areas ol financing and implementaticon.
The public sector predominates in the
infrasiructure develapment fizld, while the
private sector dominates in community and
social servicas development. Inthe rural areas
{see tabke 5), the privale sector predominales in
sheler linancing and production, as well as in
infrasiructure development, including waste
disposal. There is partnership, though, betwean
1he pubdic and privale sectors in some aspects
of infrastructure like water supply and in ihe
provision ol some communily and social
Services,

Nigerian Government revanuas ara
mobilized principally from petroteum, oil and
relaied sources; customs and exercise; and
olher miccellansous sources including external
loans and grants, company income tax, and
miscallaneous fees, rents and charges. In the
1988 and 1549 pariod, the proportion of
receipls from these revenue SoUMCes werg as
Toligras

Ravenise SoUrce 1988 1989
Petoleum,oiland 760  77.0
related revenues

Customs and excise 124 12.1

Other (exdernal logns snd 12.0 12.0

granis, ocxmpany incama
tax, feas, rents and
charges)

Source: Government of the Federal Republic
of Nigeria, Approved Budget for the 1589
Fiscal Year (Lagos, 1988), p. 3.

Revenues are mobilized in the private sector
lmom personal, individual or lamily savings and
by commercial and mercham barks and
insurance comganies. The actual volume of
financial resources generated by these sources
15 N0t known wilh carainty bul it is, by all
indications, enommous. This is rellected in the
nature and volume ¢f investments in the shelter
compenent of human settlements, especially by
private individuais and Tamily groups.




The financing of human settlamants
developmenl and management in Nigeria could
he examined under two broad headings - the
cantribution of public sector financing ard the
ceniribution of private sactor financing.

In the area of public sector tinancing, it has
earller bean roted thal Nigeria is struciurally
and constitutionally a federation, with natienal
{Federal}, state and locat levels of government.
Functionally or operationally, however, as a
rgsutt of the nature of the Govarnment, the
country iz run as a highly centralized struciure,
The import of this for 1his discussion is thal the
ceilection and distribution of national revenues
is highly centralized at the Federal {national)
level Abqaul 80 per cent of Federal government
revenue is realized from pelrolaum ol and
Faderal revenus is shared in the ralio of
55:35:10 among the Federal, state and iccal
levels of gavernment. Gver 90 per cent of bolh
the capital (developmant) and recurrent
revenues of both the state and local
govemmenls thus comes from the Centre. In
the public secior, therefore, mast finance far
human seftlemnents as for ather seclors, come
frem the Federal Governmend.

Fedaral budgetary allocallons 1 human
settlemants have progressively bean increasing
over the last decade (568 1able 6} from under 2
per cenl of total capital alfocalions 1o all sectors
in tha 1970Q-1974 period 10 about 8.0 par ¢cen in
the 1975-1580 paricd and 1o almost 11 per cent
in the 1981-1885 paricd. These, however, are

Table 6. Nigeria, public sector capltal allocatlons to selected sectars In nation
development plens

programmed activilies. Actual Federal
expanditure on human settlaments over
1979-10985 pariod 15 shown in table 7. T
shows hyman seftlements invesimen o

the maintenance of infrastrigtura, Jurdi
relevant parastatal instilutions are the
rasponsizility of Ihe Federal andror slate
housing auihorties and the Federal Morgage
Bank. All these bodles are used as vehi
the implementation of national haman

1989, retlecting 1he decline in governme
revanues as a rasult of the down-turn in the
national economy.
The Federal Mortgage Bank which slafied
operalan in 1877 mobilizes deposits o
indiviclual savers lowards shefter lending| hs
savings depasits rose from N21 .4 million fn
197910 113.2 million in 1884, WILh its eqfity
caphal of N150.0 million and limited savi
daposils, it can hardly meat 10 per cenl f the
maongage kan demands made onit, and heads

{N thousands)

Sector o Plan period

1970-1974 (Percentage) 1975-1980 (Percantage}  1961-85 (Perceplage)
Agriculture 204564 (105 1645852 (5.0) 5434188 (7.1
Healih 107 822 (5.2) 759 928 (2.3) 3043 885 (4.3
Education 277786 [13.5) 2 463 822 [7.5) 7703078 (1.9
Manutaciuring 172138 (8.4 s3sen (16.2) 7811852 (11.1)
{industry)
Town and 38 150 (1.9) 2 592 297 (7.9) 7508944  {10.4)
coumry
planning, and
heusing
fhuman
setllemants)
Nationaltotal 2 050 738 32 B54 616 70 276 255
fall sectors}

Sources: Exiragted from Government of the Federal Republic of Nigeria, National Development FYans

1970-74, 1975-80, and 1981-55.




Table 7. Nigerla, Federal Gavernment actual expendltures: 1979-1988

[Miara)

Yaarg Heausing Town and Total

Country

Planning
1879/80 68 111 725.00 14 153 151.00 B2 264 676.00
1 Aprik-31 Decembar 1980 308 180 759.00 20 206 210,00 328 386 365.00
1981 421 BOS 926.00 30 191 354,00 451 998 280.00
1982 221851 432.00 18 671 791.00 240 523 223,00
1983 128 488 319.00 121562 176.00 142 050 49500
1984 20902 094.00 A714837.00 24 616 731.00
1985 11 208 247.00 G 407 680 36 1761592736
1986 - - -
1887 8421 132.00 1312 617.00 G 733780.00
1588 [only part of the year) 3731 78.00 228 105.00 3950 893.00

Source: The Budgel Depariment, The Presidency, Lagos

Table 8. Human settlements proegrammes: financial investments by the Federal
Government of Nigeria
{Niara millions)

Programme 1986 1987 1988 1989%
Shas-and-sarvices 2 1.2 12 235
Rural developimeant an0 500 98.3 107.1
Infrastructure Davelopmant Fund {IDF) - 278 0.5 24
Integraled ragional development - - 0.4 ¥
Urban renewal and skim upgrading 0.s - 6 3
Total §02.5 a2 112.8

137.0

Source: Urban and Regional Development Division, Federal Minisiry of Works and Housing, Lagos,

Nigeria.
a/ 1989 appropriation

1o increase its capilal base. Up 1o 1585 it had
been abde o grant only 8874 mortgage loans
valued at N442.6 million,

In racent years {beginning 19886), the Federal
Govemnment has created an ad hoe agency, the
Dirgctorate of Food, Reads and Rural
Infrastmicturas (DFRAI, o develop 2nd
upgrada rural infrastruciure roads, watar
supplies, slectrification, housing and the nirat
industrialization generally. The Fadera!
Govemmeni allocated NSQO million in 1986 and
a hurther K500 million in 1887 for tha
implemantation ¢l this programme. The source
of funds for this programme was the revenues
genarated from the 50 per cent reduction on

subsidies on petroleum products effectad in
1386,

A fow sources of revenue mabilization such
as proparty and other rates, lines and fees are
collecied at 1ha local-povernment level and do
nat emer ihe national revenue calgulations, For
VAROUS reasons, howeaver, the amounts realized
imm these sources by the local governmants
are very negligible and sometimes o not even
pay for the cost of collection.

In addition to govarnment budgetary
allecations, tha other source of finansing for
human settlomarts development programimas
in Nigeria are external loans - principally frem
the Werld Bank.




Such loans have heen vary signilicant inthe
past decade and have been used to finance:

(a} Large-scale country-wide
siles-and-searvices schamas;

{b} Urban renewal and upgrading schemes
and programmes;

(e} Infrastructure development.

The fund far this lasl lem is currently known
as the Infrastructure Development Fund (IDF}
and slared in 1985 with a2 $U55%.5 million
kan-package imom the Warld Bank. IDF is
designed to assist state and local governmenls
get long-term credit 10 enable them Lo identily,
appraise and financa priority urban
iMrastructureg projects such as intra-city roads,
potable watar supplias, eloctricity and
stommwaler drainage and the hkg.

(d} The contribution of the private sector
to financing human settlaments
development and management

In spile of the massive investrmant in human
settlements development by the public seclor in
the past decade and half, 1he bulk of
investments in human selilemsents in Nigeria is
made by the private sector - both the formal
and, particufarly, the informal private seclor.
This is especially 5o with respect 1o the shelter
and community services compenen of human
settlernents development, Private savings by
inetiviciirals, tamilies and other groups finance
betwesn 70 per cent and B0 per cent by volurne
of all shaller construction th Migeria. Table 315
a summary ol the relative disiribution of sources
of funds for shettar construction. Personal and
family savings have historically been the most
important source of funds for investments in Lhe
shelter companent of human setlaments
developmeri.

In tha infarmal privale sector still, the
contributions ol communily or IoWn Assnciations
of unicns 1o linancing human settle ments

Table 9. Nigeria, sources of funds far building houses {percentages)

development, pariculary rural human
saltiements, is remarkable. These comm
invest heavily (through community levies

civic centres, schoals, markels, medical

malernity homes and hospitals), as well 38 of
soma basic ulilitias infrastruciure like
pipe-borne water, etecinc power suppliesiand
access roads.

In recent vears, the tormal private seclgr has
centributed in madest proporions Lo linaring
human seitlements developmeant. Commdreial
and marchant banks as well as insuranc
companies have made loans to human
sattlament invesimants projacis. Commecial
and merchant banks have given an average of
7 to 8 per cant of their annual loan
cammitments to real estale and constrg n
activitles. The Insurance companies [therg weare
88 in Nigeria as of 1986), collectively, hag 2
total invesiment in real estata mortgages gnd
koans of N134 million in 1984 and N15¢ njillion
in 1986, This accourted lor a liftle less thin 20
par canl of Lheir investments portaio, bullhess
wars largely koans for commarcial real esfate
developmeants.

{e} Prablems and ganstralnts in humgan
settlements financing

One of the problems constraining finarging
for human setilement development, parigularly
in the putlic sector, is 1hat il is nol ycl a priority
sector in the Government's schame of pridrilies.
itis impartant enough 12 get some budgelary
and other government funding whan lherg is an

put in place. Witk the onset of Nigeria's
economic distress, 1he Federal Governmgni

Source Siza of towns
Large Mediuom Smali

Salf F R 754 84.0

Aaialives 75 8.2 53.2 75 o7
Friends 1.3 1.6 0.8

Inheritance 65 4.0 48
Co-operatives 19 0.3 1.8 0.3 1.3
Building sociglies 2.3 1.5 1.0

Maney lenders 2.0 0.6 5.0 0.5 1.5
Commercial banks 48 4.4 1.1




has, for exarnple, excluded housing and human
setilernent from the "prelerred sectar” of the
economy, a Gategorizalion that attracls credil
and resource low 1o the sectors so-designated.
The implication of the ex¢lusion Irom the
“preferred sector has been to deny human
settlements-rataled institutions, such as the
Federal Morligage Bank of Nigeria, access to
soft lpans through the Ceniral Bark ol Migeria
ang from the Federal Government tsclf. In
addition, budgetary funds lor such sectors are
drastically reduced.

Ower-centralization of authorily is also, in
several respects, a constraint on the
mobilization ol greatar financial resources lor
human settlemenls development. Mot pnly are
1he lower levels of government - the stals and
tocal government levels - and particularly the
tocal government levels, not allowed leverages
lor initiatives i this regara, but are aclually
pravenled from exploiling several rich potential
sources of revenue mohiliz ation fram and lor
human seltlemant developmeni and
managemennt.

For varisus socio-political reasons, the
Federal Government and stale govemmeg s
nave prevantad local urban gavernments Irom
fully exploiting the polentials of the properly rate
as a source ol revenus as well as such other
sources as fees and user- charges.

The general iack of confidence by the
populace in public institulions, and more 50 in
public financial institutions, is a serous
constraint on maokilizing funds lor hurman
salllements developmeant, as for development in
olher sectors. This lack ol conlidence is
retlected in the relativaly low lund mabilizalion
rate of lhe Federal Morgage Bank over the
years. Most Nigerians keep thair money at
home because of Ihe dilficutties and intricacies
of bank lransactions panicularly when
depositors seek to withdraw [rom 1he deposits,
Thus a large reservoir of savings remains
cutside the banking system. This low
configence is lurther perpeivated by the Bank's
lending 1endency by which 90 per cent of ilg
mortgage leans {lhe interast rales ol which are
highly subsidized by ihe Govemment) goes 1o
the midd|g-to-upper income group, while a
majerity of the savers arg in the low-income
category.

The outoome of all this is 1hat housing
finance instilutions in Migeria are weak and
consegquently are not able 10 mobilize ali the
funds that are potentially available.

{f) Improving the llow of linance {0 human
settlements development

A precondition for improving the How of
{inance to human setllement development is an
improvement in1he general macro- 2oonpimic
climata. Currently the counlry |5 in a very ad
macro- economic siuation and, as earier
noted, in such situations, human selllements
becomes one ol the first victims of resource
auslerity, To improve both public and privale
finanging tor human settements development,
therglore, the general econamic conditions and
2C0nomic managemeant of the Counlry musl
improve, Such improvements would encourage
olher sa¢iors of sociaty, parlicularly the privale
infarmal seclor, 1o save and thereby mobilize
more lunds for investinents. Such an
improvernent also strengthens the financial
tngtitulions including those serving the human
setilements sector, i.e., the mortgage banks.
How this is Drought about and iis effecliveness
is & guestion by the national 1eadership and
competent nalional econgmic management.

Given a good macro-economic climale,
Nigeria has abundant potential for generaling
financial regources for human settlements
development, if only there is & real pelitical will
not only 10 decentralize bul atse 1o devaolve a
goeod measure of revenueg-gengration powers to
the local-government level, In the interest ol
elticiency and productivity, 1here is a dire need
for decantralization ol the currently highly
cantralized system of administration and
management. The propeny rale potentiat alone,
if il could be even only 50 per cent exploited,
would yield tramendaus financial resaurces lor
human satilements davelopment ang
managemeant. Several other potentiaf financial
SOUTCES - various lings, fees and charges and
betterment levies - are similarly constrained by
directives from higher level govemments.

There is also nged 1o gvolve measures and
praclices to strengthen morlgage finance
inslitulicns by infegraling them inie the national
linance syslem, channeling more funds to them
and insliuling policies and measures that
rasiore a degree of public configence inthem. A
higher degrae o conlidence in Ihese and
related institulions are likely te altract more
funds to lhem Irom the private informal sector at
the least.

Developmenl of strong and stable finangial
nstitufions, particularly mongage linance
institutions which have people's confidence, is
vary necessary lor the develapment of human
settlernants invesiments linance in lhe country.
It 18 such institutions that could more efleclively
harngss Indlvidual savings toward human
settlerments development.
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Case study 3. United
Republic of Tanzania

(&) Scopa of tha human sattiements
secior ps ofticlally percelved [nthe United
Republic of Tanzanta

The United Rapublic of Tanzania is one of
1he few Alrican couniries which has a clear and
geographically comprehensive human
setllemants development policy. This palicy,
which sncompasses both urban and rural
areas, is made up of a number of basic
components, namely; housing, land, physical
and sogial infrasiructure, villagizaton and
industrial developmenl decenlralization.

The hanising and land compaenants of 1he
peiicy are the responsibilities of the Ministry of
Lacal Government, Communily Developmant,
Co-operatives and Marketing, on the one hand,
and the Lands Ministry (ARDHI), on the other.
These two ministries are in charge of the
provision of public housing and land
management, - from pelicy-making, through
detailed planning, to financing and
implemantation.

The United Reputlic of Tanzania has pul a
kot of emphasis on the provision of basic
physical and social infrastrugture, panticulary
walter supply. sanitalion, education and healih
Tacilities. In the context of the baslc needs
approach and the villagizalon programmsa,
pariculardy after the Arusba Declaration in
1967, the goal has bean 10 make these facilities
accessible to all citizens in both urban and rural
areas. Special attention has been paid © nural
areas, partly becausa the majorily of the
papulation (more than 80 per cenl) live there,
and partly because of the comparatively very
poor level of the provision of basic needs and
services inheriled from the colonial era. In
addition, former Prasident Nyerere's human-
cenlergd approach logically demanded tha
grealer alention be paid Lo rurai areas.

An important component of the Tanzanian
human seltlements development policy is the
implementation of a balanced urban
settlemants hiararchy. This has consisied of
measures designed to slow down the growth o
the largest city, Dar-as-Sataam; the decision to
move the nalional capital city ta Dodoma; and
the encouragement of growlh in ning regional
urban centres or growth cantres. The growith
cenres are Morogoro, Dodoma and Tabara, on
the raitway line from Dar-es-Salaam in the east
ta the west; Arusha, Moshi and Mwanza. in tha
north of ihe couniry; Mbeya, to the south-wast;
and the coaslal iowns of Tanga, to the norh,
and Mtwara, 10 the south. The Small Indusiries
Development Crganization (SIDO), which is

attached to the Minisiry of Industry, is
considered as ong of the key instrumentg for
industrial gecentralization 1o the nine regipnal
growth cemres and olber small- and

medium-sized arban centres, particuiarly
through the provision of indusirizl estated

() Sources {public) of flnancing for
human setilsments programmas and Ipvels
of government sources

The natlonal Govemment's budget is Made
up of finances from bath internal seurces
{taxes) and external sources {aid grants gnd
koans). The [atler represents a sKnificant
componant, as 30 per cent of total recurrnl
costs and 50 per cent of development or Fapital
investment cosls anginate trom exdernal bans
and aid gramts.

Finangial resources for human settle

the Minisiry ol Lacal Govemment, Com
Development, Co-operativas and Marketng,
particularly through its Housing Division which
controls tha key human setthements
development agencies, The Houslng Divigion is
in charge of the nalienal sites-and-servicps and
sguatlerupgrading programmes which, trough
aid monay mainly, affects a very large
proporion of the urban poor.

The first of 1he agencies controlled by fhe
Housing Divisicon is the National Hausing
Cotporation, which was established i 1
This provides finances for human sattle

local authorlties for approved housing
{b) making, or guaranteeing, loans o
individuals and corporate bodies for pu
of kand acquisition and building develop
and (c) constructing houses and other
ilsall, ihe houses being geared towards |
and middle-income households.

fallowing purpeses: (a) 16 manage buikdi
acouired by 1he Central Goverdment u
1871 Acquisition of Buikdings Act (that is,

buildings, with the residertial buildings
aimed a1 a clitritele largely difleren from
the Matienal Housing Corporation, that is
medium- 1o high-income househokds,
The third agency under 1ha Housing Givision,
which congtitutes the largest public sour&%
the only financial instiulion speciallzing i
housing finance, I5 the Tanzania Housing Bank
{THE). it was established in 1972 by an Act of
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Parliament. It started operalions in January
1973, having succeeded the Parmanent
Housing Finance Company of Tanzania. s
principai functions are: {a) to mobilize local
savings and exiernal scurces of finance; (b} to
give pans for house development to individuals
and organizations and also to provide related
technical assistance; and (c) lo deal in real
gslate nalionwide. THB mobilizes tunds from
savings and deposil acoounis, in addiion to
share capial, raserves and surpluses, treasury
grams and long-term krans. The Bank does nel
have debentures or housing bonds. THE builds
houses through its wholly owned subsidiary.
The Tanzania Housing Bank Eslates Company
Ltd., and salls them o parasiatals and
individuals. In addition, THB administers the
warkers and Farmers Housing Development
Fund (WFHDF). The Fund was created by a
levy of 2 per cenl of the wage bill pald by
employars with 10 or more employees, WFHDF
concentrales on giving low-cost loans ko
farmers and low-income uban workers al low
interest rates for house consinuction and
improvement,

The other level at which pubtic funds ara
provided for human seitlements development
ara the regional- and local-governmeant levels,
The latter has now taken over many ¢f 1he
tunctinns of regional govemmeni since the
reintroduction o elecled local authorities, or
souncils. The caundits’ raspansibilities
encompass overall welfara of the local areas,
including land use planning, sheler, water
supoly, sanitaticn, roads, primary education and
health. Dusing the decentralization period
{1574-1978). virtually all of 1he finances for jocal

Table 10. United Republic of Tanzanla,
maln sources of revenue of urban

councils from local taxes for 1285/86

Type of taxes Amount In Percentage

Tanzanlan

ghlllinge

Development 246 590 000 5623
lervy
Rates on 73 244 400 16.40
dwellings
Trading 50 415 0.014
Icences
Markat dues 29923400 6.70
{hars 96 713 900 21.85
Total 446 633115

Source: 5.A. Salim {Prima Minister), Budget
speech, June 1985.

services and investment came diractly from
Treasury, 8s Local Authorilies had been
abolished. Since the reconstilution of local
authorities, a vaniety of [ocal revanug sources
have been granted. Tabte 10 shows the main
sources of local revenue for all urban coungils.
Viruatly all the income from kocal sources is
used for recurrent expendilure, with the Central
Govermment and aid doners lunding almast all
kocal capital invesiment. The Central
Govemnment siill provides large grants for kay
services such as primary educalion, heafth and
roads and, in general terms, local authorities
are still financially heavily dependent onthe
Central Government,

{c) Proportlon of government revenue
glven to human setitemenis developmant
and managemant activitles

There ara no readily available ligures
indicating thea properion ¢f public revanuas
given to human settlements development and
management activitigs. It is known, howaver,
ikat in the early 19805, the public sectar was
ahnually financing l2ss than 10 per cenl ot the
total formal urban housing output. The public
sacior's contribution has largely been through
the national urban sites-and-services and
squaller-upgrading programmaes. Takie 11
shows the 1otal oulput of 1ha two phases ol the
programmes, 1974-1878 and 1878-1581,
respactively. As with projecis elsewhere, 1he
public sectors’ involvement is malnly limited to
the provision of physical infragiructure and
servicas, with the benefigiaries using a varnely
of sources, mastly informal, 10 finance house
construdclion,

{tI} Contritrutlen of the private sector 1o
financing human setllaments programmes

There are no formal privale sector tinance
institutions invohsed in the linancing of aman
selllemants development in the United Republic
of Tanzania. However, THB, whizhis a
parastatal, does perdorm the function of
mebilizing financial resources irom 1he private
sactor {including individuals) through savings
and deposit accounts.

