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Operating in the most urbanized of developing regions, the Inter-
American Development Bank has developed a large and complex
portfolio of urban loans. The Bank’s contribution to urban devel-
opment in Latin America and the Caribbean is linked to its origins
as a multilateral development institution. The Bank’s first loan,
granted more than 40 years ago to the Government of Peru, was
for the expansion of the water supply of the city of Arequipa.
Since then, the portfolio of urban loans has steadily grown in vol-
ume and complexity. To date, Bank loans address a wide variety
of urban problems including traditional areas of concern for ur-
ban governments, like expanding water and sanitation services,
and more recent issues, like urban violence and social and spatial
exclusion of groups and individuals. Over the decades, Bank lend-
ing for urban development has evolved into a complex area of
activity with multiple linkages to other areas of development. In
the process of providing support the region’s cities, the Bank has
accumulated a wealth of knowledge. Sharing and disseminating

Foreword

this knowledge is a significant contribution to borrowers in their
efforts to achieve an efficient and egalitarian urban development
process in the region.

The present publication traces the history of the Bank’s lend-
ing for urban development and discusses the Bank’s approaches to
current urban issues. It is intended for specialists and individuals
interested in getting acquainted with the evolution of the Bank port-
folio. I hope that this publication will contribute to a better under-
standing of the Bank’s contribution to urban development as, in the
next twenty years, the Americas becomes the most urbanized re-
gion of the world

Carlos M. Jarque
Manager
Sustainable Development Department
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Over the next two decades the majority of the world’s popu-
lation will live in urban areas and the number of urban resi-
dents in developing countries will double, reaching over

two billion persons (HABITAT, 2001). This dramatic shift of the popu-
lation from rural to urban areas is unprecedented, and brings with
it new opportunities and daunting challenges. Latin America and
the Caribbean is already one of the most urbanized areas of the
world and the process of urbanization is still in progress. Respond-
ing to the challenges posed by the rapid urbanization of the popu-
lation and economic activities, the Inter-American Development
Bank has steadily expanded its lending in support of cities. The
IDB actively addresses urban development needs in the region by
financing the expansion and improvement of urban services, and
by building financial and administrative capacity in local govern-
ments and public utilities. In its 40 years of activity, over US$25
billion of the Bank’s total portfolio of loans approved has gone to-
ward urban development projects (all figures quoted in this docu-

ment are in constant 1996 U. S. dollars). This level of lending rep-
resents nearly 15 percent of the total amount lent by the Bank since
initiating operations in 1961.1  The scope and complexity of the
Bank’s activities in support of urban development have also grown
over the decades.

The purpose of this publication is to present the most salient
features of the Bank’s lending and technical cooperation activities
in support of urban development It also discusses opportunities and
challenges lying ahead for the Bank in order to assist borrowing
member countries to take full advantage of the development op-
portunities offered to them by the urbanization process.

1 Additionally, more than US$13 billion of approved loans directly benefit ur-
ban areas since they finance capital investments, technical and institutional
development activities for the development and strengthening of micro, small,
and medium sized business that are mostly located in cities.

FIGURE 1
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FIGURE 2
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The document has four sections. After this introduction, the
second section presents the broad context in which the Bank’s
urban operations evolved, discussing the overall trends that are
shaping socioeconomic development in the region: the urbaniza-
tion of the population, economic globalization, government de-
centralization and environmental degradation. The third section
traces the evolution of IDB lending in support of cities and pro-
vides a detailed discussion of Bank activities in housing, munici-
pal development, integrated urban development projects,

transportation, environmental management and sanitation.
Throughout this section there are descriptions of projects financed
by the Bank in the late 1990s and early 2000s that show how the
Bank’s approach is put into practice. The final section explores
the road ahead, discussing emerging challenges in urban devel-
opment and the Bank’s response. The Annex contains the data on
the number of projects and amount lent (in constant 1996 US dol-
lars) for urban development by the Bank in its over forty years of
operations (1961–2003)
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Urbanization of the
Population and Economic
Activities

Latin America has had a unique urban history. From its beginnings
as the result of a remarkable settlement effort during the first half
of the sixteenth century that led to the establishment of most of
the cities that today comprise the region’s urban structure, to the
explosive growth experienced by these cities in the second half of
the twentieth century. The spatial distribution of these cities re-
sponded to the needs of the colonial powers. Spanish and Portu-
guese settlers established themselves in places well suited for trade
(Salvador de Bahia), where local labor was abundant (Bogota) or
significant settlement already existed (Mexico City) or at important
places of worship for the indigenous population (Quito). This pro-
cess left the region well endowed with urban settlements to house
the colonial administration, conduct commerce and exploit the
region’s natural resources. The political independence of the colo-
nies did not add significantly to the inherited structure but modi-
fied the roles of some cities giving greater relevance to national
capitals where the new local elite concentrated. After World War
II, much of the economic growth concentrated in urban centers as
countries adopted import substitution policies to promote industri-
alization. People migrated to cities in search of better job opportu-

nities and access to basic services that were lacking in rural areas.
The high concentration of population and economic activities in
specific parts of the territories led to the formation of complex city-
regions that are highly integrated into global markets and lead the
process of economic growth of their respective economies.

In 2000, 75 percent of Latin America’s 523 million inhabitants
lived in cities. By 1990, more than half of the region’s gross domes-
tic product was generated in urban areas (HABITAT, 2001), which
are expected to account for over 80 percent of future GDP growth
(World Bank, 1991). The change is staggering. At the turn of the
twentieth century only one out of four people lived in urban areas
(defined as settlements of 2,000 or more inhabitants), whereas by
the beginning of the twenty-first century the relation had reversed
completely, with three out of every four people living in cities. In
1900 there was no single city in the region with one million inhab-
itants. In 2000 there were 49 such cities (twice as many as in 1975),
and four of them were among the 10 largest cities in the world.
These megacities (urban agglomerations of more than 10 million
inhabitants) are Mexico City (with 16.6 million inhabitants), São
Paulo (16.5 million), Buenos Aires (11.6 million) and Rio de Janeiro
(10.2 million). Three other cities (Bogota, Lima and Santiago de Chile)
have populations of over 5 million. The urbanization process is ex-
pected to continue and by 2025 an estimated 85 percent of Latin
America’s population will be living in cities. In recent decades, in-

TABLE 1

Urbanization Trends
1950–2000
(Population figures in
thousands)

1950 1975          2000
1950–1975 1975–2000

Total population 179,050 319,893 523,875

   Increase in total population 140,843 203,982
Urban population 74,484 196,094 401,287

   Increase in urban population 121,610 205,193
Urban population as % of total 41.6% 61.3% 76.6%

Agglomerations over 1 million
   Population 16,785 69,534 153,995
   Number 7 21 47

Source: HABITAT, 2001.
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termediate size cities (those with populations between 200,000 and
1,000,000) have shown remarkable demographic and economic
dynamism, growing faster than any other group.

Urbanization has been a good business. The concentration
of the population and economic activities in cities brought re-
markable progress to the region. Urbanization is always accom-
panied by growth in per capita income. In the period 1975 to 2000,
with few exceptions, higher urbanization also led to higher per
capita product. In most countries of the region, per capita GDP
increases as the proportion of the population living in urban ar-
eas increases. In addition, the economies of more urbanized coun-
tries grow faster than those of less urbanized nations. These
outcomes result from the fact that the productivity of urban en-
terprises and labor is significantly higher than that of their rural
counterparts. Urban areas offer better employment opportunities,
higher incomes and easier access to public services. Cities are
Latin America’s engines of economic growth and offer their popu-

lations the best opportunities for social and economic progress.
This is shown by the fact that in spite of massive urban popula-
tion growth (over 200 million urban residents were added be-
tween 1975 and 2000) the percentage of the urban population
living in poverty has remained constant, at around 30 percent.
(HABITAT 2001).

Notwithstanding these developments, urban poverty still poses
a significant challenge. One out of every three urban dwellers lack
sufficient income to cover the cost of basic needs. The number of
urban poor broadly exceeds the number of rural poor, although the
percentage of the rural population living in poverty is higher. The
economy of the region must grow by at least 3.2 percent per year
in the next twenty years just to halve the number of people living
in extreme poverty. The causes of urban poverty are many and
complex; some are economic while some are social and cultural.
The urban economy has shown a persistent lack of capacity to
provide formal jobs to all those seeking employment. As a result,

FIGURE 3
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FIGURE 4
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there has been a rapid increase in informal employment, which is
less productive, less stable and less well paid than employment
in the formal sector. The informal sector, predominantly in service
activities, accounts for more than 70 percent of new jobs gener-
ated in cities and has shown the fastest rates of growth during
the last decades. Incorporating this labor force into the formal
economy, where the levels of pay, social protection, and produc-
tivity are higher, is the main challenge of urban economic policy
(Brakarz, Greene and Rojas, 2002). Urban poverty can result in a
broader cumulative deprivation, characterized by squalid living con-
ditions, risks to life and health from poor sanitation and air pollu-
tion, crime and violence, traffic accidents, and natural disasters.
Also, it is not uncommon to witness the breakdown of traditional
family and community safety nets, which become stressed by the
growing needs of the urban poor (World Bank, 2000). Cities offer
governments better opportunities to address poverty issues since

reaching the urban poor with services and goods to enhance their
living conditions, assets and income-generating capacity, is cheaper
than doing it for the rural poor.

Cities Competing in
an Increasingly Global Economy

Globalization is not a new phenomenon. Periods of intense eco-
nomic and cultural exchange among distant countries and cultures
have occurred in the past, but its most recent manifestation differs
in fundamental ways from previous episodes. The current processes
function at a much faster speed and operate at a much greater
scale than what the world saw at the peak of the Spanish and Brit-

The concentration of
economic activities

and population in
cities increased

business productivity
of and improved

living conditions.
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ish empires in the seventeenth and nineteenth centuries, respec-
tively. The scope of global connections is much broader and its dy-
namics create new levels of complexity (HABITAT, 2001). The broad
liberalization of trade, finance and labor markets benefits the en-
tire population by providing more jobs and cheaper goods and ser-
vices, although its impacts are not evenly distributed. Globalization
has expanded the mobility of capital and knowledge, but has left
cities with the less mobile components of the production equation,
the physical capital and the unskilled labor force.

The contemporary global economic context presents signifi-
cant challenges to cities in Latin America and the Caribbean and
has a considerable impact on those cities where global economic
operations are concentrated. Cities compete for highly mobile capi-
tal, knowledge and skilled labor to fuel local economic growth
through manufacturing and service activities geared to supply world
markets. As competition increases, the disadvantages of smaller

urban areas vis-à-vis intermediate size cities and large metropoli-
tan areas become more evident because most investment is di-
rected to larger cities with greater economies of agglomeration.
There are growing differences between city-regions that are well
positioned to enter world markets and cities and territories that
are left behind by the process. Even cities that are able to attract
foreign and local investment confront significant challenges, given
the conditions under which the transnational economy operates.
The changes in employment modalities—that are increasingly
project-oriented rather than linked to companies, knowledge-based,
less protected and stable and the sustained trend toward a ser-
vice-driven economy that requires mostly skilled labor prevent many
urban dwellers from enjoying the benefits of economic growth.
Global integration has been accompanied by worsening income
distribution in most countries and these differences become dra-
matically apparent in the cities. In addition the growing incidence

The production of
Latin American cities
compete in increasingly
global markets.
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to the needs of local economies and better able to work with local
entrepreneurs and civil society organizations.2  Subnational govern-
ments are also asked to assist in promoting a more equitable de-
velopment process by efficiently providing public services, such as
health, education and sanitation, that are essential for the well-
being of the population and also critical for achieving greater eq-
uity, both among different groups of the population and areas of
the country. Argentina, Brazil and Colombia are highly decentral-
ized while Bolivia, Mexico and Venezuela have made significant
progress in transferring resources and responsibilities to subnational
entities. There is still much room for decentralization (15 percent of
government expenditures are handled by local authorities in Latin
America and the Caribbean compared to 35 percent in industrial-

of informal employment already mentioned, ensuing problems in-
clude the spatial isolation and social exclusion of the poor, the
fragmentation of informal networks and the aggravation of latent
social problems.

