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Preface

INDES provides training programmes for public officids in Lain America and the Caribbean. The
emphasis in its current courses is on grategies for poverty reduction and the provison of socid
sarvices, paticularly education and hedth. INDES is conddering extending that programme to
include discusson of a current orphan of socid policy, housng and sheter. This poses three
questions. Firgt, why is housng deserving of incluson in its training course? Second, what are the
interesting intellectud questions being rased in the housng fidd? And, findly, if a housng
component were to be included in the course, what should be included in it?

This paper atempts to answers to those questions dthough, given the scope of the brief, it fals short
in dl kinds of ways Attempted conciseness means thet it fails to cover any issue fully and | have
frequently resorted to pointing in the direction of the exiding literature to fill the vacuum. If most
issues have received short shrift, others lave barely been mentioned. This latter group includes the
following:

Fire, the paper says very little about the upper end of the housng market. This is defensble in
terms of the orientation of INDES courses towards poverty and socid issues. However, it isdso a
reflection of my own experience and interests. It does not imply that housing for the middle class
and particularly the impact of housing processes in the ‘formd sector’ on lower-income groups is
not of fundamenta importance. The recent literature on housng markets and housing finance is
eloquent in reminding us of the need for us to undersgand the interrelationships between different
parts of the economy. As a fully paid-up member of the socid science fraternity, | have total belief
in holism.

Second, the paper is dso biased insofar as it dmost wholly focused on the individud home. This is
not meant to offend those who believe, whally correctly, that the thrust of government involvement
in the low-income housing sector should be towards providing services and infrastructure. Nor is it
to deny the critical importance that transportation and urban form play in the lives of resdentia
neighbourhoods. Like the other matters | omit, these omissons are explained by the congraints of
gpace. The emphass on the individud shdter dso means that the role tha communities play in
establishing and improving neighbourhoods is neglected. This is not in any sense to diminish the
politicd and socid dgnificance of the many socid movements, from tenant organisations to
neighbourhood defense groups, which have bubbled up across Latin America for generations. The
roles of civil society and socid capita in answering the housing problem are clearly fundamentd.
The paper is dso very thin on explicit discussons of the roles of different members of the family in
cregting and udng the house, and of how different kinds of housing affects people of different ages
and sexes in very distinct ways. Whole new papers can and should be written about these issues.

Third, the paper is strongly biased by my own interests, even obsessons, within the low-income
housng field. The expanded sections on the exaggerated joys of home-ownership, the role of renta
housng and use of the home to generate income reflect my fears that too many governments in
Latin America and too many officids in Washington, D.C. have got their policy emphass wrong.
Hopefully, my enthusiasm about these issues will be passed on to some among my readers. But, in
any case, why defend bias? For, in these post-modernist days, when few academics beieve in



objectivity and when the greatest democracy on earth dects its president without counting al of the
votes, is subjectivity not the new orthodoxy?

Finaly, the paper omits to discuss a whole series of contexts in which the housng debate is
conducted. The paper should have provided a more explicit account of the relationship between
economic growth and decling, and housng conditions. It should have confronted more forcefully
the whole notion of edtablishing more efficient markets in a seemingly more and more volaile
financid and economic environment. It should have faced up to the issue of inequdity and given
proper weight to the vital issue of socia and resdential segregation. It should have said very much
more about changes in forms of governance, such as decentrdisdion, privatisation and
democratisation, given the mgor changes that have been occurring in these areas over the last
decade. No doubt, some discusson of the way that the nature of Latin American society has
changed over the last few decades would aso have been relevant.

But, if too many enticing topics and issues have been omitted, the excessve length of the existing
paper holds out the posshility that something of interest may have dipped in. Since my matives in
writing the paper have been to introduce the housing issue to some who generdly ignore it and to
shift the opinions of others who perhaps know too much about the details of housing, a lack of
comprehengveness should not be wholly unappetizing to the reader.



Executive Summary

INDES provides training programmes for public officids in Latin America and the Caribbean. Its
current courses currently emphasise drategies for poverty reduction and the provison of socid
savices, paticularly education and hedth. INDES is conddering extending its programme to
include discusson of a current orphan of socid policy, housng and shdter. This poses three
questions. Firgt, why is housing deserving of incluson in its training course? Second, what are the
interesting intdlectud questions being raised in the housng fidd? And, findly, if a housng
component were to be included in the course, what should be included in it? Answering those
guestions is the main purpose of the paper.

Currently, too many governments in Lain America ignore the housng problem. They plan for
economic and socid development without making appropriate provison for shelter. There are many
reasons why this is the case but clearly neither economic nor socid policy should neglect the mgor
role that housing can play in raising persond wefare.

Latin America has a large housing deficit made up both by a shortage of homes and by deficiencies
in the exigting housing stock. According to one st of estimates, the deficit is equivdent to just over
haf of dl the current housng. However, the seriousness of the housing problem varies gresaily
within the region: between countries, within countries and within cities. Poor countries tend to have
worse housng conditions than rich countries and living conditions are typicdly worse in the
countryside. In addition, the form of the housing problem varies from place to place. For example,
levels of home ownership and the availability of services vary congderably from city to city. Living
conditions aso vary greetly by class, age and gender.

Despite the grave problems confronting the region, and despite the consensus that elter conditions
are generdly deteriorating, there are some signs of hope. Even though the proportion of sdf-hep
accommodation in the urban housing sock has generdly risen, the qudity of mogt of this shelter has
improved over time, with most of these informa housing areas now having access to water,
electricity, drainage and other sarvices. And, insofar as tenure is an indicator of housing qudity, the
rate of home ownership has risen dramatically in most cities over the past four decades.

Like beauty, bad housing is in the eye of the beholder. Consequently, there is no satisfactory way of
defining quite what the housing problem is. Physcd dandards are important but not to those
without much money who need to spend ther limited budgets on food. As such, housing experts
increasingly argue that adequate shelter must be defined in terms of a family’s income, income flow
and posgition in the life cycle. Paliticians tend to be unhappy with such an gpproach and tend to
promise their eectorates high quality homes. As a result of those promises, housing expectations
tend to rise both in terms of quality and in terms of expecting to be a homeowner. Risng sandards
make quantification of the naiona housng deficit difficult because the sandards on which it is
based are soon declared redundant. It is not easy to cut a housing deficit when higher and higher
standards are being specified.

Mog Latin American families aspire to owner-occupatiion and most governments are happy to
encourage that aspiration, dther through offering subsdies or by illictly encouraging informa
kinds of land dienation. And, it is certain that home ownership does bring families many bendfits,



most notably a sense of security. Nevertheless, some of the advantages of home ownership have
been exaggerated. For example, it is less than certain that every family will increase their capitd
through home ownership because sdling a sef-help home is usudly less than easy. It is true thet the
house can be used to generate a supplementary source of income through operating a business or
renting out rooms.

In any case, home ownership is unachievable for dl. Many poor families will dways have difficulty
obtaining their own home. Equdly, if most families want their own home one day, nany do not
want one today. There will adways be some people, including the young, the spatidly mobile, the
recently separated and those who wish to use their capital for other purposes, who will postpone
their desire to become owners. Fortunately, despite the fact that most governments neglect rentd
housng, the private sector provides plenty of accommodation for tenants Few commercid
companies become landlords and most invetment in rental housng comes from ordinary
homeowners. A large supply of rooms is now avaldble in the mushrooming sdf-help settlements.
Many of yesterday’'s bridge headers are today’s landlords. Such accommodation is by no means
perfect but most of the assertions made about grasping landlords, high rents, frequency of eviction
and congtant harassment can be shown to be myths. Being a landlord is less a business than a means
to supplement the household income, aform of getting by.

Governments should formulate a policy for the housing sector just as they formulate policies for
hedlth, education or employment. Such a policy should recognize that housing is both an economic
and a socid sector. The housing sector has two legs: It contributes to production as well as to
consumption. Housing invesment generaies both economic growth and jobs. In addition, many
Latin Americans earn pat or dl of their living from ther home. Governments need to incorporate
incentives for new forms of home-based work into ther employment and development
programmes.

Sensble governments will atempt to design policies that may improve housing conditions. But they
should be aware of ther limited ability to achieve their objectives Mot of the difficulties &fflicting
the housng sector do not originate in the sector itsdf. Many begin with the poverty d so many
people in the region and it is no coincidence that poor people generdly live in bad housing. If we
were to reduce the amount of poverty, the housng Stuation would improve automaticaly. If we do
not reduce the amount of poverty, it is difficult to do much about housing.

If it is not possble to completely solve the housing problem, which is likdy given the difficulty of
reducing poverty subgtantialy, governments can ill do a grest ded to make things better.
However, if they are to do so, then they have to think a little more clearly than now, be prepared to
echew populig solutions and be willing to adopt a few policies that will be less than popular
among some very influential groups in society. This is not an essy st of tasks but it reminds us that
in the housing arena there is no panacea on offer.

To improve housing requires societd changes that go far beyond the housing sector. It is difficult to
make mgor improvements unless the fallowing are in place a farly honest and efficient avil
savice, a tax system that has fewer loopholes than mogt, a politicd system that maintains some
degree of continuity both within and between adminidrations, and a reasonable sysem for
identifying those living in poverty. A sensble baance between market forces and state control is



aso necessary. Currently, there is perhaps too much confidence in the power of market forces. In
practice, the market does some things very well but not others, particularly so in an unequa society.

Governments need to work in conjunction with the private sector and civil society to improve
housng conditions. In this respect the argument for ‘enabling drategies is a correct one. But,
perhaps conventional wisdom has gone too far in the direction of praising the virtues of the market.
The market does not dways work well, and land and housing markets often work much less well
than other markets. Governments should not eschew intervention when it is necessary. Not dl
government agencies perform badly and there are plenty of examples across the world, even in the
housing arena, to show how it can be done.

The key to improving housing conditions is to make sure that the mgor inputs to housing provison
are available. Currently, too many are in short supply. Too nuch land is kept out of the market for
speculative reasons. There is not enough serviced land because the service agencies lack resources
and sometimes the competence to do an adequate job. Drinking water flows through the pipes and
out of them before it reaches its dedtination. Building materids are too expensve, paticularly for
those in the sdf-hep sector. Credit is not available to poorer families to buy housing, even when
they have enough resources to judtify a loan. These deficiencies reflect both market and government
falure

No satidfactory form of housng development can take place without land and services.
Unfortunately, a shortage of serviced land has dways been a mgor headache in shelter programmes
in Latin America and is likely to continue to be so. The task facing the authorities in Latin American
cities therefore is two-fold. Firdt, they have to remedy the problems caused by past falures and,
second, they have to anticipate future demands to prevent past failings occurring again.

Many families in Latin America live in illegd housng devdopments. They have invaded land,
bought plots without planning permisson or purchased housing that has been built by others in the
illegal settlements. What should be done about these settlements? The consenaus is that few should
be demolished. Indeed, there has to be an extremely good judtification before poor families are
removed from ther homes. Normdly, dum upgrading is a much better way in which to improve
urban conditions and help families live ther lives, provide them with infrastructure and services,
and leave the rest to them. Plenty of experience is now available on how to do it and the only major
question mark relaes to the familiar difficulty of guaranteeing cost recovery. Many dso argue that
these people's lives should be smplified by issuing them with property titles. While this approach is
sensble, the advantages of legdisation are frequently exaggerated. Legd title does not bring a flood
of private bankers eager to lend to the poor, it does not generate a thriving housing market, it does
not accelerate housing improvement nor does it automaticaly bring services. Legd title is only one
part of amuch wider set of housing needs.

The other priority is to prevent illegd developments emerging in the future. Making serviced land
avalable in grester quantities would cetanly hdp discourage the deveopment of new
shantytowns. Sites and sarvice schemes are an excellent way of doing this, providing poor families
with the means to develop housing incrementaly. Such an gpproach saves on servicing cods
because it is much cheaper to indtdl services before settlement than after. Anticipating urban
development by providing organised areas for settlement should adso help prevent the occupation of



hillsdes or of low-lying land liable to flood, both of which are dangerous for the settlers and
expendve to sarvice. In an imperfect world, the logic underlying a ‘dtes and services approach is
impeccable. Unfortunately, relatively few such schemes have been developed in Latin America,
particularly in the largest cities, and few governments have backed such an approach in a big way.
This deficiency should be remedied.

One of the mgor barriers to improving low-income housing is the inefficient way that so many land
markets work in Latin American cities. They work badly because so many lack legd title and
therefore have difficulty in using the property as collaterd or even in sdling it. In addition, land
speculation and the concentrated pattern of land ownership on the periphery of many cities raises
the cost of new housing. A further problem is that the relative cost of serviced land is raised by the
inadequacy of service provison. Some of these problems are caused by market falure, others by
government failure. Both need to be remedied.

Effective government intervention in the land market is desrable if it can reduce some of the
problems of market falure. Experience in Santiago in the early 1980s suggests thet, athough
encouraging the land market to work more efficiently is essentid, it will not by itsdf improve the
qudity of the housng stock. Unless there is an adequate expansion of services and infrastructure,
the efficient market will merdy produce higher prices for serviced land. Arguably, Latin American
governments are presently placing too much confidence in the inherent virtues of an unfettered land
market.

WEél-functioning housing finance sysems are badly needed to permit more households to finance
the purchase of a forma sector house. Current biases in housing finance, which favour excessvely
those with higher incomes, should be rectified. In addition, more attention should be pad to
providing finance for buying and sdlling used property. After dl, as cities gt older more of ther
housing stock is in the form of used housing. There is no good reason why the buying and sdling of
older property in the forma housing stock should not be financed in the same way, and a the same
cog, asthat of new property.

One of the principd arguments why many governments have been providing the poor with title
deeds is to encourage more lending to the poor. Unfortunately, forma sector financid mechaniams
have rarely been very ineffective in reaching poor families. Few banks are prepared to lend in such
areas and even the micro-finance sector seems reluctant to lend for housing. As a result, most kinds
of housng credit go to middle-income groups and to favoured labour groups. In future, more credit
should be made available to the poor dthough it should be recognised that many will be reluctant to
borrow. Nevertheless, means should be found to make credit available to smal businesses,
induding landlords, in the sdlf-help settlements.

Housing subsidies are sometimes a sensble way of using government resources but should aways
be seen to form part of an enabling gpproach to housing and welfare provision. Subsidies should not
be usad if they are likdy to digort the housing or financid sectors, or if the funds could ke spent
more effectivdly on other socid needs, like infrastructure provison, hedth or education. Some
would even argue that the best way to help the poor is to supplement their income rather than to
provide subsdised housng. When housing subsdies are offered to the poor they should not be
directed only a homeowners. In most parts of the developed world, subsidies are much more likely



to go to tenants, and there is no convincing reason why it should be different in Latin America
Smilarly, subsdies need to be better targeted a the poor. At present, the more affluent among them
receive a greater share of benefits.

Housing policy should be tenure-neutrd. Too many governments provide generous incentives for
owner-occupation and too few attempt to maintain, let done, increase the rentd housing stock.
There are strong reasons why renta housing should receive equality of trestment from government
vis-arvis that afforded to owner-occupation. The red potentid for expanding the supply of rentd
housng lies in the sdf-help sector. In such aress, it is necessary to build renta incentives into
upgrading programmes. Not only should the upgrading of sdf-help settlements improve the qudity
of owners lives, it should dso increase their opportunities for renting rooms and thereby improve
the lives of those looking for rental accommodation.

Latin American societies should dso seek to reverse some of the foundations on which their urban
aess are being built. Certain tendencies, not confined to Latin America, are contributing to a
disinctly problematic future. Among these tendencies are: The drive to universd home-ownership,
a god tha is impossible to achieve; the growing dependence on the private car, which encourages
urban sprawl, causes traffic congestion and makes infrastructure provison hugely expensive; and an
increesing falure to invest sufficiently in public goods and amenities Changing any of those
tendencies would help to improve the housing Stuation.

Background to the Housing Problem in Latin America

Does the housng issue conditute an integrd dement in Latin American socid policy? In many
countries, the answer to this question is a best ambiguous. Education, hedth-care and pensions are
clearly regarded as socid issues but housing occupies an awkward position somewhere between the
economic and the socid. The consequence of its intermediate postion is that both economic and
socid planners neglect housing neglect. Economigts do not consider investment in housing to be as
important as the need to generate exports or to reduce unemployment. Most socid planners do not
condder housng to be within their remit. It is true tha most politicians make promises about
housing in ther dection manifestos, yet they are less ready to increase the government budget when
it comes to paying for the promised housing investment.

Why does housng occupy this intermediate position? Housing is difficult for some economids to
accept as an integra dement of macro-economic policy because they regard it primarily as an item
of consumption rather than as a form of invesment. When compared in importance with generating
exports, increasing savings or developing power or transport networks, housing investment seems to
rank low on most economigs list of priorities. Improving the qudity of housing does not make the
economy more competitive. It is only at times of recesson that housing improves its pogtion in the
list of investment priorities as away of generaing jobs.

But why do socid planners not embrace housng more enthusagticaly? Part of the answer lies in
the way that socid policy developed higoricaly. In most of the world, it evolved as a means of
deding with exceptiona groups of people. Poverty programmes dedlt with the very poor. Education
dedt with the young (and not even dl of the young because pre-school children were omitted).
Hedlth dedlt with the Sck or the pregnant. Pensions dedt with the old. The problem with housing is



that it was comprehensive, everyone except the very rich seems to need a house. Occasondly a
gpecid housing programme might be introduced in order to remove a problematic dum, but this
was exceptiond and was often to an emergency like a naturd disaster. More typicaly public
housng programmes evolved as a reaction to specid interest pleading; housing for the military,
housng for government workers. Public housng programmes were motivated more by politica
demands than by socia philosophy.

However, the fundamenta problem facing those who would embrace housing as socid policy has
adways been cost. Housing is exceptiondly expensve because everyone requires a home and
because housing is an expensive item to produce. The per capita cost of housng compared to the
per capita cogt of providing primary education or even hospital care is high. Since few governments
beyond Northern and Western Europe have ever been prepared to spend a great ded on socid
programmes, it has usualy been ruled out as a serious contender for socid policy. While many
Latin American conditutions talk of decent housng as a human right, socid practice has rarely
followed those lofty words.

Despite the peculiarities of the housing sector, it is difficult to understand how housing cannot be
regarded as a socid issue. To state the obvious:

The qudity of housing isacriticd factor in determining the Sate of hedlth;

A homeisacriticd dement in maintaining afeding of persond and family esteam;

Housing takes up a substantia component of the family budget;

For the fortunate home-ownership is the principa source of capital accumulation;

The location of housing hel ps determine access to good schooals, jobs and socid facilities;
Housing isacriticd indicator of socid class - to an extent where one livesiswhat oneis,
Maintaining family solidarity is more difficult in poor housing conditions;

Housing is an important means through which the poor try to protect themseves from
economic hardship;

Urban protest is often based on issues related to the house and its environment.

In sum, an effective socid policy cannot be developed without consdering the issue of housing and
the home.

Regional Overview

Millions of Latin American families face a severe housng problem. They live in homes without
adequate sanitation, with an irregular dectricity supply, built of flimsy materids and without
adequate security. Millions more live in solid and serviced accommodation but in overcrowded
conditions. Housing problems affect both large and smdl cities dthough they are probably most
serious in the countryside. Apart from the households living in shacks, overcrowded tenements and
accommodation without adequate services, millions more would clam to have a housng problem.
They live in houses that do not match their hopes and needs they have difficulty paying ther rent or
mortgage, they have a long journey to work, their home is too smdl, they wish to own a house
rather than to rent. In short, the housing problemin Latin Americais vadt.
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In 1996 CEPAL attempted to measure the dimensions of the housing problem in Latin America and
the Caribbean by cdculaing the housng deficit of the region. They cdculated the quantitative
deficit by comparing the number of households with the stock of housing in existence and recording
the totd number of homes that were lacking. They then measured the quditative deficit by
recording the number of households living in homes that lacked some essentid housing ingredient.
Table 1 shows the numbers that they came up with.*

Table1l: THE HOUSING DEFICIT IN LATIN AMERICA, 1995
(Thousands of housing units)

Region Estimated Quantitetive Quditative Totd Deficit
Stock Defiait Defiait
South America 69.549 18.063 19.402 37.465
Centrd Americaand Mexico 22.495 7.122 4.850 11.972
The Caribbean 7.494 2.810 1.407 4.217
Tota 99.538 27.995 25.659 53.654

The quantitative deficit equals the difference between the number of households and the number of permanent homes (|
have taken the lower estimate of the two made by CEPAL).