Seff-help |s an important aspect of the
naticnal devekypment approach and makes a
vary significart contribution to housing
production. It is estimaled thal more than 90 per
cent of the annual housing output is finenced by
informal private sources, principally private
savings and privale loans from relatives, from
employees and from savings and credit
cooperatives. Thus the majcrity of families live
in houses provided by the informal private
sacior, gither as owner-nccupier or privale
rented housing. Becavuse of the economic
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Table 11, United Republie of Tanzanla, natlonal shes-and-services project, IDA-finL heed
sites-and-services and squatter-upgrading projects

Locatlon Firsi project Second project
Serviced plots Houses In Surveyed plols Hou in
upgrading areas upg radlsﬁaraas
Dar-es-Safzam 6182 ¥ 60G 14 1580 9135
Mwanza 1900 - .
Mbeya as0 1200 - &
Iringa - - 1770 1 085
Morogorg - 810 2 D5
Tabora - - 1338% 132
Total 8 232 8800 18 985 15811
Source. Tanzania: Second Nalional Sites and Services Project {Washington, D.C., Waorld Bank} lannex

1, 1able 3.

recoverny programme launched in 1386, and the
consequent availabitily of building malerials,
privala sactor construction activity has rapidly
picked up, with registarad small-scala
construglion firms increasing from 284 in 1985
16 362 in 1926, and to 405 in 1987

{e) Prablaims and consiralnts In flnancing
human gettlemants uaveloprnent and
management programmes

The problems characlenzing ihe inancing of
turnan selllements development and
management may, for discussion purposes, be
divided ino four calegories. national
demographic and macro-eConemic problems,
which together indicata the magnitude of
human setilements needs and the extant of the
available economic space for manoauvar,
problems related 1o specilic human seitlemants
policies; problems related to local authonty
finances; and problsms characterizing financial
institutions,

The nationa! populalion was astimated in
1988 to ke 22 million, of whom 86 per cent was
rural and 14 per cent urban. In spite of policies
aimed al decelaraling uran growth, particulany
of th& primale city of Dar-es-Szalaam, the
present rale of urbanization is high and is
estimated to ba 8.3 per cent per annum,
compared with the national population growth
rate ol 3.5 par gant. The eflect of the high rate
of urbanization is the creation of immense
prassures in terms of urban sheher-related
nagds. These pressurss hava beenworsened
by many macro-economic problems which have
greatly limited the capgacity of the economy as a
whole to respand more effeclively to human

selllemens needs, The Macro-economi
preblerms include:

{a) Tha declining prices of agricultura
commadities over the last two decades
have hit the econcmy hard, resulting in 4
munting debt senvicing ratic. The low Id
economic pertormance is reflected in an
estimaled GNP per capita of $US230 in
which places the country in 1he calegony

k hich

vel of

least developed nations:
{b} The public secior budget relies
external koans and grants, it being asti

cent of capital and investmant costs;

{€) The country has begn experiend
rapid rate of inflation, put al 29.9 per ce
June 1987. However, increases in the

general level of inllation. For example,
1986 and 1587, the cost of sleel increa
48.2 par coent, that of plywoed by 36.2
and that of chipboard by 34.9 per cant,

50-kg bag of cemeart wanl upr irom TSh
beginning of 1577 to TSh36 at the end
and then to THhS4 in 1881 and TShESD

wcal authorilies on the Cenral Govern
during and after the decentrafization pe

the magnitude of the investment in b
setllemenls have been very closely tied
determined by tha fortunes of the nation
economy as a whole,
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Twa specific human settlemenis policigs
adopled by the Governmeni in1he 1980s and
1970s have adversely affected the linancing of
human settlements development and
Manage ment programmes:

{a} The nationalization of buildings in 1971
had the eftort of destroying the privale sectors’
conlidence wilh respect to invesiment in
buikdings and other human seltlements-related
areas. However, since the recent launching ol
liberalizalion policies, sGme praviously
natonatized buiklings are being retumed 1o
ihair owners;

fb} The Rent Reslriction Acl of 1962
{safeguarded by the Rent Tribunal} imposed an
upper limit on annual rent payable of 14 per
cent of the total market cogt of construction of
the dwelling unittbuilding. The apphcalion of this
rasteiction has generally failed to lake aceounl
of changes in infarasl rales and tharefare,
increases in paymants to THE, of the temporal
apprecialion in the value ol buildings; and of
inflation and the consequent rise in cost of
repairs and maintenance of buildings. The
results of all this have been a reduction in the
rate of construction of housing, paniculany
remal housing, and general neglect of repairs
and mairtenance by landlords in an attempt to
make the renling ot housing viable.

Financial problems that have characterized
Ineal authorfties are:

{a) The abolilion of elected and autonamous
locat authorities during Ine decenralization
period (1972-1978) resulted in a severe
daplaetion of financial resources at the local level
and guickly led 1o the deterioration of urban
inlrastruciure and services, particularly roads,
waler supply, sewerage, reluse and garbage
collection and disposal, Tire protection and
malaria control;

() The decenlializatken period was
charactetized by wide spread flouting of urban
bye-laws and building regulations. As a result of
the attitudes which developed during this
period, local authorities have found il ditficutt to
enforce bye-laws and, more important in the
conlext of this discussion, 1o collact revenues;

{c} in gaperal tarms, there has probably been
an over- emphasgis on rural development to the
neglect of urban settlemens. This was
particularly so during the decentralizatien pericd
and the massive drive towards villagization
1owards the and of the 1970s. The presemn
physical infrastructure rehabilitation effort,
which is par of the recenlly adopled economic
recavery programme, is meant 1 reverse the
effects ol the last decade.

Some of the problems relaled to financial
institutions in are:

(@) There is crly gne inslitution specializing
in housing finance, the Tanzama Housing Bank,

{b) There is no stock exchange or sinilar
institution in the country, and THB has no
debentures or housirg bonds;

{¢) Qiher finance institutions, such as the
Co-perative and Hural Development Bank, the
National Bank of Commerce, the Tanzania
Invesiment Bank and the National Provident
Fund, are not legally allowed lo lend money 1o
individduals and institutions 1or house
construction or improvemeant, nor are they
allowead to linance or build houses for sale to
ihe public or olher insliiubions,

{dy The interast rate on THBE loans has
ingreased from 3.5 per cent in 1962 10 9.5 per
cent in 1977, 11 per cent in 19831 and 29 per
cent in mid-158% The ellecl of this riga in
inlergsl rales has been to push lermal heusing
finance out of ihe reach ¢l many people.
However, this trend kas been a relection of 1he
general stale of the national sconomy,
particularly the rate of nflabon.

{f} Possible Innovatlve meagures and
mechanismas to Improve and incraase
financlal rescurces for human setilements
development and managemeant

The [sliowing measures may be congiderad
with a view {0 Increasing the lliow of resources
inla 1he human sattlements sacior:

{a} In addition ko THB, alher financial
instituions, could be legally permitted 1o extend
lheir aclivities into human seitlements
developrment. For éxample, the Co-operative
and Aural Davelopmant Bank, which places
emphasis an the linancing of rural development
projects, could alse underake 1he financing of
rural housing schemes, as improved rural
housing shoulkd be seen as an integral par of
rural devalopment. The National Bark ol
Commerce could also extend its lending into
housing and services development;

{b) As in many olher countrigs, insurance
companies and pansion lunds could be
meobilised 1o tinance hgusing tor Lheir members.
The Mational Provident Fund (& pension fund
which govers aimost all workers apart from civit
servams}, the National Insurance Camporation
of Tanzania and the Govemment Penslgn Fund
{ihe largest of all pensicn funds) cauld have a
praporicn of their considerabie funds devated
o house construction and ather human
sattlements devalopment projects. The
Parasiatal Pznsion Fund {aslablished in July
1978 under the Mational Insurance Corparation)
could also be used lor the same purpose;

{c) Carefully worked oul user charges,
particulardy in ecducation and nealth, which are,
in Tact, being cumently considered, could go
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some way in improving 1he financial positian of
local autharities and of public revenues in
general;

{d) The restoralion ol confidence in the
privale seclor in general, and in the building
seclor in padicular, which has been initiated
with the launching of the economic recovery
pregramme int June 1988, could be accelerated
through lurther denationakzalion of buikdings.

(e) All parastatals could be encouragad to
Burild houses 1or their workers;

{1} The present policy of encouraging fhe
development and use of local building
maierials. 1or example b clay bricks, pith
Ihe help of the Small Industries Developnent
Organization, could be pursued even mgre
vigorously, This should help to bring 1hejeast of
building materials within the reach ol th
majority of low-inCcome groups.
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B. Asia
Case study 4. India

In 1988:89, the Government ol India adopled
threa public policy inftialves which collectively
provide a Iramework for the development o
human setllements. namely- Ihg formal
adoption of a Nalional Housing Palicy
Document. the publication of the tinal report of
the Mational Commission on Urbanizalien: and
the creation of a Nalienal Housing Bank, a
whiolly-owned subsidiary of 1he Resernve Bank
of India. The fundamental policy abjactive is10

", create an enabling emaranmens by
eliminaling consiraints and developing an
effictert and accessibie syslem lor the
delivery gf inputs to maximize hausing
efforts.”

As pointad out by the Chairman of tha
Housing Developmenl Finance Corporalion
(HDFC), the .. crealion of the National
Housing Bank symbaolizes the importance
placed...” by the Government of India ... an the
emerging h:ous'u'lg tinance nelwork and its
fulure growth.”

{a) Major sources of housing development
firance

Formal inslitulional finance tor nome
purchasing is still in its infancy in India.
Recognizing this tact, the Central Government
of Indla has recently embarked on a
programme of strengthening lormal housing
tinanca inslilutions, beginning with 1he creation
of he National Housing Bank. The exisling
major housing linance institulions and ather
sources of finance for shealter developed are
deseribed below, staning with 1he Nabonal
Houging Bank.

The National Housing Bank was created
during the course of the 1388/83 linancial year.
[Lis meant to be the principal agancy for the
pramotion of housing linance inslitutions
throughoul the counlry and is gxpectad 1o
provide financial and other support o thase
institutions., From its apex postion, the Nalicnal
Housing Bark is expacted to ensure the ordarly
growth and funclioning of the entire housing
finance system In India. As one of its tirst
measures, it has announced the home 12an
accourd scheme (HLA scheme). The HLA
schame ig anvisaged as an ingirurmend to
mobilize additiontal resgourcas from 1he public,

3 Hausing Davelapmant Finance Corparation, Twelft
Annual Repeit 1846-58 {Bombay, 198%), p.7.
A} T,

by encouraging lhem to save specilically for
housing. The schema, the launching Jate of
which was given as 1 July 1989, is to be
implemented in co-operation wilhy cemmengial
banks armd may he extendead to other housing
finance instilutions.

The Lile Insurance Carparalion of India (LIC)
financas howsing schemes, through loans, in
accordance with governmant pricrities, It
provides loans to different stale agencies, 1o
co-operative housing societies and 1o
individuals. By March 1982, its tedal contribution
lo housing devg!opment amounled to $US1.3
billien in loans.

Recenliy. LIC has also made a major eniry
into direct household mortgage loan origination.

The General Insurance Corporalion of India
{GIC) provides lunds to stale governments and
public sector undenakings for housing projacts.
By the end of 1981, GIC had provided aboul
SUS104 million for housing development, Like
LIC, GIC has alse recenltiy slarted direct home
loan onginations through a subsidiary company,

The co-operative housing seclor is made up
ol two tigrs consisting of apex co-cperalive
housing societies at the top and a larga number
of primary co-operalive hiusing socielies al Llhe
bottom,. In 1884, 1here were altogether 18 apex
cooperative housing sorislies and mare than
34,000 primary cooperative housing catering 1o
maee than 2.1 million people. Co-operative
housing seciglies derve their funds mainly from
LIS and the Housing and Urban Development
Corpaoration (HUBCO). By Jung 1582, apex
co-operalive heusing societies had sandioned
loans exceeding $USTO0 million for completion
of about 480 000 gwellings.

The Housing and Urban Development
Corporalion was setup in 1970 as a
Government-owned company to directly
underake or finance:

(a) Housing and urban development
Programmes;

(b) Development of new or salelite towns,

(c) Development of building-matenals
industries;

(d) Consulancy assistance for projects wilhin
India and abroad.

Table 12 shews HUDCO's tinancial scurces
and s 1ofal resources as al 31 December
1952,

Projects supported by HUDCD include urban
and rurai housing, sites-and-services schemes,
squatier upgrading, employee housing,

" 5PS.A Sundaram and G. Ahwa, "Housing palicy and
financial frameworks n Inda™, Hatial intermabional, vof. 8
{1984), No. 1, p. 79.
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Table 12, Indla, HUDCO financlal
resources, 31 December 1982 ($1S

milliohs)
Sourcetype of funds Amount
MNg-cost funds:
Equity 9
Inernally-generaled 62
FESQUrCES
Low-cos! lunds:
Govamment guarantead 183
bonds (debeniures)
Cosllier lunds:
Unsecured bonds th
Baorrowing from LIC or GIC 150
Total 463

Source. P.5. A Sundaram and GG. Ahuja,
*Housing policy and financial frameworks in

India”, Hahilal infarnationad, vol. B {1984), No. 1,

p. 85

co-operative housing, private housing, urban
development schemes, buitding-materials
marufacturing prajects and commersial
projects. Loans are advanced to housitg
agancies, development autharities etc., an
terms which include all inclughve cost ceilings,
graded scale of lpan assistance, differential
intergst rates and differential repaymen
petiods. By Decambar 1982, HUDGCO had
sanctioned 2231 schemes which woulkt help 10
house aboul 8 million people in 467 cities. The
cost of projects that # tinanced excoeded
$US1. 7T million, of which $US1.13 million had
peen commitied by 1984, About 55 per cent ol
HUDC O's resources are directed 12 low-income
househokds {ihose garning below Rs 600 per
month), while about 25 per cent of the
resources ara for middle-income housing

{Rs 601-1500 par maonlth).

The Housing Development Finance
Corporation {HOFC) started operations during
the 1977/78 financlal year. h is the only major
grganization in the private sector which
provides koans for new residential housing to
individuzls, groups, co-operalive societias and
gornpanies. HDFG had 19 branches throughout
Inctia by mid-1989, and, in addition, a
whally-owned subsidiary company, HDFC
Developers Limited, responsible for the direct
imptemenfation of HOFC's residential and
commercial accommodation projects. In
partnarship with other financial institutions,
HOFES also co-promotes tour campanies
operating in the development of human
settlernents namely, Gujaral Rural Housing

Finance Corporation Limited, Housing
Promofion and Finance Corporation Limnit
Can Fin Homes Limiled, and Infrastructur
Leasing and Financial Services Limited. |
principal scurcas of finance are: share capilal;
reserves and surplus; bends. home savi
plan deposis; domaslic koans frorm Army Group
Insurange Fund, LIC, GIC and its subsidi
the Industrial Credit and Investment
Corporation ol Indiz and Unil Trust ol ind#;

Guarantea Frogram, World Bank and
internatinnal Finance Corporalion. Table
illustrates the percenlage composition of

loans in 1984/85, 40 848 lecans in 188578
46,023 leans in 1986/87, 55,156 keans in
1987/88 and 49,6582 loans in 1988/29 -

akogeiher a 1olal of 302 872 khans qver

$US153 miilion. During the same year, th
composition of it5 loan approvals was: 71
cent for individual home ewrership and
cent 1 corporate and insiitutiogal sectorsfand
shon-erm finance developers.” HDFC h
*Home Savings Plan”™ whareby potential
housing boan beneficiaries are required ifsave
al lagst 30 per cent of the intended loan um
owver a two year paricd before applying 1ol 1he
Wan. The maximum ban repaymen peridd is
15 years. Home Savings Plan accounts afe
incraasing very fast and in 1388/88 alonepvent
up by 5400 (or 140 per centh.
Ciher housing tinance sources, for whigh
there are nc readily available figures, inclgde

Table 13. Indla, compaosition of HPFC
shareholders (Percentage)

Category of shareholder Shares Hela
Companies 3534
Individuals 26.19
Financial institutions 19.39
Barks 848
Insurance companies 440
Olhers 2.%0

Source: Housing Development Financd
Corporation, Twsifth Annual Report 1988189
{Bombay, 1989}, p. 5.

65 HoUsing Develcpment Financa Corporazion, of. of.
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Table 14. Indla, sources of housing finance: formal and informal

{(Percentage)
Source 1970/71 1980/81 1952/83
Formmal housing 1inance: o
Govemment budgelary allocalions 4798 6.0 797
Generallinanciat institulicng 405 5.69 6.91
Specialized housing linarce insiitulions 3.32 740 7.7
Informal housing linanca 144 65 80.01 7741

Source: V.1 Lall, "Housing financa in idiz” (September 1984).

Table 15. Indla, patterns of Inveatment in housing

(Percentage)
Plan period Investment In housing Public sector Private sector
as parcaniaga of 1otal contribution contributlon
Invesimant in
sconomy
First N 34.2 21.7 78.3
Secand 193 20 770
Third 14.9 27.4 726
Fourth 124 223 TET
Fitth 48 2z25h 775
Sixlh 75 11.5 a8.5

Source: National Buikding Organization, Handbook of Housing Siatistics (Delhi, 1980), quoted in 5.
Gopalan, "Policies and siralegies for mobilizalion of savings tor investment in shelter”, presented al the
National Workshop on Housing Finance, India Institute of Public Adminisiration, New Delhi, 4-5 March
1986, p 12

central and state government housing loans for propety,; and (£) bomowings from friends,
govemmenl employaes, commarcial banks relatives aned inlormal maney lenders. Intormal
(natighalized) and informal sactor sources_ In money lenders supply short- to medium-term
the absence of a malure and widely accassible gredit, with notional rates of interest ranging
fermal institutional finance sector, the intermal from 15 to 36 per cent, or even higher.

housing finance secler is the principal source Table 15 shows, for each live-yvear plan

far the vast maijority of Indian peocple. it is pericd, the percemage of toial investment in the
estimated that 77.4 per cant of the total economy taken up by housing, the proportion of
rasources annually invested In the ;\ousing total investment contributed by the public
sector come from informal sources’ (See table seclor, and the proportion of total invesiment in
14} Informal sources include: {a) housing contnbuted by the private seclor. As s
seff-generated respurees such as such as cash shown in the table, 1he perceniage of toial
savings, bank deposils and savings in kind investment devoted 10 housing has declined
{building matenals), (b) disposal of personal signiticantly, from 34,2 per cem auring tha first
assets such as jewellery, land and agricutiural pan period to 7.5 par cent during the sixth plan

period. Atthe same time, the propodion of
7 PS A Sundaram, "An institunenal lramewaork lor
higraging hnance in india”, Hal¥tal Inleraational, val, 12
{1588), No_ 4, p. 25, BF Mhid.
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wwasiman in housing accounted for by the
privale sactor has fuctuated batwaen 72.6 par
cant and 85 5 par cant.