Decentralization for
Greater Efficiency and Equity

One of the most remarkable features of the recent evolution in the
management of cities in Latin America and the Caribbean has been
the sustained and growing transfer of government functions to lo-
cal governments, the process of decentralization. To enhance com-
petitiveness and foster local economic growth, national governments
seek to improve services and infrastructures by transferring respon-
sibility to subnational governments, which are usually more attuned

TABLE 2

Levels of
Decentralization

by Country

Emphasis of Level of decentralization
decentralization effort (percent of public expenditures accounted for by subnational governments)

Over 20% Between 10 and 20% Less than 10%

Intermediate level Argentina (49.3) Peru (10.5)
(states and provinces) Brazil (45.6)

Mexico (25.4)
Venezuela (19.6)

Local level Colombia (39.0) Uruguay (14.2) Ecuador (7.5)
(municipalities) Bolivia (26.7) Chile (13.6) Trinidad and Tobago (7.2)

Honduras (12.3) Paraguay (6.2)
Guatemala (10.3) El Salvador (6.0)

Nicaragua (5.2)
Panama (3.2)
Dominican Republic (2.9)
Costa Rica (2.3)
Barbados (0.0)
Bahamas (0.0)

Source: IDB, 1997a.

2 Subnational governments encompass a wide variety of entities with jurisdic-
tion over territories within a nation state including states, provinces, regions,
and municipalities.
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ized countries) and the trend is well established in the region. Lo-
cal government is turning democratic in most countries. In 1980
only in three mayors were elected by popular vote while in 1997,
17 out of the 26 borrowing member countries of the Bank had di-
rect elections for mayors. In other six mayors were nominated by
elected municipal councils (IDB, 1997a).

The financial and institutional capacity of subnational gov-
ernments to take on more responsibilities varies significantly. There
are more than 100 states and provinces (also known as depart-
ments or regions) and over 15,000 municipalities in the region.
Some states have very large populations (the state of Bahia in
Brazil and the province of Buenos Aires in Argentina have popula-
tions that are larger than those of most Latin American and Carib-
bean countries) and others are the economic powerhouses of their
countries (the state of São Paulo accounts for over 50 percent of
industrial production in Brazil). There are also small and poor states

that command fewer resources than a medium-size municipality.
There are enormous differences in the institutional capacity of
subnational governments in the countries of Latin America and
the Caribbean. The institutional capacity of municipalities like São
Paulo, Buenos Aires and Mexico City is greater than that of many
small states. On the other hand, some small municipalities often
do not have a permanent staff or the services of a professional
accountant. Their financial capacities also show staggering dif-
ferences. However, there are positive elements in the current state
of affairs. Over 60 percent of the region’s population lives in mu-
nicipalities with 50,000 inhabitants or more, a demographic size
that usually can support local governments capable of providing
efficient services. Furthermore, the emergence of medium-sized
cities as major actors in the social and economic development of
the region is advantageous. If managed properly, they are capable
of providing services in an efficient manner. Decentralization

Decentralization of
services, resources and
decision making power
allows communities a
greater say in decisions
that affect them.
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often clashes with the outdated legislation that frames intergov-
ernmental relationships. The devolution or reassignment of res-
ponsibilities has not always been backed with the corresponding
allocation of resources or the right incentives for local govern-
ments to raise sufficient revenue. These are areas of reform still
in need of attention.

Environmental
Degradation

One of the often-cited drawbacks of urbanization and rapid growth
of urban areas are the multiple negative impacts cities have on the
natural environment. As cities expand, they demand growing quan-
tities of environmental goods and services, including land to ex-
pand the urbanized area; water and energy for the population and

economic activities; and land, water and air to deposit wastes. This
process often stresses the carrying capacity of the environment,
resulting in air, soil and water pollution, the loss of agricultural and
forest land and the general degradation of the quality of life in
cities. National and city governments are responding to this chal-
lenge by engaging in environmental planning and regulation, and
investing in environmental cleanup.

Remarkable progress has been made after decades of invest-
ments to expand access to clean water to urban and rural popula-
tions, and the institutional reforms brought about by partial
privatization of public utilities. Some countries report nearly uni-
versal coverage of potable water for the urban population. Defi-
cits in sanitation services, however, are still high. Aggregate figures
on current urban coverage of sanitation services hide the large
shortages faced by poor neighborhoods in the periphery or the in-
ner city. The rapid expansion of cities (particularly metropolitan
areas) through illegal or substandard settlements continues to in-
crease the number of people affected by the problem. In addition

FIGURE 5
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to limited coverage of low-income communities, solid waste col-
lection services in Latin American cities generally lack safe final
disposal procedures. The disposal of industrial and toxic waste
poses a significant challenge that is not currently tacked system-
atically by cities in the region. Economic expansion and growth in
the motor vehicle fleet has increased air pollution in most cities.
Lack of adequate land use regulations and enforcement, and inap-
propriate site selection for low-income housing, increases the
population’s exposure to natural disasters. Intermediate size cities
face a difficult environmental challenge and are gaining priority in
government programs, as they have to accommodate fast demo-
graphic and economic growth with insufficient service capacity.

National and city governments are increasingly aware of the
long-term problems of urban environmental degradation and are
undertaking institutional reforms and investments to improve a poor

environmental record, particularly in air pollution. Well-known pre-
ventive actions, such control of pollution from fixed sources and
the introduction of more efficient public transportation to discour-
age the use of cars, are stabilizing or reducing air pollution in cer-
tain cities in spite of sustained population and economic growth.
Cities are also investing in wastewater treatment and environmen-
tally sound solid waste management practices. Well-designed and
supervised privatization programs of public utilities, as well as new
private-public partnerships for expanding services are playing a
significant role in reducing these problems in many cities. Good
performance on environmental matters will depend on the inte-
grated and coordinated use of a plethora of instruments and inter-
ventions ranging from appropriate urban land use planning to
establish incentives for good resource management in the public
and private sectors.

Rapid population
and economic
growth create
environmental
problems that
cities must
mitigate.
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Over its four decades of activity, Bank lending has changed
dramatically. These changes roughly coincide with the evo-
lution of the region’s urbanization and decentralization pro-

cesses and the growing concern with environmental problems. Early
lending focused on responding to the most critical demands of rapid
urbanization, urban sanitation and housing construction. Thus, for
much of the 1960s the Bank’s urban portfolio was dominated by
housing and sanitation loans. The 1970s were characterized by
reduced lending mostly focused on sanitation that remained a press-
ing need in most cities. The 1980s saw a surge in interest in urban
loans, particularly in support of municipal development, a response
to the decentralization process underway in the region. Sanitation
maintained its predominance in the Bank’s portfolio and low-in-
come housing (mostly in the form of sites and services and settle-
ment upgrading loans) grew in importance in response to the growth
of informal settlements. The 1990s added greater complexity to
the urban portfolio. In addition to municipal loans that grew sig-
nificantly as a result of the decentralization efforts of many coun-
tries, there was a renewed interest in housing loans to support
sector reforms. Demand for loans in support of new areas of in-
vestment also grew in the 1990s. These new areas included the
rehabilitation of urban heritage areas, transportation and environ-

mental cleanup, and programs to tackle growing urban social ills,
violence, exclusion and the number of people living in the street
(the Annex contains detailed data on Bank lending by year and
area of lending).

Housing

Bank participation in the housing sector shows significant changes
in approach and lending volume. The Bank lent for housing in the
1960s, withdrew from the sector in the 1970s and lent again in the
1980s, but restricted its operations to sites and services projects.
Early Bank lending for building affordable finished houses for low-
income households was a well-intentioned, albeit unsustainable,
effort to help countries cope with the acute shortage of housing
brought about by the rapid urban population growth. Houses financed
with funds from Bank loans proved unaffordable to the intended
beneficiaries (even with access to subsidized loans) and were even-
tually acquired by households in other income brackets. Subsidized

TABLE 3

IDB Urban Lending,
1961–2002
(1996 US$ million)

Sector Amount lent Number of loans

% %

Housing 3,028.3 11.9 65 17.1

Settlement upgrading 1,476.4 5.8 20 5.3
Integrated urban development 1,429.5 5.6 13 3.4

Urban heritage conservation 137.1 0.5 4 1.1
Municipal development 6,040.7 23.7 69 18.2

Urban transportation 1,139.7 4.5 14 3.7
Environment 1,681.3 6.6 14 3.7

Sanitation 10,574.4 41.5 181 47.6
Total urban lending 25,507.4 100.0 380 100.0

Total Bank lending 175,312.6 3,100
Source: Annex
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lending eroded the capital of the government-owned housing fi-
nance institutions, preventing housing provision and finance mecha-
nisms from being duplicated. Lending for housing was interrupted
in the 1970s and replaced in the 1980s by loans that provided site
and services solutions to low-income households. The low stan-
dard of housing solutions was to discourage higher income house-
holds from stepping in. However, in most countries the lack of supply
of housing solutions for lower middle-income households led to
the displacement of low-income households as final beneficiaries
of these projects.

Recognition of these failures, and the early success of housing
reforms in Chile, led borrowing countries to request Bank assis-
tance for housing sector reform (Rojas, 2001). The Bank expanded
its housing finance activities in the 1990s, shifting its support to-

ward sector reforms that expand the capacity of housing finance
and delivery mechanisms to cater to the needs of low-income house-
holds. Sector reform was geared toward enabling housing markets
to operate more efficiently by withdrawing the public sector from
directly building or financing houses and centering its activities in
improving the regulatory environment and supporting low income
households in accessing mortgage financing for home purchase
through direct subsidies. Since the early 1980s, the Bank has main-
tained an active portfolio of settlement upgrading loans that are an
integral part of its activities in the housing sector (Brakarz, Greene
and Rojas, 2002) To properly account for the complexity of Bank
activities in the sector, the analysis that follows is divided into a
section related to activities supporting housing sector reform, and
another dealing with loans for settlement upgrading.
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BOX 1

Key Points of the Bank’s Urban and Housing Development Policy (OP–751)

The Bank provides selective support for projects that contribute
to developing the capacity of the borrowing countries to respond
to the challenge of urban growth and to improve the living condi-
tions of the low-income population, according to the priorities es-
tablished by each country. This support is offered in the form of
loans and technical assistance for operations that pursue the fol-
lowing goals:

■ Finance projects that contribute to the generation
of income and opportunities for productive employ-
ment, especially for low-income households.

■ Quantitative and qualitative improvements in ba-
sic urban services for urban populations, especially
for low-income persons.

■ Reductions in the adverse effects of urban growth
on the environment.

■ Strengthening national urban systems and improv-
ing the internal functioning of cities.

■ Increasing the effectiveness of the institutions re-
sponsible for the formulation and administration
of urban development policies and programs.

In the housing sector, the Bank encourages governments to
pursue policies to efficiently mobilize private and public resources
to help households in solving their housing problems. Bank activi-
ties in housing will:

■ Support policies and sustainable programs and
projects to improve housing conditions for low-in-
come households.

■ Improve public sector effectiveness both as a fa-
cilitator of private sector initiatives and in the man-
agement of public resources allocated to the sector.

■ Promote sector-wide allocative efficiency of hous-
ing and related markets such as land, financing and
construction materials and services.