The qualitative deficit equal s the proportion of houses not supplied with drinking water
Source; UNECLAC (1996)

There are dl kinds of problems involved in cdculating the extent of the housing deficit and below |
question the vadue of cdculating figures of this kind. Neverthdess, the CEPAL figures are useful
insofar as they leave no one in any doubt that Latin America faces a savere housing problem. Table
1 shows that there is a shortage of housing equivaent to approximately 54 percent of the exigting
housing stock.

Whaever difficulties Latin Americans face with respect to housing, homelessness does not
represent the principal problem. According to the World Bank’s Housing Indicators Study, 0.6
percent of the Latin American populaion “degp outsde dwelling units or in temporary shdter in
charitable inditutions” (World Bank, 1993: 14). Worldwide, the equivdent figure is 0.3 percent; in
the industridised countries it is 0.9 percent. Most people in Latin America have homes, even if they
live in overcrowded, poorly serviced or flimsy accommodation. Some children do live on the dtreets
but the literature on ‘dreet children’ falls to recognise that most of the young people who work on
the dreets dill live with their families. The Chileans have been rightly concerned over the years
with homeessness but their allegado population, dmost by definition, has a home - they share with
kin (Mercado, 1992; Necochea, 1987).

1| do not accept all of the assumptions that underlie the calculation of these figures and would argue that calculating
housing deficits is not the best use of official time. However, these figures are useful in providing a broad
approximation of the seriousness of the housing program and they are presented in that spirit.
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Variations Between Countriesin the Seriousness and Form of the Housing Problem

The seriousness of the housing problem varies from country to country. In generd, Argentina, Chile
and Uruguay have fewer housing problems than the rest of the region. What may congtitute a magjor
problem in, say, Argentina may be inggnificant in, say, Bolivia There ae dso important
differences between housing conditions in different cities. Table 2 atempts to caculate how many
homes are lacking in the larger countries. It shows tha the combined quantitative and quditative
housng deficit is less than one-quarter the number of permanent homes in Argentina and Chile but
in Guatemaaand Peru the estimated deficit islarger than the tota housing stock in each country.

Table2: LATIN AMERICA’SESTIMATED HOUSING
DEFICIT IN 1995

Permanent Quantitative Quadlitative Totd deficit Totd deficit
Country dwelings deficit (%) deficit (%) (%) (000s)
(000s)

Argentina 8,044 17.7 4.6 22.3 1,794
Bolivia 1,468 36.5 33.3 69.8 1,025
Brazil 32,459 24.9 39.0 63.9 20,758
Colombia 6,557 194 21.8 41.2 2,699
Chile 3,098 13.2 9.6 22.8 704
Cuba 2,382 30.9 15.6 46.5 1,108
Dom. Rep. 1,818 16.7 12.9 29.6 598
Ecuador 2,136 18.1 52.3 70.4 1,505
Guatemda 1,543 64.8 41.9 106.7 1,646
Mexico 15,271 19.0 21.4 40.4 6,181
Peru 3,842 44.5 57.9 104.4 3,934
Venezuda 3,351 35.1 5.2 40.3 1,350
Totd 89,584 25.8 28.6 54.4 48,766

The quantitative deficit equal s the difference between the number of households and the number of permanent homes (|
have taken the lower estimate of the two made by CEPAL).

The qualitative deficit equal s the proportion of houses not supplied with drinking water
Source: UNECLAC (1996)

Table 2 aso shows that the nature of the housing problem aso varies between countries. In generd,
Argenting, Uruguay and Venezuela do not have many substandard dwellings, what they lack are
aufficient numbers of homes. Other countries dso need more dwelings to accommodate the
homeless and those living in overcrowded conditions, but they adso need a mgor improvement in the
quality of the housing stock. Indeed, in Ecuador and Peru housing improvement appears to be the
principa problem because the quditative deficit is much larger than the quantitative deficit.
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The ways in which the housing problem differ between countries and cities are underlined by Table
3 which shows that the principd problems facing one city may be of little Sgnificance in another.
One city may have poor infragtructure and services but homes there may offer families plenty of
gpace. In another city, families may suffer from severe overcrowding but have access to services.
While a case can be made that housing conditions are worse in Quito than in the other dities, it is
difficult to judge from this informatiion whether the problems in Bogota are worse than those in
Kingston. Conditions in the former are more crowded and there is a much longer journey to work.
However, households in Kingston have less access to drinking water and are much less likely to
own their home. Such variations demondrate the fact thet the qudity of housng in cities is highly
susceptible to locd  differences in the form of the land market, dimate, reief, employment
characterigtics and governments' ability to provide services. It is often dangerous to generdise.

Table3: HOUSING INDICATORSFOR SELECTED LATIN
AMERICAN CITIESAROUND 1990

City Floor Area  Persond Water/ lllegdity Journey Ownership
(m’ per person) Room  Plot (%) (%) To Work (%)
(minutes)
8.8
Bogota 16.0 1.7 99 8 90 62
Caracas 15.3 2.0 70 54 39 65
Kingston 8.6 15 87 33 60 41
Monterrey 8.6 12 91 4 25 83
Quito 19.4 1.8 76 40 56 79
Rio de Janeiro 15.9 1.0 97 16 107 62
Santiago 1.2 99 0 51 80

Source: World Bank (1992b)

Variationsin Housing Quality Within Countries

Much concern is regularly expressed about the state of housing in urban aress, particularly in the
largest cities. It is a reaction both to the mushrooming of sdlf-help settlements and to fears about the
likdy palitica repercussons of such widespread ‘margindity’. In practice, housng conditions in
urban aress are normdly far better than those found in rura areas. In Colombia, whereas 27 percent
of urban families were recorded in 1993 as having a housing problem, 65 percent of rurd families
fdl into that category (Girado, 1997: 203). As Table 4 shows, most urban households have easy
access to drinking water, whereas relatively few of the rurd population arein asmilar pogtion.
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Table4: HOUSEHOLDSLACKING DRINKING WATER IN
URBAN AND RURAL AREAS, 1997-8

(Percentage)
Country Urban Rurd Totd
Bolivia 12.6 70.2 35.0
Brazil 9.0 19.3 10.9
Chile 1.2 47.8 7.7
Colombia 1.6 30.7 12.5
El Sdvador 41.3 74.5 53.9
Honduras 10.7 71.3 42.6
Mexico 24.1 34.7 28.1

Source: Adapted from UNECLAC/UNCHS (2000: 91)

Rather more surprisng, given the image usudly portrayed of urban housng in Lain America, is
that overcrowding seems much more prevaent in rura than in urban aress. Table 5 shows that in
the few countries for which data are available the average rura home accommodates from haf to
two-thirds of a person per room more than the average urban home. The seriousness of the rurd

housng problem should not be forgotten despite the fuss made about housing conditions in the
largest cities. This is particularly true in those countries of the region where the country people il

condtitutes amgority of the population.

Table5: PERSONS PER ROOM IN URBAN AND RURAL AREASIN
SELECTED LATIN AMERICAN COUNTRIES

Country Totd Urban Rurd  Capitd city
Colombia 1993 n.a 16 2.3 n.a
Honduras 1988 2.2 1.8 2.6 1.6
Mexico 1990 15 n.a n.a 1.2
Panama 1990 1.6 1.4 19 1.3
Peru 1990 2.0 19 2.4 1.6

Source: UNCHS (1996)

The qudity of housng dso vaies subdantidly between cities within the same country. In
Colombia, for example, the quaity of housng congruction in low-lying cities like Quibdd and
Buenaventura is far worse than in highland cities such as Meddlin or Manizales (Girddo, 1997).
But, it is not only the qudity that varies it is dso the form of housing. Cities like Bogota and
Meddlin have large numbers of families living in rentd housing, wheress Clcuta or Valedupar
have large numbers of familiesliving in their ‘own’ homein land invasons,
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Social and Economic I nequality Manifested in Poor Housing

The sariousness of the housing problem dearly varies by socid class. Mog rich families live in
gpacious and well-serviced accommodation. Among the poor, housing quality depends upon age,
income and persona circumstances, some poor families are adequately housed, many are not.  Any
generdisation about housing conditions has to take account of socid class.

In Colombia, in 1993, 43 percent of urban families earning less than two minimum sdaries per
month faced some kind of housng problem, compared to 8 percent of those earning more than 10
minimum sdaries. 51 percent of the estimated tota housing deficit was made up by the 33 percent
of families earning less than two minimum salaries (Girado, 1993a, 1993b).

Table 6 underlines how the urban poor face specid difficulties by demongrating how dramétically
sarvice ddivery in Limavaries with income.

Table 6: SERVICE DELIVERY BY INCOME GROUP IN LIMA, 1990
(Per centage with service)

Service Bottom 10% Top10%  All Lima
Water in home 57.3 91.3 70.0
Water truck 20.0 44 8.6
13 hours or more of water per day 19.0 235 18.6
Sewerage 63.5 93.2 715
Electric light 87.5 98.6 90.5
Cook with  kerosene 87.8 12.8 55.7

Source: Glewwe and Hall (1992: 30)

Certain groups of the population, of course, are more likely to face economic hardship and these
families have specid housing needs. Womenheaded households are especidly at risk because they
tend to be poorer. Smilarly, the growing cohort of old people in Latin America has a special set of
housing problems.

Housing | mprovement or Deterioration?

According to Nieto (1999) the region’s housing deficit “has been growing year after year”. With the
single exception of Chile, which has managed to reduce the size of its housing deficit over the last
ten years, housng deficit figures regularly suggest that the housng Stuaion in Latin America is
deteriorating (UNECLAC/UNCHS, 2000: 30). Similar observations have been made throughout
Latin America during the pat fifty years.

Table 7 ostensbly supports the interpretation that the housing Stuation has deteriorated by
demondtrating how the incidence of sdf-help housing has increased over recent decades in severd
of the region’s principd cities Many interpret the rise of sdf-help housing as the corollary of a
risng housng deficit. Because the formd sector has been incapable of providing sufficient shelter,
poor families have been forced to provide their own accommodation through their own devices. The
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consequence of this dtuation has been the inexorable rise in the number of shantytowns, land
invasons and illegd subdivisonsin Latiin America

Table7: GROWTH IN THE NUMBERS OF SELF-HELP
HOMESBY CITY, 1952 TO 1991

City Y ear City Population Population in Sdf-help Barrios Percentage
(000's) (000's)

Mexico City 1952 2,372 330 14
1966 3,287 1,500 46
1970 7,314 3,438 47
1976 11,312 5,656 50
1990 15,783 9,470 60

Lima
1956 1,397 112 8
1961 1,846 347 17
1972 3,303 805 24
1981 4,608 1,455 32
1989 6,234 2,338 38

Caracas
1961 1,330 280 21
1964 1,590 556 35
1971 2,200 867 39
1985 2,742 1,673 61
1991 2,966 1,238 42

Bogota
1955 917 367 40
1965 1,782 766 43
1975 3,069 921 30
1985 4,123 1,278 31
1991 4,824 1,254 26

Source: Adapted from Gilbert (1996: 74-5)

The problem with this table, and indeed with much thinking about the housing problem in Latin
America is tha it is implicitly based on the fdse assumption that the qudity of sdf-hdp
congruction is universdly bad. In practice, most sdf-hdp housing improves rapidly through time.
Many owners of flimsy shacks gradudly turn their homes into two or three-storey houses. The
authorities gradudly provide irregular settlements with infrastructure and services. As such, the
beguiling figures presented in Table 7 are largdy meaningless. In terms of the qudity of the
accommodetion, it matters very little whether or not housing beginslifein an informa settlement.

Other kinds of evidence dso suggest that housing qudity may actudly have improved over time.
On the brave assumption that the figures presented in Table 8 are broadly accurate, the qudity of
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sarvices and infrastructure nationdly has improved in mogt Latin American countries. There are two
reasons why such an improvement may well have occurred. The firg is that an enormous amount of
invesment has gone into the provison of infrastructure and services in the region over the lagt forty
years. Mgor foreign loans and a lot of domedic investment have brought about sgnificant
improvements in the servicing gtuation. If it can be argued that most of the increased eectricity and
water capacity was intended for industrid and commercid use, much of the ncrease in production
has been used for servicing resdentid developments (Gilbert and Ward, 1985). The second
explandion for the generd improvement in sarvicing is the process of urbanisation. One of the big
advantages of urbanisation is tha it concertrates people into a smdler area It is generdly much
easer to provide water and eectricity to a city than to a dispersed rura population. And, given the
evidence of Table 4, urban areas are much better serviced than rura aress.

Table8: HOMESWITH ELECTRICITY, WATER AND SEWERAGE PROVISON IN
SELECTED LATIN AMERICAN COUNTRIES, 1970-98 (per centage)

Country Year Pipedwater Seweragedisposal Electricity

Bolivia 1970 39.3 21.6 34.3
1980 22.7 59.3
1990 57.5 55.5
1997 65.0 28.6

Brazil 1970 32.8 47.6
1980 54.9 27.7 68.5
1990 80.9
1997 91.1 40.6

Chile 1970 81.6
1980 814 84.6
1990 87.9 69.9 88.1
1998 92.3 77.3

Colombia 1970 67.8 51.4 62.6
1980 70.5 59.4
1991 86.2
1998 87.5 79.5

Guaemda 1970 42.3 28.5
1980 52.3 18.6 37.2

Mexico 1970 61.0 58.9
1980 70.7 43.7 76.5
1990 79.4 52.2 875
1998 72.1 60.5

Peru 1970 29.6 22.1 321
1980 379 28.9 449
1990 46.7 40.0 54.9

Venezuda 1970 72.4 40.3 76.8
1980 85.3 88.6
1990 92.1
1998 929 73.7

Sources: For piped water and sewerage: 1970-1980 Wilkie, Aleman and Ortega (eds.) (2000: table 829); 1990-97
UNECLAC/UNCHS (2000: tables A-9 to A-12); for electricity: Wilkie, Alemén and Ortega (eds.) (2000: table 829).

17



Findly, many condder the form of resdentid tenure to be an important dimenson of housng
qudity. Since most Latin Americans express a strong preference for home ownership (see below),
the proportion of households who own their own home is often regarded as a sgn of housing
improvement. Certainly, most governments in the region have drongly favoured policies that
encourage home ownership. By this standard, therefore, there can be little doubt that housing
conditions have improved in the region. Even in the largest cities, where rates of ownership tend to
be lower, Table 9 shows that there has been a truly dramatic increase in home ownership during the
lagt hdf century.

Table9: THE DEVELOPMENT OF OWNER OCCUPATION
IN SELECTED CITIES SINCE ¢1950
(Per cent of households owning their home)

City 1947-52  1970-73 1990-93
Mexico City 25 43 70
Guaddgara 29 43 68
Bogota 43 42 54
Meddlin 51 57 65
Santiago 26 57 71
Rio de Janeiro 33 54 63
Buenos Aires 27 61 72

Source: Gilbert (1998: 92) based on census data.

Undergtanding the Housing Problem in Latin America

In describing the current housing gStuation in Lain America, it is dready clear that there is no
satisfactory way of defining quite what the housing problem is. Like beauty, bad housing is in the
gye of the beholder. The firg difficulty in coming to any kind of sendble definition lies as in
debates about most socid issues, with establishing an acceptable minimum housing standard. Any
atempt a definition runs into a whole gamut of different culturd, ideologicd and economic
assumptions. One person’s interpretation of a reasonable minimum is most certainly not the next
person’s. The second difficulty is that even if we could come up with an unambiguous definition of
what is acceptable, providing that solution in practice would incur codts that few societies would be
able, let done be prepared, to pay. Consequently, the process of defining the housing problem is
highly politicised. Governments are tempted to reduce the numbers of people defined as living n
inadequate accommodation, while lobbyists and opposition groups tend to increase the numbers in
need.

A) ldentifying Those with a Housing Problemin Latin America

Clearly, those people who have no roof over their head face a mgor housing problem. But n Lain
America, indeed in most parts of the world, the vast mgjority has access to some kind of shelter. The
problem is not generdly one of homeessness but of poor qudity shelter. But what is poor quality

18



shelter? Attempting to define the nature of poor qudity shdter leads us into the difficult world of
dandards and expectations. Definition is difficult because culture, class and power dl intrude into
our efforts to determine what is normal and what is unreasonable. For example, if we use the word
‘dum’, we have to recognise that the quality and physicd shape of a dum in La Paz or Tegucigdpa
is likdy to be very different from a dum in Zurich or Bonn. Even within La Paz or Tegucigapa,
what is consdered to be a dum will depend on who is looking at it. But, in addition, dums are not
homogenous, there are many different kinds of dum. Sums include the over-populated renta
housng units in the centre of the city as well as the flimsy shanties that accommodate many families
throughout Latin America. Sums aso include more substantid shelter that lacks adequate services,
particularly water, dectricity and sewerage. The term aso embraces shelter that is serviced but is
located in a dangerous place near to rivers that are prone to flood, on unstable hillsdes in
earthquake zones, etc. That illudtrative lig of dum characteristics demondrates how difficult it is to
define a dum. Defining the housing problem is as complicaied as defining illness. How sck do you
have to be to be sick? In defining the housing problem, architects, engineers, planners, paliticians
and ordinary people dl come up with different answers. The different answers derive from the fact
that we dl have different opinions about what a ‘proper’ and ‘affordable home is, about the
gopropriate sze and nature of the household unit, and about the role that housing should play in
people slives.

The difficulty involved in defining inadequate housing becomes cler when we consder other
people s efforts to define what kinds of housing are acceptable and unacceptable. Three
definitions follow: One offered by the Chileen Minigry of Planning (MPC); a second one taken
from the New Venezudan condtitution; and, a third one of my own.

MPC (1996: 163) “Para que la vivienda responda a sus funciones debe cumplir con un minimo
de requisitos materiales y de acceso a redes de servicios basicos e infraestructura de
equipamiento comunitario. A nivel social, € parque habitacional debe permitir a cada familia
satisfacer estas necesidades, en ondiciones minimas, ho menos importante, con autonomia
residencial, 1o que implica que cada hogar requiere una vivienda independiente, por lo que
deberan existir en cantidad suficiente para que todos |os hogares puedan acceder a una casa.”

Venezuela (2000): “Articulo 82. Toda persona tiene derecho a una vivienda adecuada, segura,
comoda, higiénica, con servicios basicos esenciales que incluyan un habitat que humanice las
relaciones familiares, vecinalesy comunitarias.”

Inter-American Development Bank (1993): People live in bad housng conditions when any of the
following conditions apply:

More than 1.5 persons are living in each room;

the house offers no easy accessto potable water;

the house lacks adequate sanitary facilities,

the house lacks a reliable and safe dectricity supply;

the physicd fabric of the home failsto keep out therain;

the accommodation is physicaly unssfe; and

secure tenure is threstened ether by eviction or by the household's inability to pay for the
accommodeation.
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48 The housing priorities of middle-income groups, consolidators, and bridgeheaders,
according to J. F. C. Turner (1972)

The differences between these three definitions are interesting but each emphasises the fact that
minimaly acceptable shdlter requires that housing be provided with services and should not be
overcrowded. All three assume that any housing lacking those features is inadequate housing.
However, that is not the opinion of dl experts in the fidd. For example, some writers have long
argued that physical definitions of the quality of housng are often irrdevant to policy, a least in the
short-term. The key issue is whét role housing playsin peopl€ slives.

John Turner (1968, 1968b) long ago demongrated there is little point providing a poor family with
a fully serviced, three-bedroom house if the family cannot afford the rent or mortgage payment. He
once offered a comparison between the housing Stuations of two families, one living in forma
accommodation the other in a shack in the backyard of rdations (Turner, 1976). While the living
conditions of the firsg family were clearly far superior to those of the second, the housing
expenditure of the firs were far above than they could actudly afford. Turner argued that given the
cdrcumgances of the two families a the time the flimsy shack offered more appropriate
accommodation to the three-bedroom house.