{b) Maln conatratnts In financing housing
development

Far conveniance, the consiraints inlinancing
of housing development in India may be divided
im0 thras categories: problams which rellect the
magnifude of tha task that has to be achieved:;
problems to do with the affordabilily of existing
formal housing finance; cost recovery and other
assontad problems. These are summarized
balow.

{1) Housing needs and financial
implications

Inddla iz the sscond most popubkous and
seventh largest country in the world. The 1581
population census put tha total hational
populaiion at st over 580 million and i is
gstimated that the 1 billion mark will have been
crossed by the yaar 2000, Of the curment total
popuiation, 78 per cent resides in rural areas,
comaining about 600,000 villages, while the
remaining 22 pear cent Ives in about 3245
urban setilamants. ™ Cf tha 159.7 million people
residing in urban areas in 1581, an eslimated
42 million resided in only 12 urban seftlemens,
Bombay, Cakutla, Madras, Delhi, Hyderabad,
Bangakoro, Lucknow, Nagpur, Jaipur,
Ahmegabad, Pune and Kanpur. Abai 33
millicn people in the whola of urban India Eve in
slum conditions - about 20 per cen of the 1atal
urban population - and the proportion is higher
in large cities ke Bombay and Cakuita. H has
besn estimaled thal the gap between demand
and supply for housing in the country was
around 24,3 million in 1255 and that the tigure
coulkd g up 10 36.9 milhon by the turn of the
camury. The average annual addition 1o the
housing stack is abaut 1.5 million units. H 1he
goal of shatter 1or all by the year 2000 is to be
realized, 4.5 miflion d-r.r‘enlling units par year
would have to ba buill. ™~ A Working Group
appaintad by 1he Planning Commission has
indicated that invasimant in housing has 1o be
tncreased from $U513 Billion 10 $US37 billlan
over the next Jour five-yaar nationai
development plan periods if an acceptable level
of provision is to be realized. it is 1hen claar that
India’s housing 1inance systam faces a1ask of
immensa propariions.

&/ P.5. A Sundaram and G, Ahuje, o cit, p. 75

1% & Gopalan, "Policies and siraegies for mobilizaton
of savings for investment in shetter™, paper presanied at the
Mesonal YWorkshop on Housing Finance, tndian Insttute af
Public: Administration, Mew Delhi, 4-5 March 1586, p. 2,

{it) Affordabifity of axisting farmal lingnce
BOLICe s

As already pointed out, there hardly exigted
anything apgwoaching an organized housi
finance system in India until afew years a
and, for this reason, instituvlionally mobiliz
linancial fliows into housing constituie a v
small proportion af existing neads 'n addi
has been astimated that the cheapest pu
housing cannot be afforded by about 60
cent of the population of most cities.

Tha housa price t0 hoLsehold income

housing remains expensive, imiing the
affordability &t market related housing fina

In addition, input costs of heusing
development, especially iand, are axtra
high in India, particutarty in the large chies
Consequently, bousing for the poor has tope
confined 10 areas where land is either
govemmant-owned or publicly acquired fof the
purposa. This tands 1o limit major gr‘rvata sactor
initiathzes in low-income hwsing."

(i) Cast-recovery problems

In many Indian cilies, public housing lerams
are running huge arrears. For example,
analysis of the recovery position of the vanous
kinds of loans given by the Kerala State
Housing Board has revealad the following
patiem. Intheg case of keans 1o kigher ince
groups, the loan recovery rate is 60 to 70
cant, while i is 50 1o 60 per cont for
middle-ncome groups, 3010 40 per cent igr
low-income groups and only ?.q per cent
economically waaker sections.”~ Poor loa
reccvery has begn parily blamed on two

Cause a greai vanance between initial
estimated cost and final ¢ost of housing urf
thereby pushing many unils away fromt

afiordable 1o the unattordable categorias,
Sscondiy, in tha past, govemmeant has beqn

“... a welfara ariented agency doling o
grants 10 paople. The grant syndroma & 50
much inbuikt in the minds q lha peoplatthat
1hay do not expect to pay”.
fiv} Oitrer probiems
The housing-dalivery sysiam in India tegds to
be characienzed by relatively small-scale
buikiers rather than larga-scake constructign

" 1 ILsthq Devaloparent France Corporkon, o,
N2}
124 dbicd.
135 Gopalan, “Adminictraion and ot n
elacting cosl Fcovary Uncer pabilc hods(rg
paper praseniod ab b Nabonad W on Housi
Finance, Indian Institute of Public Adminisiration, Now Delbi,
4-5 March 1984, p_5.
14/ Jbwd, p. 8.
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companies. This removes the banafits that
might be derived rom economies of scale,
madular construction and industralized
techniques. This situation is partly a resull of
the non-availabitity of larga tracts of urban land
for lamge-scale residential housing developmen.

While the group housing concept is
espoused by virually all state governments,
some of tham de not, ironically, lagally
recognize individual ownarship of flats or
apartments in group housing, making it difficult
for members to oblsin martgage kans.

(e} Possible Innovative measures and
mechanlams for Improving the fow of
financial resources In1o shelter deveopmant

The measures and mechamisms outlined
below arg maant 1o help stimulale the private
sactor inlo providing more financial resources
1or housing, improve loan recovery rates and
generalty ancourage 1he generation ol mare
instilulional and accessible financial rasources
for shefter, Many of 1he suggested measures
are interrelated and soma of tham have already
baen suggested by a high-leve! working group
appointed by the Govemment of India (o
examine ways ahd fMegns of stimulating private
housing development. ™ Indeed, some of these
measures and mechanisms have already baen
initiated in the last few years, and whara 1his is
the case, a bnel [ndication of 1he inttiatives
already laken is made.

The creation of a specialized housing finance

instiitian with a three-tler organization (at the

national, stite and lacal lavels) couid heip to
mobiliza more savings and to originate more
housing loans. Because of the paucity of
institutional housing finance in India, any
maasas designed 10 expand the savings and
loan crighation process through a wider
institutional natwork woukl be weicome. The
specialized housing linance insiitution wouid
also be able to operate in the capilal market in
order to mobdize additional rasources. A star
has been made with the creation, during 1he
138889 tmanclal year, ol the Natienal Housing
Bank, which immediztely announced its
intention 12 include the commercial banking
systemn in 1ha dirgCt Ioan onginalion process
through some 55,000 branchas throughout the
country. I this matarializes as planned, it wouk)
indeed constiule a significant advance. Thera
have also recently bean some indiatives by

" spme commarcial banks 1o eraala housing

finance subsidiaries, either jointly with existing
housing finance institutions or on their mnrq ta"
of which are vary welcome developments.

15 P.S. A Sundaram, k¢, of., p. B3,
18 Houeing Detvelopmant Finance Corporation, op. of,

The provigion of some fiscal incentivas with
respact to savings, investments and
transactions relaled to sheiter devalopment
would be useful. Such measures might inchuds.
tax exgmplion on aamings from investments in
housing finznce instiutions and lear-linked
deposils, capilal gains tax exemgticn on the
sale of urban tand !or housing deveopment;
and reducticn of stamp duty and regisiration
charges on tha sate of land and houses.

Greater regirculation of available financral
resources could be atlaingd through the
introduction of refinancing systems, such as a
sacondary morigage markat, and also through
the introduction of morntgage insurance. The
streamlining of conveyancing and loraclosure
instruments would also help in tacilitaling 1hae
housa linancing process.

The promaticn of the use of provident fund
accumufations and group insurance
comributions lor the construction of houses, for
membars and for ganeral disposal, would help
in atiracting more financial resources into the
human sattlemenis sectar.

1 would be helpful to incorporste appropriate
provisions in ihe Rer Conrol Act to gnsure that
rents not only cover the cost ol maintenance
and repalre bul that thay ensure adequale
reium on investmeant as well. This would
encourage the private sector to produce morg
rental housing.

Tha Apartmam Cwnarship Acl could be
mexdified to ansure that flats or apartments
ownad by individuals are morigageable and
transierable.

Tha adoption of low-cest housing designs
and use of locally available building malesials
should be encouraged in prder 1o make housing
units mare affordable, paticulary 1or 1he low-
ircome groups. Some significant work is
already being done by the Bousing and Urban
Cevelopment Corporation (HUDCOY, involving
1he use of hambog-reintorced mud walls and of
compasita bumt or sun-driad bricks.

Becausa of tha very high cost of land in large
cilies, gOvermmeant (Central, state and local }
should andsaveur to acquira large tracis of land
¢ be made availabla, on favourabla temms, 10
private seGlor developars and co-opérative
housing groups for large scale developmant of
low-cost housing. in fact, any measuras
dasigned to increase the supply of land for
kKw-cos1 housing woukd be welcome as there [s
a great need 1o improve the affordability ol
urban housing, paniculary for the low-income
groups.

A widar uze of Wan-linked savings schemeas
should be encouraged. The Housing
Development Finance Comporation (HOFC) has
already inttiated a schemo of this nalurs which,
a5 pointed oul earlier, is proving 10 be vory

2



popular. The newly created National Hausing
Bark has already anncunced a "Home Lgan
Account Scheme™, 1o be implemented
nationwide through commerclal banks.

Also to be encauraged is 1he increased vse
of loan repayment methcds designed o help
young bormowers who have a good projectad
career path. HOFC, for example, has
introduced & number of schemes: the “Step-Up
Repayment Faciity” (SURF); the “Telescopic
Loan Pian” (TLP); amd the “Shon-Term Bridging
Loan” {STBL) scheme. These have helped
youngar borrowers, whose payment capacity at
the lime of 2vailing themselves of a lpan is Mol
vary high, to obtain larges Igans with Iaweql
repayment instalments in the initial years,

Greater elons should be directed towards
linking housing davelopment and empioyrment
generation. It housing development is designed
10 increase employment levels, then grealer
employment will result in increased incomes
and increased incomes in grealer savings,
which can than be ploughed back into shaker
gevetopment 1hicugh an enhanced capacily 10
cansume or pay for shelter and refated

1 fhid.

services. Tha intggration of housing
programmes wilh olhar incoma-generating
programmes would also ensure the ability gi
households to pay back housing loans.
Finally, a number of mechanisms may b
employed in order to improve the efficiencyo!
cost and loan recovery. These include:
{a) The decentralization of loan recollectjon
points through the use of the very widesprefad
primary co-opcrative banks (as tried in Kergla
State) and village level funclionaries of the
State Revenue Departmertl [wha coukd be
given & small percenlage of the loan collec§on
as an incentive),
(b The collection of foan inslalments ¢ p
seasqnal basis, particutarly in the case of rgral
lvan beneliciariss who depend on seasona
gcoupations such as agriculture and lishing;
tch The channelling of loan repayment
through the organizations wihich the loan
beneticiaries deal with cccupationally, sucH as
1he coir co-cperalives (where colr warkers
purchase raw materials and sell their finishgd
products), lishermen's co-operalives and
hangloom co-operatives,
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Case study 5. Pakistan

{a) Scope of the human settiements
sactor as percelved in Paklstan

n the context of gavernment budgeting in
Pakistan, the seclor which constiutes the core
of human setllements is the physical ptanning
and housing sector. The seclor covers the
cllowing: housing, physical infrastructure,
including watar supply, sewerage, local reads,
electricity and gas: and land for ail thase
activities. The sector also includes services
such as refuse collection and disposal and fire
protection.

Ciyiside this core of human sattlements
activities are ralaled social infrasiructure
facilities and activities such as health,
erducation, recreation and commercershopping.
These tacililies are financed through sectars
pther than the physical planning and housing
sechor.

A third calegory of aclivities which, although
not directly par of lhe human saillemants
definition, are closely connected with buman
settlemeants development are; {a) agriculiure,
which compeles for rural land and provides the
main aconsmic base 1or rural human
seftlemants; (b} industry angd commence, which
compete for land and provide part of the
economic base for urban settlements; and (¢}
transpon (road, rail and aicy, which is tself a
land-use activity, linking legethar human
setfllements.

{b} The sources of financing for human
settlements prog rammog (from differant
levals of government)

Within the public sector, revenues arg
prncipally derived within the public sactar,
revenues arg principally derived from taxes
(direct and indirect) and user charges. At each
ieval of govermnmenl, revenues arg provided as
1ollows.

{a) Federal Government: Revanues, dervad
{rom taxes, are allocaledto different seclors of
1he econamy, Tollwing Lhe general provision of
live-yaar national development plans.
Allecations for the core activities of the human
settierments sactar arg made through the two
divisions ol the Ministry of Housing and Works,
the Planning and Development Division and the
Envirgnment and Urban Affairs Division. Other
aliocations which feed into human setllemants
davelopment are macde Lthrough the Ministry of
Defence (which cantrols and manages the
developmant of all cantonments}, the Ministry of
Industry fwhich includes a Commarce Division),
the Ministry of Health, the Minisiry of Educalion

and the Ministry of Local Government and Rural
Cevelopmeant.

fh} Pravincial govemment: Pakistan has four
provinees, Punjab, Sind, North-West Frontier
{NWFPY and Baluchistan. Provincial revenues
are darived fromiaxes and tees (33 diflerent
sourcaes which arg also shared with lacal
authorities) and granle Irom the Central
Govermnmenl. The pravincial level is made up of
institutions similar, or parallel, 1o those al the
tederal level, the difference being that these
institutions are mare implementation-orgniad at
the provincial level. Of particular importance
fiere are ihe Housing, Physical Planning and
Envirgnmeantal Planning Dapaniment and the
Public Health Enginearing Department, through
which most of the human settlemaents
development funds are channeled.

(c} Local gevernmeni {urban and district
counciis): Table 16 shows Lhe revenus SoUrces
ol urban and rural councils in Pakislan. The
main revenua spurces are laxes, tolls, lees,
rates, cesses, remunerativedincome-generating
projects and granis from the Central
Govemment. Local authorities pertorm tha
usuzl human setllements tunstions of land-use
planning, davelopmant control and the provision
and maintenance of both physical and social
infrasinucture and services.

There are a/50 Semi-autonNomous
erganizalions which provida finance for human
seftlemenis developmenl programmes, and the
principal ones are as follows:

(a) Davelopmem aulhorities, which are
upgraded improvement trusts the and whose
funclions of which are broadly similar 1o those
of kscal autharities;

{b} Improvement trusts, the functions o
which include the servicing of development
sitas, the construction of new housing and
urban renewal and beautification;

{c) Canlonmeni boards, which are in charge
of the planning, development ard management
of military cantonments tying at the periphery of
towns and cities.

{d) The Holsing Building Finance
Corperation, which provides assistanse {or
touse building. Its revenue sourcas include
term deposits, loans rom the Stale Bank of
Pakistan (on g profitloss sharing basis), loans
fromihe Federal Govemment, deberures and
bonds issued o insuranca campanias and
banks (with Federal Govemment guarantes)
and recovery of cutsianding Kans;

(g} Mationalized commatcial banks (live oul
of ihe 1o1al of 22 commercial banks) which have
a wide network of branches and over 16 million
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Table 16. Paklstan, structure of urbarn and rural counclls revetiues

(revenue in PRs milions and percentages in parerthesas)

Source 197879 197980  1980/81  1981/82 1982/83  1983/84
- (&) Urban counclls
Taxes, tolls, fees, 1264.0 1683.0 18045 21923 27751 3094.6
rates and cessas,
(88.21) (90,204 (B5.40} (84.80) {B6.46) (84.83)
Remunerative prajects 18.6 87 42 4 453 a4 518
(1.37) {2.07) {1.91) (1.77) (0.98) {162
Grants 720 69.9 887 86.6 1208 719
{5.02) {3.74) {4.00) {3.35) {3.77) 3.19}
Cthers T74 74.4 182.8 2a0.2 2823 334.0
{5.40) (3.99) {8.69) {10.08) (8.79) (4.36)
Total 1433 .6 1866.0 22183 25850 3208 .5 3568.3
{100 {100} (100 (10Mm {100} {10
{h) Rural counclls
Taxes, tolls, lees, 1558 271.3 4323 5e27 607.0 8742
rates and cesses
(66.73) {77.14) {69.65) {7210 {6255} (7d4.48)
Rumunerative projects 2.0 8.6 3.7 135 18.2 45
103 {189 (0.6 {1.91) (1.88) {80}
Grants 108 T0.7 136.7 119.6 1858 143.0
{4.85) [20.08) {21.97) {16.49) (20.18) (14.30)
Cthers 54.5 a1 45.4 68.9 1453 104.7
{24.39) {0.89) {7.78) (9.50) (1538} (1442}
Total 223.4 3518 622.1 725.0 970.3 3344
[100; (100) {100} (100 (100} {100
Grand total (3 + b] 165? Q 2217.8 2840 .4 3310.0 4179, ? 4600.5

Sowrce: Muhammad Shakir ﬁhmed “Local government in Pakistan - a short working paper" Islamal

Gavernment of Pakistan, (Ministry of Local Government and Aural Developmant, 1 $86).

ad,

persanal accounis. These provide housing
credit, predominantly lor middle-income groups;

(I} Employer financing, which covers both tha
public and privale sectors. Through this
methed, employees are provided allowances,
bans angd advances (oitan generously) for
house building.

{¢] Propertion of gowvernment ravenue
direcied 10 human sattlemeanis developmend
and managarent aclivities

Table 17 shows 1he gverall compaosition o
developmeni expenditure in Pakistan overihe
last threa decades. As shown intha table, the
proportion of davelopment expendiure devoted
to the physical planning and housing sector has
declinad [rom 10.38 per cent of tolal

devalopment expendilure during the 1555-1B60
Tive-year plan panod 1o 5.24 per cenl during/the
1583-1986 plan period. However, the
parcemage o development expendilure
accounled for by both physical ang social
infrastruciure comblned has steadily ingreaged,
as shown in tabla 17,

(d} Contribution of the private sector te
financing of human ssttlemanis
programmes

Private finance in Pakistan is mostly invegled
in house building, while public funds are mogtly
invested in infrasiructure and sfum upgradirg.
Talde 18 shows the total public and private
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Table 17. Pakistan, composition of development expendliure

nfrastructure

{Percentages)
Sector First Flan Second Plan  Third Plan MNon-FPlan Fith Plan Sixth Plan
period alkocatloon
{1955-19607 [1960-1965) (19651970} (1970-1980) (19785-19583) ({19683-1958)
water 19.93 4334 3418 16.96 102% 1107
Energy 12.48 1219 13.33 18.32 25 34 417
Transpon and 22.21 1504 19.00 20.72 2z 08 15.83
commumcaln
Physical 10.38 9.02 529 7.53 587 £ 34
planning and
housing
Education and 477 437 426 4 h6 3.68 584
labour
Health 156 1.64 213 KR E 299 4.48
Fopulatian 0.08 1.10 1.09 .39 .79
welfare
Programme
Percenlage of total developmenl expendilure
Physical &5.0 79.6 70.89 63.52 B4 48 76.41
nfrastructure
Social 6.33 8.1 7.449 8.80 706 12.11
infragtructure
Toal 71.33 85.7 73.38 72.33 71.54 28 .52

Source. Asian Developmeant Bank, Pakistan Urkan Seclor Profife (Manila, 1905).

sector finangial outlays in the physical planning
and housing sector, plus all the athar sectors
{lor comparative purposas), since 1970. As
shown in the Lable, private sector contribution
hias risen steadity from 60 per cant during the
1970-1878 period, to 68 par cenl duting the
1978-1482 peariod and 1o a projecied 74 per
cenl during 1he 1983-1988 period. Contributing
3 this growdh ol the privalg $&c1or's
participation has tbeen the increase in the
construciion of privata housing due to 1the inflow
of remitiances from Pakistanis warking abroad,
rzal estate being a popular invastment area.

{e} Problemns and constraints In financing
human settlements development and
management programmes In Paklstan

The problerns and constraints which
characterize the ﬂnancing of human setiamanis
development and management programmes in
Pakistan may be divided into three separate
categories: those réllecting the magnituds of
human settlements problerms, in terms of needs
and demand 1or shelter and ralated sattlemeand

services and facilities; macre-economic
problems, which conlexlually delermine the
overall effectivenegss of human seillemeants
finanging mechanisms,; and problems specific 1o
human selllemenis finances.

{§} Extent and magnitude of sheltet heeds
and demand.