The Bank provides financing for programs and projects that
directly improve the housing conditions of the low-income popu-
lation by expanding the availability of efficient new housing solu-
tions or by upgrading existing low-income settlements and housing.
The Bank finances transparent, well-targeted and sustainable pub-
lic subsidy schemes for housing when they are shown to be an
efficient and equitable means of promoting improved housing con-
ditions for the low-income population.

The Bank provides policy advice, technical cooperation and
financing for the design and implementation of sector-wide re-
forms aimed at removing constraints to the efficient and equi-
table allocation of resources in housing including: the improvement
of the regulatory framework for housing production, the promo-
tion of efficient urban land markets, the establishment of effi-
cient and sustainable housing finance mechanisms, the promotion
of private investment in rental housing, and the development of
an efficient and competitive building industry. Deficiencies in hous-
ing finance mechanisms are addressed within the framework of
sound financial sector policies.
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Housing Sector Reform

The mid-1980s witnessed the gradual consolidation of a novel ap-
proach to low-cost housing and housing sector financing and man-
agement. Demand-driven ideas replaced the supply-driven
approaches of the past. The so-called “enabling approach” to hous-
ing markets relies on the private sector as the main supplier of
houses and long-term mortgage-backed loans for households in
all income brackets, with the government playing a role as regula-
tor and facilitator of housing markets. A key feature of the ap-
proach is a focus on interventions to unleash the potential of
individuals, communities, developers, investors and entrepreneurs
to finance, build, sell and expand houses. Two major changes are
proposed: (i) pulling the government out of the direct construction
and financing of houses, and (ii) focusing government interven-
tions on the development of primary and secondary mortgage mar-
kets, the facilitation of land subdivision and servicing for residential
uses, and on improvements in the construction industry. Under this
scheme, low-income households benefit from direct government
subsidies for the purchase of market-transacted houses. Subsi-
dies supplement household savings enabling them to complete
the financing of a house with loans provided by private banks and
whose repayment would take a pre-defined maximum of the house-
hold income. Originally advocated by the United Nations (HABI-
TAT, 1988), the approach was adopted by the World Bank in the
early 1990s (World Bank, 1993) and by the IDB shortly thereafter
(IDB, 1995a).

This expanded approach to sector reform and the multiple link-
ages of housing to the financial and real sectors of the economy
and its impacts on the quality of life of the population, make hous-
ing sector loans good instruments for the alleviation of health-re-
lated, employment-related and wealth-related poverty issues; for
strengthening the financial sector; improving fiscal discipline; and
the decentralization of government operations. Housing loans are
no longer single-purpose investment loans, but instruments of hous-
ing sector reform. They support governments in adopting a facili-
tating and enabling role in the housing sector, relying on private
sector, civil society, and community-based organizations for under-

taking the construction, finance, and management of housing pro-
duction and distribution.

The concept of the public sector as a facilitator of housing
sector operation (not as a producer or sole financier) has gained
ground in many countries. There are several efforts currently un-
derway in the region to strengthen the housing finance sector by
developing commercial credit and mortgage markets, and by ex-
panding the use of demand-based subsidies that eligible house-
holds can apply for to purchase a new home or finance home
improvements. Emphasis on regulatory reforms and better target-
ing of public resources characterize present Bank housing reform
projects. They support a wide range of housing options and foster
the participation of the private sector and nonprofit and commu-
nity development organizations as well as the use of transparent,
direct, and up-front subsidies. They are far more complex than
previous site and service programs and take much longer to ma-
ture, thus presenting a significant challenge for the Bank and its
borrowing countries. However, Bank experience in the sector has
demonstrated that governments adopting an “enabling strategy”
are more likely to achieve their goals in the housing sector than
those that use public funds to directly finance and construct hous-
ing units.

Settlement Upgrading

In most Latin American and Caribbean countries, the formal hous-
ing sector does not offer houses affordable to all segments of the
population. Furthermore, formal urban land markets do not pro-
duce serviced lots affordable to the low-income population. This
situation forces poor households to seek informal solutions to their
housing problems, either doubling up with other households or
occupying land in informal settlements. Operating outside formal
urban development regulations, informal settlements house be-
tween 20 and 50 percent of the population of Latin America’s major
cities. Living conditions in these settlements are deplorable, as
they usually suffer the worst environmental conditions and lack
basic infrastructure and urban services.
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The results obtained with two loans to Ecuador show the virtues
of the housing policy adopted by the Bank in the mid-1990s. The
first housing loan issued in 1999 concentrated on increasing effi-
ciency in the use of central government resources devoted to sub-
sidizing low-income housing, and incorporating the private sector
into the production and financing of affordable houses. The hous-
ing sector achieved notable improvements as a result of the re-
forms introduced. Building on the institutional framework and
streamlined system of subsidies, the Bank financed a second hous-
ing program in 2002, which included the institutional strengthen-
ing of the participating institutions, expansion of the subsidies
program allowing their use for the rehabilitation of existing houses
as well as new housing construction, and financing a neighbor-
hood upgrading component.

Context and background. Rural migration caused the rapid growth
of Ecuadorian cities in the 1990s, which posted annual popula-
tion growth rates of over 3.5 percent. In 2000, 61 percent of the
nation’s 12 million inhabitants lived in cities. Urban housing con-
ditions are generally poor. There is little available serviced land
in for the formal sector to build affordable housing, thus, a great
deal of the existing housing stock has being built informally. Be-
tween 1990 and 2000 441.000 informal houses were constructed.
Most are of substandard construction and lack access to public
services. Close to 50 percent of the urban population lives with-
out basic residential services, lacking indoor water or sewerage
or electricity. These problems affect the very poor who have no
access to the formal housing sector. Approximately 850,000 house-
holds double up with other families and an additional 350,000
live in substandard houses. Every year 54,000 new houses are
required in the urban areas to cater for new households. For de-
cades the government assumed responsibility for low-income
housing, acting as promoter, constructor and financial agent through

the Ecuadorian Housing Bank (BEV), activities that ultimately proved
to be unsustainable. BEV suspended operations in 1996 and was
turned in to a second tier bank in 1998.

Characteristics of the programs. A new housing program was
launched in 1999 with a US$62 million loan from the IDB and a
US$6.6 million counterpart contribution. In consonance with the
Bank’s housing policy, the program had the following goals: (i)
promote greater participation of the private sector in the produc-
tion and financing of new houses; (ii) improve access to housing
by low-income households through savings and direct subsidies;
(iii) use public resources in a more equitable and transparent way;
and (iv) promote reforms to municipal land subdivision regula-
tions to facilitate the formal creation of affordable residential
land. The state transferred housing construction to the private
sector and concentrated on facilitating the operations of the hous-
ing sector through a transparent system of subsidies, and the
promotion of private institutions to provide support to families
applying for housing subsidies.

Execution. The first housing program resulted in the construc-
tion of 65,000 houses. In addition, 110,000 households opened
savings accounts, 48,000 of which are beneficiaries of subsi-
dies. In 2002 the IDB approved a second loan to consolidate the
reforms and expand the scope of the interventions to include
subsidies for the improvement and rehabilitation of existing
houses, financing for settlement upgrading projects and techni-
cal assistance to the institutions involved in the housing sector,
including municipal governments. The consolidation of the di-
rect subsidies scheme includes 12,000 subsidies for new hous-
ing of US$1,800 each benefiting 54,000 people in households
with a maximum monthly income of US$360. This subsidy al-
lows the eligible households to purchase houses costing, on av-

BOX 2

Ecuador: Housing Programs I and II
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BOX 2

Ecuador: Housing Programs I and II

erage, US$4,500 with an average loan of US$2,250, which is
affordable for families with an average monthly income of US$200.
The direct subsidies scheme also includes 14,000 subsidies for
house upgrading of US$750 each that benefit 64,000 households,
providing financing to establish connections to public utilities,
build or renovate bathrooms and kitchens and build, repair and/
or enlarge the roofs of houses with values not to exceed US$4,000
(excluding the price of the land). Integrated settlement upgrad-
ing projects promote the physical and social integration of infor-
mal settlements to the formal city through improvements in urban
infrastructure, the supply of social services and the regulariza-
tion of land tenure. The program financed by the second loan

will benefit 3,600 families located in six municipalities with popu-
lations above 20,000 inhabitants. The average (per family) in-
vestment is US$2,100 financed in equal parts by the central
government and the municipalities. The third component of the
program involves institutional strengthening, technical training
and sector studies. The objective is to design and implement a
system of planned savings accounts, support the municipalities
in allocating land for public housing, identify and solve bottle-
necks in the housing policy, introduce flexibility in urban land
regulations to facilitate the provision of low-income housing and
support the process of legalizing informal settlements and reg-
istering property.

Housing sector
reforms supported
by the Bank are
encouraging the
private sector to
build and finance
affordable housing.
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The low-income shelter program in Suriname offers an innova-
tive example of an integrated housing approach focusing on a
combination of institutional strengthening and the re-orientation
of an existing subsidy system. Housing deficiencies in Suriname
are overwhelmingly qualitative thus the IDB loan set out to de-
velop a program to address this condition. The program is fo-
cused on neighborhood interventions and allows for the
rehabilitation and enlargement of existing houses as well as the
constructing of new core units in serviced neighborhoods. This
strategy maintains existing social networks and builds local ca-
pacity. Strengthening institutional, financial and organizational
capacity to build houses with an emphasis on neighborhood par-
ticipation will not only ensure beneficiaries in the short term,
but also the sustainability and longevity of the initiative well
into the future.

Context and background. Suriname is a relatively small country
with a population estimated at 436,000 (July, 2002) growing at
only 0.55 percent annually. From the 1960s to the mid-1980s, its
government directly constructed a large number of housing units
and was largely able to keep up with demand. Civil disturbances
in the interior occurred in the mid-1980s disrupting agricultural
production and forcing many from the countryside and small towns
into Greater Paramaribo, which currently concentrates more than
half of the country’s population. Additionally, since the 1980s,
the decline in real incomes plus high mortgage interest rates (above
35 percent per annum), land market bottlenecks, and high build-
ing material costs have made housing unaffordable to all but the
elite. Formal housing construction averages only half of house-
hold formation and, as a result, there is a large accumulated de-
mand. Low-income housing was traditionally provided by the
government, which hired large construction companies to build
relatively large units (80m2) on large lots (400m2 to 500m2). Al-

BOX 3

Suriname: Low-Income Shelter

though this method resulted in very high costs and subsidies, the
government has succeeded in building 20 percent of the current
housing stock and distributing a considerable number of lots. While
many low- and moderate-income Surinamese have either a small
house or a lot, declining real incomes have prevented households
from building on these lots or repairing the houses they have. In
the late 1990s roughly 10,000 units in Greater Paramaribo were
severely dilapidated and needed substantial rehabilitation. Ad-
ditionally, Paramaribo contains roughly 10,000 vacant lots, the
great majority of which have services or lie close to trunk infra-
structure. If built upon, these lots could cover the city’s new house-
hold formation at current rates for roughly two decades. Overall,
the greatest need for shelter is for rehabilitation of the low- and
moderate-income housing stock and for new in-fill construction
on the serviced lots already distributed by the government. In
collaboration with the IDB, the government has shifted its hous-
ing policy to address these current needs of the sector

Characteristics of the program. The program seeks to improve
housing conditions of low- and moderate-income households
by harnessing Suriname’s most capable private finance institu-
tions, nongovernmental organizations (NGOs), and community
based organizations (CBOs) to assist underserved neighborhoods
to improve or construct houses. At the same time, it aims to
ensure that shelter policies and subsides are allocated more
efficiently, equitably and transparently. A three-pronged approach
was used to achieve these goals. First, there are up-front subsi-
dies to stimulate investment by low- and moderate-income
households to rehabilitate their houses or construct new ones.
Second, technical assistance is provided to financial institutions,
NGOs and CBOs to strengthen their capacity to participate in
the execution of the program remunerated via performance-based
fees. Finally, by strengthening the public sector’s capacity to
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enable the private development of low- and moderate-income
housing and to reform policy and regulatory framework to en-
sure the longevity of a re-oriented housing approach. The
program’s average subsidy of US$2,100 is less than one-fourth
of the amount that the government previously spent on provid-
ing new housing. Low-income households (who make up two-
thirds of the beneficiaries) will generally access the subsidy
only with an equity contribution of their own to finance reha-
bilitation or expansion of their own home. Hence, the program’s
investment component can operate without mortgage finance
when interest rates rise to unaffordable levels, thus allowing
the program to adapt to changing macroeconomic conditions.
Moderate-income households will have access to this subsidy
scheme with a mortgage loan at market rates as well as their
own savings to finance construction of a core unit on their ser-
viced lot. Technical assistance will help the government ratio-
nalize its land divesture system and reduce other bottlenecks,

cut building material costs, and support financial institutions
that serve low-income households.