This argument condtituted part of his long established thesis that housing priorities change through
time. This is summarised in his famous diagram (Figure 1), which shows the priorities a different
dages of the family cycle The needs of the newly arived migrant, the ‘bridge header’, are for
temporary accommodation close to places of work; tenure and quaity of accommodation are
secondary congderations. By contradt, the more established migrant with a growing family, the
‘consolidator’, wants more space and is less worried about location and the qudity of the
architecture. The lagt is unimportant because the am of the household is to improve the qudity of
the accommodation over time. What the family most needs at this point in time is security of tenure
and access to some basic services. Only when peopl€'s incomes rise, do families begin to covet the
kind of housng that is cusomary among middle-class families. At this time, a ‘suitable home
adways has solid walls and sometimes a‘ better class of neighbour.
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Turner's argument is not meant to jugtify the continued existence of poor quality accommodetion.
He is not saying that poor people want to live in bad housng. He is merdy pointing out that
governments should recognise that poverty forces families to choose between what the more
prosperous among us regard as absolute necessties. Because low incomes cover only some
essentidls, it is necessry to prioritise. For a starving person, housing is low down on the list of
priorities relaive to food. Even for a potentid entrepreneur, living in a decent house may teke
second place to investing in abusiness.

Unfortunately, few housing experts have been very understanding of what poor people need and
criticism of ther ‘expertisg goes back a long way. It certainly predates today’s acknowledged
gurus of sdf-help housing like Abrams, Koenigsberger, Mangin and Turner. According to Harris
(1998: iv): “During the late 1940s and early 1950s.. Thomas Crane acknowledged the
importance of sdf-hdp as an dement in community-building; he expressed scepticism about the
knowledge and assumptions of sdf-gyled housng experts he dfirmed his fath in the capacity
of families to undergand their own housing needs, and in ther ability to meet them; he argued
that governments should enable, not direct.” No doubt, people in Athens or Rome were making
amilar complaints about their architectd

B) The Palitics of the Housing Problem

The previous section has indicated that it is extremdy difficult to define the nature of the housing
need. But, even if we could define housng need in a satisfactory technicd manner, would this
actudly help policy makers? The answer is probably no for the following reasons:

Fird, any public satement of the housing problem is dways determined by politica redity and by
what politicians are trying to achieve. By this | mean that what governments are prepared to do
depends on the pressure that they come under and how close they are to eections. Their priorities
depend on the power of the housing lobbies, the nature of those lobbies and on the other demands
for government action. In norma times, governments accept that there is a housing fire but take
only limited action to resolve it because they have too many other fires to dea with. It is only when
the housing fire threstens to get out of control that the housing issue is given higher priority. At such
moments, the form and definition of the housing problem changes At times the key housng
problem has been to prevent land invasions. At other times it has been to hold down the level of
rents. Sometimes, it has been to improve shelter conditions in irregular settlements. Not
infrequently, housing has received priority as a way of generating employment. In practice,
therefore, the housing problem is dways defined paliticaly.

Second, like hedth and education, there is only a limited amount of action that governments can
actudly take to resolve the housing ‘problen’. This is because the ability of any government and
society to resolve its socia problems depends on the economic Stuation. Poor housing, like poor
hedlth, is a problem that mogt &fflicts the poor. As such, the red solution to the housing problem is
to rase living dandards by increesng incomes, improving employmert opportunities, and
introducing appropriate socia welfare policies. The root of the housing problem, and any potentia
solution, lieswell beyond the housing arena.
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Third, the art of politics, a least the art of winning dections, is aout making promises. In generd,
politicians like to promise people things that they think people want. The dilemma has been
gpparent in South Africa since the ANC took power in 1994, As Smkins (1997: 331-2)
describes it: “On houdng, we are very reuctantly making the trangtion from the mass date
housng approach to asssted <df-build.. The date, paticulaly politicians, is rductant (to
hift).... Politicians would prefer a three-bedroom house for everybody; the eectrified shack
settlement, a posshility which is darting to exist, does not give people a warm glow, o there is
uneasiness about the housing policy a present.” The same dilemma seems to be facing current
Balivarian thinking about the housing question in Venezuda

In making their dectora promises, politicians raise expectations and, through time, especidly when
economic conditions are improving, our estimates of the minimum acceptable qudlity of shelter rise.
As such, any definition of a dum today includes much shelter that would once have been consdered
perfectly satisfactory. Expectations are aso modified, usudly upward, by televison programmes
and seeing how people live in other places. As such, the * vivienda digna’ that so many Ldin
American condtitutions deem to be a right of the people, is a very unclear concept. Of course, most
of those condtitutions were written dmost two hundred years ago o that even if they tried to define
the nature of a decent house, it would be surprisng that any such definition would be gppropriate in
today’ s conditions.

Attempts to define the minimum qudity of housing, like definitions of poverty lines and minimum
wage levels, are subject to risng expectations. The more successful we are a improving housing
conditions, the more the basc dandard rises. Insofar as housng is culturdly determined the
housing problem can never be solved. If we manage to improve housing conditions, we redefine the
minimum upwards How many families living in three-bedroom houses do not want a four-bedroom
house? When our epectations rise, we automaticaly increase the housing problem that we have
managed to lessen. As such, the housing problem is insoluble. The only meaningful god is to try to
improve the qudity of Latin American housing over time.

The Housing Deficit Approach

Thinking in terms of housing deficits became common a a time when governments believed in
demolishing dums and rebuilding the housng stock. Such an gpproach proved unsuccessful even
in highly affluent countries. While such an gpproach continues to be popular among some in the
congruction sector because it offers them work, it rardy conditutes a sensble way forward in
most of Lain America Fird, housng deficits are based on a highly dubious method of andyzing
the housng problem. To define a housing deficit it is necessary to dassfy dl housng as being
ather satisfactory or unsatisfactory, usudly on the basis of physca criteria It assumes that those
homes faling some minimum standard need to be replaced. In Latin American dities, this is a
dangerous way to think because many homes fit uneesly into the saisfactory: unsatisfactory
dichotomy. Insofar as many homes provide inadequate accommodation, it is because they lack
certain faclities, say, running water. Most homes and ther servicing can be improved over time.
Defining pat of the housng stock as ‘inadequate encourages the idea that al needs to be
replaced. This form of thinking needs to be avoided.
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Second, housing deficit cdculations tend to neglect whether the population, or indeed the
government, can afford to pay for the ostensbly better solutions. Any long-term answer to the
housing question requires a maiching of demand and supply. There is little point increesing supply
if there is too little effective demand. In Colombia, a vast number of houses that were constructed
during a housing boom in the middie 1990s remain empty because of a lack of demand. The stock
of housing has increased but the local population cannot afford to live init.

Third, deficit cdculations dways produce targets that few nationd governments can possbly
achieve. With the notable exception of Chile since 1990, no Latin American country has managed
to build enough housing units to even keep up with the increase in new households.  Thinking in
terms of deficits produces impossible gods; it is more likely to parayse action than to imulaeit.

The Demand for Title Deeds

Much is made of the way poor people invade land in Lain American cities and in some dcities it
has become the customary way of obtaining a plot. Most low-income housing aress in the cities
of Peru, the Caribbean coadd areas of Colombia and Venezuda have been formed through
invason. In other places, land invasons have only occurred at paticular times, usudly when the
government authorities have been prepared to turn a blind eye to the process. Such has been the
cae in cetan Brazilian cities, in Santiago (Chile) before 1973, and in pats of Mexico.
Sometimes governments have been among the principad actors in encouraging land invason. In
Lima, for example, the invasion of public land on a large scde was firg simulated by the Odria
adminidration in the 1940s (Collier, 1976). Smilarly, in Venezudan cities, the man politica
parties have directly encouraged the nvason of public land over many years (Ray, 1969; Gilbert
and Hedey, 1985). In Chile, land invasons were encouraged by every political party in the build
up to the strongly contested and highly politicised 1970 dection (Kusnetzoff, 1987; 1990).

However, invasons ae not the norma way in which poor people obtan land in most parts of
Latin America. In most of Colombia and Ecuador, in the south of Brazil and in Mexico, most
sdf-help settlements are founded on land for which the families have pad money (Doebele,
1975; Gilbert, 1981; Gilbert and Ward, 1985; Bejaard, 1995). These settlements are illegal not
in the sense that the land has been taken from the owner. The housng is illegd only in the sense
that it offends the planning regulaions. The illegdity condds of a lack of services, something
that can be easly resolved by the provison of infragtructure. Elsewhere, perfectly decent and
wel-serviced homes amply lack properly regisered title deeds they ae illegd only in a
technicd sense. In Mexico, the Stuation has traditionaly been more complicated because much
urban growth has occurred on gido land. Because the agrarian communities that controlled the
land could not legdly <l it, it was difficult for the authorities to issue title deeds to the
occupiers (Azuela, 1989; Jones and Ward, 1998; Fernandes and Varley, 1998).

Many of these illegd forms of land development provide the occupiers with plots from which
they will never be removed. Despite the regular cdls for legd title, most purchasers of land in
illegd subdivisons know perfectly well that they are the owners from the day that they pay ther
depost to the illegd sub divider. Such owners proceed with the building of their house
unconcerned about the dangers of eviction. The occupiers of invaded land are less certain about
thelr tenure rights but where they have the backing of powerful politica patrons, they too know
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that they are safe. It is only settlements that thresten powerful vested interests, for example,
because of ther geographicd proximity to elite resdentid areas, which are likdy to be removed.
Most of the notorious eviction programmes, in Caracas, Rio de Janero, Mexico City and
Santiago de Chile, affected communities that were located close to the city centre or to dite
suburbs (Coulomb and Sanchez, 1991; Dwyer, 1975; Hardoy and Satterthwaite, 1981; Scarpaci,
Po-Infante, and Gaete, 1988; Vdladares, 1978). The other common denominator underlying
evictions was that a militay or autthoritarian government was in power; over the years
democratic governments have tended to be more reluctant to send in the troops.

In settlements not threstened with remova, illegdity seems to have little effect on the
willingness of poor people to build. The mgority are prepared to build without holding title to
their land (Varley, 1987). Insofar as they have doubts they are reassured when the authorities
provide services to the settlement. Once water and eectricity are available, there is no red
barrier to sdf-help condruction. Two- or three-story buildings will gppear despite the lack of a
legd title As Skinner, Taylor, and Wegdin (1987: 236) conclude their favourable review of
upgrading programmes across the Third World: “Ther impacts generdly tend to benefit low-
income communities, which are dimulated to make subgantid individud home improvement
invesments, largely due to the increased de facto land tenure security brought about by such
programs.”

Neverthdess, most sdf-help settlers gppreciate the extra security of a title deed, a feding that
many Ldain  Ameican govenments have recognised by mounting massve land-titling
programmes (see below). In addition, the lack of a title clearly complicates the process of buying
and sdling property and obtaining credit. Indeed, writers like Hernando de Soto believe that the
lack of a legd title is absolutdy critica to improving living conditions for the poor (De Soto,
2000).

According to de Soto (2000), the poor have accumulated considerable amounts of savings nost
of which is concentrated in red etate. The problem is tha they do no have legd title to this red
edate: “The poor inhabitants of these nations — five-gixths of humanity — do have things, but they
lack the process to represent their property and create capita. They have houses but not titles;
crops but not deeds; businesses but not statutes of incorporation” (De Soto, 2000: 6-7).

He is not wholly wrong. There is a problem when people lack title deeds. According to the
World Bank’s 1993 Housing Policy Peper: “The regidraion of property rights in squatter
settlements is.. important in making land and house transactions possble and giving occupants
legad protection. It encourages the buying and sdling of housng and mekes it posshble for
households to move to a dwdling that suits their needs and their budgets. It dso increases the
choice of tenure avalable to households, alowing them to own or rent as they see fit” (World
Bank, 1993: 117). Some evidence to support this argument is provided by Lanjouw and Levy
(1998) on the bads of work in Guayaguil, Ecuador. However, in my opinion, their most
ggnificant condudon is tha titling progranmes are likdy to impat the most dgnificant benefit
in “more recent and disorganized sguaiter communities’ and to “the mos vulnerable families
within such communities”
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In practice the degree of vulnerability of informa settlements varies considerably. It depends on
a multitude of factors including the identity of the origind owner, the locaion of the land, the
dternative uses of the land, the nature of the government and whether or not an election is near.

If the authorities have been among the agents promoting land inveson and different forms of
illegdity, they have sometimes dso been eager to remove tha illegdity. Indeed, many
governments, both legitimate and illegitimate, authoritarian and non-authoritarian, have sought
popularity by giving out titles to large numbers of illegd sdtlers. The militay government in
Chile gave out more than 500,000 land titles between 1979 and 1989, and the two democratic
governments that succeeded it, distributed a further 150,000 titles by 1998 (Rugiero, 1998: 31
and 51). In Peru, the new Commission to Formalise Informa Property (COFOPRI) managed to
regiser some 1,134,000 urban land titles from 1996 to 2000 (Caderdn, 2001). So common has
this practice become that the rea fear is that it is not being done to help the poor. Some have
argued that the real motive behind titling programmes has been to expand the property tax base
and to dat charging for services (Ward, 1989). Others have pointed out that land titling is
relatively chesp, especidly when the beneficiaries are charged for the service, and aways
represents a housing srategy that is far more economica than providing ether proper homes or
even infrastructure and services (Fernandes and Varley, 1998).

There are even some writers on the politica left who argue that issuing legd title is dangerous
because it lead to down-rading by higher income families, the displacement of tenants because
of rigng rents, and the introduction of service charges and property taxes (Burgess, 1982). But
not much evidence supports these arguments and the red debate about title deeds is whether they
redly make much difference to the lives of the poor. A number of questions are relevant to this
issue.

Firg, does the issue of legd title accelerate the process of housing improvement? In practice
there is plenty of evidence tha stlers improve ther homes without possessng anything
resembling a title deed (Payne, 1989; Razzaz, 1993; Varley, 1987). As Payne (1989: 44) puts it:
“Percalved security of tenure is more critical in rdeasing invesment for housing consolidation
than lega Satus as such, and clearly the provison of public utilities is regarded by resdents as
drong evidence that they are officidly accepted and enjoy de facto security of tenure” The
perception of security is the key and Razzaz (1993: 349) argues. “Empirica evidence points to a
continuum of security in illegd settlements that depends less on the exact legd Satus and more
on occupants perceptions of the probability of eviction and demolition (enforcement); as well as
the availability of services and passage of time” In Bogot, settlers build homes when dl they
have is a receipt for their payments for the plot of land. These people have been prepared to build
because they had confidence that thelr tenure was secure. Although there is no doubt that the
granting of legd title sometimes gives previoudy insecure seitlers reassurance and thereby
unleashes investment, it is sometimes spontaneous investment that brings about title deeds
(Hirschman, 1984). On the bads of experience in Jordan, Razzaz (1993. 350) quegtions the
direction of causdity and points out: “it is housng consolidaion and investment which
contributes to secure tenure’.

Second, does the issue of a legd title open the doors of banks and lenders to the informal
settlements? In practice, forma financid sysems face various difficulties in reaching the poor.
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“Regulations governing mortgage lending are usudly biased toward completed owner-occupied
housng, making it undtrective or impossble for financid inditutions to lend for rentd housing
or condominium housing, or for house improvements or unfinished core houses on serviced
gtes’ (World Bank, 1993: 118). In addition, “mortgage lenders have difficulty verifying
sdf-employed income and developing an accurate edimate of sdf-employed income from
andysis of tax returns’ (Ferguson, 1999: 187) and many lenders do not believe that poor people
will repay ther loans (UNCHS, 1996:. 370). Findly, formad lenders are put off by the low
profitability of lending to the poor. Admittedly, recent experience in Lima suggedts that titling
can lead to an increase in forma sector loans. Of the gpproximately 200,000 families awarded
legd titles in 1998 and 1999, some 23.8% had taken out loans to expand or renovate their homes
(Cdderon, 2001; Conger, 1999; Panaritis, 2001). This impressvely high figure mekes Lima
appear very different from Bogotd where many fewer families seem prepared to borrow againgt
the title of their house and where lending agencies seem to be less convinced of the virtues of
land titles (Gilbert, 2000). However, Caderdn points out that the vast bulk of the lending came
from date inditutions and that “there is no connection between the officid regidration of
property and accessto loans from private banks’.

Third, it may not even be true that the poor are desperate for loans. Certainly among the
beneficiaries of housng subsdies in South Africa, “beneficiaries who said they did not want a
mortgage loan outnumber those who did by three to one’ (Tomlinson, 1999a, 1999b: 1357). For
many very poor families repaying a loan is a burden that may endanger the household’'s whole
financid viability. As Rogady and Johnson (1997: 119) put it, lending “can harm as wel as
enable poor people. Financid reationships, especially those of debt, are one way in which the
powerlessness of groups of poor people is entrenched.” Many poor families are less than
enthusiastic about borrowing from formal lending agencies or indeed from anyone s,

Essential Aspects of Ownership

Throughout Lain America, governments have sought to encourage owner-occupation. They
have subsdised middle-class mortgage holders, provided chegp public housing for privileged
groups, given subsidies to the poor to dlow them to buy homes and perhaps, most significantly,
have dlowed the poor to occupy land informaly. The proliferation of sdf-hdp housng hes
greatly increased access to home ownership in Latin American cities. Not untypica is the entry
in the recently produced Venezudan conditution which asserts that ‘El Estado dar& prioridad a
las familias y garantizara los medios para que éstas y especialmente las de escasos recursos,
puedan acceder a las politicas sociales y al crédito para la construccion, adquisicion o
ampliacion de viviendas” (Venezuda, 2000). Latin American governments like to encourage
home-ownership and have done little or nothing to encourage or even support rentd housing (see
below).

In fodtering owner-occupetion Lain American governments have been following the practice in
many developed countries (though not in Germany and Switzerland) (see Harloe, 1985, 1993;
Bdl, Martens, and Harloe, 1986). Governments have been keen to encourage owner-occupation
because they believe such a policy is popular and because they believe that a society in which
most own their own home is likdy to be more stable This bdief is hardly new. Long ago,
Bdlman (1927: 54) pointed out that “the man who has something to protect and improve - a
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dake of some sort in the country - naturaly turns his thoughts in the direction of sane, ordered
and peforce economica government. The thrifty man is sddom or never an extremist agitator.
To him revolution is anathema” And, it seems that this kind of belief is older 4ill. In the United
States “the beief that, compared with renters, homeowners are better citizens, better neighbors,
and even better persons... can be traced to the very beginning of American culture. The
dominant view of the colonists was that property ownership was a good indication of a person’s
mord worth. In fact, tenants were not dlowed to paticipate in federd eections until 1860
(Rohe and Stewart, 1996: 38).

In Latin America, there can be little doubt that most families aspire to owner-occupation (Gilbert
and Varley, 1991, Sdby, Murphy, and Lorenzen, 1990). Certainly, few in the low-income
settlements of Bogota seem to doubt that ownership is a good thing. During interviews in 1997,
one owner spoke proudly of the “glory of the house” and another celebrated that “he who has a
houseisaking”.

Their wish to become owners hdps to explan the shift towards home ownership in O many
Latin American cities (Table 9 above). This desire to own seems to hold irrespective of class and
income. Studies of what poor Colombians, Mexicans and Venezudans want, leave little doubt
that one day they dl wish to be home owners (Gilbert and Varley, 1991; Gilbert, et al., 1993).
Not only do they say that they wish to be home-owners but their actions demondirate that they
drive to fulfil this god. Surveys show that while most home-owners were once tenants or
sharers, very few tenants were once owners (ibid; Jacobs and Savedoff, 1999).

Why do people wish to become homeowners? In Britain and the United States, and among the
more affluent in Latiin America, capitd appreciaion is undoubtedly a factor in the equation. It
makes economic sense to buy a house. Poor Latiin Americans think smilarly. When poor
Bogotanos were asked whether ownership was a good investment, few interviewees had any
doubts (Gilbert, 1999). One said outright that “it was the best investment that | have made’ and
virtudly everyone ese thought it was a sensble buy. Many of the owners believed tha the vaue
of their property had risen over time and would continue to do so. There is reason to doubt that
their economic cdculations are dways accurate (see next section) but it is clear that they beieve
that home ownership is agood investment.