The cumenl total population of Pakislan is
estimated 19 be 107 million, of which 31 millien
is urban. i is estimaled that the tolal population
will have grown to 150 million By the year 2003
and by that time urban areas will account for 58
millian, representing 2n increase of 27 million
on the present urban papulation. At present,
mara 1han 50 per cenl of Pakistan's urban
populalicn is concaniratad in the three primale
cities of Karachi, Lahore and Faisalahad and it
is 1these primale cities Ihat are likely 10 accounl
tor much of the prejecied increase in urban
poputation. Clearly, with a doubling of the urban
population avery 10 years, the staggening
implication is that almost ancthear urban
Pakistan will have to e built during the nexi 14
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years. This is the daunling challenga which
Pakistan's finance system has 1o 1ace.

The annual requirement for shelter,
conseguent upon population increase alons, is
currently put at 240,000 rural units and 175,000
urban units. The present provision rate only
caters for 40 per cent of this total annual
requirement. Thus the magnitude of shelter
needs is gong to be compounded with gach
hew year, unless significant linancial rescurces
are channeled into the development and
management of human settlements.

{i) Macro-economic problems

Fakistan has experienced a steady decline in
the proportion of GHP devoted to investment
spending, from 15.8 par cent in 1969/70 to 12 6
per cent in 1982r3. This has largely besn a
result o a sharp deciing in privale lixed
investment, from 7.3 par cenl of GNP in
1969/70 10 2.8 par cenl in 1982/83. This decline
hag affected all sectors of the econcmy,
including human setifements,

In 1988/53, national savings siood a1 12.3
per cent of GNP, having deciined from 13.3 per
cent in 1587/88, Pakistan's [svel of national
savings is very kow, compared wilh 21 per caenl
in India, 24 per cent in Indonesia, 15 per cent in
Fhilippines, 2% per cent in Thailand and 22 per
cent in Turkey. A combinalion of 1actors has
been blamed for this state of atfalrs, including
CONSPICUOUS Privale COnsumption, rising public
expendiure, and slagnating public revanue
reahzation (particularly from 1axes).

Budgetary deficits have conlinued kb rise at
both Federal and provingial levels and the
consolidated ligure for these two levels of
governmenl stood at 9 per cent of GNP in
1988/89,

National lorgign exchange reserves and
remAtancas from Pakistanis working abroad
have also been declining, contributing to 1he
general economic hardship. By the end of the
1988/89 financial year, foreign exchanga
reserves had dwindled to a balance equivalent
e two weeks’ imposds. From a peak of $US2.8
Lillien in 1582/83, remitiances from Pakistani
workers abroad had declined to $US52 bilion by
1987/885.

Rising inflation and continuing devaluation o
ihe Pakistan rupee have also adversaly
affecled the parformance of all sectars of the
economy, including buman selkements. Whila
in 1982 the exchange rate stood at $USH.00 =
PRs9.90, it had fallan 1o $US1.00 =« PAS2Y .15
by 1989, repraseniing a 114 per cert
devaluation.

Finally, Pakistan is experiencing large scale
unamployment and its econemic hardships
have in recant years alse baen agaravated by

the mourtding expenses on over 3 million
Alghan relugees.

{ill) Problems specific ta human
seitlomerni inances

As already painted ouwl eadisr, Pakisian as a
whole is experiancing immense problems of tax
evasgian, ¢stimated (o amount to anything
between PHs20 billion and FRs40 billicn
annually. This has contributed to stagnation in
public revenug realization, parlicularly at the
tevels of governmaent involvad in 1he
implemantation of human settlements
development programmes, namely, the
provincial and lecal government levels.

With respect to the provincial and lecal
levels, a specitic problem is ineflicient 1axation
of urban immavabie propary, the backbore of
municipal finances. Probtams with this 1ax
include: lack of assessment of rental values lor
lang perods of lime (tax is levled on gross
annual rental value, ((GARVY) of the
praperyiand, less 10 par cent for
maintenance); an ineflicient and inequilable
assessment of GARY based on notienal value,
guided by comparative valuations, and very
much deparding on the discretion of the
assassing official; large differentials, sometines
as high as 1:10, betlween owner-occupied and
rented properties, resulting in low yield - given
thal about 85 per cent of urban properies are
owner ocoupied; and the fact that 1he proparty
1ax 5 ot levied in all towns and cities,

Another problem in the public sector is 1he
very high degree of linangial centralization. with
90 per cenl ol lota! public revenues aceruing to
the Federal Government and only 7 per cent,
and 3 per cent io provincial and local
govermmens respactively,

A very significant {though sensitive) probfem
ks 1he exemption of agricutture from income 1ax.
Rich land-owners have immensely benefited
from this sitvation. The present exemption has
also encouraged tax evasion, with incomes
from other taxable sectors being declared as
agricuttural incorme.

As already pointad oul, the proponicn of tha
national butiget allocated to the physical
ptanning and housing sactor has been on the
decling when, in fac, i shoufd have beenon
the increase, given the very high lavel of sheler
demand and needs highlighled earlier.

With respect to the private sactor, ihe first
problem is that there i a large amount of
{sometirmes ill-getten) money circulating in the
informal sector which has not been properky
hamessed,

The second problem with Pakistan's private
seclor, partly linked 10 1he problam above, is the
ahsence o1 fraditional financial instilutions, such
as buikiing sociaties, capable of hamassing
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financial resources countrywide to the benefit of
human sefilements develgpmenl.

Finally, ancther problem ralates to the
untapped potentiat of 1the capital market (stocks
and capital igsues). In fact, the amount of
capitat issues sanctionsd By the Controller of
Capilal Issues has sharply declined in recem
yaars,

{f) Possitle Innovatlve measures and
machahisms to Improve and Increase
financial resources for human sefllements
development and management

Possible innovative measuras in Pakistan
may be divided inlo three broad categories:
1irs1, those measures designed 1o Increase
public revenues, thatl |s 1ax reforms at the
different levels of government; secondly, those
measures aimed at ihe crealion of new sources
of public revenue; and, thirdly, measures
gesigned to mobilize and organize private
sector finance affectivaly. While this
categorization is convenient far discussion
purposes, the proposed measures do Tragquently
overlap and are not mulually exclusive. For
example, public sactar instdulions (such as a
natipnal bank) may conslilute the channels for
the mobilization of private money frem bath the
format and tha informal sectars.

(i} Tax reforns at different levels of
government

At the lederal level, the lofiowing general
measures may be employed in grder o
increase tax realization:

{a) An cutreéach approach, involving the
implementation of Agerous survays and an
effective information system aimed at enlarging
the total number of taxpayers could be pursued.
Thig has already bean initiated by the Federal
Finance Ministry and is likely 10 go some way to
rechazing the level of tax evasion;

{b} Narrowing 1he gap between direct and
indiract taxation to about 50:50, from the
present 18:82 ratio, is likely 1o be more
eguitable and 10 bring in more revenues,

At the provincial level, the lollowing tax
reforms may be considered:

{a) Effectve realization of the capital gains
tax couid be ensurad through the imraduction of
a mster or register of propeny fransactions and
ol irequent market surveys aimed al
establishing yardslicks on land and propeny
values, in order to ensure realistic vatlue
declarations;

ib) The lax on professions and callings could
ba tightened in order 1o take account of a wide
variety of sotupations (mainly seli-empioyed)
which have emerged in recant years,

At the local-governmant level, tha ioliowing
reform measures may be considered:

(&) For purposes of equity and greater
reallzaton, a more selective enhancementfol
rates on luxory and loreign imported goodd with
respect to octroi could be considered. {Octfoi is
a1ax on import of qoads and animals for
consumption, use or sale.},

{b) A serigs of improvements wilh respegt to
taxation of urban immovable propedy couly be
implermented. These are as {ollows’

fiy Frequent reassement of land and
properties gn the basis of currenl markkl
valugs. Apart fromincreasing taxesto b
more realistic level, this reassessment pill
also constitule the basis lor more eleqive
realizalion of capial gaing tax and
delermination of user charges;

{m Inlroduction of & more systemalic
approachic propenty valualion (1o enakle
the above frequent reassassmen) thrgugh
model schedules prepared on a poinis
system by dalinealing various 2on&s ¢
propety. taking into account locationa
details, size of plot, frenlage, type ol rgad
along the frontage, quality of services, pear
of construction (wilh an allowance lor
ahnual depreciation) and mode of
censtruction, including type of materialand
current eonditian

(il Gradual enhancement of tax charges,
following reassessmeant - gradual inargerto
aven he public protest likely to result fom
sudden steepincreases;

(iv) Levying of the property tax in all
municipalities;

{w} Inclusion of federal and provincial
govarnment BLildings which are curreft
axempted from propery tax;

{vi) Redustlon of the parcentage of properny
tax retained by the provingal gavernmgnts,
imom the prasent 15 per cerm 10 a leveljust
enough o cover collection charges ingurred
at ihe provincial favel, with the rast baipg
decentralized to kocal authorilies;

{e) The cumrently rising budget delicit atfhe
tocal-government level could be significangy
recluced or eiminaled if a policy of wll cod
recovery (hoth capital and operating costs|
ware to be adopled with respect to user sqrvice
charges and rates,;

{d) Pan ol the antertainmernt tax, as wal as
toll1ax on

bridges, collecied at the provincial levehcoukd
be returned to tha municipalities from whigh
thay are collected, thereby further enhancihg
tinancial decertralization;

(e} Tax and rates asrears could be imprpved
through, tor example, 1he granting of legal

¥
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powers to the administralive heads of
municipalities for cancellation of leases of
occupants found in persistent viglation of
tenancy agreements. This should go some way
in recovering the current huge arrears;

() Fines realized by counls on account of
oflences under local govermment laws could be
paid to the relevant local authorities in order Lo
improve their financial pesition.

The measures proposed above should be
accompanied by ingrovements in financial
management, particularly wilhin local
authorities and special developmant agencies,
including: the integration of financial planning
witl1 physical/spatial development planning
Through, tor axample, the concept o medium-
term “Capital improvemnent programming”; and
impraving the prolessional qualifications of
dlficials employed in finance departmeants.

{1} Greation of new sources of public
revenuas

The flaating, ty governmend, of housing and
inrastructure tax-free bonds, without any
scrutiny of ihe sources of tinance, could help in
lapping finances fram ihe inlormal seclor.

The Tloating, by provincial governmeants and
development agencies, af "Modaraba
certilicdles” could halp in mohilizing linancial
resources for housing and infrastruciure
development and would also encourage the
partigipation of privale companies in urban and
rural development. "Modaraba” is an Islamic
concept of banking which means purchase of
participalion term certificates on an Interasl-iree
and risk-boearing basis, with the return on the
savings of members or certificate bearers being
derived from investing in tinancially sound
projecs, capial appreciation and long-term
growth.

Angther additional sourge which could be
congsidered s the investrment of insurance
mengy by the State Lite Insurance Corporation
in the Human Settlements Fund {proposed
below], particularly for short- and long-denm
linancing ol housing and inlrasiruclure projects.
The Corporation currently has a vast potenlial
of resources and a signilicant proportion of its
investment pornttolio could be used for 1his
papase.

Finally, {he establishment of a Human
Settlements Fund could be considered. The
tund would draw ils finances from floating
shares in the open market/sale of equilies,
proceeds from eslate duly, capital gains 1ax, gil
tax, and insurance money as proposed above.

(tif} Mobifization and orgamization of
privale seclor finance

A number of measures designed to put
legether an incenives package for private

sector invesiment coutd be considered. These
coukd include the following:

{a} tnvestment, by individuals and 1he private
sector, intha Human Setllerments Fund should
be free of scrutiny, in terms of 1he source of
finances. This measure could attract substaniial
finanGial resources Irom the privale sectar,;

{b} Proceeds from all invesiments in the
Human Sefilemant Fund by Pakisianis working
abroad coukd be made repatriabla in foraign
cufrency in arder to further atiract finanze irom
this source,

{c) Present fiscal incentives relating to
income, customs, imports, gxports and tax
holidays could be oriented towaras investment
in human seliiements development, particularly
in manulacturing of building materials, house
construction and stum upgrading and urban
renewal;

{d} Cevelopment agencies ¢ould make
special provision for incenlives in their
development schemes through the oter of siles
al marginaly discounted prices [or large scale
housing, indusirial and commergial
development projects;

{e} All mortgages against institutional
housing and infrasiructure loans coukd be
exempted fram stamp duty;

{1) Propery tax holidays could aiso be
gramad lor reconstructad buildings for 2n
appropriate initial period. This would, in the
short-lerm, encourage urban renewas and, in
tive hong-tarm, increase the yield from propery
tax.

The linal set of measures which could be
considered revolve around the creation of
institutional facifies and mechanisms lor
private financing. Among possible measures
are;

{a} The establishment of a Human
Sehllerngnts Credit Advisory Committes. The
Committee woukd be chaired by 1he State Bank
of Pakisian and would represent key federal
and provincial ministries, as wel as gthar
concemed agencies. The Committee colkd be
charged with. assessing long-term and
shonerm requirements of cradit for human
settlernents; supervising and monitoring the
flow and elticient ulilzalion of credit tor human
selllements development, in line with defined
priarities and largets; devising ways and means
of strengthening the fiow and recovery of credit
and suggesting measures for the efiicient
functiening of the credit instilutions on a
continuing basis,

{b} The creation of a Nalional Settlerments
Development Bank, as a public sharehclding
company and aglonemous comperale body. The
Bank’s functions would be: 1o promote hou 5ing
and Infrastruciure development; ko administer
the nalipnal Human Senlements Funa
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(proposed earlier); to encourage savings from
all possible sources (beth formal and informal);
to initiate the tormation and regulate 1he
operations of savings and mutual guarantee
associations (proposed below), co-operative
sacieties, and home savings insitutions in both
rural and uran areas; and to gram loans and
credi facililias 1o development agencies and
privale developers Jor housing, inrastructure
and othar urban and rural setilements
developrrent projects.

fc) Finally, the establishment of savings ar

muiual guaraniee associatlons, Through a
network of parmanant branches and mobi
units, 1he associalions would: exjerd ban
faciities for low-income groups, provide s
loans with shost amortization periods and )
mark-up lor human settlements developm
activilies, and provide suppot 10 the
governmeni- spensored seitlements
development pragrammes, through comm
prganization for mulual self-halp in house
construction and infrastructure develo pme
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Case study 6. Sri Lanka

This case stugy on Sa Lanka is 1o some
extent difterent from the others in that n1ocuses
specilically on housing linance instdutwons. The
tinancing of other components of human
setilements, such as physical infrastmuciure and
sarvices, as well as central- and
local-government budgel contributions in
financing human selllemanls, are ot covered,
In spite ol 1he rather narrow coverage, it is
believed Ihal Sri Lanka's experience in the
financing of Nousing conlains some uselul
lessons, and it is for that reasen that this Gase
shudy has been included.

(a) Souirces of housing development
finance

The main formal sources of housing finance
in 5ri Lanka could be regarded as faling in the
dormain of the public sector. Howaver, some ol
lhese sources are actually jointly owned with
ke private sectar. In addition, many of the
linance instilutions, which are either owned or
spanscred by the public sector, do mebilize
their resaurces fram individuals in the
community and, to that extent, may be seen as
closely intertwined with the private seclor. For
lhasg reagsons, no gitempt is made to provide a
strict categorizalion of Sri Lanka's financial
inslitulions as either public or private, althaugh,
wherever possible, the struciure of ownership
and sources of funds are pointed out,

The Stale Morigage and Investment Bank
{SMIB) started operations in January 1979,
having been foamed out of an amalgamalion of
the fommer State Mortgage Bank and the
Agricubttural and ndustrial Credit Comparation. It
was lurther reorganized in October 1982 with
the objective ol making it a specialized housing
bark. Its sources of funds are axclusively
public: government share capial, debentures
(sold 10 Stale inslilulions), lkeans ipm the
Govemnment or Treasury, reserves,
wniscellanecus koans and deposits and profit.
Diering Lhe five-year period 1873-1884, SMIB
madke alotal of 7856 housing loans, most of
them hetwesan SLAS2E 000 and SLAS100,000,
Its iMargst gn housing lpans ranges from 10 per
cent to 22 per cent, depending on the following
consideradions: whether the loan is for a new
house or ar: old housa (the rale is stightly
higher on ol houses); whether the loan is tor
improvementyrenovation; the size of the house;
and the size o¥ the loan required.

The Heusing} Development Finance
Corparation (HOWC) was established in
Decermnber 1983. 1 is a privale company.,

organized under 1Fpe sponsorship of the
Govemment's Natikonal Housing Development

Authority {NHDA). K is owned by 14 separate
instiutions, 4 in the private sectaor and 10 in1hs
public sector, e main scurce of lunds is a loan
of SLA=4% million from NHDA at a below
market rate o 7 per cenl. There are also
subscriplions from members who undertake to
make regular contribuanions up @ 20 per cent ot
lhe sum 1hay intend to borrow. The HOFG rates
of imerest range fram 11 1o 20 per cemn,
depending on the size of loan as well as the
level of income of the applicant. Purchase of an
ckd house incurs an addilicnal 2 per cent on the
interest rate. By July 1885, HOFC had
approved a total ol 133 kans, its lirst lgan
having been made in Movember 1984,

Commercial banks in Sri Lanka may be
classified as Slate-owned local banks,
privately-owned local banks and branches of
foreign banks. Only State-owned Iocal banks
make a contribution 1o housing finance and,
gven than, il 15 only a2 modest contribution.

The Bank of Caylon is the largest of the
Stale-owned banks and has 853 branches
throughout the country. it provided to give
housing loans until 1982 when credit imilations
caused it to change palicy.

The Peoples Bank was astablished in 1961
and is jintly owned by the Government and
co-oparabive socielies. It is more involved in the
housing seclor and has two types of housing
kKan, the normal wan and 1he invesiment
savings account loan {(1SA). Over the
1878-1983 live year peniod, the Paoples Bank
made about 11,000 normal ans for
construction of new houses and about 86,000
narmal keans lor home expansisn and repairs.
About 55 per cent of these loans were balow
SLRAs10,000. The ISA koan is a form of contract
saving where panicipants save for liva years
and earn an interesl at 10 per cent. Alter iwo
years of salisfactory savings, an application can
be made for a housing koan at 18 per cem
interest rate. The maximum permissible loan is
SLAs150.000.

Co-operative rural banks are subsidianes of
the muli- pumpose co-operalive societies, which
are registered and suparvised by the
Deparmem of Co-operatves. They are parly
owned by the Peoples Bark, which provides
advisory and ¢onsultancy services and helps
new banks 10 get started. There are SO0
co-oparalivg rural banks throughout the
country, with about 1.8 miliisn deposit accounts.
By 1985, co-operative rural banks had mage a
lotal of 26,500 housing Inans, 1hat Is 43 per
cent of the total number of lbans made, and 53
per eent of the tolal valuesvolume of loans
madse. The loans have mastly been for the
upgrading of niral homes.

Thrift and credit co-operalive societies
{TCCSs) belong to a different branch of the
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oo-operative movemeant and do, infact, have a
vary lonyg history. They bagan in 1912, rose in
number from 1.3 i 1913 10 3784 in 1963, afler
which they declined to 1238 in 1978 and
thereafter began picking up againto 2116 in
1984. Of the 2116 TCCSs In 1984, 620 were of
limited liability while 1436 were unimied
organizations. In 1585, 1otal mambership of all
TCCSs was about 160,000, The size of
mambarship ol each sociaty is relalivaly small,
40 to 60, with only 3 few a5 lange as 150,
TCCSs rely on funds collected locally from their
members. Two types of funds are raised.: first,
the share capital of membars, which constitutes
ownership and, secondly, deposits from
members ark non-membars, Deposit and laan
interes! rates are comparable with thosa of
other linancial institulions, that is around 12 per
cent and 1§ per cent, raspactively. Dalails of
the housing kans made are not availabla,
alihaugh A is known that housing loans are
calegorized with “indusirial lvans™, which
constifute argund 51 per cerd of the 1otal
number of lbans made. Housing lkcans are likely
1o be small, shor-tarm and moslly for repairs
and improvemants. Very few TCGSs exist in
urban areas and the few which do are
workplace-based and not resicentiat locality
based, making them lass suitabte for purposas
o! mobilizing bousing finance.

Tha National Bousing Commigsion {NHC),
which administers the Nalional Housing Fund,
has stopped providing hausing linance sinca
1980. Until thae dlate ft provided housing loans
secured on mangage and repayable over 25
yaars, By the time it stopped making ansg,
50,000 Ioans had been made. Until 1980, NHC
also used o build houses and flats for sale on
hira-purchase tarms over 25 years; 15000
houses and 2500 flats are baing sokl on these
12rms.