Execution. The program makes use of existing, competent pri-
vate and nongovernmental institutions to execute the main tasks.
The government implementation unit sets policy, coordinates,
and supervises these private organizations. This strategic part-
nership among lenders, NGOs, CBOs and contractors builds the
long-term capacity and interest of these organizations to serve
low- and moderate-income households. Eligible homeowners in
the selected neighborhoods decide on the type and cost of their
housing solution within the program standards and financial
assistance brackets. This flexibility allows for tailoring each
solution to fit precisely within the financial capacity of the house-
hold and the existing context of the neighborhood. The program
provides strong incentives to maximize households’ inputs in the
form of land, cash, labor and building materials.

BOX 3

Suriname: Low-Income Shelter
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In Brazil, informal settlements usually take two forms, depend-
ing on their origin, location and ownership of the land. On the
one hand are the favelas, which are the result of invasions of
public or private land by squatters with no legal land title and
are usually located close to downtown. On the other hand, are
irregular land subdivisions, the result of the planned but illegal
(because they lack required infrastructure) subdivision of pri-
vate land, usually located in the periphery of the city, whose
inhabitants generally have purchase documents but not legal
title. Official estimates indicate that between 30 and 40 per-
cent of the dwellings in Brazil are located in informal settle-
ments, that is 8 to 11 million dwellings housing between 30 to
40 million people.

Context and background. Rio de Janeiro, with almost 6 million
inhabitants, exemplifies the dual cities found in developing coun-
tries (worsened by the area’s hilly characteristics). The formal city
developed in the valleys and coastal areas. The informal city (cre-
ated through land invasions and illegal subdivisions) grew in the
slopes of the hills fueled by a steady flow of immigrants from the
country’s interior. In 1995, the first year of the Program for the
Urbanization of Popular Settlements of Rio de Janeiro (PROAP), it
was estimated that there were over 800 favelas housing approxi-
mately 1 million people, and nearly 600 illegal subdivisions hous-
ing 400 thousand people. In sum, nearly 25 percent of the city’s
population lived in informal settlements.

Characteristics of the programs. PROAP, better known as Favela-
Bairro, originated from a self-help favela urbanization program
financed by the municipality. The municipal policy toward infor-
mal settlements was embodied in a ten-year plan launched in
1990. The plan was the first official attempt to tackle the reality
of informal urbanization in the city and proposed a strategy based

BOX 4

Favela Bairro I and II, Rio de Janeiro

on the urbanization and integration of the settlements, aban-
doning previous policies geared to removing them. This approach
led to investments in the infrastructure required by favelas and
illegal subdivisions. The Bank began supporting this program in
1995. The Favela-Bairro Program works on the basis of interven-
tions that are designed specifically for each favela. The compo-
sition and sequencing of the interventions are established with
the ample participation of the beneficiaries and include invest-
ments in infrastructure (potable water, sewerage, roads, drain-
age, landslide prevention works, public lighting, parks and street
landscaping); social services; employment generation programs;
community development activities; environmental and sanitation
education; and support for the regularization of land tenure. The
PROAP also included a component to regularize illegal subdivi-
sions that lacked the basic infrastructure required to become
legal subdivisions. This component of the program provides fi-
nancing to build the infrastructure as well as technical assis-
tance (land title research, subdivision plans and support to
individual owners in securing title) to regularize the settlements
under more flexible norms issued by the municipality. Although
tackling a less visible problem, the incorporation of the illegal
settlements component into the program sent a signal about the
municipality’s commitment to tackling the problems of informal
settlements in a comprehensive manner. The selection of favelas
and subdivisions that will take part in PROAP is based on a point
system that takes into consideration poverty indicators and the
efficiency of investments (costs and impact of the required works
and programs).

Execution. The fist phase of the Favela-Bairro Program financed
by the Bank started in 1995. In four years, the program ben-
efited 55 favelas and 8 illegal subdivisions. The goal of the sec-
ond phase of the program, which began in 2000, is to benefit 52
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BOX 4

Favela Bairro I and II, Rio de Janeiro

additional favelas and 23.000 households living on illegal sub-
divisions. The two phases of the Favela-Bairro Program resulted
in an investment of over US$600 million and benefited approxi-
mately 500.000 people. PROAP is considered an international
best practice in dealing with informal settlements. A key factor
in the program’s success is that is financed and executed en-
tirely by the municipality (which simplifies execution). Under the
leadership of the mayor, a technical committee makes decisions
about the investments and a coordination committee ensures
that all municipal departments are on board for the execution of
the program. Another success factor is the use of modern man-
agement techniques, which are essential in a program that si-

multaneously executes between 40 to 50 interventions in neigh-
borhoods located all over the city that are in different phases of
execution. Project managers are responsible for keeping the
projects on track. They are supported by an integrated informa-
tion system that gives supervisors full knowledge about the
progress and performance of the projects. Community involve-
ment in decision making and in the operation of certain services
(for instance community members are hired to collect garbage
and undertake reforestation efforts) are factors that facilitate
project ownership and construction of the works under the com-
plex geographic and social circumstances of the favelas and il-
legal subdivisions.

Integrating informal
settlements to the
formal city enhances
the inhabitant’s
prospects of
improving their
social and economic
conditions.
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After years of ignoring the existence of informal settlements
or attempting their eradication, local governments in the region
are adopting a new approach that seeks to incorporate them into
the formal city and, whenever possible, solve in situ their envi-
ronmental, social and housing problems. The IDB has been sup-
porting the design and execution of neighborhood upgrading
programs promoted either by local governments or central and
regional governments in association with municipalities. These
programs finance integrated improvements to the settlements
including: sanitation services, access infrastructure, health and
education infrastructure, recreational facilities and other urban
services together with the regularization of the land tenure. This
methodology of comprehensive interventions that simultaneously
address the most urgent needs of households in informal settle-
ments has proven to be an important social policy tool for poverty
reduction. Settlement-upgrading programs are suitable social in-
vestments to deal with the backlog of substandard settlements
only when they form part of a wider effort to reform the operation

of the housing sector in order to expand the construction of af-
fordable houses for low-income households. Otherwise they will
reinforce the informal mechanisms for solving the housing prob-
lem, exacerbating the urban problems created by informal settle-
ments and forcing governments to incur in the heavy expenses
involved in their regularization.

The Bank stepped up its support to settlement upgrading pro-
grams in the early 1980s. Projects have been financed either as
stand-alone operations or as components of social development
or housing operations. The scope, components and implementa-
tion mechanisms of settlement upgrading programs have gained
in complexity over time as lessons from programs suggested the
need for new components to address the host of interrelated prob-
lems that affect these areas. The initial objective of these pro-
grams was to provide households in informal settlements with
secure land tenure and minimum public services (water supply,
sewerage, drainage and protection from land slides and flood-
ing). Over time they expanded to include social services, such as

Bank municipal loans
finance schools,

health centers, roads
and many other
services for the

population.
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recreation and early childhood care, and income generation ini-
tiatives, such as training and workspace. A significant character-
istic of these interventions is the emphasis they place on the
development of the social capital of the communities. Local gov-
ernment capacity building has proven essential because the suc-
cess of these operations rests on the full engagement of the
community and the municipal government from design to post-
implementation activities.

Municipal and Other
Subnational Lending

In response to the decentralization of government functions that
gained momentum in the early 1980s, the Bank has expanded lend-
ing for the development of municipalities and other subnational
governments, such as departments, provinces, states or regions.

FIGURE 8
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Mexico has committed to decentralization and transferred respon-
sibilities and resources to the subnational governments (states
and municipalities) in order to provide more efficient services to
its citizens. The process began in the early 1990s and has received
Bank support since 1994. The Bank’s involvement in Mexico’s de-
centralization process is expected to continue for another decade
as all three phases of a project approved in 2001 are implemented.

Context and background. The process of decentralization in Mexico
is intimately linked to the evolving political situation. The stiff
electoral competition that has characterized the voting process in
recent years, the alternation of local government among different
parties, and the growing strength of civic organizations, profes-
sional associations and regional newspapers, have placed local
management under close scrutiny. As a result, state governors
and municipal presidents heve been pressed to become more sen-
sitive to voters’ demands and the federal government has been
made aware of the need to transfer greater responsibilities and
resources to the local level. In 1994, the Bank approved a US$500
million loan to finance 50 percent of the US$1 billion municipal
development program to strengthen the ability of municipalities
in a group of participating states to expand their capacity to de-
liver basic services, with particular attention to the needs of the
low-income population. The program provided financing for insti-
tutional development activities and community-based small in-
frastructure projects so small- and medium-size municipalities could
improve their financial status and make public service delivery
more efficient. The program also financed institutional strength-
ening to medium sized municipalities; provided support for a na-
tional training program in project preparation and a study of legal
and institutional decentralization framework. During the 1998-1999
period a number of major initiatives to increase the autonomy of
subnational governments were approved and implemented. The

BOX 5

Mexico: State and Municipal Strengthening Program

Budget Acts of 1998 and 1999 introduced and refined a new in-
strument (Ramo 33), which significantly increased the volume of
resources at the disposal of local governments, particularly the
municipalities. The Ministry of Finance and Banking reformed the
banking system introducing incentives for the banks to base their
lending decisions on market considerations. Under these reforms
the National Bank of Works and Public Services (BANOBRAS),
which is a public bank serving local governments, gained in effi-
ciency and capacity to serve the needs of its clients. Subnational
governments expanded their capacity to take on responsibilities
that had been assigned to them as part of the decentralization
process. In 1999, the IDB approved the Program to Strengthen the
States and Municipalities (FORTEM) to support these reforms

Characteristics of the program. The specific objectives of FORTEM
were: (i) to increase the autonomy of subnational governments in
the allocation of resources; (ii) to improve the performance of credit
markets at the subnational level; and (iii) to strengthen the ca-
pacity of the subnational governments to manage public funds.
The program consisted of a fast-disbursing component and a line
of credit, in the amount of US$400 million each. The Mexican gov-
ernment has requested a new Bank program that incorporates the
lessons learned from FORTEM to support the changes required by
subnational lending and, thus, adapt to recent financial market
changes. This operation (approved in 2001 and totaling US$1 bil-
lion) has been structured in three phases and seeks to introduce
best practices in the management of public funds by subnational
governments, strengthen their financial situation, finance invest-
ment projects with high social returns and provide technical as-
sistance to expand the subnational capacity to deliver services.
The program also supports the administrative and financial mod-
ernization of subnational governments so they can improve their
capacity to access credit. With that in mind, the program has been
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BOX 5

Mexico: State and Municipal Strengthening Program

structured as a credit line that will be administered by BANOBRAS.
Access to the resources will be linked to subnational governments’
adoption of best practices for institutional and financial manage-
ment. As they attain agreed targets, subnational governments will
gain access to program resources and finance a portion of their
investment plans. This new structure will allow greater flexibility
in adapting program actions to the needs of each subnational gov-
ernment

Execution. Preliminary evaluations of the FORTEM project sug-
gest that it has been a successful instrument to provide incen-
tives to subnational governments to implement institutional and
financial strengthening measures. BANOBRAS has played a fun-
damental role in promoting FORTEM, reaching agreements with
the subnational governments on institutional strengthening mea-
sures to meet eligibility criteria and monitoring compliance with
the agreed actions

Municipalities are
taking on expanded
responsibilities in
the provision of
primary health care,
an essential service
for low income
families.
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The Local Development and Fiscal Responsibility Program is rep-
resentative of the Bank’s effort to support a sector-wide subnational
policy development and reform that turned a complex and ineffi-
cient structure of subnational financing into a coherent set of in-
tergovernmental relations and funding mechanisms that promote
efficiency and accountability in local service delivery.