Arguably, however, other factors are even more important. Certainly, when a group of owners
living in consolidated sdf-help housing areas of Bogota were asked why they vaued ownership,
two answers dominated the replies. Ownership gives you something to leave to the children and
provides some form of security for your old age Leaving propety to the children is clearly
something that most household heads felt was part of ther duty as parents. Although few had
made wills or were very clear about the possble complications involved in inheriting property,
there was little doubt about the sincerity of ther fedings. Similaly, the role of ownership in
guarding againg the risks of old age was vitdly important. As one owner put it: “for those with
nothing, to have a secure roof for onesdf and the children is a good invesment”. Some way
behind, but accounting for 19 percent of the tota answers, was the advantage of not having to
pay rent (see, Gilbert, 1999).
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In short, ownership provides a way of safeguarding the family againg an uncertain future. As
one homeowner in Oaxaca put it: “No matter what happens to me or my job, | know | will have a
place to live" (Murphy, 1994: 212). The poor throughout Latin America are neglected in many
ways by the date. They have only partid access to infrastructure, services, hedth care and
education. Mot informal sector workers have little expectation of any kind of penson. When
people are unemployed there is dmost never any kind of state payment to help them feed their
family. The subsdies that have been on offer in Latin American societies to support socid
expenditure, such as trangport, infrastructure and food, have been severely reduced in recent
years as a result of the debt criss and sructurd adjusment. The new emphass on socid
targeting as a bags for directing subsdies has sometimes been successful in helping the very
poorest families but has severdly reduced the number of poor families that are receiving help. In
such an environment, the urban poor have been forced to provide ther own safety net.
Ownership of the house condtitutes an important part of that safety net.

The Home as Capital Asset

In many developed countries, households are encouraged to buy because the purchase of a home
is perceived to be a good investment. In Britain, Saunders (1990: 117) argues that “home owners
tend to buy in the firs place out of financid considerations’, and his caculaions show that their
judgement is correct. Smilarly, in the United States, Rohe and Stewart (1996: 44) contend that
homeowners “hope to build wedth through property appreciation”, and Megbolugbe and
Linneman (1993: 660) report that “about 80 percent of Americans view owning a home as a
good investment”.

Of course, not every commentator is convinced that every homeowner makes money. Even in the
United States, “low- and moderate-income families are likely to gain less and risk more through
homeownership” (McCarthy, Van Zandt, and Rohe, 2001: 1). Timing is criticd and
home-ownership may wel cogt the unfortunate buyer a great ded of money in the short term. In
the Netherlands, home prices plummeted in the early 1980's, in Britain the late 1980's was not a
good time to buy with a mortgage, and the wonderful investment that housing offered in Bogota
in the early 1990's changed character in the second hdf of the decade. The posshbilities for
accumulating cepitd are dso highly dependent on location. While homes in some aress rise in
vaue, others do not (Eddl, Sclar, and Luria, 1984; Smith, 1987). Similar factors operate in Létin
American cities. In Bogotd, cdculaions by Jaramillo and Parias (1995) show that the housing
boom of the 1990's mainly benefited people living in the affluent north of the city. Even there,
however, prices between 1989-96 were dable in red terms. Since then house prices have
plummeted by around 40 percent.

If many rich and middle-income people have sometimes lost money in red edtate, it is possble
to argue poor people have very rarely made capital gains from home ownership. The reason why
is dmple. Research in Santiago, Chile, and Bogotd, Colombia, shows that owner families amost
never move house ad tha the market for used housng is very limited. Very few low-income
families move in Santiago even though they have formd title and the houses have been built by
the forma sector (Gilbert et al., 1993: 92; Richards, 1994: 136; Crespo et al., 2000; Pérez-Ifigo
Gonzdez, 1999). A survey conducted in the city in 1995 remarked on the extremdy limited
resdentidl movement among the middle and lower classes and on the “virtud absence of a
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housing market” (CADE Consultores, 1995: 2). Although a considerable number of families
would like to move, most people seemingly remain in the accommodation ‘forever’. Indeed, the
problem had become s0 severe by the middle 1990's, that the government of Eduardo Frel
introduced a specid programme to encourage housing mobility (Held, 2000; PérezIfigo
Gonzalez, 1999; Almarza, 1997; 2000).

The mobility of owners in consolidated low-income settlements in Bogota is dso extremdy
limited. The average tenure of owners living in four settlements more than twenty years old was
19 years (Gilbert, 1999). This average, of course, is an underestimate of residentia dSability
insofar as mog of the families will continue to live in the same dwdling, perhgps for many
years. Only four owners, out of 276, had moved into the settlement during the last year and only
14 had moved in during the last five years. Smilar 9gns of immobility are found in Caracas and
Mexico City (Gilbert, 1993) and the World Bank Housing Indicators Study shows that by
international  standards mobility within the large dties of Latin America mohility is very limited
(Persaud, 1992: 46-7).

Of course, a& times the sde of property in sdf-hep settlements accderates. In two invason
stlements in Vdencia, Venezuda, for example, most of the inhabitants had bought plots 23
percent of the total settlers had bought a house, 32 percent had bought a lot with shack and 11
percent had bought a lot (Gilbert and Healey, 1985: 122). It will be noted, however, that the two
settlements were relatively new and few of the buyers had bought much that was substantid. The
problem is not the lack of demand for consolidated housng but that there is little effective
demand. The limited availability of credit in the informa settlements is a critical factor. Without
credit, people can afford to buy plots or flimsy houses but they will be unable to purchase the
two- or three-story homes that are avaldble in the consolidated sdf-help areas at prices
somewhere between US$20,000 and US$50,000. As such, sdf-hdp home-owners can sl
quality homes only with greet difficulty and/or at avery low price (Gilbert, 1999).

The Home as a Source of Income

If there are reasons for doubting whether the sdf-hep home is a sgnificant source of capita
appreciation, there is no doubt that poorer Lain Americans frequently use ther homes to
generate income (Strassman, 1987; Gilbert, 1988). Many owners operate businesses from the
premises. shops, smal workshops, kindergartens, cafes and restaurants. In addition, some rent
out space for other people to run a busness. Although home businesses are more common in the
Hf-hdp settlements, plenty of shops and commercid activities can dso be found in low-income
forma housing edtates as well. Home-based enterprises are particularly important for one group
of people: “home-bound women” (Moser, 1996: 47).

By far the most common source of income from the house is rent from lodgers. Evidence is now
avalable which shows tha the vast expanson in renta housng that has occurred in Latin
American cities in the last few decades has been generated in the consolidated sdf-hdp
settlements. In four consolidated sdf-hep settlements in Bogotd, between sixty and seventy
percent of the houses have tenants and on average those houses have two tenant families each. In
these sdttlements, there are actudly more tenant families than owners. Letting rooms is a
substantial source of income for many dthough it is a dominant source for few.
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In sum, therefore, sdf-hdp home-owners may not make capitd gains from their homes but their
homes are ussful in helping them to supplement thelr income.

The Role of Rental Housing

The generd image of rental housng in most countries across the globe is not a pogtive one
Only the Germans and the Swiss seem to regard rental housng as an acceptable housing
dternative (Harloe, 1985). Elsewhere, public opinion seems to be that landlords charge
excessvely high rents, evict their tenants, force people to live in unsanitary conditions and are
gengdly exploitative. Tenants would do anything to move out. Only their poverty keeps them in
rental accommodation. No doubt this image of rentd housing is sometimes well-earned but it is
hugely exaggerated. It is dso arguably irrdevant. However much people want to live in ther
own homes, many cannot achieve this goa immediady. Indeed, dthough home-ownership is on
the increase across the globe, the proportion of tenants seems to be rising in cities such as Bogota
(Colombia), Quito (Ecuador), Kumas (Ghana), Caro (Egypt), Dehi (India), La Paz (Balivia)
and Benin (Nigeria) (Bejaard, 1995; Klak and Holtzclaw, 1993; Korboe, 1992; Wikan, 1990;
Ozo, 1993; Wadhva, 1993). Even in those cities where home ownership is increasng
draméticdly the absolute number of tenants is dso rigng. In Mexico City, for example, while the
proportion of homeowners increased from 27 percent in 1950 to 70 percent in 1990, the number
of households without their own home rose from 484,000 to 932,000; the mgority of these being
tenants. Given these kinds of numbers, it is vitd to understand how the rentd sector operates in
low-income aress of Latin American cities and to rectify the highly negative image of the sector.

A) Does Every Family Want to Own Its Home Immediately?

Even though there is a widespread preference for ownership, many households remain in renta
or shared accommodation even though they have the resources to acquire their own home. This
is paticulaly true of the poorest hdf of the population in less-developed countries. Evidence
from Mexico shows that many tenants have clung to crowded rental accommodation despite
having the money to become sdf-hdp homeowners (Gilbert and Varley, 1991). Ther reluctance
to move into ownership is based on the fact that self-hdp ownership involves a great ded of
hardship, a period living without infrastructure and services, and much more traveling snce new
sdf-help settlements are nearly always much farther away and tend to have worse bus services.

When tenants say that they want a home of ther own, they may not mean that they are prepared
to build their own house. They want to own, but they want ownership of a custom-built house;
ownership to them does not mean living in a shack. Other tenantss who aspire to
owner-occupation, may not want that tenure right now. The young, the mobile and new arivas
may al be happy to rent for the time being (Gilbert, 1993).

B) Is Renting is Unpopular?

Conventiona wisdom holds that tenants hate landlords and detest paying rent. Reporting on a
aurvey in Oaxaca, in Mexico, Sdby et al. (1990: 160) suggest “renting is viewed as very
unsatidfactory by urban Mexicans... Of dl the hbills that the poorer people of urban Mexico
didike, (paying the rent) is the most detested.” My own research suggests that while tenants
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would like to become owners and that one of the motives for becoming an owner is to put the
money that would have gone in rent towards something of one€'s own, didike of landiords is not
widespread.

Survey results show that while there are conflicts between landlords and tenants, drife is
relatively infrequent (Bejaard, 1992; Gilbert and Varley, 1991; Gilbert et. al, 1993). The
magority of conflicts occur in central areas where there are large numbers of absentee owners and
where maintenance is a a minimum. When the landlord lives on the premises or close by, the
frequency of conflict seems to be much lower. Experience in South Africa seems very smilar
(Gilbert et al., 1997; Watson and M cCarthy, 1998).

C) Is Renting an Insecure Tenure?

Nor is renting dways an insecure tenure. In ningteenth century England it was an insecure tenure
because rooms were let on a weekly basis. However, in many Latin American cities tenants do
not move dl that frequently. Indeed, in the public housng stock and in private property covered
by gtting tenant legidation, the problem is the reverse, tenants are too secure and do not move
often enough.

If security of tenure is supposedly one of the main advantages of ownership, many families in
Mexico and Santiago seem to achieve this god pefectly saisfactorily through renting. For
tenants with guaranteed tenure living near the centres of Caro, Dehi or Mexico City, for
example, renting may offer just as much security as ownership (Gilbert, et al., 1993; UNCHS,
1989). In Dehi and Cairo, tenancy rights can even be passed onto on€'s children. Elsewhere,
tenure is less secure but in cities like Caracas, Guadalgara or Santiago, few tenants change home
frequently and, in some centrad areas, households stay in the same house for a very long time. A
survey conducted near the centre of Mexico City, showed that tenancies in the last two homes
averaged seventeen years and eight years respectively with 73 percent having lived ten years or
more in the previous house. Even in the consolidated settlements well beyond the centrd areas
and where rent controls do not operate, tenancies averaged three years in the present home and
five years in the previous one. If security of tenure is supposedly one of the main advantages of
ownership, many Mexican families ssem to achieve this god pefectly stisfactorily through
renting.

The converse of dable security for the tenant is, of course, that a certain times ownership
becomes ungtable. When economic volatility causes prices to rise rgpidly, incomes to fdl or
unemployment to rise, many ‘owners lose their homes because they cannot cover their mortgage
payments. This became a mgor problem in Britan a the beginning of the 1990's and in
Colombiain 1999 (Camacol, 2000).

D) Are Rents Always Too High?

The cost of renting relative to incomes varies consderably between cities. In Santiago (Chile),
rents gppear to be high condituting 30 percent of household income whereas in Mexico City the
average rent condituted less than ten percent of the average household income (Gilbert et al.,
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1993). At the low end of the market, the explanation for such variation is related to the cost of
acquiring a plot of land. In some cities purchasing a plot is expensve, dsewhere land can be
invaded or bought chesply. Whereas invading land has long been precluded in Santiago, cheap
plots are dill avalable on gjido land in many Mexican cities and land can dill be obtained free
through invason in some Colombian and Venezudan cities. Rent levels are closdly linked to the
cost of ownership options and, where rents are cheap, many tenants are content to remain in
renta accommodation. In Santiago, where rents are very high, tenants cannot wait to escape
(Gilbert et al., 1993).

E) Do Rich People Own While the Poor Rent?

Tenant families do seem to be poorer than owner families in Quito, Santiago and Mexico City
(Gilbert et al., 1993; Klak and Hotzclaw, 1993: 270). It is important to distinguish, however,
between household incomes and per cepita incomes. Because tenant families are much smdler,
they often have higher per capita incomes (Gilbert et al., 1993). Indeed, the most needy families
in catan Latin American cities are those living in owner-occupation. They have moved into the
‘ovnership’ of flimsy sdf-help accommodation because they cannot afford to rent. When the
very poor have the option of invading land, and thereby ceasing to pay rent, they may wdl take
the chance. In Caracas and Mexico City, this process has led to most settlers in invason
settlements having lower household and per capita incomes than those of tenants living nearer
the centre of the city (Coulomb and Sanchez, 1991; Camacho and Terén, 1991).

F) Is Renting an Inequitable Tenure?

Landlords in Latin American sdf-help settlements seem to be rather amilar to other owners in
the settlement and not much different from therr tenants. In Caracas, Mexico City and Santiago
while landlords are generdly more affluent than other owners they have smilar per capita
incomes to those of thar tenants They ae dl from the same socd cdass The man
disinguishing feature of landlords is that they are older than most other owners and much older
than most tenants. Because of ther age, landlords are much more likely to be retired, live in
larger properties than other families and have lived longer in their current home.

Research dso indicates that few Latin American landlords operate on a large scde or in an
inequitable way. While the typicd landlord in the nineteenth and early twentieth centuries owned
a lot of property, most commercia landlords have long since departed from the scene. In Bogotd,
Bucaramanga, Caracas, Guaddgara, Guatemada City, La Paz, Mexico City, Santa Cruz and
Santiago, the typicd landlord is now a former sdf-help builder (Beijaard, 1992; Coulomb, 1985;
Edwards, 1982; Gilbert, 1983, 1993, 1999; Gilbert and Varley, 1991; Green, 1988; Rodas and
Sugranyes, 1988; Van Lindert, 1991). Many reside on the same property as the tenants and few
have more than a couple of poperties. In the consolidated periphery of Santiago, seven out of ten
landlords rent only to one tenant household, in Mexico City three-quarters, and in Caracas
two-thirds. Even in the centrd areas of these cities, most landlords operate on a smdl-scde. In
Mexico City, subdivison of property through inheritance has gradudly reduced the leve of
property concentration.
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The rationade behind renting out rooms has as much to do with saving for the future as anything
else. Landlords are not greatly concerned about the low rents they receive because ther man
reason for building is to own propety. Apat from giving them a certain socid datus, renting
offers a form of saving that they trust. Compared to banks or other forms of financid investment,
saving through bricks and mortar is something that they understand.

G) Are Living Conditions Better in Owner Occupied Homes?

In Latin America, many tenants are better housed than poor owners. While tenants generdly
occupy less space than new owners, the quality of that accommodation is superior. The reason is
sample. Poor owners live in new settlements on the periphery and are likdy to suffer from poor
living conditions for severd years. Services take some time to reach them. Many young families
are forced to live in setlements with inadequate water, dectricity and education services
Trangport can dso be problematic. By contradt, tenants gather in accommodation that is
wel-established and the proportion of tenants rises with the age of a sdf-hdp settlement
(Gilbert, 1999; Gilbert and Ward, 1985; Van Lindert, 1991). If much renta housng hardly
condtitutes good accommodation, in Latin American citiesit usualy comes with services.

H) Does Anyone Invest in Rental Housing?

In the pad, rentd housing was usudly a good business to be involved in, indeed one of the only
redly safe busnesses avalable. In Latin America, rentd housng was something in which anyone
with true commercid flair would seek to invest in. Even the Church and the revolutionary leaders of
Mexico put ther money in rentd housng (Perlo-Cohen, 1979; Kowarick and Ant, 1988; Scobie,
1974; Violich, 1944). Most accounts of renta housing emphasse that this is no longer the case;
invesment in renta housing is now unprofiteble. The combination of income and property taxes,
rent contrals, requirements to maintain the property and an inability to evict the tenant means that
any law-abiding landlord is bound to lose money. At the very leadt, the rate of return on rentd
housing investment iswell below that found in other kinds of activity.

If the commercid landlord is disenchanted with rentad housing as an investment, other groups in the
sdf-help settlements are building rooms for rent. Why is the behaviour of the sdf-hdp builder so
different? Perhaps the principd reason is that sdf-help landlords are following a different kind of
economic logic. While dl sdf-hep landiords are interested in generating some kind of income, it
seams that few are profit maximisars. Many have little idea how much profit, if any, they actudly
maeke. It may be just this lack of commercid acumen that explains the expanson of the renta
housing stock. Most landlords in Caracas and Santiago recognise that renting does not produce a
large income, especidly given the hasde involved (Gilbert et al., 1993).

The rationde behind renting has little to do with profit. Landlords are not greetly concerned about
low rents because their main reason for building was to own property, many did not even build to
rent. They built for their family but now the older children have left home As they have spare
rooms, they may as well rent them out (Gilbert and Varley, 1991; Camacho and Teran, 1991). If
older children want to return then the family ceases to rent the accommodation. In Mexico City,
housing is used very flexibly. It may accommodate the family, be rented when the children have left
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home, or be used to put up members of the extended family or paisanos when the need arises
(Coulomb and Sanchez, 1991).

Whatever the mativetion, there is a great dedl of smdll-scae investment going into renta housing
in Latin American cities despite the total neglect of this sector by the authorities (see below).

Shaping a Housing Policy

Governments should formulate a policy for the housing sector just as they formulate policies for
hedth, education or employment. Such a policy should recognize that housing is both an
economic and a socia sector. The housing sector has two legs: It contributes to production as well
as consumption. It is an economic sector in the sense that housing condruction contributes to the
dlevigtion of poverty through the generation of jobs for poor people working in the building
indugtry. Housing dso contributes to employment insofar as large numbers of people earn their
living in their homes (see above); people do not just live in their homes, many dso work there. As
housing condruction dso requires long-term finance, a strategy for housing needs to consder the
role of the financid sector. The housing question is aso an economic issue insofar as the form of
housng solution adopted by the government has implications for the type of urban growth that
occurs. A low-dendity resdentid development dtrategy, for example, results in urban sprawl with
important implications for trangport and servicing.

Houdng is equdly clearly a key ingredient in socid policy because it is a key ingredient in the
living conditions of ordinary households. Poverty reduction must include a housng component,
particularly as housing is so important to the lives of groups so often most in need, such as women
and children. Appropriate housing improvements are a good way of providing poor people with
assstance because housing is closdy associated with the incidence of socia problems such as poor
hedth and environmentd pollution (Hardoy and Satterthwaite, 1990; Hardoy, Mittlin, and
Satterthwaite, 1993; Harpham et al., 1988; UNCHS, 1996).

If it is obvious that governments should develop a shelter palicy, it should be equaly clear that there
is absolutely no way that they can solve most housing problems. As Tables 1 and 2 suggest, most
Latin American countries suffer from far too large a housing problem for any government to be adle
to resolve it. All any government @n seek to do is to formulate a srategy that will permit some
measure of improvement. In doing o, it should, of course, establish clear targets againgt which
progress can be measured.