Tha iormal seclor financial institulions are
eslimated to be contribuling only about 10 per
cent of the anmual investment neadad to
achieve minimum bausing needs. The rest of
tha financial investment in housing, aboul S0
per cant, comas 1rsm the informal secter. Tabla
15 shows the estimated distribution of sources
of informal housing lkeans in S Lanka,
according 1o ona recent study. The lable which
rofers specifically 1o an sources, oes not give
the most imporiant informal sourca of housing
financa, that is personal savings from current
inGome, aither in cash or in kind (bulding
matartals).

Table 19. Sources of housing laans In

St Lanka
Sourcs of lgan Percentgge
Friends 46
Retatives N
Money lenders 9
Financial insituions 14

Source: D. Weerapana and 5.
Rajalingen, Country background paper fof a
ragional seminar on inancing kow-income
hausing (n.d.).

Apart from these outlined above, thera jpre
also NUMeroUs savings instituions which,
though not involved in housing, constituiala
vast potentlal source of housing finance. These
inchide: 1he National Savings Bank, one
largest of the savings, nstiiutions, operat
through 53 national branches, 357 past offi
3600 suby posi offices and threa maobile urnits
wilh a staggering total numisar of separaty
accounts of about 5 million in a country of 15
miion pecple; the Employess Provident Fund
{EPF}; ihe Employees Trust Fund (ETF); fha
Naticnal Insurance Corporation; and the
Insurance Carporation of Ceylon,

{b} Maln problems and constralnts
charactarizing Srl Lanka's system of
housing finance

The problems lacing Srl Lanka's systeqn ol
housing finance are of three types: first, t
magnitude of the investmen! needed; s
problems relating ta the nature and aclivi
the courtry's savings instilutions,; and thi
COst recovary problems.

{1} MagnRude of investmant requi

per cent were rural, 19 per cant urban a
per cenl eslale. Eslates, such asteap
oas1ates, have both rural and urgan

characteristics - agricultural production a
industrial processing. Between 1976 and 1585,

per cant, compared with a national populption
growth rate of 1.22 per cant per antm gver the
same period. Whils, in comparison with gther
daveloping nations, Sri Lanka's urbjanizagion
and national population growth
housing negds, as shown below] are gui
signdicant.

Tabie 20 shows eslimates
neads and invastment requi
Lanka for selected yvears.

total hou
ants in Sh
shown in the 1able,
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Table 20. S Lanka, housing needs and requires Investment for selacted years

1388

1958 2003

&, Number of households {thousands)

Target householkds 2154
Requiring subsily (98.60)
Mon-target 36
hausahalds

Total 2190

{118 60)

B. Investment ne¢ded (SLRs milllons)

Targel group 4 3586 5 608.0
Subsidy 1077.2 11426
MNon-target groug 98,2

Total 6 032.0 7 B64.4

248.8 236.7

(121.80} {113.20)
50 33.3
2538 270.0
6833.4 6 D56.9
15522 1623.4
11375 3 266.7
a524.1 109470

Source: D Mason and H. Struyk, *Housing needs and probable investments in Sri Lanka® [July 1984}

the total number ¢l housing units neaded, as
well a5 the total investment and the amaount of
necassary subsidy, are quite formidable. For
19585, as an axampke, the subsidy required
averages SLAS10,922 per household, and
tolals SLR51077.2 million - 18 per cent (o total
imvesiment reguired in thal year {at 1983
prices).

The quality of the existing housing stock also
indicalas a very signilicant nead for
improverment, In 1985, only 43 per cent ol the
total housing slock was permanen, with the
rest {57 per canl) baing semi-permmanant, or
irmprovised; 63 par cart had onfy two or kess
recms; 10 par cam had indaor piped water; and
phly & par cent had exclusive or sharad flush
tollis,

(i) Problems relating to savings
Ingiitutions

The first probyiem is thal Sn Lanka cumrently
has no major lormal 1inancial instiutlons which
directly connect pecple’s savings with loans for
housing, equivalent ta British building societies
or American savings-and-loans associations.

Connected to the above problem is the
constraint that most of the major savings
instilutions collecting valuniary and compulsory
contribuiions from ordinary citizens invasi 1these
resources almost exclusively with
Govemmant-or Slate-owned Insiitulions. The
consequence is that there is a large and
increasing velurne of funds collected from
ordinary pecple thal is not available for housing
ans. The main savings Insitutiens cutrantly
not invelved in housing tinance hava alraady
bagn pointad oul.

Finally, as already pointed out, TCCs, which
have thrived 50 much in nural zreas, exist in
very few nurnbars within ur:an areas. This is
likely to be a rasull of the less closely knit
nature ol urban sociely.

{i1) Cost-recovery problems

Until the eady 198035 a lot of public housing
was provided with indiscriminate levels of
subsidy, and ksans were given without serious
etlont being made for their recovery. Howaver,
government policy has recently changed in
tavour of making kans only to these who can
pay back (laking info accoun the appropriata
subsidy level) and enforcement of full cost
recavery. In spite of this policy change, recant
experience with housing loans recovery is still
disappainting. For example, the Uniied States.
Save the Children Federation Housing Schema
at Kirillapone has experiencad a default rate on
loans of 39 per cent, aven though thass loans
ware given at a very low interast rate of 3 per
cant. Experience from another neusing
programme, 1hat by Redd Bama, has also been
bad, with onty 20 per cenl of the volume of
loans teing paid back - in spite of the fact that
about 80 per cant of borowaers are considersd
capable of paying back. The Hundred
Thousand Houses Programme {1377-1583)
attributes #s poor rale of ioan repayment to
lorg-standing habits and attitluges towards
govermnment subsidy and the tradiional rgle ol
Govemment in Sri Lanka. However, the leval o
loan repaymant seems fo be improving and in
the Million Houses Programme the amounts of
loan payback expressed as a percéntage of
total due rose, from 42,76 par cent in January




1685 to 54.38 per cent in Jung 1985, Howaver,
the objective of Tull cost recovery is still remete.

In addition, the system of uging low-Incoma
househalds 1o guarantee each others' loans is
not a very effective way of ensuring full
costiloan recovery. Only a small number are,
strictly, able to take such a responsibility. There
are some reports suggesling thal guaraniors
have been offerad bribes as inducemeni io
provide curely. Comparalively, it is likaly 1hat
kan recovary woulkd be highar in a syslem
wharg the title deed is used as collateral,
allhough a preblam in Sri Lanka is the tact thal
the processing of title deeds can currently take
mare than two years,

{c}y Possible Innovatlve measures and
machanisms for improving and Increasing
financlal resources lor housing

The following rmeasures and mechanisms.
same of which have already been considered in
SriLanka, may improve Lhe fliow of financial
reSOUNces Mo housing.

The introduction of an inerest subsidy
scheme, such as 1he one considered in the
Wanathatnulla Pidol Project of the Million
Houses Programme, may increase the Tlow of
maney into housing. The undarlying principle of
the scheme is 1hat 1tha Covermnment, through
NHDA, will dsposit with the Peaples Bank (a
commercial bank}, on fiked terms, a sum
sufficient to earmn interest {at the current rate)
which will subsidize the inlerest charged to the
borrower down 1o tha chosen rale for the size of
loan that is 1aken. The depesited funds are
used lo make part of lhe loan, wilh the balance
being made up by the bank's own funds. A
typical calculation is as tollows:

(A} Assuming a oan of SLAS10,000, tending
rate of 18 per cent and subsidized rata of 12
percent, the adpstmen to be paid to the Bank
ig B per cenl an SLA310.000, or SLRs600 per
AN m.

(b} The sum NHDA neads to invest (at fixed
deposit rate of 15 per cent} 1o produce
SLRs600 per annum is SLRs4000.

fe) The housing kran is made up of SLRs400
from the sum invested by NHDA and SLRSE000
from the Bank, making a etal ol SLRs10,000.

The interest subsidy scheme has the
advaniage of making use of exiting financial
institutions, parlicularly comimergial harks, and
the initial sum deposited by NHDA will be
returned (minus inerest).

Recenl fluncluations in general lending rates
in Sri Lanka suggest that the intreduction of
yariable inlerest rates on housing oans would
be desirable. Of historical, and inlernational,
interest are the British building societies which
have aways used variable rafes on morigages

and, for thal reason, had lew problems wi
steep increase of interesi rales inthe 1537
Amencan lbans and savings-associations
traditionally fixed rates, were unable 1o rai
encugh funds (mostty shon-1erm) 1o gnad
tham 1o service their lang term loans. Whi
may be argued that a variable interest rat
unfalr to 1the barrower, there are bwid posss
adjustments to a rata increase which coul
emplayed {thare would be no objection 1o
decrease). The first adjustment is that the

year, belore the new rates come into efle
which to adjusl their financial circumsia

The two specialist housing linance
instituions, SMIB and HOFC, could be
encouraged o {ake long-term kans and
dabenlures mors widaly in ordear to increage
their available resources. Possible sources o
funds are EPF/ETF and the Mational Savipgs
Bank which, as poimed out earlier, are cufrently
nol invelved in Lhe financing of housing
devalopmegnt,

Both SMIB and HOFC could greally exend
bath the scope and location of their operagions,
subject to the availabilily ol more funds a
suggested in the preceding paragraph. Si
the opening of branch offices i costly, 2
axtensian ol activity through nominated
agencies woukd be a good intermediaie sgep.

The operalion of schemes where the
barrowers lirst save a propartion of the lo3n
could be further encouraged. A scheme of Lhis
nalurs is already in gperation wilhin HOF
whereby borrowers gre required to save 30 per
cent of 1he total laan.

Encouragement could be given 1o EFFjand
ETF, which have shown some imeresl in
divarsilying their porilalios, to move Into

through the purchase of debenmures in BMIB
and HOFC at interast rates thal would make
atfordable loans possitle,

As in other pountries, both EPF and ETF
could make housing kans 10 thelr membdrs
against the secyurity of members” depesity in the
funds. The lgan interest rale could be pegged at
1 per cent above Ihe ralé paid on the deppsil.
Some goncessions [or membars could algo be
negotialed, such as prigrity consideration|in
gases ol shantage of housing finance and|an
increased propartion of loan-to-house valpe.

Alternaiively, both EPF and ETF could
themselves acquire land, subdivida it and put in
services. Plols coul be sliocated to tund
membars. The process could be continuad lo
include actual house construction belore
disposal Ic members. Members’ depositsjwould




be used as security for repayment and if a involving the privale sector in low-income
single deposit was not big anough, several iund housing, patticularly sites-and-services
meambers could collectively pledge their schemss.

deposits. This, in fact, would be & good way of




Case study 7. Thailand

Ih the mid-1580s the Govemmenl of
Thailand adopted a national housing policy
which sutiines broad areas of attention and
action 1o De taken. Among the areas of
aftention emphasized was ihat of housing
tinance, particulariy long-lerm finance which,
untit 1984, had baen neglacted espacially by
commercial banks. The creation ol the Hausing
Council - in addition to tha National Economic
and Social Development Boarg (NESDB) which
formmuiates broad urbanization policy - is yet
another manifeslalion of the consolidation ot
human settlements policy in Thailand. Asa
resuft of these policy developments and
favourable liquidity levels among the finangial
inslitutions, there have been soms very positive
changes in the housing financs siluation in
recert years.

{a) Maln sources of hausing finance

The Govemment Housing Bank {GHB) was
set Up i 1952 to assist home buyers with
Izng-term financing. In recent years, GHE has
amphasized domestic short-term savings
depasits and variable mortgage rates as the
answer 1o the oravision of laag- 1erm housing

finance lor home buyers. In 1984, after
criticism from gther finance institutions,
infllialed a new savings deposil scheme
higher inlerast rates than the uniform ra

honds. Table 21 ilusiraies GHB's actua
lending operations fram 1983 10 1987 a2
projecied operations for ke period 158
1933,

been changing over the years, from oo
of conventional dwelling units (houses
Lo sites-and- senvice programmes and

tolal, is now being directed towards se
cities. While in Ihe past MNHA construcl
rental and hirg-purchase hausing, renla

are gradually being phased out. In the

Table 21. Thalland, Government Housing Bank lending operations 1983-199
{milligns ol baht)

Additional lending Quistanding lending {less repayients)

Total Developer Home Tolal Develaper Home

Actual
1983 arn . BT 9 160 2727 5433
1984 1758 292 1 466 9947 anig B028
1985 2102 398 1704 11 262 3417 7 845
1988 2179 157 2022 11 890 3574 8316
1987 2z 561 176 2485 12 631 3750 B 9414
18882 4009 94 315" 14 041 3 844 10 197
15852 3 600 - 3600 15552 3844 11 708
1gap® 4 200 - 4200 17 348 3844 13504
1991* 4800 . 4800 19 3739 3844 15535
19527 5 400 - 5 400 21 604 Igdd 17 757
1943* & 000 - & 00D 23982 844 20138

Notlas:

a/ Projections

bv This is a projection basad on actual data Irom the pericd January-June 1988 of Baht 2,415 mjllion.

Source: K. Patpongpibul, “Development of housing linance systems in Thailand™, Inferink, vol. §, No. 4,
December 1988, p. 20.




mid-1380s, NHA's average outpul was F000
housing unils annually, ™ most of these units
bieing 1or below-median income groups. To a
considerable extent, MHA raises ils own capilal
finance and is responsible for lending to
hire-purchasers, as well as granting loans for
Dwilding matenals.

Tabte 22 shows the distribudien, in December
1680, of culstanding house purchase leans
arnong the diflerem iormal instilutions involved
in housing finance. As shown in the tablg, the
largest private sector contribution is frpm 1he
coemmercizl banks, Commearsial banks oo, in
fact, dominate the lormal financial secter. Thers
are altogelher 18 kocal ¢commercial banks with
extensive neworks t1otaling 1558 branches in
1982, plus 14 branches of forelgn banks. Other
private seclor parlicipanls in hausing tinancs
include finance companies, tredil financiers, life
iNsUrance GOmpanigs and the Barngkok
Co-oparative Housing Society. Finance
companies have expanded rapidly over Lhe last
Iwo decades - their combined assets are
gslimated {o have expanq gﬂ by 90 tmes
between 1670 and 1982,

Table 22. Thailand, outstanding housing
loans by formal instifution

{December 1980}
Insthuilon Share of loans
{percentage)

Government Housing Bank 33.0
Commercial banks 320
National Housing Authority 12.0
Finance companies 8.0
Credit tinanciers 75

Lite insurance companies 30
Bangkok Co-operalive an
Housing Society

Government Savings Bank 15
Tolal 100.0

Privalg sector's totai share = 53.5 percent
Public sector's tolal share = 46.5 per cent

Sourca, 5. Tanphiphat, “Human setllements
developmant: inancing tar sheltar™, inferlink,
vol 5, Mo 1, Mareh 1985, p. 16

Altogethar, commercral banks, finance and
securities companies absortyed some 84 per

18/ P. Simapichakchath, "innovetive approaches ta
housing financa. e casa of Thailand”, ftormk, vel. 5, Mo,
1, March 1885, p. 12

19 B,

cent of the counlry total savings in 1981 which
amounted 16 Baht282 billion or $U512.3 billion,
Accornding 10 2 1981 estimale, aboul 50 per
cenl of total tinancial resources investad in
housi ng.annu ally caorne [rom the lormal

sector,™ The tolal invested in housing by the
formal sector constituled only 1 per cent of the
nalional GOP in 1380, while 1otal private
savings amounted 16 20 par sent ol GDP. As
shown al the bollom of 1able 22, the privale
seclor contribufed 53.5 per cenl ot the total
amount invested in housing by formal sector
inglitulions, while the public seclor contributed
the remaining 46.5 par cant

() Preblems and constraints in financing
sheler development

I 1986, Thailand had a total population of
52 5 million people, ol whom 10 millign [about
19.1 per cent) lived in urban areas. Arpund
1980, the national papulation growlh rate was
estimated 1o be 2.5 per cent per annum and
projections anticipaled a fall to 1.5 per cenl per
annum by 1925, Whilg the rale of rural-lo-urban
migration is nol very high al present, much of
Thailand's urpan populalion is concentrated in
ong araa, the Bangkok metropolitan area. In
1986, the metropolilan area, which is mage up
ol Bangkok ilseb and five adjacent towns,
accommedated 6.8 millien people, or 68 per
cent of the counry's tatal urban population.®! In
fact, Banghok is almost 50 times the size ol 1he
second largesl city, Chieng Mai, and accounts
lor aboul 40 per cent of the naticnal GOF.
Some ol the consequences of this excessive
concemralion of the urban population are land
scarcity and high prices. Betwaen 1983 and
1585, the public sector provided only an
gstimated one fifth of tha tatal national demand
far housing units and, as a result of this
inadequate sUpply, the Bangkok metropolian
area had alolal of d;? slum and squatter
settlements in 1985.°° In addition, anly 3.2
million of Bangkok's 5.3 million people had
access to piped waler in 1982.%° In rural areas,
1he main problem is the inadequacy of
infrastruciure and services such as waler
supply, drainage and sanitation. Thus, while
Thailand's housing linance system has made
considerable advances over the lasl few years,
the magnitude of financial resources still
réquired for shaler development is immense.

Cnly 1 per cent of the country’s GDP was

20¢ 3. Tanphiphat, "Human setfemants devalopment:
qgamhn for shelter, mledink, vl 5 Noo 1. March 1585, p

21 K. Palpangpibul, “Development of hoysing frence
systams in Thaitand”, tntgnink, vol. 8, No. 4, December
1968, p. 17.

2 P, Buranasin, “Hangkak and its problems: the
panners robe”, krterind, vol. 5, M. 1 blarch 1585, p_ 20

24 i, p. 19
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invested in housing in 1588, while otal private
savings amounted to 20 per cent of GOF.
Clearly, Ihis is a disproponianally small
investmeant in a sector as importart as shetter,
pariicularly given the comparativaly high level ol
domaslic savings.

This problem is partly explained by the 1act
that, apart irom the GHE, there has been no
developmert of a wide network of savings
inslitulions geared particularly lowards
investment in housing er human settlemeants
{2.q., building sccielies}. The resuft has been
Lhat most of tha savings have baan channeled
towards sectors other than housing.

Connected to the above problem is also the
fact that neither the commergial banks (which
gre the dominant financial institulions] nor NHA
are spacialist houszing finance instilutions and
neither is entirgly happy wiih the extent of ils
imyolvement in housing tinance. NHA, for
example. has frequanlly been urged [and has
expressed its inlerest in doing so) 1 hand over
ils heuse linance lending operations to GHA
and 10 concentrate ¢n housing policy
tormulalion ag‘ct direct implementation’
sengiuclion = In fact, the dominant private
sector financial institutions have tended 1o
preder cormmercial and glhar sho-tarm
lendings such as irade financing and industrial
loans which, in 1881, accounted respedtively for
33 per cent and 25 per cent of all kbans mada
by commercial banks. In pentrasl, housing
loans accounled for only 2.7 per camt and 7.1
par cant of all ioans made by oommegg‘al banks
and linance companies, respactivaly.,

Curranit halional hausing policy has been
predominantly concernad with pubilic sector
provision and has nol considerad 1he role that
could be played by the private sector. Parlly as
a result of this, private seclor housing provision
has tended to cater only for the middie- and
high-income groups,

Finally, until recently, property valuation as a
profession was virually unknown in Thailand, 2
sign of immaturity in the property development
Systam.

{c) Possible Inngvatlve measures angd
methanisms to improve and Increase
financlal resources for shetter development

Possiole measures and mechanisms that
coukd improve the flow of financial resources
inta shelter and general human setliements
development include tha following.

GHB could be developed into a truly
nalionwide organization with extensive branch
networks. This wouki make GHEB less reliam on
horrpwed lunds through an enhancement of
deposil takitgs. It would also make for more

24 P Simapicheichat, loe, ¢, p. 12,
25/ S_Tanphiphe!, oG, o, p. 15,

convenience for borrowers making repayments.
GHB has had some success with the salg ol
housing bonds. Tax free, guaramesd 5- pr
10-year bonds al aftraclive rates of intergst
should be further encouraged. To increake their
marketability, the housing bonds could be made
acceptable securities lor ihe reserves of
insurance companies and other linancia
institulions.

There could ba more systematic
encouragemert of lending schames for kome
buyers 1hat are linked to savings, 1hat is
savings-for-loan schemes, Thesae could be very
effectivg in the mobilization of domestic favings
through the strong rmotivalion of hoeme bliyers.
They are also a very good way of direct|
linking savings with housing investment pnd
genearally ehanneling a greater propotiop of
domeslic savings inte invesiment in shefler.