Background and context. The program assists Bolivia’s efforts to
deepen the decentralization process, whose foundation was laid
out by the 1994 “Popular Participation Law.” This law divided the
country into 312 municipalities (before the legislation, municipal
governments existed only in the largest urban centers) and cre-
ated a transfer system that earmarked 20 percent of the fiscal
revenue of central governments for municipalities that were to
take over new functions. The transfer of resources and responsi-
bilities revealed the limitations of many municipalities in their
technical capacity to provide adequate services and to responsi-
bly manage their finances. The Compensation Policy adopted af-
ter Bolivia qualified for the Highly Indebted Countries Initiative
(HIPC) that reduced foreign debt, expanded these reforms. The
Policy stated that the funds originally intended for debt payment
would be directed to eight key sectors (education, health, basic
sanitation, productive rural infrastructure, rural roads and electri-
fication, environment and institutional strengthening) and that local
governments would invest this money. The Compensation Policy
also redirected fiscal resources to those localities with greatest
unsatisfied basic needs and to implement institutional reforms to
make more transparent and efficient use of these funds. HIPC funds

and grant money provided by foreign donors where allocated to
municipalities through a formula based on unmet basic need.

Characteristics of the program. The Bank’s two-phase program,
for a total of US$87.3 million, supports the implementation of this
policy as well as changes in the legal and institutional framework
for decentralization. It finances municipal projects through grants
provided by the Productive and Social Investment Fund and through
loans provided by the National Fund for Regional Development
(FNDR). Grant funds are included in the Compensation Policy’s an-
nual budget and given out to municipalities according to the gen-
eral distribution formula. Loans for a variety of typical municipal
public works and services are provided on the basis of strict cred-
itworthiness criteria. The program requires municipalities to draw
up fiscal adjustment and investment plans that identify key finan-
cial and managerial weaknesses. It also recommends institutional
and fiscal strengthening measures to reach specific financial tar-
gets, such as ratios of recurrent to total expenditures, personnel
to total revenues, income targets for each municipal tax, and oth-
ers. These targets are used to monitor annual progress by munici-
pal governments. The Fiscal Responsibility and Local Development
Program also finances a sector development component that is
promoting changes in the legal framework for intergovernmental
relations. These would affect issues such as the assignment of
resources and responsibilities; revisions in the transfer system,
strengthening of the FNDR with the possible inclusion of a pri-
vate partner and funding through bonds, and a credit rating exer-
cise for the main municipalities done by a private agency.

BOX 6

Local Development and Fiscal Responsibility Program of Bolivia
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Bank lending in support of decentralization and subnational de-
velopment has undergone a significant evolution. Early support to
municipalities was a sporadic activity mostly concerned with ex-
panding urban services, while the work done in the last two de-
cades has been systematic and covers an ever-increasing range
of subnational development issues. The Bank’s initial approach to
subnational lending focused on expanding the capacity of local
governments in order to provide services to a growing urban popu-
lation. A key concern of projects belonging to this generation was
the efficient allocation of investment resources and the proper
operation and maintenance of infrastructure. Bank loans thus em-
phasized project preparation and appraisal, devoting the bulk of
the institutional development resources in improving the execu-
tion of project-related activities (cost-benefit analysis, transpar-
ent and competitive bidding procedures for contracting civil works)
and to ensure proper operation and maintenance of infrastruc-
tures and municipal facilities. Another concern was to encourage
recouping from the beneficiaries the cost of operating the ser-
vices and maintaining the infrastructure as well as the capital
investment. Also during this phase the Bank promoted national
intermediary institutions to lend resources to several small
subnational governments. With central government guarantees,
the Bank supported municipal development banks, specialized
public financial institutions and state or provincial municipal de-
velopment funds to lend or transfer Bank funds to states or mu-
nicipalities.

The evolution of Bank thinking and investment in support of
decentralization in the 1980s and 1990s parallels the evolution of
the role played by subnational governments in service delivery
and the promotion of socioeconomic development. Decentraliza-
tion has increased the complexity of the development problem
posed by subnational governments. In the 1990s, subnational gov-
ernments took over expanded responsibilities for the provision of
key services (such as health and education) to low-income popu-
lation and the regulation and oversight of privatized services. More-
over, subnational governments are assuming more active roles in
creating favorable conditions for business and in promoting local
economic growth. The Bank’s response was to expand the range

of services eligible for financing with municipal and subnational
development loans; assist in mobilizing private sector financing
for subnational governments; and place greater emphasis on
strengthening institutional capacity at the local level. Bank inter-
ventions included support for second-tier financial institutions that
rediscount loans from private banks and the refinement of gov-
ernment-sponsored municipal funds to prepare them for issuing
debt instruments in local capital markets. Through the Private
Sector lending window the Bank provided syndicated loans and
guarantees for private companies investing in municipal infra-
structure, most frequently in sanitation, transportation and en-
ergy distribution.

Integrated Urban
Development Programs

Conservative estimates indicate that Latin America and the Carib-
bean may have over 5 million hectares of urbanized land. A signifi-
cant proportion of this land, particularly in the urban fringes, is
inadequately served. Other parts, mostly in the historic centers or
first urban growth ring, are underutilized or contain seriously dete-
riorated infrastructure, facilities and buildings. In response to de-
mands made by municipalities and higher tier governments, the
Bank financed integrated urban development projects to consoli-
date peripheral urban areas and rehabilitate inner city areas. In the
1970s and 1980s projects focused on the poorly structured growth
areas in the urban fringes; in the 1990s the focus shifted to central
areas, fueled by the growing interest by local and national govern-
ments to preserve historic centers.

Urban Rehabilitation

The Bank has financed a variety of urban rehabilitation projects
ranging from investments designed to address the needs of spe-
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cific neighborhoods (like the Belgrano area of Buenos Aires, or the
newly urbanized area of southern Bogota) to an area affected by an
earthquake in Peru. These operations focused on coordinating in-
vestments in a given territory in order to increase access to sanita-
tion, housing, employment, health, and education, particularly for
low-income residents. These integrated projects have proven ef-
fective in achieving their objectives, but their execution poses sig-
nificant institutional challenges (including difficulties in coordinating
the many agencies involved) and cost overruns due to extended
execution schedules (IDB, 1997b). To address these challenges the
Bank promoted a variety of new institutional execution arrange-
ments. These include public urban development corporations oper-
ating as private companies (as is the case of the Urban Rehabilitation

Program in Uruguay), formal consortia of municipalities to execute
mutually agreed investments (the execution mechanisms for the
Urban Agglomerations Program benefiting several provinces in Ar-
gentina) and mixed capital corporations (like in the case of Quito’s
historic center). Experience indicates that adequate institutional
arrangements go a long way toward solving the coordination prob-
lems posed by these projects, making it possible to reap the sig-
nificant benefits they can bring. A key feature of successful
implementation mechanisms is their ability to efficiently distribute
benefits and risks among public and private actors. It has been found
that the execution of urban rehabilitation projects is facilitated by
the existence of sound urban land use and housing policies, and by
the availability of local financing for infrastructure.

The rehabilitation
of urban central

areas and historic
centers requires

integrated
interventions to

renovate
infrastructure and
buildings in order

to promote the
social and
economic

rehabilitation of
the communities.
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Urban Heritage Conservation
and Development

Urban heritage conservation and development is a new area for
the Bank, although it did finance some conservation works as com-
ponents of tourism development projects in the 1970s. In recent
decades there has been a growing interest in urban heritage in
Latin America and the Caribbean. Many national and local govern-
ments have undertaken ambitious programs for restoration and pres-
ervation of their heritage assets and some have sought technical
and financial assistance from the Bank. An active program of loans
and technical assistance has been developed to meet this demand
and significant innovations on institutional arrangements for the
execution of the conservation efforts were introduced. Their main
objective is to make the process sustainable in the long term, in-
volving all social actors and putting urban heritage assets to meet
social needs or real estate market demand. When the conservation
of urban heritage becomes a concern and responsibility of a wide
variety of social actors, it gathers momentum and dynamism from
the interplay of different interest groups and the real estate mar-
ket. Private philanthropy, civil society organizations and local com-
munities become involved in the process together with government
organizations at the local, regional and national level, each with
clear and complementary roles.

The experience gained by the Bank in these projects suggests
that urban heritage preservation in historic centers is part of the
general issue of rehabilitating deteriorated inner city areas. Thus,
there is a growing convergence of technical approaches, institu-
tional arrangements and coordinated public and private interven-
tions in urban rehabilitation and urban heritage preservation projects
financed by the Bank. The integrated interventions required in ur-
ban rehabilitation projects are facilitated by good policies in re-
lated sectors of government activity. The Quito project succeeded
in retaining moderate-income households in a historic center that
was undergoing a rapid process of rehabilitation and development.
This was made possible thanks to the existence of an effective
national housing policy that provides low-income households with
direct subsidies for homes purchase. Many used these subsidies

to move into the low-cost apartments rehabilitated by the Quito
Historic Center Company (a mixed capital corporation in charge of
the rehabilitation program). Attracting private sector financing is
key to the long-term sustainability of the urban heritage preserva-
tion and development effort. The Bank sponsored projects support
a variety of instruments to facilitate this process. They include the
establishment of municipal conservation funds open to public and
private philanthropic donations; direct subsidies to assist owners
and developers to shoulder the extra costs of rehabilitating heri-
tage; and the promotion of joint public-private investments to pre-
serve and develop urban heritage assets with commercial potential
or high social demand

Urban Transportation

Most cities confront a difficult choice between the need to expand
their road- and car-based transportation systems or to increase effi-
ciency in their public transportation systems. Road expansion encour-
ages private car usage, promotes urban sprawl and, in the long run,
may not reduce traffic congestion. Investment in public transportation
makes better use of resources, reduces pollution and better serves the
low-income population, which tend to be its most frequent user. Yet,
public transportation is usually poorly maintained, unsafe, highly pol-
luting, often uncomfortable and with limited coverage.

One of the objectives of the Bank’s assistance to cities has
been to support the planning and financing of urban transportation
systems and infrastructure, seeking to expand service coverage and
effectiveness and to make it more accessible for the low-income
population. Emphasis is placed on the appropriate operation and
maintenance of existing systems and on encouraging the partici-
pation of the private sector in the financing and operation of the
systems. For that purpose, the Bank finances a wide variety of in-
terventions, including the rationalization, restructuring, and reha-
bilitation o existing urban transportation systems, the expansion of

Urban English 2-19-04final 2/23/04, 12:09 PM37



38

The  Cha l l enge  o f  an  U rban  Cont inent

Latin America has a rich and varied urban heritage contained not
only in distinctive historic centers that are fine examples of the
urbanism and architecture of the Colonial and Republican eras,
but also in individual monuments and archeological sites of great
significance. This heritage is a testimony of the different phases
in the evolution of national culture and has received international
recognition, as many places are UNESCO World Heritage Sites.
The conservation and development of this heritage is gaining pri-
ority in the political agenda of central and local governments,
given the role that it can play in promoting a sustainable develop-
ment process based on local traditions and community resources
in a globalizing world. The Bank has pioneered the participation
of multilateral development banks in assisting borrowing mem-
ber countries in the protection and development of this heritage.