Government targets in housing policy need to be established in consutation with the wider society
because governments do not have the resources to do a great ded on their own. They need to work
in harmony with the private sector and with the civil society.? No doubt, there will often be
differences about the main issues that policy should address. Nevertheless, it would be surprising if
there was not some agreement on atempting to achieve the following: (1) to improve living
conditions, particularly for the poor, women and children; (2) to increase employment and incomes
through housing invesment; and (3) to raise the qudity of the urban environmen.

2 | am using the term civil society in a very loose sense in this paper to denote the huge contribution that non-
remunerated and non-profit making activity can make to housing questions. Such non-profit making activity
includes self-help construction, community participation and NGO’s.
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Governments should not concentrate on particular eements of the housing problem to the neglect of
the rest of the sector because such neglect may backfire. For example, there islittle point developing
a policy to remove low-income housing shortages if the middle class cannot find adequate homes
(World Bank, 1993). Under such circumstances, government action will smply lead to down
rading. As such, governments should try to ensure that the middle class has access to a decent
housng- finance sysem and that legidaion does not discourage invesment in  rentd
accommodation. The recent emphads of the multilatera lending agencies on policy reform is
bascdly sengble.

The Role of the State in the Housing Sector

There has long been a mgor ideologica debate about the appropriate role of the state in socid and
economic policy. The differences between the ECLA school of import subgitution and those
advocating export orientation were one reflection of that debate as was the discussion about the
appropriate lessons to be drawn from the East Asian development model. From the 1950's to the
middle 1970's, market falure was seen as the principa cause of underdevelopment in Latin
America. During the 1980's, the blame shifted to government falure. Only, since the early 1990's,
has the debate become a little more badanced. Today, most authorities accept that there is an
appropriate role for both the market and the state and the issue today is about the balance between
the two. Inter-American Development Bank (1999a paragraph V) indicates that “the ‘Washington
Consensus of private markets and minimdist gates will not be sufficient to ddiver the kind of
broad-based growth the region needs”

Debates about housng and urban policy have tended to follow similar lines, dbeit with some
differences in chronology brought about by disciplinay blinkers and the segmentation of
knowledge. Too many housng experts, primarily architects, engineers and planners, have been
unaware of wider debates in the socid sciences and few socid scientits have shown much
interest in housng. When they have come into contact mutud distrust or smple disbdief has
often been the outcome! But, wha has been happening in the wider developmentd fied has
found drong padles in the housng arena In the indudridised countries during the podt-war
years, and in Britan even ealier, housng policy was dominated by a beief that the principa
cause of shdter problems was market falure. Millions lived in poor qudity housng because it
was unprofitable for the market to provide them with adequate accommodation. The origins of
this form of thinking go far back, cetanly as far back as Marx and Engds (Engels, 1892).
Governments in these countries, and paticularly those in Western and Northern  Europe,
reponded to this problem of market falure in a farly consstent way. They set up public
agencies to build houses. In Britain public condruction was a mgor component in the housing
supply and by 1979 accounted for gpproximately 30 percent of the housing stock (Daunton,
1987). In Glasgow, public housing accounted for haf of the housng stock in the 1970's. Public
housng edates were the architectura padled to Keynesan economic thinking and where the
shelter problem was greatest, the state intervened most to resolve that problem. When Thatcher's
revolution hit the British public sector, hdf of the public housng stock was sold to the
occupants. More than a decade later, the private sector plays the mgor role in housing Britain's
poor. Times change, and opinions with them.
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Latin American countries followed a not dissmilar route. In the interwar years, many public
agencies began to build houses for the poor or a least for the more powerful unionised groups
among them (the military, police, dockers, and power workers). The Colombian government
edtablished ICT in 1939, Venezuda set up the Banco Obrero in 1928 and in Mexico the
Direccion de Pensones Civiles began building homes for its ffiliates from 1926. By the 1950's,
few Latin American countries lacked at least one public housing agency and many had a number
of specidised housng inditutes. Such agencies were particularly important during the period of
Alliance for Progress, when inditutions like the Inter-American Development Bank poured
money into the region, a subdantid chunk of it for housng. Mgor housng edates such as
Ciudad Kennedy in Bogota and Isabelica in Vadencia (Venezuda) were congtructed during that
time. Mogt Latin American cities bear the strong mark of government building programmes,; public
housing condtitutes around 15 percent of the housing stock in mgjor cities, such as Bogota, Caracas,
Mexico City and Santiago, and even larger proportions in new ‘planned’ cities such as Brasilia and
Ciudad Guayana.

In developed countries, most public housing was leased to the beneficiaries and was highly
subsdised. No doubt this tenure choice reflected the belief that public housng should be a
temporary solution. But is was dso conggtent with the dominant form of tenure of the time the
vast mgority of poor and even middle-income families in the 1930's and 1940's were tenants
and were to reman so for many years. Unfortunately, in operding rentd housng many
governments soon found that they were ineffective landlords. Rents were initidly set very low
and faled to rise in line with other prices. Mantenance of housng estates was poor and many
rapidly turned into new kinds of dum. In Latin America, the experience was probably worse. In
Mexico and Venezuda, most tenants did not even pay ther rents. Since governments were
rductant or unable to evict non-paying tenants, public housng agencies ran into severe financid
problems. The history of governments acting as socid landlords in Lain America is not a happy
one (UNCHS, 1989; Gilbert and Varley, 1991).

In the light of this problem, mogt Latin American governments decided to sdl the exidting rentdl
housng stock to the inhabitants and in future to build public housing for sde. As public housng
was dill ogenshly amed a the poor, the homes were highly subsdised. Unfortunady, this
approach aso ran into a number of problems.

First, because the units were heavily subsidised, poor governments could afford to build only small
numbers of housing units. As a result, the numbers of families housed represented only a smdl part
of those with shelter problems. When governments tried to reduce the cost of public housing both to
increase the supply and to make it more affordable to the poor, the qudity of condruction suffered.
Many public housng agencies were accused of building officid dums. Second, because of the
imbalance between supply and demand, long queues developed for the public housing units.
Allocation systems were developed which were usualy quickly bypassed or corrupted. Politica
cientdism soon infiltrated the didribution mechanians. A few governments tried to find farer
ways of dlocating the housing and, either in despar or in wildly populis manner, ICT in Colombia
resorted briefly to a lottery system in the late 1980s. Whatever the system employed too few redly
poor people obtained subsidised public housing and too much housing went to households that were
not among the poorest (Klak, 1992a; Mayo, 1999). Third, because public housing was constructed
directly by government companies or by private companies under contract, too little housing was
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produced efficiently, in sufficient quantity or at the right qudity. As in mogt forms of public works
contract, corruption wasrife.

Mayo (1999: 41) criticises public housng projects in the 1960's because they “were smdl in
scde, largely unaffordable by the poor, poorly targeted, and largely inefficient. Moreover they
followed the typicd paradign of government housng programs a the time — rdying on
government to design, produce, and dlocate the housng ‘solutions which contributed little to
addressing the needs either of the poor or of the broader economy.” By the 1980's, pardlding
broader economic thinking about government falure, the whole concept of public housing
agencies in Latin America had come into disrepute. In 1993, the World Bank (1993. 90) was
explictly recommending that: “privatization of housing production should go hand in hand with
the overdl privatization of public sector enterprises’ (World Bank, 1993: 62). At the same time,
USAID was criticisng “centralised bureaucracies’ and praisng the virtues of the market (Kimm,
1993: 49).

The new paradigm that was intended to replace public housing congruction had its origins in
Chile and was a direct outcome of the introduction of Chicago school economics into public
adminigration in that country (Vddés, 1995). The Pinochet government's approach was
diametrically opposed to the ‘socidist’ policies of his predecessors, which had attempted to build
public housing in massve quantities through state companies® Despite its neolibera economic
agenda, the Pinochet government was prepared to continue the Chilean tradition of subsidisng
housing for the poor. However, the new system would be market led and would be embedded in
much more competitive economic and financid systems (Arellano, 1982).

On the supply sde, public housng would no longer be contracted by the state but would be built
by the private sector responding to market signds. Instead of builders producing what the public
sector asked for, they would have to compete to produce what consumers wanted. Private
enterprise would produce cheagper units than under the public contracting system and provide a
choice of housing for the poor.

On the demand side, subsidies would be given to poor families who would use the subsidy to buy
housng on the market. The dlocation sysem devised to dlocate the subsdies would guarantee that
the recipients were both poor and prepared to help themselves. The test of the latter was their
preparedness to accumulate savings over a period of time; the longer their savings record and the
higher ther savings, the more likely they were to get a subsdy. The public housng minisry would
issue guideines and gpplications forms that would explain how people would become digible for a
subsidy. Because the rules for dlocating subsidies would be manifestly open and transparent,
corruption and palitica favoritism would beimpossble.

From 1977, with numerous modifications to its dructure, the new demand-side subsdy
mechanism was consolidated into Chilean practice. It was not an immediate success and some
years passed before it began to function properly; ironicdly, its best results were achieved under
the democratic governments of the 1990's. The Concertacién governments began to boast that
Chile was now the only Latin American country that was managing to cut its housing deficit.

3 On the Allende experience see K uznetsoff, 1990. Given the political, economic and social conflicts of the time, the
socialist experiment was not surprisingly less than successful.
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Gradudly, the influence of the Chilean housng subsdy modd spread to other Latin American
countries. Costa Rica, Colombia, Ecuador, Panama dl adopted subsidy models strongly influenced
by Chilean practice (Held, 2000; Pérez-1fiigo Gonzdez, 1999) and there was considerable interest
esawhere in Guatemaa, Paraguay, Uruguay and Venezuda Inditutions like the World Bank, the
Inter-American Development Bank and paticulaly USAID were influentid in different ways in
diffuang the Chileen ‘housng modd’. By 1993, a Chileantype modd had become the
acknowledged ‘best practice’. In principle, the modd embraced three dements that were highly
goproved in the new development environment: explicit targeting a the poor, transparency and
private market provision (World Bank, 1993: 126).*

The Chileen modd dso helped fill another part of the World Bank’s new housing toal kit, the
need for an overdl change in the organization of housng finance and adminigration. Without
the right economic and housng environment, any effort to provide the poor with socid housing
would fail. As the World Bank (1993: 53) puts it: “Projects that have been unable to ded with
the overdl regulaory, inditutiona, and economic environment have had a sndl or negligible
impact on ovedl housng conditions” Future Bank lending should embrace an “enabling
goproach to housing, in which the primary policy god is to creste a ‘wel-functioning housng
sector’ that serves the needs of all key stakeholder groups’ (Mayo, 1999: 39).

The World Bank’'s (1993) Housing Sector Paper is the base from which most thinking about
housng now takes place. Its influence is dear in the Inter-American Development Bank’s (1995
and 1999b) own operationd guidelines for housing and in the Bank’'s commissoning of the man
author of the World Bank’s paper to write a technica report on subsidies in housing in 1999. The
key guiddines for housing policy as recommended from Washington are intended “to redirect
developing-country  governments from engaging in  building, maketing, financing, and
maintenance of housing units toward facilitating expanson of the privaie sector’s role in such
activities” (World Bank, 1993: 62). In order to facilitate private sector engagement, governments
need to work on “propety rights deveopment, mortgage finance, targeted subsdies,
infrastructure for urban land development, regulatory reform, organization of the building
indugry, and inditutiona development. Figure 2 provides an outline of wha the policy
encourages and what it discourages.

Around the globe few governments have argued againgt this gpproach for three principa reasons.
Fird, it is acoepted that the tradition of public housng provison was highly flawed (athough it
should be recognised that not every housng experience was a dissster, for example, British inter-
war council housng and the Ciudad Kennedy project in Bogota were not unsuccessful
programmes) (Ward, 1985). Second, thinking among government economidts is condgtent in
recommending that greater reliance be placed on market forces, tha there is a need to rasing
productivity and that in a globdising world, the key to success is to become more compstitive. If
gregter efficiency through the market is the god across the board, it is clearly not sensble to
continue funding inefficient public housing agencies or even to permit specidised forms of
housng finance. Third, under the new rules of globd competition most governments believe that

* Chile never managed to implement the whole policy and although the World Bank liked the principles on which the
policy was based it was distinctly less enthusiastic about the experiment in practice (Persaud, 1992; Renaud, 1988).
USAID have always seemed to be much happier about the model (Kimm, 1993).
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they should keep taxes low and limit government expenditure. Under such a drategy, there is
little or no room for public congtruction or housing finance.

Of course, there are dready dgns of a shift in this paradigm. Current economic performance in
Latin America certainly casts doubt on the efficacy of the market-led modd. Recently, the mode
does not seem to have crested many success stories, indeed the economic growth record of the
1990's while better than that of the 1980's is digtinctly less impressve than that of the 1950's,
1960's or 1970's (Table 11).

Table11: ECONOMIC GROWTH BY DECADE IN SELECTED LATIN AMERICAN
COUNTRIES SINCE 1950 (ANNUAL GROWTH IN GDP)

Country 1950-59 1960-69 1970-79 1980-89 1990-98
Argentina 24 4.4 3.0 -0.6 5.9
Brazil 6.5 6.2 8.6 2.9 25
Chile 3.8 45 2.0 3.2 7.7
Colombia 4.7 5.0 5.7 3.7 3.9
Guatemda 4.0 5.2 5.9 0.9 4.0
Jamaica n.a n.a -1.1 1.6 0.9
Mexico 5.9 7.1 6.5 2.1 3.1
Peru 49 5.6 40 -0.2 49
Venezuda 8.3 54 3.2 -0.8 2.9
Latin America 49 5.7 5.6 1.7 3.1

Source: UNECLAC (1998) and | nter-American Development Bank (1999a).

In addition, the new globd rules of the game seem to have undermined the long-established
developmenta assumption that economic growth would automaticaly improve the distribution
of income (Kuznets, 1955, 1966; Jha, 1996; Rostow, 1960). Although there is no doubt that
economic growth is a requirement for reducing poverty, the experience of the 1980's and 1990's
suggests that across the globe, inequdity is increesing (Iglesas, 1992; Londofio and Szekdly,
1997; UNECLAC, 1996; Mittelman, 1994). Indeed, inequdity seems to have incressed in Latin
America both during the debt criss, when per capita income was faling, and more recently
under more postive circumstances. It seems therefore that the nature of the development mode
has changed. As such, a case is increasingly being made that a step should be taken backwards
towards more ‘hands-on’ forms of government intervention (Giddens, 2001; Giddens and
Hutton, 2000; Ocampo and Sarmiento, 1987).
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Annex 1

The Do's and Don'ts in Enabling Housing Markets to Work

INSTRUMENTS

Do

DON'T

Developing Property
Righis

W

¢ Regularize land tenure

Expand land registration
Privatize public housing stock
Establish property taxation

x Engage in mass eviclions

x Institute costly titling systems
x Mationalize land

x Discourage land transactions

Developing Mortgage
Finance

- = = =

¢ Allow private sector to lend
¢ Lend at positive/market rates

Enforce foreclosure laws
Ensure prudential regulation

¢ Introduce better loan

Instruments

x Allow interest-rate subsidies

x Discriminate against rental
housing imvestment

x Neglect resource mobilization

x Allow high defaull rates

Ratonalizing Subsidies

A T e

Make subsidies transparemnt
Target subsidies 1o the poor
Subsidize people, not houses
Subyact subsidies 10 review

x Build subsidized public
housing

x Allew for hidden subsidies

x Let subsidies distort prices

x Use rent control as a subsidy

Providing Infrastructure v Coordinate land developmeni x Allow bias against infrastructure
¥ Emphasize cost recovery invesiments
v Base provision on demand x Use environmental
v Improve slum mfrastructure COMCEmS as
reason for slum clearance
Regulatng Land & Hous- v Reduce regulatory complexity x Impuse unaffordable standards
ing Development v Assess costs of regulation x Maintain unenforceable rules
v Remove price distortions x Dresign project without link to
v Remove anificial shorages regulatory/istiutional refonm
Organizing the Building v Eliminate monopoly practices % Allow long permit delays
Industry v Encourage small-firm entry x Institute regulations inhibiting
v Reduce import contrals competition
v Supporn building research x Continue public monopolies
Developing a Policy & v Balance public/private sector  roles x Engage in direct public housing
Institutional Framework v Create a forum for managing  the delivery
housing sector as a whole x Neglect local government role
v Develop enabling strategies x Retain financially unsustainable
v Monitor sector performance imstitutions




This kind of reaction is presumably wha is now moulding the ‘post-Washington consensus'. Is
this not the reason why more money is being poured into poverty dleviaion and in establishing
socid safety nets? And, while gpproaches such as those documented in  Inter-American
Development Bank (1998) and the latest World Development Report (World Bank, 2000) are
catanly not incompatible with freeemarket modds, they do pose some interesting dilemmas
about government expenditure and the holy ordinance of fiscal baance. They certanly seem to
question the neo-libera orthodoxy of removing specidised funding windows and reducing the
scope of public involvement. Don't the socid emergency and investment funds and the new
progranmes to hep the poor, in hedth, schooling, etc. represent just such a reection (Inter-
American Development Bank, 2000: 83; Jorgensen, Grosh and Schacter, 1992; and World Bank,
1999; 2000).

Has this process not dready begun to occur dso in the housing fiedd? Have not specid housing
programmes and specid public housng agencies not begun to re-emerge, a least & a municipd
levd, in numerous dum-upgrading programmes? |Is there not even a sSgn that the public sector is
now being permitted to intervene in the land market? Do not the Inter-American Development
Bank’s current operationa guidelines for housing dready dlow such a shift? “Governments can st
up specid programs for the provison of low-cost serviced lots to facilitate access to serviced land
by low-income households when it is demonstrated that the private sector cannot be persuaded to
supply thismarket” (Inter-American Development Bank, 1999b: 8).

Such a move is hardly revolutionary. Today's consensus, that the public sector should limit itself
to a facilitating role, is not aout to be overthrown. Given the limits of government resources and
the extent of the shdter problem, there is no doubting that responsibility for solving the housing
problems of Latin America rests primarily with the private sector and civil society. In any @se,
no one has ever had any doubt that government intervention of some form or another is essentid.
So-cdled ‘merit goods and ‘public goods require the intervention of governments if they are to
be provided a dl. Land markets do not work satisfactorily without some kind of government
intervention. The new reection is Imply a beated recdling that some form of government
intervention in urban metters is essentid. The issue is not whether, but how? As Dowdl and
Clarke (1991: 1) put it, the trick is “to find the proper baance, or divison of labor, between the
public and private sector regarding urban land and management. Striking this balance will not be

easy.

Also rdevant to discussion about the gppropriate role of the public sector is a pardlel debate that
has been under way for many years about the appropriate role of technology, of top-down
goproaches to development and of ‘indigenous, people-based knowledge. This debate has
revolved around discussons of modernism and its tendency to monopolise knowledge and
denigrate local experience. Development thinking has been premised on smilar assumptions about
the superiority of western practices and technology. As Escobar (1995: 52) puts it:  “Development
fosdered a way of conceiving of socid life as a technica problem, as a matter of rational decison
and management to be entrusted to that group of people - the development professonds - whose
specidized knowledge dlegedly qudified them for the task”.

In the housng fidd modenis and devdopmentdist thinking has long been criticised by
architects and planners like Abrams (1964), Turner (1967, 1968a; 1968b) and Colin Ward
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(1976). Their criticisms of public housng edates and the way that modern skyscrapers dienate
families with young children or rancho dwelers running businesses are based on long-
edablished lines of anarchist thinking. Most ordinary people, they suggest, understand their own
needs much better than technicians ever can. Whether the housing in quedtion is in Britan or
Peru, people should be given a much grester say in determining how they are housed and what
they need. The whole debate about intermediate technology is linked into this whole discusson
(Schumacher, 1973; ISCD, 1991). Horrific experiences in Latin America like the removd of
dum-dwellers from the hillsdes of Caracas to the modern, clean superblocks of ‘23 de enero’
added grist to their mill (Dwyer, 1975).

The housing policy issues raised in the rest of this pgper cannot be understood without cognisance
of these wider debates. But, limited space prevents me going further into the many issues that these
debatesraise.

Key I'ssuesin Helping the Poor Through Housing Policies

The following should adso be read in conjunction with Inter-American Development Bank
operational practice. These ae lad out in Inter-American Development Bank (1999b) and
summarise policy a the bank over the period since 1995 when it re-entered the field of housing
investment. The following should dso be read in conjunction with the World Bank’s (1993)
Housing enabling paper and its recent statements about urban poverty dleviation (World Bank,
1999 and 2000).