Another mechanism lor enhancing 1h
mebilization o domestic resgurces and giractly
linking savings with invesiment in housi
wiould e through the promotion of hous
co-operalives, paricularly at the prima

Exisling funds of a long-lerm nalure
also be tapped for housing, These incly
various lorms of capital reserves and
ioundation and trust funds of corporate

towards housing. Incentive packagss
have ter be developed and a channel ar
tunds estabiished. A suilable channel
a strengthened GHB.

in order to atlain a stable oulpul by pro
developars and construction companie
would be in recognition of the many &
benefils of the construciion industry, in
particular its Kigh muhiplier eflacts and
employmen generation capacity. This
also entail recagnition of housing as at
injecting aclivily into tha domeslic eco
opposed to being regarded predomina
consumption item.

Finally, further improvements in iechrji
procedures and standards relating to p
transactions should be encouraged, parfi

wilh regard 1o proparly valualion In 1986 GHE,
in co-operation with the Lands Depanmgnt and
institutions of higher education, 100k an fnitiative
by establishing & naiional association

property valuers, the Thai Valuers Assopiation.
Strangthening of this assogiation, possibly
joinily with other member counties ot t
Associalion of South-East Asian MNationg, would
greatly banefit the human settiements spcior in

Thailand.




C. Latin America
Case study 8. Brazil

{a) Seope al the human seitlements
secior In ofticlal pragramming

In Brazil, humar setilemens is perceived of
in afficial programming as largely urban
development - consisling ol housing and basic
sanitation facililies {including water, sewerage,
drainage and sclid waste disposal). The
Nalienal Housing Bank, lately (1986)
lransterred to the Caixa Economica Federal
{CEF), i3 ene of the strongest institutions inthe
human selllgments sector and the locus of
linanzing invesimenls in that sector.

{b} Financing human sattlemant
Investments

(i} Division of responsibilities among
governmanlal levals

An understanding ol the division of
responsibililies among the various lavels ol
govarnment would pul the resources and
mechariizms lor linancing human setftlements
development in context and aid its fuller
appreciation,

The MNew Brazilian Constitution {adopled in
October 1688) has significarily altered the
ingiitulional [andscape by lurther decenliralizing
respansibiliies and resources from the Central
fnational) Government 10 sub-natianal
govemments. Il ingreased the fiscal resources
ot sub-national governmeants by Iransierrirng
taxing powers and increasing automatic
wrangters 10 them. Delails of this are still being
worked out at the national and sub-national
lgvels. Yot evan before this new Constitution,
8razil had been considered one of the more
fiscally decentralized of the developing
countrias, using the criteria of total govarnment
spending done at 1he sub-national level and the
percentage of total revenue that is
“own-source”. As noted by the World Bank,

“the share of stale and local governments in
total govemment spending reveals their
imporitance as providers of public services.
The extenl to which they are self- financing
indicates their fiscal autonomy, because
oulside financing may come with concditions
1hat Iinjiglocal digcration in the usa of

furds.

In 19684, for example, states and
municipalities which were state capitats grin

26 World Bank, Wonld Devedopmen! Rapen 1083
{(Washingion, DG, 1988} p. 157,

metrepalitan regions {135 cul of over 4000
municipalilies) spent a total of almost $US4.0
billion on housing, urban development, basic
sanitalion and envirgnmenial protection. Of this,
ovar $L151.8 billion wasg for fixed-capilal
invastmant much of which wenl for sireet
paving. Navanhelass, among the list of joln
responsiilities of the 1hree levels of
government is lhe promotian of housing and
basic sanitation programmes, or human
seftlements.

(i} Public saclor financing for human
saltiamenis

Public sectar financing of human setilements
in Brazil comes

from two main sources; namely:

{a) Direct governmenl burdgelary allocalions;

(b Bamowing from financial and savings
institullons.

Public sector invasimeant in buman
setiement development ig linanced from the
budgets of the three levals of govemnmant -
Federal, state and municipal. Each of thege
levels of government spends heavily on
housing and basic sanitation - which constitutes
the main subject of human settlements in Brazil.
Direct budgetary allocation, however,
conslinles less than 10 per cent of funding for
the hurman settlements seclor (see table 23),

Human seltlements invesiments are also
financed by borrowings from:

fa} Tima-on-Work-Goarantes Fund {FGTS).
This fund was created in 19686. Its financial
resourcas are mobilized by 1he mechanism
which requires employers to deposit 8 per cent
¢l the total value of the salary of each employee
into an account or each empleyee, As of
December 1986, this fund had accumulated
deposils amounting to SUS10 billion.

{b) Social investment Fund (Finsocial)
mobilizes fis tunds from a 0.5 per cent tax on
the groes revenue of lirms. it is used lo linance
several Innovative sacial programmes, including
a wide vanety of programmes in the human
sotilements secior.

{ch The Brazilian Savings and Loan Syslem
{SBPE). This is comprised of a number of
savings and koan associataons inthe pubiic
sector (Caixa Economica Federal (CEF);
Caixas Economica Estaduais {CEE)), and in
tha privala sector (Stock Savings and Loans
{8CIs).

Table 24 shows the evolution of SBPE as
wall as the other sources ol resources for the
5FH - principally FGTS. SBPE finances
higher-income housing with rescurces held in
savings accounts in 1hrilt institutions ol SBPE.
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Table 24. Brazll, Total resources gvallable 1o the housing finance system by source

{($US hillichs in 1984 and relalive percentages)®

Total Savingsaccoumls  FGTS All cther®
1972 8.0{100.0) 22(269) 4.1(51.6) 1.7{21.5)
1975 17.4{100.0} 7.8(45.5) 7.0(37.9} 2 5{14.6)
1980 27.3{100.0) 15.4(56.4) 5.9(36.3) 2 0(7.4)
1984 30.6{100.0) 19.2{62.6) 3.6(31.3) 1.9(6.1)

Source:BNH, DIPLAC,

Moiles:
af Relalive percentages in parentheses.

bf Includes FINSOGIAL, housing bonds, and exiernal koans.

The total savings in SBPE grew [rom $US2.2
billon in 1972 to over $US19.2 hillion in 1984,
i.a., eighthfold. The growth started lo drop as a
result of the aoanamis crisis of the 15808, One
reascon for this wag thal the Government started
o "play” wilh the index used for manetary
correction. The consequence was that the real
interest rale was made negative, by up to 50
pér cenl par year, and lhen savers lboked
elsewhere o place their money. This was
particulary the case for the 1arget savers. The
fact that 10 per cenl of all accounts were
respansibie for B85 per cent of all savings
explains the fast decling of the indexed
passbook savings accounts,

Table 23 shows the relative imporance of
expenditures by the Federal Government by
source of funds via boih direct budgatary
allocatlons and from torced savings (FGTS and
Fingocialy, The table shows (hal 1otal
expendilures on housing, urban development
and sanitatien {i.e., human settlemenis)
dropped considerably (indeed by half} from
about 53,3 Gillion in 1880 to about $US1.5
Lillign In 1986. Human senlemantls expendiiure
also dropped as a percentage of 1otal sccial
expendilure from 15.6 per cent in 1980 o 6.8
per cent in 1988. H is pertinent 10 note here that
in Brazil, human settlements is treated as a
component of the social programmas and is
treated and budgeled tor as such, Cther
componants of social programmes are food and
nutrition, health, edusation and cutture, labour
and social security benefits, which logether take
upwards of 85 par cent of the social sector
investments,

The National Housing Bank (BNH} {since
recrganized as CEF}, |s by far the most
imporiznt source of funds Tor human
settlemenis investment. Initiaily, {5 main source
of funds was the grant ot about $US1.0 million

by the Government, a 1 per cem payroll 12x; 4
per cent compulsory savings by landlonds from
rent income and also direct budgetary
coniribulions. As these sourcas proved
inadeguate they were subseguently replaced by
the Tinwe-on-the-job Guarantae Fund (FGTS)
which required employears 10 deposk 8 per cent
of the value of an employes’s total payroll into
an accoun wilh the employes's name.
MNeverthekess, while the total contribution from
direct government budgetary rasources
increased 2.6 times over the period 1980/1%86,
ihat from BNH dropped 1o less than a third of
what 1l had been i 1980, Thus there was a
significant increase in direct governmeant
budgetary contribution to human satllemeants
investment over 1his period.©’ Even then, in
1886, about 67.5 par cert of 10tal national
human settlements invesiment {$US1 billion)
was funded by BNH/CEF, using FGTS funds.
BMH/CEF is the main provider of financing for
low-cost housing for low-income families (ie.,
soclal-intarest housing).

Braril is a highly decentratized country and
50 thare are in addilion o the national-level
invesiment, substanhial investments at the
sub-naticnal lavels (state and localimunicipal
governmenis). Total investment at thesa levels
{municipalities) was about $U37 .6 billion in
1984. It is aiso worlhy of nole that funds from
this source lnanced water connectichs for over
1 million househnlds each year or 20 per cent
ol all connections in the norh-east of Brazil
from 1970-1980. k similarly Iinanced about 8
per cam ol all sewerage connections each year
in thal region over the same perlod. Overall
figures for 1984 indicate that &5 to 80 per cent
of public axpandituras for urban deveiopment

2% inphermientation of the New Constitution (1988} s
oupecied 1o etiminate dvoct budgetary spanding on human
settiaments development at the national level.
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fincluding housing and sanitalion) were made at
the municipal krvel, about 7 to 10 per cent at
ihe slate leved, and 13 to 20 per cent at the
1ederal lavel.

{c} Private sector contributlans to
{inancing human settiemems investments

In spite of the massive invalvemeant of
government at all levels, and in spite of massive
presence and availability ol instidubonal linance
sourcas, about 80 per cent and above of tefal
sheter output in Brazil is privalely linanced, The
stralegies and mechanisms for this moda of
financing may vary amang income groups but
ihe prepanderance of invesiments in human
setllements i linanced by tha private seclor -
formal and infarmal. Much of Lhe low-income
sheRer is produced by the informal private
sector in what are known as favelas or
loteamentas populares. And yel, there is no
“grodi window" for the informal sectar inthe
financial institutions, Cuantitative financial data
on these inlormal private sector resources for
invgsiment in human settlements are hard ta
compute reliably. The magnitude as measured
by quantitative cutpul of shelier unils is,
however, undoubtedly encrmous and accounts
at the very leasl for over haif of all shelter
autput.

The private formal sectar {companias,
instilutions ard middla- to high-income
individuals) utilize the resourges o1 1he Sislama
Financeiro de Habitacao (SFH) (Housing
Finance System), in financing investments in
human settfemems. The system is comprised ol
the BNH/CEF - which uses tha compulsory
savings from FGTS - and SBPE which receives
volundary savings mostly through indexed
passbook savings accounts. The magnitude of
resourcas mobilized through these machanisms
is reflected in table 24 and constitutes a
substantial reservoir of resources for ans wilh
which 1o finance human seltlements
gevelopmen and manhagement by both public
ang private sector invesiors.

(d) Problems and ¢onstralnts

Brazil has a relatively highly developed
ingltutional finance system thal could be made
use of 1o maximize mobilizalion of financial
resources for human settlements development,
in addition to those thal are mobilized and
invested in the {informal) privale sector. Tha
resources 1o be mobilized also seem 1o be
ganerally available. A number of consiraints
segm, howeavar, 1o kmil the lul exploitation of
tha axisting possibililies.

The iirst of ihese is ke macre-econamic and
political constraint posed by the prevailing
soonomic and pelilical ¢risis, maniesied in a

very high inflationary spiral that has furfner
drastically reduced already low real hogsshold
incomes and made these very unstablg. This
also attecis inslitylions and governmerg and
have made savings and rasources melilization
much more difficult. The very difficult
macro-ecencmic situaticn and the
overwhelmingly heavy esternal debt th
been shouldered by Brazil {and indeed|mosi
other Latin American countries) in the ksl
decade have impeded the growth ol regl
incomes and thereby Lhe generation of
tasources. Between 1979 and March 1pB9, for
exampla, the ganaral prica index rose by over
55,000 per cent. Onhe Cruzado Novo (Re
newest manatary unit) is warth ane milkentih of
the manetary unit of February 1986 (thi
Cruzeirg) alter three zeros were cul fro

econamic stabilization plans. The real
ol the poptlation has plummeted; real

dropped (rom $US76.00 in May 198519
$U547.00 in Oclober 1985 In June 19
1he econamic adjustment, 1ha real valug
minimum wage was $US46 .00 and ove

generally low income and poverty havy
gerigus consiraints on indwidual, family,

reduced linancial resourcas mobilizatign
pciential for buman setllements devalkgoment
and management, among olhars.
The overap of human setllements aglivities
into several sectoral ministries and agqncies
makes atlective coorination of investqents
more dilicull and because of this very Feascn, il
may be very difficult {0 pinpoint accuraely and
to anatyse human setlements inveslments. In
an attempt to deal with this problem, the
Mational Urban Policy Commission {CHP U
was formed |n 1574 wilh representatives Irom
ihe Ministries of Planning. Finance, infgrior,
Industry, and Commaerce, the National
Bank, and tha Brazrilian Lrban Transpg
Company (EBTU] 1o deal with {he co-grdination
¢! tha adtivities ol these different entities in
urban areas.
The difficulty In obtaining any consensus or
redl ¢o- ordination through CPNU promated the
tormation of the Minisiry of Urban Devplopment
and Envirenment (MO} which includgd EBTU
in 1985. Aecently, MDU was abolished and s
activilies distributad back 10 the respeqtive




sectaral ministries (e.g., uhan Iransport to the
Ministry of Transport; fousing 16 the Ministry of
intericr, elc).

Such overlaps and the instiutional inslability
miliate against conselicdation of resources
mobilization eftorts for human settlements
development.

There has heen too frequent and haphazarg
ehanges in Brazil in institulions that deal with
human sattlements and these changes hava
nol always meant progress or been of benefit to
sither the institutions or to human setiements.
Betwoen 1366 and 1986 {or exampla, the
National Housing Bank {ENH)}, an innovalive
institution that has been copiad by a number o
other counlrigs in Latin America, was the
strongest human selllement finance ingtulion
in the couniry. In 1986, this institution was
abolished and its functions transterred to the
Caixa Economica Federal (CEF), an institution
1hat had been unlll then not noted eithear tor its
efficiency or for Hg social orientation. CEF was
seon alter transferred Irom the Ministry of
Finance ko ihe Minisiry ol Urban Developmen
{10 which BMH formerly had been subordinated)
whic:h was supposed to administer housing,
basic sanitation and uwhan transpornt (human
settlemenis). Alter ihree subsequent
rgarganizalions and three minisiers in three
years, this Ministry was abolished and CEF
again transferred back to the Ministry of
Finance, while the other lunctions were spread
among a numbear of ministries: basic saniation
went to the Ministry of Heafth; urban transpont
1o the Ministry of Transpen, and urban policy 1o
the Ministry of Inlerior (where it had bean
previousiy).

This instilblional instability is obviously not
conducive 1o efficiant initialion, oo-crdination
and implemaniation of policies and
programmes, inGluding the mobilization of
financia! rescurces for human selllemeants
investmants,

Afthough Brazil has, on the surtace, a highly
decentralized systern of responsibilities 1o the
sub-national levels {state and local
governments), often the higher level of
government denigs the Iower leval the rights to
the resources and powers 1o dischargs such
responsibilities effeclively. The municipality of
Ri¢ de Janeirg, lor example was o lake over
control of public transped as mandated by the
Canstidlion. The stale government, while
agreeing to cede this responsibility to the local
{municipal) government, rafused i Lthe monay
collected irom traftic fings. Several such
examples abound, particulany in tha setting of
rates, assassment, collection and use of
propery and cther rates by lower-lavel
govarnments, Highar-level govemmants do not
allow lower level govemmenis leverage for

initiatives in the mobilization and allogation of
financial and o1her resources to development,
including human sefilements davelopment,

(8} Measuras to improve moblilzatlon of
resources for investment in human
gettlemant development

Improving the mabilizatisn of financial
resources for invesimen in human satilements
davelopment and management, as for other
sectors, shoukd be predicaled on imorovements
in the overall national macro-¢conomic climate.
Thts latter is deperdent not only oh mora
efficient national economic managamen but
also on the workd economic situatien. Improving
the nalional Mmacro-economic situation has
implications for personal, family and
institutional, including governmaerntal incomes,
and therefrom on savings which coulg be
mobilized personally or institutionally for human
sattlemenis development. Mationa! efforts
shouwdd therefore be geared to impraving the
nalional macre-economic situalion,
Govemments al all levels - Federal, stale and
kxcal - shauld try to make move budgetary
resources available for human settlemenls
invesiment.

Measures should also be initiated and
sustained 1o strenginen financial institlions,
particutary human sefilemenis-relaled flinance
institutions ke SFH and CEF. This could be
done, in the tirsl instance, by ensuring the
cominued siahbility of these instilutions and,
secondly, by channeling maore rasources o
them and broadening the base of their
resources through designation of more
calegories of taxes or employee deductions 1o
them, as well as channeling appropriate
propertians of insurance and social security
funds to 1tham.

Therg is greal potential in propary rate
revenue in Brazil it it is efficiently assessed and
eollected at economically meaningful rale
levels. His assumed that property rate revenue
would be used at the kcal (municipal) levels 1o
improve overall human settiements conditians.
The administration of 1his rate, however, is
currently not only inefficient because many
buikdings are not included in1he cadastre and
bacause municipal gavernmants ofien fail to bill
thase that are, but also umtair because 1he fiscal
values relative to market values tend 1o be
much lower lor units o higher valug making the
relalive property 1ax rate quite regressive.

Strategies should therefore be evolved to
improve properly raie collection and retums
tharefrom by keeping cosls of colleclion low
rolative 1o retums (cost-efiectiveness),
improving he cadastre, and more particulary
focusing efforis on the discovery of new




construction and changes in building use, which
are expected 1o produce 1he highes! increases
in agsessed values, and of course, collacting
these rates or taxes at the most cost-affective
level often al the local (municipal] levels.

A greater emphasis o Cost recovery could
be woarth {rying. Tha problerm however may be
ihat increased charges and simultaneous
bettarment levies on power, waler, sewage and
solid wasle disposal, transport and olher
municipal services, woulkd create sarious
preblems of affordabilty even for lower-middla-
incame lamilies. A better thought-out appreach
o this shou'd be explored, probably through
cross-subsidies and a more progressive tartt
siructure which makes higher income earnars
pay a larger share of the expansas.

Finaily, il has baeen noted that
implemeniation of the New Brazliian
Constitution is expected to eliminate direci

tudgetary allocations to human settle menis
development al the national leval. Whild
decantralization and devolution of
rasponsibilities and resources is a good idea
and is cornmendable, total absence of
budgetary allecations 1o the sector at ¢
national level would not be Inthe spint gf the
rew scala of prionties which seeks a nadfional
recagnition of the basic and pivotal impyrtance
of tha human setllements sector in gve
naticnal developmernt. While 1he sheliegand
in-seftiement infrastructure and service
components of human settfements cught to be
leti 1o the lowar leve! of gowemmant and the
private sector, there 1s need tor direct bdgetary
provisiens fromihe Federal Governmarft for
trunk infrasiructura and for grants-in-aid to
appropriate pubiic goods and priority a 5 of
human settlements developments, whigh are of
sighificanca at the national level.




Case study 9. Colombia

(a) Scope of human sattlementa sector as
percelvad In Colombia

Alhough thera is no specific official definition
of or delimitatisn a human settlements secior in
Calombla, official documents de frequemly refer
10 a cors of acilvities whish may ba construed
as constitulirgg the human settlements sacior,
Thasae aclivities or componeanis include land,
infrastructure and howsing, Canstruction,
inchuding housing and infrasiniclures has béen
one of the four priority sectors in Colombia's
national development planning since 1972
{others are the external sector; 1he industrial
sector; and the agrarian sector). To this core
(land, infrastruciyre and housing) componant
may bé added the organizational and
management aspects of human settlements,
that is bocal govemment. The National Planning
Department has overall respensibility for palicy
issues, while the more specific responsibililies
are dispersed across six differend Cenirat
Govemmen! ministrias, namaly, Development,
Finance, Health, Government, Public Works
and Transpert. Thus the human setilemants
seclor, broadly conceivad, is not 2ssigned 1o
any single minlstry. In addition to Central
Govemment ministries, there ara also
humerous decentralized agencies respensible
for tha implementalion of specific components
of human sefllements. Because the majority of
Colombia's population is urban, human
settlaments policy has tended ko concem itself
with predominantly urban issues.