Because the connection between heritage conservation and
economic development is not fully understood yet, the Inter-Ameri-
can Development Bank has moved cautiously in funding urban heri-
tage conservation projects. Basically, it has concentrated on
projects that fall squarely within its mandate to accelerate eco-
nomic and social development and that also meet its technical,
economic, institutional, financial and environmental review crite-
ria. To determine the eligibility of projects, the Bank applies crite-
ria based on successful international experience and its own
policies and operational guidelines. The Bank finances projects
that comply with the following requirements

■ Set up conservation models capable of flourishing
in the long term and becoming self-sustaining.

■ Are fully supported by the beneficiary communi-
ties and the owners of the heritage properties.

■ Open channels for participation by private philan-
thropies as an alternative to public financing
through subsidies.

BOX 7

The IDB’s Approach to Urban Heritage Conservation

■ Encourage public-private cooperation in the execu-
tion and financing of conservation.

■ Improve the regulatory environment and public func-
tions involving conservation.

■ Prevent irreversible loss of heritage properties.

The Bank does not support projects that finance activities
that can be more effectively financed through market mechanisms,
or those projects that propose isolated activities or distribute con-
servation cost and benefits unevenly among those involved.

Bank financed projects in the 1990s include the Quito His-
toric Center Rehabilitation Program, a US$41 million loan to the
municipality of Quito, Ecuador, approved in 1994 to promote the
rehabilitation of 74 blocks of the city’s downtown; the National
Urban Rehabilitation Program of Uruguay, a US$28 million loan
to the central government approved in 1998 to preserve and de-
velop a national heritage building and historic area; the Historic
and Cultural Sites Preservation Program, a US$50 million loan to
the Ministry of Culture of Brazil approved in 1999 to finance a
conservation and development program for 24 historic centers;
the Pilot Program for the Integrated Rehabilitation of the Historic
Center of Tegucigalpa, a US$10 million loan to the Government
of Honduras approved in 2000. Tourism development projects in
Belize, Bolivia, Brazil, Panama, and Peru have included funds for
the conservation and development of historic centers. Addition-
ally, the Bank has an active technical cooperation program sup-
porting institutional development and project preparation activities
for heritage conservation and development programs financed
through its own resources and bilateral trust funds managed by
the Bank.
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The Bank promotes
the improvement
and development of
urban public
transportation
systems that serve
the majority of the
population and
reduce congestion
and pollution.

streets and urban transportation systems, and passengers and freight
terminals and complementary equipment.

The Bank has financed urban transportation projects that range
from the expansion and improvement of commuter trains in São
Paulo and Buenos Aires to a national urban transportation pro-
gram in Venezuela, as well as a traffic management project in
Bridgetown, Barbados. Bank financing is prominent in the expan-
sion of a bus-based system in Curitiba, Brazil, that includes signifi-
cant private participation. The improvement and expansion of

highways and roads also form part of Bank sponsored urban trans-
portation projects. Through its private sector window, the IDB pro-
vided a loan to the consortium that constructed and is operating
the Via Amarella toll road in Rio de Janeiro and a guarantee to
debt issued by the consortium that is building and operating the
Costanera Norte toll road in Santiago, Chile. Other urban projects,
particularly municipal development loans, often support investments
in roads, streets and sidewalks and in transportation terminals and
modal interchange facilities.
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Curitiba’s innovative urban transportation system has been repli-
cated by other cities throughout Latin America (such as Quito and
Bogota) and studied by others throughout the globe. It provides
clean and efficient transportation services through a publicly regu-
lated and privately operated system that is fully coordinated with
the city’s Master Plan. Though the basic network was already in
place before the first IDB loan, the Bank contributed to prepare
the road infrastructure to the needs of the new high capacity buses,
expand the service to low-income neighborhoods in the urban pe-
riphery, built local service centers in the bus terminals, install street
lighting and sidewalks in under serviced areas, and construct bi-
cycle paths as an alternative means of commuting.

Context and background. Curitiba, the capital of the southern Bra-
zilian state of Paraná with an estimated population of 1.6 million,
is the core of a metropolitan area whose population increased by
32 percent in the 1990s (from just over 2 million in 1991 to more
than 2.7 million in 2000). The growth in the metropolitan popula-
tion placed added strains on the transportation system as rider-
ship increased between the urban core and the periphery. The
city has a history of integrated land use and transportation plan-
ning that dates back to 1970 when, under the Instituto de Pesquisas
e Planejamento Urbano de Curitiba, it replaced a mono-centric
urban growth model with a linear structure that could accommo-
date future growth. With the new model, two central road corri-
dors running north-south and east-west were built with the middle
lane reserved exclusively for buses. Planning regulations allowed
for greater densities in housing and commercial uses along the
corridors, generating a growing demand for public transportation.
The increased flow of passengers led to the expansion of the sys-
tem, maintaining reasonable fares and high frequency service.
The Integrated Transport Network was introduced in 1980. It al-
lows passengers to travel along all points of the system, includ-

BOX 8

Curitiba: Urban Transportation Program

ing feeder routes, on a single fare. To keep up with current and
projected ridership along the system, in the early 1990s Curitiba
introduced semi-articulated buses with capacity for 270 passen-
gers. The system was capable of handling 18,000 passengers/
hour/direction with buses ruining at one-minute intervals. The
efficiency of the bus service increased with an innovative station
design that offers same-level access to the buses and the ability
to have passengers pay the fare before boarding cutting down on
waiting time. While the new system worked well within the city
limits, it offered little for the increasing numbers of low-income
residents that settled in the urban periphery. Many of the outly-
ing areas did not have paved roads, street lighting or sidewalks,
and did not have easy access to bus routes and other services.
The absence of public services in the periphery forced residents
to travel downtown to obtain them. The solution to these prob-
lems required the expansion of the system of high-capacity ar-
ticulated buses, expanding the feeder system, improving road
conditions in the newly served areas, providing public services in
the new bus transfer terminals, and saving low-income house-
holds from traveling downtown.

Characteristics of the program. The general objectives of the
Curitiba Urban Transport Program are to expand and improve the
public transportation system that connects outlying residential com-
munities with the different sections of the metropolitan area with-
out increasing fares. The program is divided into six components
that seek to: (i) alleviate overcrowding on buses along the north-
south corridor, the busiest in the city; (ii) speed up the boarding
and off-loading of passengers to shorten total travel time by bus;
(iii) afford greater convenience and safety to users in low-income
areas through paving and street lighting along bus routes, and
the construction of sidewalks and bicycle paths; (iv) reduce traffic
accidents, particularly involving pedestrians; (v) eliminate the need
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BOX 8

Curitiba: Urban Transportation Program

for long journeys in order to reach public services and commercial
areas building facilities offering these services in the vicinity of
the bus terminals; and (vi) make the main system accessible to
the disabled.

Execution. The achievements of the Curitiba project serve as a
model for other cities. The city now has one of the most heavily
used, yet low-cost, transportation systems in the world. The ca-
pacity of main trunk lines was increased through the implemen-
tation of a bi-articulated system of buses with a capacity for
270 passengers per unit. Four high capacity corridors have been
developed with buses provided and operated by private firms.
Buses circulate on exclusive lanes and passengers embark and
disembark, as do those on the most modern metro systems in
the world. A significant number of corridors and intersections

used by the buses were improved and traffic signals were mod-
ernized. Stairs and turnstiles were eliminated from the vehicles
and ticket booths were located at the entrances of each station.
These conditions have exponentially increased the efficiency of
a system that costs between 5 and 17 percent of light rail sys-
tems and drove 25 percent of car owners into using the public
transportation system, resulting in a quantifiable reduction in
air pollution. In addition, the program provided community ameni-
ties serving low- and moderate-income neighborhoods outside
the urban core in centers called “streets of the citizenry.” They
were located adjacent to seven terminals at bus transfer sta-
tions eliminating the need for those seeking such services to
travel long distances to the city center. Also, the network of bi-
cycle routes was extended for those choosing an alternate means
of commuting.

Combining
centralized
management of the
public transportation
system and private
provision of the
service, Curitiba
provides high quality
and low cost
transportation to the
population.
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Since its inception,
the Bank has

supported the
expansion of potable
water and sanitation

services by providing
assistance to expand

coverage and
improve the quality
of services and the
sustainability of the

public utilities.

Water, Sanitation and
Urban Environmental Management

The Bank’s operations in the water and sanitation sector have
traditionally centered on investments to improve and expand wa-
ter and sewerage network infrastructure, emphasizing actions to
improve the management efficiency of service providers. The Bank
had approved loans for urban water and sanitation projects ben-
efiting cities of all sizes, including the region’s major metropolis.
Public sector reform, institutional restructuring, regulation, and
privatization issues increasingly figure into the design of water
and sanitation projects, many of which support structural reforms
of the sector at the national level to develop sound regulations,
water quality control, water and sewerage tariffs adjustments
and boost private sector participation. Building a culture of sound
management, operation and maintenance of completed works is

crucial to long-term sustainability. Bank projects place emphasis
on rehabilitating existing water supply distribution networks; set-
ting adequate rates; planning capital investment; establishing micro
metering systems, efficient collection and accounting of tariffs;
and strengthening the managerial capacity of companies. Given
that water supply expansion is only possible to the degree that
aquifers are protected and managed, these environmental com-
ponents are gaining importance in the Bank’s projects. Privatization
of public utilities has expanded capacity and improved service in
many cities. The Bank is supporting these efforts with loans for
the utilities through its private sector window and technical as-
sistance financed by the Multilateral Investment Fund to develop
efficient regulatory and supervisory frameworks.

In the last decade, the Bank has moved into urban environ-
mental management, protection, and remediation issues. Flood
control, disaster mitigation, resettlement of vulnerable popula-
tions, and reforestation, waste water treatment, industrial efflu-
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ent reduction, and strengthened urban environmental manage-
ment are often components of Bank operations. The current port-
folio of loans has projects to clean up bays, rivers, and lakes near
cities or to protect green areas and forests surrounding cities.
They tackle the issues of large watersheds (like the Tietê river in
São Paulo and the Reconquista and Riachuelo rivers in Buenos
Aires), large harbors (like the Guanabara and Todos os Santos
bays in Brazil) and other critical urban environmental issues. These
are all complex programs that require coordination among mul-
tiple public agencies and private water and sanitation compa-
nies, the drafting and passage of environmental legislation and
land use plans, enforcement of pollution control measures, in-
centives, campaigns or other methods to engage industries and
communities in supporting cleanup efforts.

Technical Cooperation,
Research and Publications

The Bank has an active technical cooperation program to facilitate
the preparation of urban development loans and support institu-
tional development and innovation in borrowing member countries.
Funds for these operations come from the net income of the Fund
for Special Operations and from trust funds established by
nonborrowing member countries and administered by the Bank. More
that 100 operations amounting to over US$16 million in support of
urban development in the region were executed between 1994 and
2001. They range from operations providing resources to prepare

national or subnational investment programs that will later be sub-
mitted to the Bank for financing, to contributions to training pro-
grams benefiting several countries.