A) Urban Land and Services

No form of housing development, whether in the forma or informal sector, can take place without
land. No housing project can provide adequate new shelter without access to serviced land.
Unfortunately, a shortage of serviced land has dways been a mgor headache in shelter programmes
in Latin America and is likely to continue to be so. There are two fundamentd problems: Latin
American land markets are digtorted in a number of ways and the ability of the authorities and/or the
market to service land amogt dways lags behind demand. The result of these problems is that the
price of serviced land rises rgpidly, makes forma housing too expensive for most poor families and
encourages poorer groups to occupy cheaper, nonserviced land. Faced by large-scae demands for
land, the authorities in most Latin American countries have tended to turn a blind ee to informa
kinds of land occupation: land invasons or illegd land development.

In an ided world, the authorities would direct urban development towards aress that are easy to
sarvice, establish patterns of urban development that would generate few externa diseconomies (for
example, urban sprawl and some forms of ribbon development) and respond to reasonable demands
for infrastructure and services ahead of settlement. In practice, they do none of these things very
effectively and sometimes make matters worse by trying to regulate urban development in ways that
digtort the land and housing market even further. Because of past market and non-market falure, the
authorities are congtantly in a game of trying to put right what has adready occurred. Instead of
anticipating where services will be needed, they are congtantly trying to catch up with the spread of
housng. This makes providing infrastructure and services much harder. The task facing the
authorities in Lain American cities therefore is two-fold: Firs, they have to remedy the problems
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caused by past failures and, second, they have to anticipate future demands to prevent past failings
occurring again.

i) Illegal Land Development

There is now broad agreement that in situ upgrading schemes are far superior to dum remova
projects (Abrams, 1964; Skinner and Rodell, 1983; World Bank, 1993; Van der Linden, 1994).
Frd, upgrading maintains exising socid and economic networks. When families are removed from
thelr existing neighborhoods, essentid community support mechanisms or ‘socid capitd’ are likdy
to be destroyed. Move businesses and they are ligble to fold (Rodriguez and Icaza, 1993: 68;
Valadares, 1978; Perlman, 1976). Second, upgrading is relatively chegp and government spending
undoubtedly reaches the poor. As Lee (1994: 1) puts it: “The living environments of low-income
settlements can be substantialy improved at reatively modest per capita cost through the provision
of basic infrastructure such as piped water supply and sanitation systems as well as services such as
gabage collection and primary hedth care. The cost condraints of making such facilities and
provisons seem to have been oversated, while the willingness and ability of poorer groups to pay
for improved services appears to be underestimated...”

Although mogt dum-upgrading progranmes am to keep families in thaer homes many writers
have expressed fears that the market mechanisms unleashed by this gpproach may have the
opposite effect (Harms, 1982; Durand-Lasserve, 1997; Payne, 1989). By providing legd titles,
improving infragtructure and by linking settlements to the rest of the city through better transport
fadlities, low-income communities may aitract middle-class households. The latter will buy out the
exiging owners, trandforming the settlement and dedroying the community. In practice, the
dangers may have been exaggerated. In reviewing a number of such schemes, Baken et al. (1991:
21) concludes that: “in most cases informa neighbourhood consolidation does not lead to
displacement.” Recent figures support the idea that few owner-occupiers in Latin America's sdf-
help settlements ever move home (Gilbert, 1999).

If there is a genuine fear about the effects of upgrading on mobility, it relates less to the impact on
owners than to that on tenants. The danger is that improvements in the quaity of settlements and
the subsequent charges levied on owners will lead to rents being raised. No problem is posed
when tenants are able to pay the rent increases and can benefit from the improved conditions. The
problems come when poor tenants are forced to move. The only clear benefit of upgrading for the
poor is that owners will increase the amount of rental accommodation avalable in improved
stlements. As Skinner et al. (1987: 230) put it: “Upgrading mechaniams ... have generdly been
found to contribute to improved qudity and quantity of housing.. improvements conssted to a
large extent of adding rooms or otherwise increasing the amount of sheltered space at the disposd
of the households, thus contributing significantly to the expansion of the housing stock.”

The possbly negative effects on tenants, however, tend to be outweighed by the generadly postive
effects of upgrading programmes. Certainly the Inter-American Development Bank and the World
Bank have financed upgrading programmes for a number of years. Insofar as they have reservations
about the gpproach it has nothing to do with its potentid to improve people's lives. As an Inter-
American Development Bark evauation of three of ther loans puts it: “ Sites-and-services and dum
upgrading approaches have made important contributions to providing low-income housesholds with
affordable, practical solutions to their housing needs’ (Inter-American Development Bank, 1998).
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The problem has more to do with replicating these projects on a citywide and nationwide basis. The
firg problem is that because dum upgrading is a rdatively complex operation too many
governments have proved themsdaves to be less than adequate to the task (Werlin, 1999). While
there are some notable success gories, the circumstances that have permitted these projects to be
successful are not found everywhere.

A second problem with upgrading programmes has been the familiar one of cost recovery (nter
American Devdopment Bank, Office of Evduation and Oversght, 1998. 4). As Mayo (1999:
41) puts it: “It was concluded that after more than a decade of lending for such projects, and
despite many successes ‘in the smdl’, gods of cod-recovery and replicability, two watchwords
of sites and sarvices and dum upgrading projects, had largely not been achieved. Subsidies were
often on the order of two-thirds or more of resource codts in typica projects, making large-scale
implementation unimaginable for most governments, and private resources were not leveraged to
any ggnificant degree” Despite this problem, both the World Bank and the Inter-American
Development Bank seem to be actively continuing with upgrading programmes. Indeed, in the latter
case such programmes seem now to have embraced non-physicd forms of dum improvement.

i) Preventing Future Forms of Illegal Development

In most Third World cities, there is no redigic dternative to sdf-help or progressve housing
because most poor people cannot afford the price of a finished house. This point is shown clearly
by Colombian and South African experience where, even though subsidies are being offered, most
families can only buy the chegpest socid-interest house if they are prepared to devote an
excessvely high proportion of their income to the mortgage repayment (Gilbert, 1997; Tomlinson,
1998). If they cannot afford a house, then they must be given the opportunity to buy a serviced
plot, with or without a‘ core’” house that they can improve over time.

Although it is decades since this argument was fird made, there are ill many rductant to believe
it. Many politicians and most people connected with the building industry argue againg sef-help
housng. They argue drongly that such housing does not represent a decent home, the vivienda
digna that mogt conditutions in Lain America decree as the right of every family. Most Latin
American governments permit such housing in practice while deploring it in principle. In Chile,
the housing subsidy programme was premised initidly on the basis of forma sector congruction
for dl receiving help from the sate. The option of progressve housng was not introduced until
1990 and has never been popular among many in the congtruction sector or even in the Minigry
of Housing (Poduje, 1997). The argument againg sdf-help housing is two-fold. Firdt, it provides
accommodation that forces people to live in unacceptable living conditions for a number of years.
Second, sdf-hdp houdng is indfficient; unlike the forma sector there is little opportunity to take
advantage of economies of scae.

Outsde Chile, however, most Latin American governments are prepared to support different forms
of progressve housing if only because there is no rea dternative and because so much evidence
now shows how successfully mogt families improve their shelter even under the most adverse
circumstances. There is aso evidence that people are prepared to accept this kind of shelter



option.®> The fundamenta problem remains, however, of how best to permit poor families to do
this

The obvious answer to this question is through ‘stes and services schemes'; an gpproach that has
been accepted and financed by the development banks for severa decades. Sites and services are
the naurd cordllay to dum upgrading. They anticipate and prevent the formation of dums by
providing the poor with a way to develop their housing incrementdly in an ordered way. Such an
approach saves on sarvicing costs because some services ae inddled before settlement. It is even
acceptable to provide plots without services providing the layout of the settlements permits
sarvices to be ingaled cheaply after the population has begun congruction Jacobs and Savedoff,
1999: 32). Anticipating urban development by providing organised aress for settlement should aso
help prevent the occupation of hillsdes or of low-lying land lidble to flood both of which are
dangerous for the settlers and expensve to service. Building advice can be given to the settlers
through technicad assstance and some economies of scde can be obtained through wholesde
provison of building materids In an imperfect world, the logic underlying a ‘stes and services
approach isimpeccable.

Unfortunately, relatively few such schemes have been developed in Latin America, paticularly
in the largest cities, and few governments have backed such an approach in a big way (Van der
Linden, 1994). Ironicdly, given the logic of the argument, the essentid problem has been that
the cogt of such schemes has been too high (Daniere, 1999). Costs have been high for two
reasons.

Firg, nether governments nor the funding agencies have often been prepared to reduce
minimum standards sufficiently to keep costs low. Inter American Development Bank projects
have typicdly indsted that dl beneficiaries have full legd title to their property and that a full
range of infrastructure and services is provided before occupancy. The problem with this palicy is
that any shdter solution is immediately priced beyond what many poor families can aford. The
danger of such a policy is clearly spelt out by Moavenzadeh (1987: 101-2): “Fallure to recognise
that the dtesand-services projects are in many ways designed for the convenience of the
indtitutions that finance and manage them rather than the people who live in them could result in a
landscepe dotted with well serviced dtes that are empty of resdents and surrounded by
shantytowns and squatters  settlements bustling with families and smal businesses” A principa
weakness of most Stes-and-services projects in Latin America has been that they have offered the
poor what they do not redly want. They have offered “too much security” at a price the poor could
not afford (Johnson, 1987). By contrad, illegad developers have offered the poor a much inferior
product but one thet is popular insofar asiit fits their budget.

The second mgor problem is that there has been insufficient land available on which to establish
progressve housing devdopments in  suitable locations. Commenting on World Bank
experience, Werlin (1999: 1523) blames “the problem of finding reaively unoccupied land
auiteble for sdf-help building” for the fact that the “Bank’s dtes and sarvices projects generdly

® In a survey conducted in the early 1990's in Colombia's five major cities, for example, 45 percent of families eligible
for agovernment subsidy said that they were looking for a serviced lot and afurther 10 percent were looking for a plot
that could be serviced in the future. By contrast, only 11 percent were looking for a core house and 13 percent for a
basic housing unit (Information provided by DNP and Camacol).
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affected far fewer people than its dum upgrading projects” The Bank itsdf accepted this
explanation a a time when it had aready begun to phase out this gpproach. “Site and service
provison in principle is a replicable gpproach to the poor's shelter problem. But, the difficulties
public land-development indtitutions face in operating commercidly have limited the effectiveness
of such projects in most countries. Land has been difficult to acquire, and the operations have been
subject to political pressures’ (World Bank, 1992a).

The great chdlenge for governments in Latin America, therefore, is to make sarviced or a least
servicesble land available at prices the poor can afford.

iii) Public Intervention in the Land Market

Some would argue that land markets work inefficiently the world over. “The impefect
knowledge of buyers and sdlers, the ‘uniqueness of each site and building, the strong preference of
edablishments for exiging dtes, the unwillingness of some owners to sl despite the certainty of
monetary gain, the absence of easly recoverable investment in cosily and specific developments,
the immobility of resources once they are committed, the possble loss on initid investment, the
time-absorbing and costly process of transferring property, the length and legd rights of property
interests, the influence of consarvationists, the downess of the congruction industry to respond to
changing demand, the monopoly power of planning authorities, property companies, mortgage
inditutions, sdlers of property and design professons - these are some factors which prevent land
from transferring smoothly to its most profitable use” (Bachin, Kieve and Bull, 1991).

Whether or not that is true of every developed country is debatable, but few would deny that land
markets work particularly badly in many Latin American countries. They work badly because a
large proportion of the urban area lacks legd title and the occupiers therefore have difficulty in
using the property as collaterd or even in sdling it (De Soto, 1989). In addition, the concentrated
pattern of land ownership on the periphery of many cities raises the cost of new housing and within
the urban perimeter many plots are held for peculative purposes. A further problem is tha the
relaive cost of serviced land is raised by the inadequacy of service provision; land which has been
urbanised is much more expensive than if infrastructure and services were more widdy available.
Findly, unnecessarily complicated planning regulations and convoluted legal procedures make land
transactions dow and expensive. Some of these problems are caused by market falure, others by
government failure. Both need to be remedied.

Effective government intervention in the land market is dedrable if it can reduce some of the
problems of market failure. The case for intervention, and the problems that have afflicted attempts
to intervene, are provided in a number of publications (Dowal and Clarke, 1991; OECD, 1992;
Payne, 1989; McAudan, 1985; UNCHS, 1996) and will not be repeated here. However, two
paticular points are worth examining briefly: the issue of land banks to make chegp land available
to the poor; and the need for measures to prevent the accumulation of vacant land for speculative
purposes.

Land banks. In a review of government intervention in land markets in developed countries,

OECD (1992: 65) argues that public land banking has often been highly successful in “easing
bottlenecks in the supply of land required for development and widening accesshility for land
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acquistion.” Although they warn that such an gpproach has to be carefully managed and is “not
rlevant in dready ‘overhested areas where the public purchase of land would only ratify the
results of speculation” (p. 69), they have little doubt tat this is a form of intervention that can be
very effective.

By contragt, any reading of the literature about public land banking in Third World countries is
generdly dismissive of the usefulness of the concept (Dowall and Clarke, 1991; World, Bank, 1993;
Rodwin and Sanyd, 1989; Chatterji-Mitra, 1990; UNCHS, 1996: 253). According to Dowadl and
Clarke (1991: 30) “public land development rarely works... because land development is
extremey complex and risky. Inspection of successful land developers reveds that they are
gmdl, highly entrepreneurid, pragmatic and daffed by highly skilled personnd willing to take
risks. Most public agencies don't have these characteristics” One of the World Bank's
proscriptions in its housing enabling drategy (see Figure 2) is “to nationdise land” (World Bank,
1993: 46).

This form of conventional wisdom is founded on the dismd performance of public land banking in
India, Indonesa, Nigeria and Pakistan where adminidrative incompetence and the creation of
excessvely large land banks digtorted the supply of land and led to land prices increasing rapidly
(UNCHS, 1996: 253; Dowadl and Clarke, 1991). Experience was little better in Brasilia where the
government was given a monopoly over development land (Acioly, 1994. 245). It seems that
public land banking on a large scde does not work; it is subject to “adminigrative deays,
corruption, the use of ingppropriate standards, and the risks of squatting” (Rakodi and Devas,
1993: 276-7).

Nevertheess, public land banking can play a useful role providing that the intervention is smdl-
scae and providing that land development agencies limit themsaves to “only trying to do what
the private sector cannot — assemble land for redevelopment projects..., provide costly
infrastructure to suburban aress..., or construct low-cost rentd housng for wdl-targeted users
(smdl non-profit housing cooperatives and NGO's)” (Dowall and Clarke, 1991: 30). There is no
reason why a specid agency, perhaps a mixed enterprise, should not be established to handle a land
bank. Only in this way can land be made available for Stes-and-service schemes and other forms of
low-income shdter. Edablishing a smdl public land bank is particularly opportune when public
works projects will raise the cost of &d and the loca authority lacks the means to recoup the
vaorisation brought by those works. If governments buy land before they indtdl services, or even
announce the public works project, they can acquire the increases in the vadue of the land that their
own projects will induce. At present, society tends to pay twice over. The public pays for the public
works and then pays private landowners more for the land as a result of the public works program.
There are other ways of capturing the betterment vaue but they don’t seem to work very well.

As there is prima facie evidence that governments in a least one Latin American city has been
ableto run asmadl land bank effectively, this represents a high priority for policy.

Reducing the amount of speculative land holding: Land prices seem to be rising very quickly in
Latin America and in cities like Bogota, Rio de Janero and Santiago there are frequent
complaints that it is impossble to find land on which to build low-cogt formd housng (Allen,
1989; Feddonjas, 1988; Triveli, 1987; Smolka and Sabatini, 2000). Of course, there are times

47



when land prices fal but over the pagt fifty years such moments have been comparatively rare
(Gilbert, 1996: 88-9). The reason for land price inflation is that “under conditions of sustained
high urban growth, urban land has enjoyed a leve of demand well in excess of formaly sanctioned
supply, guaranteeing a good rate of return on invetment. The reative weskness of urban
adminidrative Sructures in preparing and maintaning land ownership records, regulaing land title
transfers or implementing land taxation procedures, enables land investors to operate with relative
impunity, thereby further increesing profit margins without a consequent increase in risk” (Payne,
1989: 45). In addition, most Latin American cities suffer from the hoarding of urban land. In Sdo
Paulo, for example, it has been estimated that up to 30 percent of the land within the urban
perimeter is vacant for this reason (Kowarick and Campanario, 1986). A more recent study found
that perhaps one third of the land in Buenos Aires, nearly one-quarter in Quito, and a staggering
44 percent of land in Rio de Janeiro remained vacant (Clichevsky, 1999: 2).°

Despite the fact that so much vacant land is being held for speculative purposes few Latin America
cities have indituted policies to ded with the problem. Even where the authorities do manage to
distinguish between vacant and developed land in their tax systems, as in Buenos Aires and Quito,
owners of vacant land are protected from higher taxes “through a series of loopholes and
‘exceptions” (Clichevsky, 1999: 2).

If land were to be made available for low-income housing development, it would be sensble to start
charging substantialy higher property taxes on vacant land.

iv) Influencing the Pattern of Urban Development

“Urban areas have indituted many different planning regulations.... Such regulations are usudly
judtified on the bass of principles of physicd design or on aesthetic, hedth, or sfety grounds. ...
Despite the obvious public benefits...they have a number of inadvertent consequences that may
impose large costs on society and subvert therr origind intent” (World Bank, 1993. 81-2). In
practice, of course, such regulations are rarely applied in low-income areas, a Stuation that Inter
American Development Bank housing officers, Jacobs and Savedoff (1999 32), regard as
“fortunate’ because “enforcement would result in a more distorted, less efficient, market, which
would directly harm the poor.” While they accept that the “de facto policy of unenforced regulations
is no more than a clumsy second best”, it is superior to applying the kinds of standards that are used
in developed countries.

Both development banks, therefore, are arguing adong the same lines as De Soto (1989) that there
are too many regulaions in most Latin American cities and that most people would benefit from
their removal. No doubt, Turner would rdly to the cause because he long ago argued the case for
more ‘prescriptive’ as opposed to ‘proscriptive’ regulations, policies that tell people what they
ought to do rather than what they should not do.

Certainly, governments should speed up and smplify the planning process. Too often, regulations
are opague and procedures are incomprenensble to the average citizen. Guiddines should be
written in a dmple and sraightforward way. It should be made clear how long planning permission

6 Vacant land was defined as “currently unused land located within the urban limits and excluding parks, plazas or
ecologically protected areas destined for public use.”
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will take and that the time period involved should be much lessthan it is now.

A more €ficient sysem of land transactions would be helpful to poor families because it would
dlow them to buy and sdl property more easlly and chesply and help them borrow money on the
bass of ther property title. It isin few peopl€' s interest that land is difficult and expensive to buy or
sl. Technicaly there is no convincing reason why land titles should not be computerised with each
record containing the history of the plot, the taxes paid and unpaid, and the planning permissons
granted and turned down. When computer records are completed, the task to convey land should be
very smple

But there is aso a need to lower the standards applied to make them relevant to the societies in
which they ae being gpplied. There is no point pretending that limefios live in Geneva
“Unnecessarily high planning standards with respect to reservation of land for access and public
uses and minimum plot sizes exacerbate shortages’ and should be removed (Rakodi and Devas,
1993: 276-7).

However, a word of caution is in order in our hurry to create more efficient land and housing
markets. Getting rid of regulations does not dways solve the problems. In Chile, the authorities
removed drict land-use controls on the urban periphery of Santiago in 1979 (AUCA, 1979). The
intention was to create a free market in land, freeing the private sector from state controls and
thereby dlowing competition to lower the price of development land. Unfortunately, many consider
the experience to be a failure because land prices continue to rise very rapidly (Smolka and Sabatini,
2000). One explanation of this paradox is that a few private companies had established a monopoly
over the limited amount of serviced land avalable in the city. In the absence of sufficient
infrastructure and services, companies holding land were able to raise the price of serviced plots
(Trivelli, 1987).