Colombla has a uniquely high leval of
sarvices and sheller. There is Iitlte avidence ¢!
a quantitative housing or sheher defict, in spile
of ihe relativeldy high rates of urban populztion
growth of the 19705 and early 1580s. With
regard to servicas, among the approximalely 20
millich persons living (nurban areas, 85 per
cent have access to piped waler andg 69 per
cent had access to sewarage conneclions in
1985, This high coveraga is found In beth small
and large cities; 87 per cent of Bogota's
houshalds have water and sewerage
CONNECIiONS; rales in excess of 85 per cent for
both watar and sewsrage can be tound in Cali,
Madellin, Neiva, Chiquingulrd, Rio Negro,
Fasto, Popayan, and lbagué, With few
exsephions, walter caverage rarely lalls below
70 per cant though sewsr nelworks are still
poorty developed in many secondary cities
{Aguachica, Codazzi, Magangué, Morteria,
Sabanalarga and Tumaces). Electricity has
practically become unbversal in most urban
areas: 93.5 per cent of the population had
access 10 tha selvice inurban areas compared
wilh 18.2 per cent in 1he rural sector. For chiles

such as Bogota and Cali, H appears that areas
whare overall infrastructure coverage is high
also provide good levels of service to peripheral
devalopments that originated as unauthorizad
subdivisiong with negligible levels of
intrastructyre. Vary lew districts in these cities
have waler or sgwerage coverage levels that
tall below 85 per cent and electrical power
levels are unilormly abowve 95 per cent. The
finanging ol this high level of services and
infrastructure is theretore of immense interest.

(b} Publle sources of tinancing for human
saftlaments programmes

The public seclor finances tha predominant
part of Basic trunk infrastruciure and services in
Colomiia, through a chain of public coporalion
and agencies, Much of these are through
budgetary allocations. Colombia has 1hres
levels of government, central, depadmental and
municipalfioeal. Al the nattonal leval, finanzing
for human settlemens is channaeled through a
numbar of specialized finance and
implememalion instilutions and through
transters o departmental and kocals level of
government, At the local level, finance tor
human setflements is channesed through a
number of decentralized, semi-avlonomous
apencies.

The Central Government controls as many
as 105 deceniralized agencies the
responsibililies of which cover social welfare,
regional davelopment, education etc.

The Terrilerial Credil Institute (Instilulo de
Cradito Temitorial {ICT) is responsible to the
Ministry ol Devekepment and is charged wilh
the provision of low-income housing. Between
1983 and 1588, ICT financed about 20 per cent
{200, 000} of the foial formal sector housing
units produced during that period, using about
15 per cant of the sector's financial resources.
lis housing units can be anorded by only the
highest live decites of the urban income
distributian,

Central Morigage Bank {Banco Ceniral
Hipotecaric (BCGH) is centrally ownad but
privately charntared, so that t falls ha- way
betwoen the public and privata sectors. Il was
created 1o mobilize savings and is structured as
a privata bank inarder to enable & 10 compete
in the tinancial markeis. Between 1583 and
1588, BCH financed about 15 par cent
{150,000) of the total number of formal sector
housing units produced during that pericd,
using about 18 per cent of the 1omnal seclor's
tinancial rasources. Hs mortgages can be
afforded by only ihe top twe or threa degiles of
the urtzan income distribution - this excludes




lending for sites-and-services and core-housing
programmes financed through its infrastructure
fumd.

The Urban Developmant Fund {Fondo
Financiero de Dasarrolia Urbano (FFDU) is
administered by BCH and dees, in fact,
represent a growing proportion of BCH'S credit.
i was established in 1968 and in 1985
absorbad the 1ormer National Municipat
Development Insiiution (INSFOPLA) which
used to have responsibilily tor water and
sanitalion. FFDU co-ordinates, supervises and
finances seclor activities in water, sewerage,
solid-waste disposal, slaughterbouses and
markets in towns with a population of owver
2500. it depends heavily on Cantral
Government subsidies for both long-term debt
servicing amd ocparations.

The National Savings Fund {Fondo Nacional
Jel Ahomo [FNA] s responsible to the Ministry
of Developmen. [ finances new housing
exclusively for public empioyaas using tha
public sector's sevarance payment flunds. it
doas Nl provida houses directly [through own
building or using cortractors), but tinances
purchases, on marlgage, of new complete
housing Wnits through other intarmeadiarias such
a5 iCT, BCH, or CAVS (sep below). Batween
1923 and 1998, FNA financed about 7 per cent
(70,000} of the formal sector's housing units
production, with aboul 5 per cent of the sectar's
financial resourcas.

The Fopular integration Secrefariat (SIP) is
attachad to the President's Office and ig nol,
strictly, a housing finance insifution, R is,
however, involved in co-ordinaling a
programme of shalter-and-community

upgrading in poverty areas of 23 intermpadiate
cilies, parly financed from a Waorld Bank lean.
Tha programme invohaes the constructien of
about 2000 new housing units and the
upgrading of about 10,000 units.

The Central Housing Co-ordinating Linit
{Unidad Central de Vivienda) was creafed in
1988, with some advice from the United Nations
Centre for Human Setiements (Habitat], within
the Ministry of Development in an atte
co-ordinale the numerous and sectoral
dispersed agencies of the human sett
sectar, and shatter and inf rastruciura

co-ordinaling functions, although its rel
with the National Flanning Oepartment

FFDU, raspansible for the provision of
infrasiructura and services. Thay ara a

specidlized, semi- autonomous decent
agencies. Incomparison wilh other Lat
American countries, Colembian municigalities
hawve a large degrae of autharity o gengrate
their owh ravenuss. The main lbcal seurces of
revenue are value-added tax (which was
transfarrad 10 municipaliies in 1986), pfoperty
tax, sales lindustry and commerce), a variety of
feas and licences and belermentivaloration
levy. Table 25 shows & summary distriffution of
municipal revenues projecled for the 1387-1930
periad. As shown in the table, the targey urban
and municipal aulhorities are relatively

Tabie 25. Colombla, actual and projected municlpal revenues for human seltlements

programmes, 1987-1530
{percenages}
Municlpalttles

Hem Tolal Larga® Medlum® " shal®
Taxes 205 230 205 k5
Non-tax reve nue® a0 57.0 450 w5
Transters? 220 7.0 184 apn
GCapital account 18.5 13.0 16.5 1F.0

Sourca: DMP, Report on Municipal Finances {Bogotd, 1988).

Nofes.

& Bogota, Medellin, Call and Barranguilla.
k' Ciies pver 100,000 population.

¢/ Towns with less than 100,000 inhabdanis.

o Mainty user charges, betterment lavies and tarifts.

o From Central Government: Fiscal 1ransiar, Valug Added Tax, stc.
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Table 26. Proportion ¢f illegal and legal housing developments In major cities In Calembia

{1972-1981
City Relative i:ruporllon
Ingrease of housing Legal Megal®
units

Bogotd 215200 575 425
Medellin 53 800 60.1 3B/
Cali 41 100 BS.8 13.2
Barranquilla 34 400 878 12.2
Sublotal 345 Q00 64.5 355
Total country 453 900 558 44.2

Source: Gentra Nacional de Fstudios de la Construccidn, 1588,

self-linancing, with the propadion of Cenlrat
Government translers being as low as 7 per
cent. In the case of the smaller authorities,
however, this preponion rises 1o 32 per cent.

Thare are basically two lypes of specialized
agency al the ocal level responsiple for
housing and inlrastructuresservices,
respeclively.

Cajas de vivienda poputar {municipal
housing insiitules) are respansibile o their
municipal govermments. They have hraditionally
tinanced small, subsidized programmes of naw
low- income housing. So far they have played a
mingr, but growing, fle in housing produecion,
especially in the larger cities. Between 1983
and 1888, cajas produced about 3 per cent
{30,000} of the 1otal tormal hausing units ot
during that peried, using aboul 1 par canl of 1he
sectars linancial resources. Their fulure levels
o produclion are [ikely to increase as a result of
local government decentralization policy,

Lecal and regionhal empresas or enterprises
are decentrahized and semi-aulonomous
organizations the principat rale of which is to
manage direcliy local water and sewerage
systems. Some are also in charge ot the
management ¢l other infrastructure facilities
such as islephones, elacificity, public lighting
and solid waste dispasal. The existence of
hese decentrafized and financially aulonomous
agencies reprasenis a major difference in the
slruclure of local government betwesan
Colombia and most of the counlrigs consigered
in the other case sludies,

Singe 1972, national development plans in
Colembia hava includad lhe construction
sector, particularly hausing conslauction, as one
of the four prionity sectors. The public sector as

awhole is responsibls for about 30 per cent of
total invesiment in human sefilements. tn 1985
taor example. the publlic sector's contribution
was SUSED million out of tha 1otal of SUSZ00
milign gslimated to have been invested in
human seltlgments development.

icl Centribution of the privale sector to
the financing of human settlements
davalopment

The private seclor is responsible for about 70
per cent ol |he formal sector's invagimant in
human selllements and in 1983 contributed
$L15140 miilion out ol a total investment of
FUS200 million. The private sector hausing
tinance system accounts tor aboul 30 per cent
of all savings in Colombia. The private seclor
doas not direclly participate in the financing of
infrastruciure, although it contributes
significantly through user charges, valonzalion
levies and olher specific taxes.

Mosl of the private sestors contribution is
through the Corporaciones de Ahorfo Vivienda
(CAVs), of which there are 10 allogether. CAVS
were introduced in 1572 in order to mobilize
savings and 1o linance new housing
construction. CAVS are supervised by the
Superitendencia Bancariz and their deposit and
lending tarms are determined by tha Junta
Manetania (Monelary Boardi}). CAVS hokl aboul
4 millian individuzl deposit accounts, amounting
ter aboul $UIS2.7 billion since their creation, A
key aspect of CAVs is the savings system
cailed UPAC {Unidad ve padar adquisitive
COnStamts - cORSIant purchasing power unil
syslem), a constanl value, inflation-indexed
savings scheme. Betwaen 1983 and 1988,
CAVs conlributed about 22 per cent (220,000}
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of 1he 1913l formal secior's proguction of
housing units.

In Many Colombian urban areas, the infomal
privade secior cornbuias betwean 30 per cem
and 40 per cant of the 1otal housing uniis
producad each yaar. Table 26 shows the
proponion of so-called “illegal” housing 1o total
housing unks buit between 1972 and 1981. As
shown in the table, the national average
propafion of negw “ilegal” owellings was 44.2
per Lant.

() Problams and constraints In flnancing
human setllemants development and
management programmas in Colomhbla

At present, Celombia has an urtan housing
stock of aboit 4 million units, housing a
papulation of about 22 million urban dwellers.
Tao this housing stock are baing added about
140,000 units azch year, a growth rale
approximately in line with tha urban papulation
growth of 3 per cent per annum. Thus thera is
litlbe evidanca of an ovarall quantitative delicit in
housing in Colomplan 1owns and cities. It has
now boen recoghized that tha real challenges of
the ramaining years of this cemury will not be
keeping pace with accelerated urbanizatior, but
tmproving axisting housing stock and services.
Tabla 27 shows Colombia’s low-incoma
housing targets for the peried 1987-1990 and
ilusirates the relattve imponance of
rehabilitation arnd betterment or mprovement.
In spile of this observalion, the magnitude of
invastment required is s1ill {ormidable, as is
shown in 1he 1able below.

The remaining constraints and problems can
be divided into two categories: those
characlerizing Central Governmant controlled,
or ralated, institutions; and these charactarizing
jocal-governmant and kecal-lavel
implementation agencies.

Reganding Central Government-controlled
and related institutions, the 1ollowing are same

of the magor problems that have been i
in récent studies:

{a) Public housing developments int
19&05 have baen closely whentified mth

fiva Jeciles onty,
(b} Parlly ¢onnécled with 1he above
public housing agemia; have generally

£Ore-housing units;
{c] Thara has also been a genaral n
cost recovary. At present, about 230,0

adopted through the snactmenl of Nat
Decres 2928 of 1382 The gacrae est
that sarviced piols valued af up 10 173 YPACS
and shetter vawed at up to 1000 UPACE had to
ba 100 per cont financed, with no
down-paymént by the purchaser. Becalse
housing units have bean handed gvert
purchasers with no inttiail financial eftorjon thair
part, there has been no strong incentive to pay
back loans,

{d} Thera ara also some financial
managemant prablems within the publiq sector
agencias. Mosi of these have to oo with
unreliatle cost accounting, poor callection
records, negative interast rates; resistapce {o
the use of intialion comected instrumende {such
as the UPAC system adopied in the priyata
saclon); large administrative overheads
uneconamical land purchases; and
uncompelitive bidding resutting trom ladothy
bureaucralic procedures and delayed ppyments
to private contraciors;

Table 27. Colombla, human settiements plan for low-Income groups (1967-1 BTD}

Typa of Investment Number of units Unk cost ($US)* Total @ Hure
{$US milftons)
Betterment 915 000 1285 11515
Sites-and-services 358 DOO 2185 11330
Barria rehabitialion 83 000 1098 - 171.0
24605

Total 1 362 000

af $US at 1985 vale (3US7 = $Col 395).
Source: DNP, 1888.




{e} Land purchased by ICT and the cajas has
otten baen made available to beneficiaries at
histotic: Gosts not adjusted for inflation, entailing
koss of ravenue on the pan of 1he financing
instiutions;

() Contractors often inflale consiruction bills
to pubtic housing agencies to pratect
themselves against paymeani dalays:

{g} Excluding local authorities, there are
about 40 different ingtitutions responsible for
different aspects of human settlemants
development and management - planning,
financing, eperation and maintenance of
irfrastnicture, and g0 on. Becauss ol this
proliteration of agendies, institutional
co-ordination is generally difficult;

(M Rem controls have generally had the
affect ot reducing the rale of supply of rental
housing and net the intended ellect of kegping
Fents low.

Regarding kecal-level problem, the Tollowing
have bean idantified:

(a) The finances of mosi small- and
medium-size cities have not kept up wilh
inftation, although the targe cities have
generally fared well;

{b) Perhaps the most sericus problem with
munigipal finance at present is management, in
particular control of expendiures, as opposead
10 ihe potential availabilily of revenues, A
present, not more than one city in five has
produced audited accounts during the last two
years (1987 and 1988), a basic symptom of
poor linancial management. Other problems are
related to corruplion, particularly ghest payrolls
and misdirection of funds and materials. Sueh
protlems remain undetected for long periods ol
time due to ineticient accounting systems;

(c) Related to the problem above is als0 the
fact that there are insufficient technical skills, at
irve wocal authority level, in capital planning and
budgeding; operation and maintenance, in
particular, have not been adaquately catered for
in capital invesiment planning,;

{d} Although there have been some
signilicant improvaments during the last 1ew
years, taxation realization by kcal authorities
has generally been kow. A cily which realizes
more than 50 per cent ol its property tax, for
example, woukld probably be above average:

(&) Mozl of the large cities, such as
Barranquilla, sufter from fragmentaiion inkg
sevaral muniipal jurisdictions. Only Bogotd, the
cagpitai, has 1he status of a special district which
incorperales into one jurisdiction the entire
mstropoitan area, lheraby providing a
consolidated planning and budgetary
framework;

{fy Finally, there ara probleéms of
co-ordination between the decentralized
agencies and municipal managemenl, as well

as among the decentralized ageries
themsehres. A frequent inter- agency problem is
pricing policy and transter of surpluses from
ong ama of operalion lo anather.

{8} Possibia Innovatlyve measures and
mechanlsms tQ Improve and increase
flnanclal resources for human settlemenis
tavelogimant and managemeant

The loHowing are some of the measures
which could improve the flow of financial
resources into human seitlements development
and managernent, as well as improve efficlency
In the utilization of exisling finances.

fa} Because the age of axplosive urban
growth has passed in Cokombia, concered
gtlort should now be directed towards
upgrading, renewal and conservation, by both
the public and private sa8clors;

(b) A greater proportion of the housing autput
of publicly subsidized agencies should be
geared towards ihe lowest four deciles of the
urtzan ingome distribution. This could be done
by setting targets Clearly derived from the
struciure of demand and payment capacity of
househotds, rather than from pre-determingd
mirimum standards and deskns;

{c) The rationalizallen and streamlining of the
funciions of the 40 or 50 institulions invalved in
human settlements devalopment {excluding
local autharities) is necessary. Cendral
Govemnment has indicated its inlention to
conduct an in-depth sludy, as a way of initialing
instiluliznal ca-ardinalion, but this has yet to
take place;

(d) Between 1383 and 1985, a number of
emergency decrees on taxation were passed,
These had the eflecl of increasing the alasticity
of property taxes by tying propery values to
changes in the consumer price index, and also
Incraasing the coverage of sales tax, Over three
years, property tax revanues increased by 120
1 130 per cent per yaar on avérage and sales
tax by as much as 160 per cent, This is a
wealceme inpovative measure the continued
application of which is to be urged;

(e} Updating of the cadasire and property
valuations could help to further improvea
propeny tax realizatlon. Law 14 of 1983
aulhorized lhe Natianal Cadastre Otlice (1GAC)
to sal up & new methadology for property
valuation using the concept ¢f bomegeneous
Zones in urban and rural areas. The method is
intendad 10 speed upy 1he compilalion and
updating process of municipal cadastres and
was incorporaled in 1he assessmenl process in
1584 A number of the larger and better
organized cilies coukl assume the responsibility
tor maintzining their cadastres between
valations, with IGAC concentrating on




techhical assistance and supervisory 1asks.
This arrangement woukd imprewe municipalities'
1ax collection efficiency;

{T} Finally, technical assistance 2nd training
for municipal stalf would be desirable,
particularly in the following areas: medium 1o
longg-tarm capial investment planning;

meaasuramen ol service levals and quay

sarvice, as well as tasifl and cost-racov
policies for appropriate municipal servi

budget and accounting proteduras for

identitying the cost of service aperation
maintenanca.




II. OVERVIEW

The Kregoing case studies have sought to
erxjuire inlp the sourges and mechanisms for
mobilizing financial resources for investmant
intg human settiements development and
management, with a view 1o leaming from and
improving upon such spurces and mechanisms,
The comerstens in ensuring the maximum
contribution of the human setlements sector ko
national economic development is the
eslablishment of a viable and stable human
seitlemants linance system capabie of
mebilizing Both public- and private
(househokl)-sector savings for channeling into
human setilements developmant.

In reviewing these case studies however,
one notes the varying conlenls and scope of
the subject of human settlements ameng the
countries studied and in no couniry is the sector
definitively circumsgrityed. tn Brazil's official
pragramming, for example, “human
settliements” is taken to be urban development,
consisting mainly of housing and basic
sanfation facilities. In Colomiia, i
ancompassaes achivities related 10 land,
infrastruciure and housing. In Kenya, it is
compasad of shefter (housing), land and
bliiding malerials. In Nigeria, the scope of
humarn settiements includes physical planning
layout {site-planning and development),
sewerage, drainage and sanitation, as well as
housing {shaller). The scope also changes from
time to lima even wilhin countries. 1 is alsa
noted that with the exception of India, Nigena
and the United Aepublic of Tanzania, rural
settiemenis are not considered in the national
human sefllements policies and strategies of
the countrias sludied. The impod of these
variations in the content and scope of tha
subject is that it becormnes more ditficul 10
entity and classily the financing of
developments in the area, particuiarly with
regards to public seclor budgetary allocations to
various seclors, Tharg are 50 many sectoral
overlaps in the subject of human settlementis
because it encompasses every aspect of
human need and desire. Human setllements
after all, are a kind of “meling pol" where 1he
aclivities of maost olher verical sectors
findlustry, Transport, health, housing, education,
water supply, power, telecommunicalions ele.)
come togather and overdap and theretore they
regresent a key horizonlal cross-section of most
ather sactoral investment activilies. An analysis
of finanging of human setllemants development
would Inevitably therelore have to be viewed as

only a part of the whole picture of financing 1he
developmen and quality ol human setllernents.
The ovedap of several human settlernenis
acivities imto other seclors may not atler alf
therelore be & disadvantage, in the sense that
on the aggregate, human seftlements matters
may end up getting mare rescurces invested in
them than would hava been the casa otherwise

MNevertheless, an appreciation of how
countries mobilize linancing for direct
investmant in human settlaments, as concaived
by their national policies and prioritigs and ways
to improve on existing mechanisms, is ot
interest 1o national govemments and 1heir
agencles, as well as 1o external aid
arganizalions and the loregoing case studies
have given samg insights inlo the potantlals,
prospecis and problems of realizing the
anvisaged objeclives.