Likewise, the IDB has a program of applied research and pub-
lications that provides technical support to innovative operations,
assists the borrowing member countries in tackling emerging is-
sues, and disseminates the results of Bank operations. Best prac-
tice studies and technical documents cover all areas of Bank activity
in urban development. Prominent among them are studies support-
ing new areas of lending or those undergoing significant change.
Housing sector reform is supported with studies on the role of sub-
sidies and good practice analysis of successful reforms and les-
sons from progressive housing programs. Subnational development
is supported by research and best practice analysis coming from
different areas of the Bank, including studies of the macroeconomic
implications of decentralization, efficient ways to structure inter-
governmental relations for sound subnational management, and
successful approaches to improve fiscal management at the
subnational level. Best practices analyses in municipal planning
and budgeting, and in improving metropolitan governance have also
been prepared. Integrated urban development programs are guided
by best practice studies on successful urban rehabilitation strate-
gies, efficient institutional and financial arrangements. Research
on urban sanitation centered on instruments for the effective man-
agement of water and waste disposal services, incentive-based en-
vironmental management tools in urban areas and regulatory issues
concerning the involvement of the private sector in the provision of
services. The Bank regularly organizes international seminars to
discuss these issues and increase awareness of the issues involved
and efficient solutions.
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The decline in the quality of water bodies located near rapidly
expanding urban centers (the result of historic underinvestment
in wastewater treatment and unmet demands in sanitation in-
frastructure) is one of Brazil’s most serious environmental prob-
lems. The program to improve the water quality in the Todos os
Santos bay in Bahia forms part of a concerted effort to solve
this problem. Similar programs benefit other major metropoli-
tan areas, like Guanabara bay, which receives wastewaters of
the Rio de Janeiro metropolitan area and the Tietê river in São
Paulo.

Context and background. The Todos os Santos bay occupies an
area of 500 square kilometers and has 400 kilometers of coast-
line. Twelve municipalities border the bay with a total population
of 3 million people. Since the 1960s, the bay area’s population
and economic activities have grown significantly. Population
tripled, tourism expanded and heavy industry grew very fast in
locations whose waters and wastes are discharged into the bay.
The area has over 50 heavy industries, a major port and one of
the country’s largest oil refineries. Municipal resources and state
institutions could not keep pace with population and economic
growth. It was imperative to make the necessary investments in
water and waste management infrastructure and services as well
as enforce anti-pollution legislation. By the mid 1990s the area
generated 30,000 kilograms per day of biological oxygen demand
from domestic sewerage and 23,000 kilograms of chemical oxy-
gen demand from industrial organic materials. Every day 7,000
kilograms of petroleum by-products were also dumped into the

BOX 9

State of Bahia. Environmental Sanitation Program for Salvador and the Municipalities of Todos os Santos Bay

bay. Domestic and industrial contamination is having a negative
impact on the ecosystem of the Salvador metropolitan area, leading
to the closure of 19 beaches because of unhealthy levels of
coliforms and a growing incidence of water-borne diseases.

Characteristics of the program. The program has two interrelated
objectives: (i) improve the quality of life of 2.7 million residents of
the metropolitan area by expanding collection and proper disposal
of sewage and solid waste, increasing potable water coverage
and reducing industrial pollution, and (ii) strengthen local govern-
ment institutions with responsibility for environmental issues in
the area. The program devoted US$130 million to expand sewage
collection and treatment in Salvador and 12 surrounding munici-
palities; US$20 million to expand potable water services; US$9
million to improve solid waste collection and disposal; and US$57
million to strengthen institutions in charge of pollution control
and the provision of sanitation services, carry out an environmen-
tal education campaign and introduce modern environmental man-
agement techniques.

Execution. The program was executed by coordinating the activi-
ties of all the state and municipal institutions involved. It expanded
coverage of potable waster services to 90 percent of the popula-
tion and sewerage to 70 percent (up from 60 percent and 20 per-
cent respectively). Pollution abatement targets included reductions
of 90 percent in the volume of industrial discharges into the bay
and establishing institutional capacity to monitor the bay’s water
quality and enforce environmental legislation.
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Bank mandates have expanded according to the needs of the
region, assisting the borrowing member countries to under-
take the profound economic and social reforms required to

take full advantage of development opportunities open to the re-
gion in the coming decades. These include expanded international
trade brought about by globalization, and increased productivity of
capital and labor resulting from urbanization and the fast dissemi-
nation of technological innovation. Declining birth rates will pro-
vide a demographic window of opportunity during the next two
decades. It is anticipated that population growth will stabilizes at
around 1.6 percent by 2025 and that, as a result, there will be only
1 dependent person for every 2 workers, a complete reversal of the
situation in 1950. This will lead to reduced dependency ratios in
the region and to a larger number of workers per household. As a
result, the people of Latin America and the Caribbean will have an
opportunity to increase their income-earning capacity and improve
their human capital and expand their physical assets, both condi-
tions to overcome poverty (HABITAT, 2001). To take full advantage
of these opportunities, countries must actively pursue economic
integration, increase their competitiveness and solve social prob-
lems that are excluding significant portions of the population from
the benefits of development. Long-term sustainability of the devel-
opment process, in turn, requires: ensuring macroeconomic stabil-
ity, promoting democratic decision-making and oversight so that
the government can operate as an effective development agent,
and solving the complex environmental issues existing in the re-
gion as well as and (IDB, 1999).

Experience indicates that markets alone cannot solve all ur-
ban problems. A combination of private and public interventions is
necessary. Cities need to put in place sound regulations for the
most critical urban markets, and set up taxes and user charges ca-
pable of sending the correct signals to the markets concerning the
social costs of the private actors´ decisions in the city, and to in-
duce them to contribute to the attainment of the democratically
defined social goals for urban development. Cities must also mus-
ter the resources required to expand public services and social pro-
grams in line with the needs to achieve the Millennium Development
Goals set under the aegis of the United Nations (UN, 2000).

Urban sector operations are an efficient Bank tool to attain
these objectives. Cities provide the service platform supporting the
most dynamic economic activities and the efficiency of urban pro-
duction significantly affects overall economic competitiveness. As
there is a “country cost” that has an impact over competitiveness,
there is also a “city cost” that impacts the productivity of firms and
individuals producing in cities. Furthermore, cities contain the larg-
est concentrations of labor and offer the best opportunity to reach
them with programs to improve productivity. In the social arena,
the concentration of population and services in cities facilitates
the development of human and social capital and the promotion of
a more egalitarian distribution of the benefits of development. The
high density of population and economic activities in cities also
facilitates taking advantage of the synergy between economic and
social programs. Tapping these development opportunities places
a heavy burden on urban governments and highlights the need to
increase the efficacy of urban governance mechanisms. Expanding
the use of the new technologies for citizen participation and infor-
mation and the efficient management of city affairs, facilitates the
process.

Facing the Urban Challenges
at the Turn of the Century

As discussed, the evolution of the Bank’s urban portfolio shows a
sustained increase in lending volume with a wider scope and growing
complexity of the loans benefiting cities. This trend is expected to
continue in the coming years. Demand for investment resources
will increase due to the combined effect of pent-up demand for
housing and urban infrastructure and services, the need to cater to
population and economic growth and to satisfy the more sophisti-
cated demands of the urban population as household income grows.
The scope of urban interventions will expand as governments, civil
society organizations, and firms, converge on the conviction that
the solution of the social and environmental issues faced by cities
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is a precondition for economic development. Complexity of urban
operations will continue increasing as knowledge of the multiple
and interrelated causes of urban ills expand. This trend will affect
traditional areas of lending and will require the Bank to enter new
areas of action in support of urban development. The remainder of
this section deals with the Bank’s approach to these challenges in
the traditional areas of urban lending. The section that follows dis-
cusses emerging urban development areas for Bank participation.

Housing

Priority areas for Bank action in low-income housing are those con-
sistent with the promotion of the enabling approach to housing re-
form and include:

■ Improving the performance of housing finance mar-
kets. This requires attention to mortgage markets,
helping to deepen and broaden the private supply of
mortgage finance, as well as innovative approaches
to micro credit for housing.

■ Strengthening urban land markets. The availability of
residential land at affordable prices with secure ten-
ure is critical to the welfare of the low-income popu-
lation. This often requires a judicious reform of land
use and titling regulations as well as land taxation.

■ Designing programs that use public funds efficiently.
Many countries devote substantial public resources
to the housing sector; improving the design and tar-
geting of the programs that receive public funding can
produce dramatic increases in the number of poor
households that receive support.

■ Effective environmental planning. Vulnerability to natu-
ral hazards can be significantly reduced by well-de-
signed and enforceable land use regulation. In addition,
standards for housing design and construction, if care-
fully designed and widely promoted, can help make
low-income neighborhoods safer and healthier.

In pursuit of these objectives, the Bank disseminates informa-
tion on good practices and engages governments in a policy dia-
logue to adapt these practices to the specific conditions of each
member country. The Bank will continue supporting settlement up-
grading programs to improve the quality of the stock of informal
housing. To the extent possible these programs must be part of
wider housing sector reform programs that expand the availability
of housing solutions for the poor. This two-pronged approach is
consistent with the best available practices to improve the quality
of housing of the low-income population and better allows the coun-
tries to fulfill the Millennium Development Goal of improving the
living conditions of slums dwellers (UN, 2000).

Subnational Government

The Bank will continue supporting subnational governments in their
efforts to become efficient and democratic institutions that promote
economic development and provide services to the population and
economic activities in their territorial jurisdiction. This is a vast and
complex undertaking that requires coordinated developments in the
political, fiscal, institutional and financial arenas. The objective is
to achieve a structure of intergovernmental relationships that pro-
vides subnational governments with incentives to efficiently allo-
cate resources to the most socially profitable uses. The goal is to
have subnational governments with clearly defined responsibilities,
sufficient resources to discharge their allocated functions, and fac-
ing hard budget constraints that force decision makers to assume
full responsibility for the trade-offs involved in collecting and allo-
cating a limited pool of resources. Also required is a governance
structure with well-functioning mechanisms of citizen representa-
tion and oversight so that elected subnational officials can effec-
tively be held accountable of their decisions and the management
of local affairs and subnational government operation is transpar-
ent. Another objective is to ensure that there are sufficient institu-
tional capacity and resources to discharge responsibilities at socially
acceptable levels of performance, including a well-developed orga-
nizational structure, administrative systems and human resource
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policies that strengthen the civil service career. Proper financing is
needed to ensure good subnational government performance. Au-
tonomous sources of revenue should be the principal source of fi-
nancing for subnational governments, using fee for services rendered
where possible; otherwise, they should be financed from taxes borne
by local residents. When subnational services are associated with
national or regional priorities, higher tier government transfers are
an efficient source of resources. Transfers can be used to alleviate
vertical and horizontal imbalances; however, they must not substi-
tute own revenues and should not distort local expenditure prefer-
ences. To bring fiscal discipline to subnational governments,
subnational borrowing requires a regulatory framework for debt
management as well as financial market-based mechanisms (pri-
vate or publicly placed) that are well priced and liquid. These mecha-
nisms must also foster risk differentiation across subnational
governments and enforcement of capital markets rules (IDB, 2001c).

The provision of public utilities and services is a traditional
field of activity of subnational governments and encompasses a
variety of essential services for the population and urban economic
activities (water, sewerage, solid waste collection and disposal
services, roads, drainage, public lighting, markets, abattoirs, trans-
portation terminals). Current approaches seek efficiency gains
through the privatization of provision and its financing with direct
charges to beneficiaries, whenever possible. This entitles a change
in the role of subnational governments in the provision of many of
these utilities and services: from being a direct provider of water
and sewerage services to a regulator of privatized utilities, from
administrator of municipal markets and abattoirs to overseer of
private facilities. Bank activities, either through sector or subnational
loans, will support sector reforms needed to put in place the cor-
rect system of incentives and the regulatory institutions required
for the sustainable and efficient provision of these utilities and
services (IDB, 1995b).