Experience in Santiago suggests that dthough encouraging the land market to work more efficiently
is essentid, it will not by itsdf improve the qudity of the housng stock. Unless there is an adequate
expangon of services and infragtructure, the efficient market will merely produce higher prices for
sarviced land. Arguably, Lain American governments are presently placing too much confidence in
the inherent virtues of an unfettered land market.

B) Srengthening the System of Housing Finance
i)  New Housing

The need for a well-functioning housing finance system is not in dispute. Given the high cost of
housing rddive to their incomes most buyers require long-term mortgage finance in order to buy a
home (Buckley, 1996; Pugh, 1994; World Bank, 1993). In countries, such as Britain and the United
States, the vast mgority of homeowners acquire their home with the help of a mortgage (Curtice,
1991). And, if some would question the effectiveness of the housng finance systems that have
emerged in those countries, few would question the value of having a decent mortgage system
(Boleat, 1985; World Bank, 1993). Unfortunately, few Latin American countries have adequate
mortgage systems 0 the mgority of households have found it difficult to obtain a forma sector
house (Persaud, 1992).
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Even when formd housing finance sysems develop they are not dways wel designed, they
often favour certan groups in society and they are frequently less than stable. To help resolve
some of these reasons, the World Bank has been active over the last decade or more in
persuading Third World governments to modify their finance systems. Indeed, this has been at
the core of therr urban and housng drategy. As Buckley (1996: 176) puts it: “Since the early
1980s dl Bank-supported urban projects, not just the shelter projects, have moved towards
greater reliance on finance.”

Two man arguments have encouraged this gpproach. First, encouraging more money to flow into
the housing sector is likdy to encourage the amount of congruction. Second, a hedthy housng
finance sysgem is likdy to improve the efficency of the financid sysem as a whole. Encouraging
the development of private mortgage finance will reduce the need for governments to intervene; an
important goa given the aims of Sructura adjusment to reduce government expenditure and the
poor record of so many state mortgage systems. As Buckley (1996: 160) puts it: “...If mortgage
interventions are wdl desgned, a functioning, competitive housing finance system can dso reduce
the need for government subsidies to dl but the very lowest income groups.” The reform of housing
finance systems has formed an integrd part of the dructura adjustment packages offered to, and
sometimes imposed upon, Third World governments.

Encouragement for the development of mortgage finance has dso been motivated by the wish to
create larger numbers of owner-occupiers. Government after government has sought to gain
popularity and politica quiescence by aranging for more families to have a sake in the system.
Whether or not that is an effective eectora toal, it is widely beieved to be so by most of the
world's paliticians (McLaverty and Yip, 1993; Ross and Weber, 1996; Saunders, 1990;
Krueckeberg, 1999).

i) Used Housing

As cities get older, new housing tends to form a smdler and smdler share of the totd stock. This
is increesingly the case in Latin America especidly now that the pace of urban growth has
dowed s0 notably (Gilbert, 1998, UNECLAC/UNCHS, 2000). In the region's largest cities, the
relative importance of housng more than five years old is increesing. As Smolka (1994: 179)
points out for Rio de Janeiro: “Even in a so-cdled ‘boom’ year no more than 5 percent of new
housing will be added to the existing stock. As a result about two-thirds of transactions in the Rio
housng market refer to second-hand units” In cities like Rio de Janero, finance is not only
necessary for the acquistion of new housng but aso to permit the buying and sdling of exiging
housing.

In most developed countries, it is as easy to obtain finance to buy used housing as to buy new.
This is not the case in most Latin America countries where little or no finance for this kind of
housng has been avalable until reatively recently (Gilbert, 1998). In Brazil, for example, the
massve Nationa Housing Finance System (SFH) was established “to finance both the production
and consumption of new housng: the finandng of second-hand dwellings was irrdevant”
(Vdenca, 1992: 43). Many finance systems favour new homebuyers because it is in the interest of
the congtruction sector to direct resources to this segment of the market. New homes mean
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busness for the building industry whereas used homes only provide indirect opportunities for
work.

A shortage of lending for the buying of used housng makes it extremdy difficult for exiging
owners to sdl property. This reduces resdentid mobility, possbly leading to overcrowding and
making it difficult for households to move home when wage earners change their jobs (Gilbert,
1999). In addition, the lack of mortgage finance makes it difficult for owners to make capitad
gans from ther property, seemingly one of the principa gods behind home ownership in most
developed countries (Saunders, 1990).

There is no good reason why the buying and sdlling of older property in the forma housing stock
should not be financed in the same way, and a the same cogt, as that d new property. The only
additiond complication in Third World cities is to provide lending facilities to cover the specid
circumgtances relaing to consolidated sdf-hep housing. In this respect, the date should
guarantee that reliable housng surveys are obtainable chegply by purchasers and borrowers
dike. Interest rates charged on the loans should be smilar to those on loans for new housing and
the lending periods should dso be smilar. The paperwork involved in sdling a consolidated sdlf-
hdp house should be smplified. Governments should dso regularise sdf-hep settlements,
removing “undeveloped sysems of caadrd regidration, ill-defined property rights, and
cumbersome foreclosure procedures’ (Mayo, 1999: 37). Mechanisms need aso be designed for
vetting the digibility of informa sector purchasers. Perhaps some kind of government insurance
scheme should be established to cover participants against cases of misconduct.

i) Housing Finance for the Poor

One of the principa arguments why governments have been providing the poor with title deeds
is to encourage more lending to the poor. Hernando de Soto's Inditute of Liberty and
Development has been very persuasve in arguing that a massve titling program would not only
enhance the vaue of the informa housing stock, but would also provide collaterd for bank loans
(De Soto, 1989). The World Bank (1993: 117) echoes this sentiment when it dtates that “the
registration of property rights in squater sdatlements is.. important in making land and house
transactions possble and giving occupants lega protection. It encourages the buying and sdling
of housng and makes it possble for households to move to a dwelling that suits their needs and
their budgets.” Such an gpproach has dso found favour among those atempting to reduce gender
bias. As Almeyda (1996 41) has argued: Legdisaion “would aso help overcome discrimination
agang women” who “often lack a registered property title’. With this kind of argument behind it,
and with lots of poor families anxious to get their hands on title deeds, many Latin America
governments have been active in distributing property titles.

Despite condantly arguing that the poor need access to housing finance, this has rarey
happened. Forma sector financid mechaniams have been very ineffective in reaching poor
families Numerous efforts by Third World governments have often proved embarrassng
because mogt funds have ended up in the hands of middle-income groups or favoured labour
groups (Bhattacharya, 1990; Daniere, 1999; Laun, 1976; Persaud, 1992; Rakodi, 1995a; Struyk,
1989; Datta and Jones, 1998). Nor, has the commercid banking sysem done any better
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(Ozuekren, 1998; Siembada and Lopez, 1998; Bond and Tait, 1997; Goodlad, 1996; Tomlinson,
1998; Rojas, 1995; World Bank, 1993).

Formd financid sysems face various difficulties in reaching the poor. Fird, “regulaions
governing mortgage lending ae usudly biased toward completed owner-occupied housing,
meking it undtractive or impossble for financd inditutions to lend for rentd housng or
condominium housing, or for house improvements or unfinished core houses on serviced Stes’
(World Bank, 1993: 118). Second, “mortgage lenders have difficulty verifying sdf-employed
income and developing an accurate edimae of sdf-employed income from andyss of tax
returns’ (Ferguson, 1999: 187). Third, despite evidence to the contrary, many lenders do not
believe that poor people will repay their loans (UNCHS, 1996: 370). Finaly, private lenders are
put off by the prospect of low profits “The smdl loans required by these households are much
less profitable to commercid financid inditutions than larger loans’ (Ferguson, 1999: 187).

More surprisngly, the recent surge in micro-lending programmes has dso falled to make much
impresson on the poor’s need for housng finance. As Almeyda (1996: 128) puts it: “The current
supply of NGO micro-enterprise credit is characterized by smal loans primarily for working
capitd.” Micro-finance has tended to follow the practice of the Grameen Bank and built up the
lending portfolio on the bass of frequent smal loans, an gpproach tha is not possible in the case
of housing which requires much larger sums of money. Ferguson (1999) clams that few NGOs
or micro-lenders have ever provided money for housng extenson and improvement, dthough
the same author is now raher more optimisic and ligts a number of embryonic efforts in
different parts of the Third World (Ferguson and Haider, 2000).

Of course, the wish to build up micro-lending ingtitutions rests on the assumptions that the poor
are desperate for housing credit and that a principa task for governments and banks is to devise
ways of reaching them. While there is every reason to believe that many among the poor would
like access to forma sources of credit, there are numerous exceptions. Certainly, evidence from
the bendficiaries of housng subsdies in South Africa suggests that many poor families do not
want to borrow: “beneficiaries who said they did rot want a mortgage loan outnumber those who
did by three to one’ (Tomlinson, 1999a: 1357). For very poor families, repaying a loan is a
burden that may endanger the household's whole financid viability. As Rogdy and Johnson
(1997: 119) put it lending: “can harm as well as enable poor people. Financid relaionships,
especidly those of debt, are one way in which the powerlessness of groups of poor people is
entrenched.” Many poor families are less than enthusagtic about borrowing from forma lending
agencies or indeed from anyone ese. They trust banks and mortgage companies as little as those
inditutions trugt the poor. Given ther ungtable economic circumstances, many families worry about
getting into debt; they are prepared to take out loans only as an action of last resort.

Given the current scarcity of forma or even micro-finance how do low-income families find the
funds when they need to buy property, to extend their home or to use it to generate income?
Although we do not have a great ded of information, the current consensus seems to be that most
finance condruction from their persond savings and obtan additiond funds from informa
sources (Boleat, 1985; Renaud, 1987; World Bank, 1993; Macaloo, 1994; Napier, 1999,
Ozuekren, 1998; UNCHS, 1996). According to Ferguson (1999: 189) such informa sources
“indude individud and group savings, windfdls, fabrication of ther own building maenids,
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sveat equity, sndl loans from neighbourhood money lenders, barter arangements and
commund Hf-hep, and remittances from family living abroad. These funding sources share a
common problem. They dribble in unevenly and, often, dowly because they remain unconnected
to formd inditutions and markets. The overdl result is that much of the built envirormet in
citiesimproves unevenly and dowly.”

The sf-hdp sdtlements of Latin America will hardly disgppear if more housing credit does not
reach them but the qudity of life will improve if it does. Certainly, if governments want to teke
housng finace sioudy, fadlitating lending to sdf-help builders is an important matter. Capitd
housing subsidies and forma housing congruction done are not enough. More lending is necessary
if the process of sdf-help congtruction is to be encouraged and if nore renta accommodation is to
be generated. More credit is also essentid if one of the mgor attractions of home-ownership isto be
satidfied; without credit successful sdf-help consolidators will be unable to sdl their homes and
therefore to make capitd gains. Would it not be ironic if, having struggled for years to build sdf-
help homes, these sdf-hep consolidators are robbed of the opportunity to cash in ther principd
capital asset and even to move house?

C) The Role of Subsidies

As the Inter-American Development Bank’s Operationa Guidelines for Housing (1999b: 10)
puts it: “Subsdies are a controversd issue. ... Project teams should work on the premise that
subsidies are a policy tool whose use must be consdered only after other means of attaning the
objectives have been explored” Even when subsdies are acceptable, they “should not be
consdered as permanent.” “Subsidies should be seen ... as pat of an enabling gpproach to
housng, in which the primary policy god is to creste a ‘wdl-functioning housng sector’ that
serves the needs of al key stakeholder groups.”

Despite these warnings, the Bank’s practice since 1993 has been to incorporate a subsidy dement
into mogt of its housng loans. Like subsdies for hedth or education, housng subsidies can be
judified “on the bass of their status as merit or public goods, or because of market or ‘non
market'” failures, or because of their cgpacity to increase the ability to generate income and
wedth. This is especidly the case regarding ‘public features of housng such as besc
infrastructure services and property rights associated with secure tenure and transferable rights.
Improving basic services and the Status of property rights improves the flow of current ‘housing
sarvices, enhances the future flow of those services, increases propety vaues and hence
household wedlth, and generates actua or potential income’ (Mayo, 1999: 39).

i) Who should receive subsidies?

A key issue with respect to subsidies is to determine who should receive them. Housng
beneficiaries are frequently sdlected as groups on politica grounds. Rent controls are maintained
because grateful tenants are far more numerous than angry landiords who pay the direct cost of the
subsidy. Typicaly, however, it is homeowners who gain most from subsidies. In Britain, the annud
cost of mortgage tax relief during the late 1980s reached US$12 hillion, the equivaent to some 3.5
percent of totd public expenditure. By contrast, the annud cost of providing housing benefit
payments to six million poor households in 1990/91 was edtimated a only US$7.2 hillion
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(Bramley, 1993). Richer homebuyers were obtaining more help than poor tenant households. In the
United States, the pattern was smilar (Megbolugbe and Linneman, 1993: 673). Not only is this
form of tax relief expensve, U.S. federd government income tax relief on mortgage interest in
1989 amounted to somewhere between US$50 hillion and US$109 hillion, it is aso
counterproductive because such subsidies are partidly capitaised in higher prices (Bramley, 1993
26). There is now generd agreement among economiss that income-tax reief on mortgages
should be phased out. Even if mog paliticians have difficulty reducing subsidies from homebuyers,
during the 1990’ s the British government has been gradualy removing this tax benefit.

In Latin America most subsidies have typicdly gone to homebuyers and, beyond the effects of rent
control, tenants have gained nothing. This same tendency has been continued in the new demand-
led subsdy programmes because Latin American governments have strongly favoured the interests
of homeowners over those of tenants. In most parts of the developed world, subsdies are much
more likely to go to tenants (Conway et al., 1996: 5).

i) Directing Subsidiesto the Poor

Current palicy in Latin America is to direct housng subsdies to the poor. In doing so, governments
are making a critical assumption; that subsdies for housng are preferable than subsidies for other
purposes. Some would argue that the best way to help the poor is to supplement their income rather
than providing goods in lieu of income. In South Africa, many people are beginning to argue that
five years of offering housng subsidies to the poor merely proves that providing forma homes for
people without jobs is counter-productive (BESG, 2000; Thurman, 1999; Tomlinson, 1999b).
Certainly, such an argument is likey to win support from both free marketers and bdlievers in
public intervention insofar as income supplements directly increese the rights of individud families
to choose what is best for them.

Neverthedess, housing subsdies continue to be offered to the poor and pose the question of how best
to dlocate subsdies among those in need of housing assstance? In establishing their demand-based
subsidy programme, the Chileans targeted subsidies a poor families. Families could only apply for
a housing subsidy if they could demondrate that they were poor and could demondrate that need
during a home vist. The Chilean government established a completdy new system for caculating
the extent of family poverty (Castafieda, 1992). Once they had established their digibility, families
were ranked in a system which awarded points based on the number of people in the family, the
time that they had accumulated savings in a designated account and the quantity of those savings
(Rugiero Pérez, 1998). The award of new subsidies was announced every few months. The pointing
system has changed through time and varies according to the type of subsdy but the common
elements are transparency in the dlocation process and the desire on the part of the authorities to
encourage families to demondrate some commitment to contributing to their own housing need.
The Colombians adopted a smilar kind of sysem when they introduced demand-based housing
subsidies in 1991. Subsidies were given only to non-owners who were earning less than four
minimum sdaries. Families were only digible if they had a savings account. The points sysem has
changed severa times. Although the basis of caculation is quite sophidicated, it has nonetheess
run into a number of problems.



Both Chile and Colombia have used prior savings as one component in the classfication sysem. In
Chile, qudification through a savings record has long been one of the fundamental planks of the
housng subsdy sysem. It is argued that the savings requirement has increased the sense of
respongbility among Chilean families, raised the savings rate and legitimately controlled people's
expectations of when they might obtain government hep (Etchegaray, 1992; Persaud, 1992). A
prior savings requirement aso has the advantage of providing potentid lenders with a guide as to
whether or not the family is credit-worthy. Encouraging regular savings in order to quaify for
housng credit and/or subsdies seems now to be common practice among both NGO's and
forma inditutions (Datta and Jones (eds), 1998; Paedl and Burra, 1994; Siembada and Ldpez,
1997; Smith, Romanovsky, and Mpetsheni, 1995: 10; Vegaano-Alvarado, 1997: 25). The
weekness of a prior savings requirement, of course, is that it is likely to exclude those families who
are most in need, those who are too poor to save. This is why the South African government did not
embrace a savings eemert in its housng subsidy programme, despite considerable pressure from
the World Bank and USAID.” In Chile, the problem of the very poor has been partialy mitigated
by awarding points for the time over which families have been saving as wel as for the actud
amount accumulated.

Despite the careful design of the dlocation systems and the use of prior savings requirements, it has
not proved easy to identify the poor or to exclude the better off from obtaining subsidies. During the
fird few years of the subsidy programme in Chile, many subsidies went to middle-income families
(Ducci, 1997; Rojas and Green, 1995). In Colombia, the subsidy programme faced a smilar
problem during its first three years. Although the very poor obtained a substantial proportion of the
subsidies awarded, many were unable to use them. Those who managed to use their subsidies had
much higher incomes than those who did not. As Girado (1994: 48) concluded in March 1993:
“The present didribution of beneficiaries is the inverse of those in need: the largest and poorest
section of the population participates least; the less numerous and the less poor participate more.”

i) Subsidiesfor Demand or Supply?

Current practice in mogt of Latin America is moving towards the Chilean-type approach, to give
subsidies for demand rather than supply. Mayo (1999: 40) provides the judification for this
goproach: “Subgdy programs that provide housing directly to beneficiaries as a result of either
direct government condruction or government-contracted condruction are extremey inefficient —
converting only haf or less of resources expended into benefits to end-users. Thus so-called supply-
sde programs are usudly best avoided as pat of an overal housng drategy. The dterndive is
demand-side subsidies such as the one-time capita grants provided by governments in Chile, Coga
Rica, Paaguay and Uruguay or renthousng dlowances such as those provided in many
indudgtridized countries. Such subgdies are genadly far more efficient and are more equitably
distributed that supply-side subsidies.”

The other advantage of up-front cepita subsidies for homebuyers is that the government knows
what it is lidble to have to pay out in subsdies during the coming year. Many other forms of
subsidy, paticularly those that subsdise the interest rate, suffer from the weskness that the amount
of subsidy varies from year to year. It is more difficult to caculate what is being paid out and is

" A view elicited from several interviewsin March/April 2001 with those involved in constructing South Africa's
housing policy.
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much less obvious to the beneficary. Governments are naturdly averse to giving subsidies to
familieswhen it isless than dlear to the beneficiaries what they are receiving.

iv) How Big Should the Subsidy be?

“Deciding the gze of subddies is a complex problem for which no sandard solution exigts.
Approaches that sat subsidies on the basis of making minimum housing ‘affordable do not yied the
best results because they usudly lead to large subsidies that are unaffordable for most governments’
(Inter-American Development Bank, 1999b: 10). And yet without large subsidies, governments are
forced to provide subsdies that fal to provide the ‘decent homes that the politicians have
promised. The South African government is beginning to pay the eectord cost as voters recognise
how little the actua subsdy actudly buys in the market place (Tomlinson, 1998; 1999a). Any
shortfal between the sze of the subsdy and the price of the housing solution can supposedly be
remedied by taking out aloan.

If capitd grants dlow governments to establish precisdly how much they will have to spend on
housng subgdies in the fallowing year, it does not diminate the highly charged question of how
much that should be! The basic weakness in most subsdy programmes is that governments have too

little money to provide enough subsidies to reach the maority of the poor. This is made clear when

the numbers of families who are attempting to obtain a subsdy is compared with the number of
subsides available. In Chile, where somewhere around 120,000 subsidies are issued each year, a
gaggering 1.5 million families have opened a savings account. Assuming that each of these families

is eigible for a subsdy, it will take 13 years to clear the current queue. In Colombia, there is a less
marked but smilar problem developing. Wha makes the problem worse is that Latin American
governments seem to be gradudly cutting the amount of money that they are prepared to give away

in annual housing subsdies (see next section). Now that they can cdculae the cost of ther
programme, some governments have decided that they are spending too much (Cominetti and Ruiz,

1997).