A. Features of human
settlements financing
systems in the case
countries

In1he review of the case studies, 1the
tollowing laatures stand out.

The public sector, wilh direc! budgelary
allocalions, tinances mast of the infrasiructure
{particularly trunk infrasiructure - within and
between settlemants) and services componenis
of human sgtilements. The private sactor
(formal and informaly however contributes to the
financing of infrastruciure through 1he payment
of user charges, valonzation and betterment
levies etc.

The private sector {formal and informal)
finances most (B0 1o 90 per cent) of the sheller
component of human sefllements. The informal
componant of this sector, through and with
tinancial resources mabilized from personal and
tamily savings, loans and granis fram friends or
olher private sources, linances 70 to 80 per
cent of the shaher aulpul of Ihe private sector.
in india, over ¥7 per cent of the otal resources
invested in the housing componen come from
infgrmal sources. In Nigeria, Sri Lanka,
Thailand and the Unied Republic of Tanzania,
this figure is above 50 per cent. This seclor
accounts lor about 63 1o 82 per cenl of shefter
cutput in Kenya,

With the excephon of finance mobilization by
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morigage- finance and housing-finance or
related ingtitutions, mobilization of public
revenues is generally done without panicular
atlachmant 1o sectors. That is to say, revenues
arg generalty mobilized at govemmental levels
not at sectoral levels. 1 is afler the revenues
have bean mobilized thal Govemments allocate
financial resources to sectors an the basis of
their [(Governments”) parcaived schama of
sactaral pricrilies, Thers i, therefore, ganerally
no mebilization or organization of public sector
finance for human setllements development
outside this normal governmenial budgetary
process. Revenues ara raised on human
settlements, such as from proparty rating,
propery taxes, betterment igvigs, and other
related feas, but such revenues are not
nocassarily directly reinvestad in human
settlements development or managament but
rather put imo the general coffars of the givan
level of governmeant for allecation amoeng
sectors. In contrast, tinancial rescurces
mokilized by and through housing-finance or
ralated instituliong are famely devoted to
lending for housing and ralated human
settiements development,

Instiluticnat linance far human setilemants
development (housing or morgage finance) is
Shll wery waakly devaloped in tha courtries,
though 1o varying degrees. The inslitutions
suffer from 5o much continual, rapd and
gometmes haphazard instiutional 1iux that they
ara danied the instidutional strength thal comeas
and grows with stability. The example of the
Natignal Hoysing Bank {BNH) and the Caixa
Economica Federal (CEF) of Brazil ilustrates
this constraint. So alsoe does 1ha history o7 the
Federal Mongage Bank of Nigena.

Insitutionalized and lormal housing finance
is still reiatively new in several of the countrias -
Indlia, Migeria, S Lanka and the United
Rapublic o Tanzania - but is growing fast.
Consequant on 1his fact, ameng others,
instibiionally mobilized financial flows ino
sholer Conshitute a vary small propoion o1
cumerm demands,

Relaled 1o this, in most of ihe countries, the
rmechanisms and the emphasis On resource
mobkilzation lor human setilemants
davelopmani is conCentrated on and directed at
the shelter cormponeant of the sactar. Most of the
countries still sea shetter (housing} as the core
of human setllaments and fingnca for human
setllgments is taken as finance !or housing.
This is reflecied in the tacl thatl most of the
{inancial institulions created to mobilize funds
for uman settlements development are
designated as housing banks or mortgage
banks, of savings and loans institution, and are
mandated to grant koans or morigages for
housing developments of purchases. This

should not be surprising, considering the aarier
poirt made o the effect ihat, in and betwesan
settlernents, sector infrastructure and sgrvices
are usually largely financed from govergmenal

educatn, industry ete,
In most of the countries, although sef
effors are being mads 1o establish and

capital market through public policies
atlempt to keop savings and mongage B
ratas balow capital marke! rales, housing
tinance institutions are ket on the margin of
the capital markel and they are largely
uncompeditive and at a disadvantage in|savings
mebilizalion. One of 1he results of this ig that
housing finance institutions provide a very small
proportion of housing finance in many of the
devaloping countries. There has bean Ifile, il
any, tapping of insurance company furgs or
pension tunds for use by Mortgages conpanies.
Alarge reservoir of private sector (inchuting the
informal privale sector) funds remaln urgapped
because ¢f inadequate and inetffective golicies
and strategiss on tha mabiization o1 sueh
potential rasources in private hands.
A fairly common feature of 1he countgies
revigwad is the Inefticient 1axation of urban
immeovabde propeny (land and buildings) . Land
and property valuation systems, where [hey
axist at all, are vsoally inefficient and
assessmenls are olten not up-to-date.

nding

properly worked out 10 refiect the cost d
individual sarvicas or they are inaguial
applied.

Generally, the kow- 10 lower-micddle i
groups in many of these countries find

be beyond thelr reach. They are usual

axcluded by a number of factors, inClud
widaly balieved potentialior high loan

the socio-economic status of the borro
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({Indla ang Sri Lanka are exceplions in this
respect); and 1he use of ampirically invalid
rule-of 1humb aterdability crileria.

B. Cross-national and
cross-regional
comparisons

In practically 3l the couniries covered by 1he
case sludies, human settiements investments
are largely financed through, (a) public sector
budgelary allocalions, ihe magnitude of which
varies across the countries (B loans from
financial institutions which may congist ot
housing- or mortgage-linance instilutions fwhich
are usually parastatals) and commercizgl banks
{which are usoally largely in the private
commercial sector); and {¢) private indrvidual or
1amily savings.

The nalure and scope of public secior
financing of human settlements development
through 1the budgetary allocation process is
fairly similar across countries, consisting of
alizcations 1o the responsible ministry of funds
for capital and recurrent costs of capilal project
develcpment and maintenance of trunk and
wilhin-sattlamenls Infrastructuras and samvicas
Sometimes such allocations also include funds
for institution-tbuikding, maintenance and
strengthening within the sector. Oflen, 1his also
involvas allocation of lunds for direct
construction of shelter units under govemment
housing programmss.

With ragard 10 institutional bousing finance,
Latin American countries seem the most
sirongly instiutionalized, from the paint of the
variely ol inslilutions or mobllizatlon schamas,
he volume and value of finances mobilized by
such instiuticons, and 1he network of the
instiutions. The financial resources mobilized
by Brazil's housing financa ingtitutions, lor
exampla, grew from $LISE billion in 1972 to
$FLUIS17 billion in 1875 to $US27 kiflion in 1980
and 1o over $US30 billion in 1984, A similar
irend is ohserved for Colombia where public
sactor and tormal housing finance instdutions
finance about 60 per cent of all sheler culput,
and loans from 1hese institulions reach 3 wider
spread and crass-saection ol the population for
use in shelter devaloprment. In contract with
mast othar countries, the systam of valorization
or betlerment levies seem beller and mare
productively developed in Colombia. As a
consequence of this productive developmeni of
3 betlerment levy syslem, a wide range of
urban aothorities in Colomnbia saems to be
relatively sell- inancing unlike in many olhar
developing countries. There is also a significant

uss of semi-autonomous agancles for
infrastructure and services devalopmeant aned
maintenance, The sum total of this is that much
more sheller development is achieved and, as
in a country like Colombia, it is said thal there is
hardly any absolule shelter shortzge. The
experiance of Colombia deserves study and
possibly replicalion by other countries in the
developing world,

Inthe Asian ragion, housing linance
instiluticns are more recent compared with 1he
Latin Amercan scene, bul are growing tast.
India, Thailand and Sri Larka have housing
linance institutians which though relatively
youn{g in years, have mada remarkable impacts
on human seftlermenis development. [n Irdia,
the Haousing ard Urban Development
Corporation Limied (HUDCO), the largest
national finance insliulion in the sector (the
resources of which amounted 10 $US463.0
milfign as of December 19821, as well as such
other institubions as the Lile [nsurance
Corparation [LIC), the General Insurance
Corporation [GIC) and the Housing
Cevelopment Finance Corporation (HDFC)
have made remarkabla impacts on institutional
hausing finance deveiopment in particular, and
human settlements development in general
within the counliry. The institutions and impacts
continue 1o grow. Similar irends are discernible
in Thailand where the Government Housing
Bank {GHB) |s playing a key apex role lor
housing finance inslitulions, In Pakistan,
remittances from Pakistanis working abroad are
highly significant and much of thesse
remittances tend o be invesled in housing and
ralaled buman settlements projects. Similar
phemaenena also exisl for Incdia and S+ Lanka,

Sn Lanka has an extensive system of
savings institutions composed of commergial
banks, co-cperative rural bankg, and thrift and
credit co-operalive societies - athough there
are hardly any such institutions existing
speciticaily for courtries whare soma of the
financial institulions use variable interest rates
to discniminate against investments in old
houses and to encourage invastmants in new
ches - the ralionale being to increase 1he
everall housing slock by encouraging
construction of new NOUSIng units,

Thailand is one couniry where it could be
said that bousing finance 15 faidy relatively
integrated with the overall national financial
seclor. Thai commerclal banks are significanly
involved in lending far home buyers -
accounling for about 31 per cent of all formal
iending. In many other developing countries, in
contrasl, the involve ment of commercial banks
in martgage lending is aither minimal or
nen-gxistent. Base rales are not fixed in
Thaikand, thus allowing greater compatition for




deposit 1akings or savings among finangial
instilutiens. This has encouraged the
development of inngvalive mongage loan
packages.

In Africa, housing tinance institulions are
developing, though they are siill at the relatively
early stages, and 1heir contributions to human
settlements development slill remain
insignificani. In this region however, Kenya
seems 1o have relatively developed housing
finance instiutions both in the parastatal and in
the privale sectors, and has a comparatively
wider range of linancial inslilulions, including
building societies. Aflermnpts are also currently
being made at strengthening the capital market
and the Nairobi Stock Exchange in padicular,
and the impact of these on the availabilty and
supply of linance for human sstileémeants
investment will be inleresting 16 Monitor.

Tha Linited Republic of Tanzania is ene of
ihe few countries with a geographically
comprehensive human seflements
devalopment policy which has paid serious
attention 10 rural sefifements, The country’s
expernces of nationalization of buildings in
1971, followed by denationalizalion alter a
decade and half of delerioration in the shetter
seclor ag a caoncequence of thig policy measure
is imeresling ang instructive, but there arg
virtually no tormal private seclor housging
finance institutions. The Tanzania Housing
Bank {THB), which is a Government housing
bank, is the only housing finance institution_ A
Workers and Farmers Housing Development
Fund, created through a 2 par cant Isvy on the
wage bill paid by employers with 10 or more
amployeeas i one of the mechanisms 1or
mobilizing the linancial resources of 1he Bank.
In Nigeria where therg is great polential for
instilutional housing finance mobilization, 1he
sources and channels of such mobilization are
not effectively organized and a seeming general
lack of confidence in public institulons militates
against the greater mobllization of savings by
the apex Federal Morigage Bank and other
imermediaries,

C. innovative policy
instruments: the benefits
of ¢cross-national
experiences

From ihe ¢ase sludies presented, i is seen
1hat the linancing ol varigus aspects of buman
setlements development is uhdertaken af
various lzvels of governmaenl - central
provincial’state and local levels, and by 1he
private secior (lormal and informal). The

financial resources for these investmenis comea

private sectors {including mainly
housing-finance or relaled financial in

individual and household savings, as
from co-gperative societies in some pl

In the existing eonstitutional and insttutional
framawork of most developing countrie
significant financing for human settle
development, a5 tor othar sactoral

genarated, therefore, the greater ine
investments in this sector, depending

impanance of ihe human seitiements
the ovarall soeio -economic developme
process, so that it couid be givan fairy

Inlemational Year of Shelier for the H
[1887]) and of the Global Strategy lor
the Year 200¢ serve lo achieve such
sansilizalion.

The strenglhening of financial institubons in
1his sector (Mongage- and housing-fingnce
instilutions) woukd irmprove the motilizgtion ol
financial resources and thareby increage the
amount of revenues availabke 1or invegment in
human seitlements development. Thig
strangihening coukd lake severaltormq -
ensuring the stability of thase insttuliohs by

broadening the base of Iheir rescurce
mobilization 1hrough designation of

as channeling some insurance and
sacurily iunds to them. This could be

their ireedom and abilily 10 compete 1
mobilization in the nalional linancial m
The linancial inslilutions themselves s
able to attract public confidence by en




sacurity ol funds entrustad to them, offering
adequate rewards or compansation for the use
of the furkds either in the form of interesi or in
provision of financial services (wilh the rate of
interest promising real retums above inflation):
and ensuring access to credit by households.

Human satlements financea in these
countries is characlerized by a special circuit
operaling in is¢lalion from breader markets, znd
genarally with interest rales at balow the market
level. Mobilizing more financial resources tor
human setilements development requires some
reforms in the human setilements {housing)
linance sysiem as currenily operaied 10 make
the syslem mare efficient, Inthis respect, there
is a dire need to integrate institutional housing
linance sysiems into 1he national finance
system for better efficiency and eflectiveness in
the attraction and mokilization of inancial
resources. Mast human setttements finance
expans and economisis view the mobilzation of
resources through Lhe financial system as baing
critical to the development of a strong human
selllements sector, and beliave thal i is
assantial to integrate human selliemants
linance into 1he national capital market. i
human settlemanis linance is kept separate
through public palizies and regulations which
attamet 1o keep savings and lending rates for
aspects of human setflements developmant
below capital market rates {e.g. spaciying the
use of nominal interest rates balow inflation
rates or the real cost of captal), the financial
sector bacomes less aflicient because capial
cannol be shifled 1o whera the highest return is
possible, thus keeping human settlemean
finance i{bstitutions on the margin of capilal
markels™, and consequently at a disadvantaga
in the campetition Tor mobillzation of tnaneial
resources. The extent 1o which the housing
tinance system is inegeatad with the rast of the
economy is likely 1o depend on govarnment
contrels and subsidies. Govemmeans should
promete and suppor the integration of housing
finance institutions and their operation into the
national capital market by allowing them to
vompete far savings mobilization at competitive
(marked) interest rates, limiling subsidies and
1argeting them more diracily 1o the low-incomea
groups, thus ensyring viable human setfiements
tinance instftulions which atiracl and retain
public contidence by delivaring efficient
financial services, responding actively 1o
demand and devéaloping links 1o the informal
financial markets. Integration of housing finance
inte the overall national capital market is,
tharelora, imperative it the former is 10 gain
more strangth,

28! Alirad ¥an Huyek, "Housing financs in developing
Lountries”, Srieviink ved. 8, Mo, 1, March 1988 p. 3.

There are still enormous financial potential in
daveloplng countries from insurance company
funds, pension and provident funds and trust
funds, as well as potential revamues tnpmthe
sale of bonds ete., that still remalin largely
unappad which could with appropriate
mechanisms ahd Incentive processes be
hamessed for human settlements developmen.
Inroduction and institution of the oparallon and
use of housing and infrastruciure bonds in the
context ot the sirengthening of the capial
markeis i5 an inncvative measure which should
be fried_ This has been done with some
SUCCess in some countries such as Thailand. It
coukd heip this process and enhance the
hamassing of informal secier linanca to reduce
or ramova scnyliny of the sources af informal
tinance used ta purchase housing and
infrastnciure bonds, Encourage ment of
co-operative housing societies, especially at the
primary level, and thrift and credit groups (such
as are now common in 3 Lanka) would be
ancther effective way ol mobilizing resources
from the population for human settlemants
development.

Greater use of savings-and-loans schames
could also be a powerful togl kpr tingngial
instttulions to mobilize More tinancial resources
trom individuzls and the community, Such
schemes, which are already baing tried in some
pauntries, such as India and Sri Lanka, have
the advaniage that they ensure the channeling
of large proportions of private domestic savings
towards shetter and other aspects of human
selfiements developmeant.

Suslained conscious efferls should be
directed at strengihening properdy valuation and
taxafion systems, as well as the capacity of
locat authoritias 1o implement cast conscious
service charges. This would go a long way
lowards impraving the tinancial siatus of local
athorilias. This woukd, infum, lead to
enhancing their capacity to provide and
maintain settlemants infrasinuciure and
s5ervicas.

Improvements in the mobilization of tinangial
resourcas for investment in human setllements
development and managemant, as far
developments in other sectors, is of course
predicated on imgrovements in the overall
national macre-economic climate. Virtually ail
the case countries, and many others, have
experienced and are experiencing very high
rates of inflation ranging from hundreds of
percentage points In Migeria o thousands of
percemage points 1n Brazil and other Latin
Amarica countrigs. Mast are heavily laden with
crippling endernat debts ared have, at the same
fima, exparienced massive devahation of their
domestic currencies. These factors, among
others, have had ihe eflact of not only wiping




oyt parsonal and housahold savings
accumulated over the years and making currant
and futura such savings almos! impossible, but
have also ascalated the prices of all inpuls into
human settlements devalopmant and to that
axtent relarded such developmeanis. In an
adversely periodc, economic human settlements
becomes ane of the first victims of public sactor
resources austerity. To improva beih public and
private linancing for human setilements
developments, therglora, the general economic
conditions and sconomic management of
couniies must improva. Such improvemants
would encourage other sectors of the aconomy,
particularly the private Informal sector 1o save
and thereby mobilize more funds for buman
setllemants invastmants. Such Macr-acdnamic
Improvemont s would also strengthenihe
financial institutions, including those serving the
human setilaments secior, 8.g., the marigage
banks. Improvement of national
macro-econGmic stuation has positive
ramilications, therelcra, for persenal, household
and ingttulional, including governmental
Incomes, and on savings potanlizl. How
impfovemant s in tha nalional MAGHO-eCONdM;
condition is brought about depends to a large
axten] on compelent national economic
kadarship and managemen as weall as on tha
state of the world economy as & who'a.

In the absence of corrective measurgs, high
rates of inflation tend to baneftt borrg
to disadvaniaga Investors. This is exage

by fixed interes! rales on housing loany. Thus,
in general, the effect of inflation has bapn 1o
discourage kong-term investmaornt in ing,

have persisienity ramained higher thar i
rates. A mechanism which has bean
extensively in Latin Amenca to addres
problam of infiation is the use of moneis

housing in ling with changes in the nat
consumer price index. This is envisagd
countaract the effects ol inflation by erg

{LPAC) system, as well as Chile, thro - gh 1he
“deveidpment units” sysiem, and Brazil =*

and complicated to some other reglong of 1he
developing world, their possibilities ma
worth axpkoring in 1he faca ¢ unabali
inflationary trands.

20/ BLJ. Sendilande, Monotary Corraction Howing
Finmron in Colombie, hﬂ.ﬂﬂrﬁ[\hﬂlﬂ.
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III. CONCLUSION

The commen theme uhiting the case studies
ig the locus upon financial instituticns,
aspecially human settlements (hausing) finance
instilutions as mechanisms for mabilizing
tinances for human settloments devalkpment
and managemeni. The message that emarges
is that govemments should begin to take a hew
leok &t tha hitherto tradilional ways of
sponsoring and regulating the aperation of
housing financa institutions and also bogin 1o
consider akernative and more positive and
productive ways of developing a flexibla and
adaptable poiicy response based upon a more
sansilive understanding of contemporary
financial markets. Towards this end, heman
selttlements finance mechanisms would have to
bé infegrated into the national finance system,
A continuous flow of Tunds inlo the sheftar
sector requires 1that shelterdinancing institutions
mobilize funds on the same temms and
conditions as olher intermediaries in 1he
financial market. Integraiing shafier financa inta

the natixnal finance aysiem is critical 1o the
enhancing of the capabilty of the human
sottlements secior fo draw on domestic
resources and, thus, mast human settle ments
develupm&ﬁt and managemernt needs
sffecivaly.

It is clear that the issue of financing is crucial
o the process of human getflaments
davelopmend. This raleas the quesiion of the
appropriate mix of puldic and private
conlributions 1o financing investmemns in tha
sector. An obvious inadequency of financial
resourcgs exists in ralation to the scale of urban
protlems cusrently being experienced in many
developing countries, and withou the sffective
hamassing of fult public and private resources
ard skilts, it is unlikely that 1he required
stipclive action can be faken 1o resohe 1ha
human settlerments probiems that accumulate
8s the precass of urban growih continuas in
most developing countries.

30/ United] Nations Cenira for Human Satiemenis
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