The development of an adequate regulatory framework for the
private provision of infrastructure is an area of concern where
subnational governments need to develop capacity. To fully tap the
potential of privatization, subnational governments need to develop
strategies to identify the most efficient privatization schemes un-

der local circumstances. Local governments need to develop the
institutional capacity to outsource services, sell or lease assets,
award concessions, supervise contracts or build infrastructures under
innovative financial and operational arrangements. The provision
of utilities and services that cannot be privatized is another chal-
lenge that requires institutional developments in governments to
ensure the appropriate separation of functions and financing be-
tween services, and to put in place efficient cost recovery and fi-
nancing schemes. Charges to beneficiaries are the preferred source
of financing and local taxes or contributions should be used when
charges are not appropriate. In principle, charges should be set at
the competitive private level, with no tax or subsidy element in-
cluded. If subsidies are the most efficient way of achieving the
public policy goals of equalizing access among population groups,
direct transfers to the poor (e.g., through some variant of vouchers)
are to be preferred. Urban governments need to implement clearly
defined and well-funded social programs that do not jeopardize the
financial foundations of service provision. These policies should
include an explicit statement and clear justification of the chosen
social objective; a procedure ensuring a mechanism for financing,
whether from general taxation or tariff revenues; and a transpar-
ent mechanism for allocating funds to the target group.

Integrated Urban Development

Integrated urban development projects are increasingly required to
tackle the growing complexity of urban growth and rehabilitation.
The Bank places great emphasis on providing efficient institutional
arrangements for the timely and cost-efficient execution of these
programs. Broad community involvement in all phases of program
design and execution is a solid guarantee of incorporating commu-
nity goals into the programs and providing support for their conti-
nuity when local administrations change. Public-private partnerships
are encouraged whenever possible as a way to efficiently allocate
program’s risks and returns among stakeholders and other inter-
ested parties. Programs are to encourage private sector participa-
tion and financing. The availability of local long-term financing is
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an asset for these complex undertakings that require long execu-
tion periods, for which reason Bank operations will leverage, when-
ever possible, local resources either from investors or beneficiaries.

Urban Environment

The Bank has identified areas of cross-sector support for improving
the urban environment and preventing environmental problems. Pri-
orities include strengthening government institutions in charge of
regulating and supervising urban environmental issues, and assessing
the environmental impact of development activities. The involve-
ment of organizations of the civil society in urban environmental
issues is also encouraged and will be supported to facilitate com-
munity participation in environmental decisions and oversight. The
development of sound regulatory frameworks and efficient environ-
mental management instruments plays a major role in achieving
the environmental sustainability of urban areas while improving com-
petitiveness and productivity. Such instruments should promote the
full involvement of the private sector in environmental management
and in the provision of environmental services and goods for im-
proving environmental conditions and ensuring sustainability. Re-
ducing the vulnerability of the urban population to natural hazards
is a growing priority that has an impact on all aspects of urban de-
velopment, from the location of new housing to the planning and
execution of urban infrastructure. The Bank supports planning and
execution of risk mitigation interventions including sound urban
development planning and enforcement and disaster preparedness.

Emerging
Issues

Cities are contributing to reducing poverty and can also make a
significant contribution to reducing social inequality. Efficient ur-
ban government facilitates access to public services to all, and good

urban housing policies expand the assets of the poor. Sound urban
development policies and programs contribute to the reduction of
social and economic exclusion by promoting economic growth—
particularly the growth of small- and medium-size enterprises (that
generate the bulk of the urban employment)—and by supporting
increases in the productivity of informal economic activities.

Traditional urban problems that are aggravated by rapid growth
and poor urban management in the past, are also growing con-
cerns that need to be addressed in the near future. Traffic conges-
tion in large cities is affecting the productivity of capital and labor
and undermining the competitiveness of the urban economy. Urban
sprawl not only increases the costs of service provision but also
consumes valuable agricultural lands while well-serviced inner city
lands remains underutilized or idle.

The Bank supports the planning, improvement and expansion
of urban transportation to provide sustainable service and reduce
congestion and pollution. Cost effective and well-managed public
transportation systems are a priority area of support, as are, in the
case of private car-transportation, the development of user charges
and other mechanisms to transfer most costs of improvements in
road infrastructure to users. The Bank stresses the need to link
urban transportation planning and management with land use plan-
ning, and the planning and financing of the expansion of other utili-
ties. They are critical determinants of urban growth patterns and
have an impact on the capacity of cities to become efficient plat-
forms for economic development and provide equitable access to
services to all segments of the population. Economic efficiency
improves as the quality of urban transportation increases and labor
gets greater access to the jobs available in the city. Better trans-
portation also improves living conditions as the population has better
access to urban services. Similarly, as housing sector policy is re-
formed to facilitate the entry of the private sector to the production
and financing of housing, and public funds are liberated to be tar-
geted to the poor, more affordable housing solutions will be pro-
duced with impacts on employment and the well-being of low-income
households.

The Bank’s urban development portfolio is proof of the contin-
ued concern of urban governments for addressing the most dire
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and pressing needs of their citizens. The fact that new projects in
urban environmental management, inner-city rehabilitation, or ur-
ban violence mitigation are coming on line indicates that cities
and metropolitan regions are expanding the scope of their inter-
ventions in response to emerging issues and social concerns. It
also shows that they are looking to the future with resource con-
servation and quality of life in mind. Furthermore, the growing com-
plexity of the municipal development portfolio shows the
commitment of the countries to improve the capacity of local gov-
ernments to deliver public services and to mobilize to this end the
fiscal and human capital of the private sector and community-based
organizations.

Tapping these development opportunities requires deepening
the integrated approach to urban lending of recent Bank operations.
Coordinated multi-sector interventions need to be conceived within
a long-term view of urban development shared by all social actors.

The efficient application of the Bank tool-kit to the urban sector
involves the coordinated use of sector and multi-phased loans in
conjunction with more traditional investment loans and technical
cooperation. With the full involvement of central governments, the
Bank joins a policy and programmatic dialogue with its urban cli-
ents in order to develop an integrated assistance package that suits
their needs and time frames. Further, the Bank is actively searching
for efficient approaches and good practices to solve emerging prob-
lems like: the challenges of metropolitan governance, introduce
innovative financial and execution arrangements to implement ur-
ban rehabilitation programs, and to expand the scope and reach of
housing solutions for low-income households. Execution of proven
solutions requires the cooperation among public and private actors
and among different public entities, the Bank will continue sup-
porting this efforts to expand the productivity of cities and the quality
of life of the population.
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IDB Urban Lending 1961–2002
(In 1996 US$ millions)

Housing Integrated Municipal  Transport Sanitation and Environment Total urban Total Bank

   Year Housing Barrio Integrated Heritage Municipal Transport Environment Sanitation    Year

US$ Nº US$ Nº US$ Nº US$ Nº US$ Nº US$ Nº US$ Nº US$ Nº    US$ Nº US$  Nº

1961 278.1 6 204.6 13 482.7 19 1308.9 73 1961

1962 402.8 13 327.6 9 730.4 22 1448.4 68 1962

1963 52.2 2 17.4 1 73.9 5 143.5 8 1123.6 56 1963

1964 541.5 6 98.5 10 640.1 16 1282.3 69 1964

1965 129.1 7 288.1 7 417.2 14 1570.8 66 1965

1966 141.9 3 49.9 1 254.7 6 446.5 10 1619.7 68 1966

1967 8.7 1 21.8 1 23.8 1 107.5 4 161.8 7 1968.9 60 1967

1968 95.4 3 94.3 3 189.8 6 1638.2 55 1968

1969 18.1 1 22.8 1 224.7 5 265.7 7 2289.0 67 1969

1970 120.4 1 42.7 1 75.7 4 238.8 6 2217.6 59 1970

1971 24.6 1 123.2 3 147.8 4 2135.5 59 1971

1972 138.3 1 164.1 4 302.3 5 2536.9 52 1972

1973 42.6 1 121.7 4 164.3 5 2630.9 57 1973

1974 222.0 6 222.0 6 3033.2 53 1974

1975 62.9 1 32.5 1 152.4 5 247.8 7 3434.5 70 1975

1976 82.7 2 52.0 1 172.3 5 307.1 8 3611.7 81 1976

1977 4.7 1 91.1 1 194.6 7 290.3 9 4017.6 81 1977

1978 229.5 4 229.5 4 3877.7 65 1978

1979 142.6 3 142.6 3 3925.4 79 1979

1980 70.1 2 298.0 1 368.1 3 4047.7 88 1980

1981 18.0 2 202.8 3 220.8 5 3997.5 81 1981

1982 272.4 2 135.4 2 273.6 2 681.5 6 4142.1 79 1982

1983 49.9 2 356.4 4 406.4 6 4421.0 74 1983

1984 24.2 1 161.0 1 231.0 2 112.4 3 528.6 7 4992.7 75 1984

1985 5.7 1 67.9 1 95.5 2 169.1 4 4154.1 78 1985

1986 35.5 1 29.3 1 162.0 1 53.8 1 459.8 4 740.4 8 4032.4 63 1986

1987 56.5 1 108.9 2 540.6 3 706.0 6 3043.4 43 1987

1988 15.1 1 56.9 1 62.5 1 377.6 4 512.1 7 2102.7 32 1988

1989 163.4 2 252.2 1 31.5 1 447.1 4 3144.5 36 1989

1990 209.8 3 502.8 3 712.6 6 4486.5 45 1990
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Annex

55

IDB Urban Lending 1961–2002
(In 1996 US$ millions)

Housing Integrated Municipal  Transport Sanitation and Environment Total urban   Total Bank

   Year Housing Barrio Integrated Heritage Municipal Transport Environment Sanitation         Year

US$ Nº US$ Nº US$ Nº US$ Nº US$ Nº US$   Nº US$ Nº  US$ Nº      US$  Nº    US$       Nº

1991 263.2 2 720.5 4 983.7 6 6043.4 77 1991

1992 111.1 2 87.6 2 490.0 1 506.5 4 1195.2 9 6557.3 90 1992

1993 53.2 1 17.2 1 19.7 1 733.9 4 82.4 2 906.3 9 6339.7 93 1993

1994 42.7 1 770.8 3 543.4 2 778.1 4 2134.9 10 5473.5 70 1994

1995 183.5 1 28.5 1 122.3 1 584.7 4 919.1 7 7445.1 82 1995

1996 78.4 2 252.0 2 249.0 1 14.0 1 89.6 4 253.3 3 936.3 13 6765.7 98 1996

1997 119.7 2 431.6 2 112.4 2 275.9 2 52.8 2 992.4 10 5902.4 105 1997

1998 58.1 1 242.2 1 19.4 1 27.1 1 585.1 7 72.7 1 59.1 4 1063.7 16 9655.5 105 1998

1999 9.9 1 99.3 2 59.7 1 718.7 4 12.6 1 557.4 8 1457.6 17 9359.1 95 1999

2000 472.3 1 168.3 1 7.6 1 285.9 2 14.0 1 122.5 2 1070.7 8 5700.7 91 2000

2001 105.1 3 39.7 1 774.2 7 42.6 103.4 2 1065.0 13 7417.1 87 2001

2002 77.0 4 42.5 1 435.3 7 15.4 1 92.1 3 662.3 16 4135.9 97 2002

2003 216.9 3 8.3 1 92.3 1 284.3 8 117.2 3 138.5 2 857.6 18 6281.7 78 2003

Total 3028.3 65 1476.4 20 1429.5 13 137.1 4 6040.8 69 1139.7 14 1681.3 14 10574.4 181 25507.5 380 175312.6 3100
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 URBAN LENDING 1961–2003     in 1996 US $ millions
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Integrated Urban Projects

Urban Heritage Conservation
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Urban Environment
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