Trangparency is dso leading governments or development banks to ask whether or not subsidies
should be given for many goods and services that have traditiondly attracted them. Certainly, the
World Bank introduced a covenant in the fird housng loan to Chile requiring that the
government should eventudly diminate ‘dl subsdies to housng'. Although, such a dause was
“obvioudy unenforcesble snce no country has ever diminated dl subsidies to the housing
sector” (Renaud, 1988: 4), the fact that the covenant was written into the project was
symptomatic of the way in which housng economists were thinking as early as 1984. More
recently, it has been argued that property titles should be alocated to the poor on a cost-recovery
bass. If the poor benefit from the receipt of title deeds they will pay for them in the same way that
they have shown that they are prepared to pay for services. The World Bank’s entitling project in
Peru represents a compromise podtion on this issue but the principle of cod-recovery is clear
insofar as user fees are being levied to cover asmdl part of the cost (World Bank 1998).

v) How Much Should Governments Spend on Housing?

During the 1990's, Latiin America devoted between five and Sx percent of its gross domestic
product to congruction, the mgority of which was on housing (Table 12). But, while some
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economies like the Dominican Republic and Peru regularly spent over ten percent of their GDP'son
congtruction, others like Costa Rica, Guatemala and Nicaragua averaged less than three percent.

Table12: VALUE ADDED IN CONSTRUCTION
(Percent of GDP)

Country 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999p
Argentina 44 51 54 56 56 51 52 56 58

Bdlivia 33 34 37 37 36 37 38 39 51

Brazil 78 74 7 69 69 67 69
Chile 62 57 58 68 64 64 65 66 63 56
Colombia 49 49 5 56 63 61 6 58 53
CogtaRica 32 29 28 3 31 28 27 28 29 31
Dominican Republic 11.2 98 112 12 123 125 132 142 158 17.2
Ecuador 4 38 36 34 34 32 33 32 34 34
El Sdvador 35 37 37 35 37 37 37 38 38 38
Guatemda 2 19 23 22 21 22 22 23 24 25
Honduras 51 49 6.2 7 59 52 45 42 43 48
Mexico 39 39 41 41 43 35 36 37 37 37
Nicaragua 28 26 28 29 32 36 41 42 45 64
Panama 11 23 3 4 39 4 37 38 39 42
Paraguay 55 55 57 56 56 56 57 56 57 59
Peru 87 84 89 96 112 122 114 128 129
Uruguay 4 43 46 52 53 48 43 42 45
Venezuda 45 54 68 64 54 5 5 52 51

Lain America 58 57 58 59 59 56 57 53

Source: IDB Statistics and Quantitative Analysis Unit calculations based on official statistics of member countries.
Note: Totals reported for Latin America are based solely on the available country data reported.
!Percentages cal culated using Constant 1990 US Dollars.

Government expenditure on housing has been much lower and averaged only one percent of GDP
during the early 1990's (Table 13). Again, however, there was consderable variation; a few
countries consgtently spending more than two percent of their GDP on housing while others were
goending little or nothing. What is common throughout the region, for good or bad, is that
government expenditure on housing is very limited relative to that devoted to education or hedth. In
1997, public expenditure on education averaged 3.6 percent of GDP and over the period 1990-98
public expenditure on hedlth averaged 3.3 percent of GDP (World Bank, 2000: tables 6 and 7). The
highest spending governments averaged between five and seven percent on education and between
four and eight percent on hedlth.

The fact that governments have been prepared to spend only limited sums on housing suggests that
a hidden agenda underlies the adoption of policy lending in the housing sector and the adoption of
targeted subsidies. The hidden agenda is one of cutting government expenditure. In fact, Table 13
provides only partia evidence to support such a hypothesis. For while it is true tha in Chile the
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Pinochet government spent much less on housing than its socidist predecessor, in Coda Rica the
adoption of targeted subsidies has raised housing expenditure. There is no gpparent correlation
between government expenditure and the nature of government housing policy. Some ‘reformed
countries spend sgnificant sums on housing whereas some ‘unreformed’ countries spend very little.

Table 13: PUBLIC SPENDING ON HOUSING BY COUNTRY, 1980-1995

Per centage of GDP Country (period)

Above 2% CostaRica (1986-94: 3.2% in 1989), Mexico (1992-94) Dominican
Republic (1987-92), Venezuela (1980-2)

1-2% Argenting, Brazil (1980-92), Chile (twice went lower), Ecuador,
Mexico (1984-91), Nicaragua (1981-85), Panama (1980-84),
Venezuela (1983-90)

0.5-1% Colombia only twice went over 1%, Costa Rica (1980-85), Guatemala
(1993-95), Honduras (1983-89), Mexico (1980-83), Nicaragua (1986-
7), Panama (1985-94)

0.2-0.5% Bl Salvador (1980-84), Honduras (1981- 2, 1990-95), Paraguay,
Dominican Republic (1980-86), Uruguay

Lessthan 0.2% Bolivia, El Sadvador (1985-94), Guatemala (1980-92), Nicaragua
(1990-95), Peru (1981-90)

Source: Cominetti and Ruiz (1998: tables 3 and 7)

Wha is of more concern is that despite extensve reforms in housing policy, some governments
have continued to give much more in subsdies to middie-income families than to the poor.
Admittedly, this has seldom been a ddiberate policy. More often, it has arisen as a result of the
fallure of banking and finance systems. In Chile, billions of dollars were given to banks and their
borrowers to resolve the financiad criss of 1982 (Mdler, 1991). Smilarly, a financid bail out in
Colombia last year diverted US$2.5 hillion in debt relief to 800,000 mortgagees of middle-income
housng Semana 7 June, 1999). When it is recdled that the Colombian government was providing
housng subgdies to poor families (those with incomes of less than two minimum sdaries) d only
US$75 million annudly, the distorted pattern of targeting becomes obvious.

D) Promoting Rental Housing

Millions of families in Third World dities live in renta housng mogs of which has been crested in
older, consolidated sdf-hdp housng arees. Most self-help developers eventudly rent rooms to
supplement the family income (Gilbert, 1993; Kumar, 1996; Rakodi, 1995b). Governments should
caefully condgder the ways in which it might hep simulate production and improve the qudity of
renta housing (UNCHS, 1989; 1993). Since the incomes of most landlords and landladies differ
little from those of ther tenants, equity is not a Sgnificant issue. Since renta housing tends to offer
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tenants better location, services and infrastructure than does sdf-help housing (Lemer, 1987),
support for rentd housing promises to improve the qudity of sheter in most cities. Findly, direct
investment in renta housng will help to increese housing dendties, thereby reducing suburban
sorawl and illega forms of land occupetion.

To date, of course, government intervention in rental housing has tended to be counterproductive.
Summarising the findings of a mgor economic invedtigation into the effects of rent control,
Mdpezzi and Bdl (1991 xiii) dae that “rent control fals to meet the gods sought by its
advocates’, paticularly because “it redricts the supply of housing.” All too often it dso fals to
redistribute income, partly because landlords are not much better off than tenants and partly because
the enants who benefit are more affluent than the tenants who lose out because of the consequent
supply congraints. Building regulations have had a smilar effect (Gilbert and Varley, 1991). In
addition, few governments have attempted to increase the renta fousing stock. Virtudly no Latin
American government has built housing for rent in the past twenty years and few have given any
incentive to private companies interested in building rental housing.

Apart from a generd desire to remove rent controls, there appears to be little in the way of a rentd
housing policy emerging in mogt Third World countries. This seems to be a mgor gap in housng
reform given the huge numbers of tenants living in the region's dties some four million
households, for example, live in rentd accommodation in Mexico City done (Coulomb and
Sénchez, 1991). In addition, there is evidence to suggest that whatever households say about the
desrability of owner-occupation, many refuse this option even when they have the resources to
buy a sdf-hdp home (Gilbert and Varley, 1991). Findly, rentd housing should be encouraged
because it is a cod-effective shelter drategy. As Hansen and Williams (1988: 316-7) argue
“Increasing the supply of rental units by encouraging homeowners to rent out rooms and add rental
units may be the most efficient way to increase shdter in third world cities. Two factors underlie
this argument. Fird, adding rentd units to exising housng means that no additiond land codts,
which can account for 50 percent of total dwelling codts, are incurred. Labour and materids are the
only magor inputs. Second, as a result of higher dengty development, homeowners and renters
combined on the same lot can better afford basic services such as water. Thus the prospects for cost
recovery of infrastructure investment are greater than in less dense, low-income communities.”

The fird priority in assding renta housing is to establish tenure-neutra housing policies. Too many
governments provide generous incentives for awvner-occupation and too few attempt to maintain, let
aone, increase the rental housing stock. There are strong reasons why rental housing should receive
equdity of treetment from government vis-a-vis that afforded to owner-occupation. Effective ways
of encouraging rental housing in the forma sector include targeting credit towards landlords,
reducing rent controls, offering tax rdief to landlords on rentd income, and edablishing an
efficient arbitration service between landlords and tenants (UNCHS, 1989). But, the red potentia
for expanding the supply of rentd housing lies in the sdlf-help sector. Since the poor are a mgjority
in many Lain American countries, thereisredly little dterndive.

In such aress, it is necessary to build renta incertives into upgrading programmes (UNCHS, 1993;
Johnson, 1987). The provison of water, eectricity and schools, the improvement of trangport links,
and the integration of sdf-hdp settlements into the urban fabric are a virtudly guaranteed way of
increasing the supply of rental housing. Studies from many countries have demondrated thet tenants
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wish to move into improved neighborhoods and that landlords respond by cresting more shelter.
Not only does the upgrading of sdf-help settlements improve the qudity of owners lives, it dso
increases their opportunities for renting rooms.  Unfortunately, officid projects dl too frequently
ignore the effects of upgrading both on the exiding tenant population and in terms of the
opportunities for generating more renta accommodeation. At the very leasdt, officids in charge of
such programmes should be made aware of the presence of tenants and there seems to be little
reason to prohibit the renting of property in upgraded settlements, something that has often occurred
in the padt. In addition, legdisation of ownership is likey to encourage many of the new owners to
begin to rent out rooms or even to let their whole property. Possesson of a legd title a least
reassures owners that tenants cannot claim the property, something that has worried a few ownersin
Caracas and Mexico City (Coulomb and Sanchez, 1991; Camacho and Teran, 1991). Legd titles
may aso encourage banks and finance companies to lend to these micro-entrepreneurs.

E) Stimulating Micro-Enterprises Operating from Home

Invesing in shdlter is a one way in which families can increase ther incomes. This possbility
has been much neglected in the literature and very little attention has been pad to the ways in
which the home is used to supplement the family income (McCdlum and Benjamin, 1985;
Gilbert, 1988; Strassman, 1987; Rg and Nientied, 1990). Perhaps it is because o little is known
about the smal-scde retailer, producer and landlord, that virtualy nothing has been done to help
them. Yet, hdping smadl busnessss is certainly compaible with what the World Bank is pushing
in its urban productivity drategy: “City governments should pay paticular atention to the
regulations and infragtructure deficiencies that impede the growth of productivity of urban
entrepreneurs - paticulaly in the informa sector - and should provide greater incentives and
improved sarvices that will enable entrepreneurs to take advantage of opportunities within the
urban economy” (World Bank, 1992b: 3-13). Helping smadl builders, landlords and shopkeepers
cearly fits most governments development priorities and would provide direct hdp to a
paticularly deprived group, femde-headed households. Since ‘home-bound women' ae
prominent among the smdl-scade business people in many Lain American sdf-hedp settlements
and often make up a mgority of the landiords, helping home-based enterprises is critica (Moser,
1996: 47; Gilbert and Varley, 1991).

One way to hep sdf-hdp entrepreneurs and landlords is to remove the regulaions which are
intended to stop them operating. Baken et al. (1991: 29), for example, recommend that many
“building regulations and codes’ should be removed when they “condrain the development of low
income settlements.  Apart from the redtriction of lot Szes for economic activities, two other factors
hamper the economic development of planned settlements. the limited proportion of plots for
commercid use, and the regulatory framework which often prohibits mixed resdentid-commercid
land-use.” It should not be too difficult to persuade the authorities to remove sanctions that they
amost never gpply.

More proactively, more credit should be made avalable to these smdl busnesses, the only
difficulty being the usua one, how to encourage formal sector enterprises to lend to them. Few
forma sector banks are prepared to lend to smal-scde businesses, at least those run by minority
groups and immigrants, even in the United States (Ratner, 1996 136). My perusa of the
literature even suggests that the micro-finance sector is reluctant to embrace lending for renting
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(Inter-American Development Bank, 1997; Ferguson, 1999). Lending for housing seemingly
offends some of the basc rules of micro-finance, which recommend that loans should be small
and be offered only for short periods because the circulation of funds is criticaly important in
edablishing a record of rdiability in repayment. The problem with applying this principle to
lending for housing is that housing loans tend to be larger and need to be repaid over a much
longer period. A paticular problem is rentd hous'ng for which the Inter-American Development
Bank’s micro-enterprise unit has never lent money.® This is surprising insofar as such landlords
clearly fit the Bank’s (1997: 5) decrees that micro-enterprise projects must “create or expand
profiteble, sustainable enterprises that result in increased income and employment for low-
income families’. Lending money to build an extenson is not like lending money to buy a
forma sgctor home that may require a loan of 30 years, loans of 2-5 years would be quite
aufficient.

Conclusion

It would be satisfying to end concisely and decisvely, but the argument of the paper does not
dlow for such a neat concluson. What | offer insdead are a few forthright and sometimes
subjective observations that | believe emerge from the preceding paragraphs. | have no doubt
that some readers will disagree with my sentiments but that is not an entirdy bad thing. For the
purpose of this paper has been to encourage future discussion of the issues involved. Too often,
the red issues facing housing drategists are hidden behind the technicd language of economigs
and engineers, within ideologies pretending to be truth or under bureaucratic Satements
produced by those rdluctant to tread into politicaly sendgtive aress. As this is a discusson paper
intended to form the basis for a training module, there is additiond reason for not holding back
from expressng my own opinions.

1) No senshble naiond government would ever admit to having solved its housing problem.
Even very rich countries have difficulties. There is not much poverty in Jgpan, but housng
conditions in that country are far from wha most Europeans or North Americans would regard
as ided. Clearly, naiond wedth makes a difference as a comparison of housing conditions in
Argentina and Bolivia shows. But, even in extremdy wedthy countries, risng expectaions
mean that there is dways a problem. The point is that looking for a housng ‘solution’ is much
like looking for the Holy Grail, avery chadlenging but ultimatdly futile pursuit.

2) Sendble governments will atempt to desgn policies tha may improve the housng Stuation
but they should be aware of ther limited ability to achieve their objectives. Most of the
difficulties afflicting the housng sector do not originate in the sector itsdf. Many begin with the
poverty of sO many people in the region and it is no coincidence that poor people generdly live
in bad housing. If we were to reduce the amount of poverty, the housing Stuation would improve
automdticdly. If we do not reduce the amount of poverty, it is difficult to do much about
housng. This is particularly worrying in these days when poverty and particularly inequality no
longer look as though they are temporary phenomena that will be washed away by the trickle-
down benefits of economic growth. So long as there is poverty, the housing ‘crigs will remain.

8 Interview with Marguerite Berger of the Inter-American Development Bank.
¥ See Hoffman et al., (1989: 5.9) for alist of the requirements for lending to informal sector landlords to work properly.
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3) If it is not possble to solve the housing problem, and given the persistence of poverty even to
reduce it substantidly, that does not mean that governments cannot do a great ded to make things
better. If they are to do so, however, then they have to think a little more clearly than now, be
prepared to eschew populist slutions and be willing to adopt a few policies that will be less than
popular among some very influentid groups in society. This is not an easy set of tasks but it
reminds us that in the housing arenathere is no panacea on offer.

4) Mot governments in Latin America try to introduce policies that will generate economic
growth and create jobs. They should continue to do so. Unfortunately, their policies often ignore
the housing sector. This is a pity because both economic growth and work can be generated
through the housing sector. Building homes in both the forma and the informa housing sector
crestes work, indeed, much of it labour-intensgve work. In addition, many Latin Americans earn
pat or dl of ther living from ther home Typicdly, however, homes are consdered only to be
resdences and not as workplaces. Governments need to rethink that assumption and incorporate
incentives for new forms of home-based work into ther employment and development
programmes.

5) Governments need to work in conjunction with the private sector and civil society to improve
housng conditions. In this respect the argument for ‘enabling drategies is a correct one
However, perhaps because we are emerging from an era of ‘government failure’, conventiona
wisdom has gone too far in the direction of praisng the virtues of the market. The market does
not dways work wel, and land and housng markets often work much less wel than other
markets. Governments should not eschew intervention when it is necessary and the curent
conventiona wisdom has probably adso gone too far in damning government incompetence. Not
al government agencies perform badly. And, now that the state has been ‘rolled back’ and many
of the more inefficient state operations closed down, there is an urgent need to establish some
efficient dae agencies. There are plenty of examples across the world, even in the housing
arena, to show how it can be done.

6) The key to improving housng conditions is to make sure tha the mgor inputs to housng
provison are available. Currently, too many are in short supply. Too much land is kept out of the
market for speculative reasons. There is not enough serviced land because the service agencies
lack resources and sometimes the competence to do an adequate job. Drinking water flows
through the pipes and out of them before it reaches its dedtination. Building materids are too
expensve, paticulally for those in the sdf-help sector. Credit is not available to poorer families
to buy housng, even when they have enough resources to judify a loan. These deficiencies
reflect both market and government failure.

7) Latin American societies should question some of the foundations on which ther urban areas
are being built. Certain tendencies, not confined to Latin America, are contributing to a didtinctly
problematic future. Among these tendencies are: the drive to universd home-ownership, a god
that is impossble to achieve; the growing dependence on the private car, which encourages
urban sprawl, causes traffic congestion and makes infradructure provison hugey expensve, and
an increasng falure to invest sufficiently in public goods and amenities Changing any of those
tendencies would help to improve the housing Stuation in avariety of ways.
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8) Some of the necessary policies demand magor reforms in society and require brave and
determined leadership. However, many changes that can make a difference are very smple
Proper maintenance of the housing stock is important, dong with the infragructure and services
that support communities and neighbourhoods. Today, Latin America is not very good at
maintenance, and the public sector often fails to budget for it a dl. It is no good building new
homes if those homes are not looked after properly. Britain discovered this when its public
housng edates turned into dums and Chile is beginning to face a smilar problem even though
its socid housing is in private hands. Improving the maintenance of services tha families depend
on in ther homes will dso yidd great benefits. Cutting down on water lesks and improving the
reliability of the buses would be a good gart. Smdl sums spent now on maintenance usudly save
large sums later.

9) Many regard experience in Chile to be among the best housing practice around. But those
Chileans who have been invited to apply that experience to other Latin America countries have
usudly returned somewhat chastened. What they have redised is that it is not ther housng
mode that needs to be exported so much as the way that Chilean society as a whole operates.
What has dlowed the Chilean housng modd to work, as imperfectly and as well as it has, is a
society that has espoused certain worthy codes of behaviour. These include a fairly honest and
efficient civil service, a tax sysem that has fewer loopholes than modt, a political system tha
maintains some degree of continuity both within and between adminidrations, and a reasonable
gysem for identifying those living in poverty. Of course there are plenty of falings in Chile,
too, but the point is that housing, like anything else, requires systemic action if it is to improve.
In this regard, the argument of the housing enabling drategidts is absolutely right. Where they
perhaps er is in not recognisng in explicit terms that an efficient market is not enough on its
own. Certainly, cregtion of a less inefficient market for land and housing would help. But, one of
the problems with market solutions is that they rey on businesses responding rationdly to
effective demand. No doubt, in a totaly equa society the market would work very well indeed.
Unfortunatdy, Latin American societies are far from equd and the tendency is that they, like
most societies in the world, appear to be getting even more unequd. In such a context, the danger
is that the credtion of efficient land and housng markets will lead to even greater inequdity than
before. Improving the qudity of housng, therefore, certainly requires reforms within the housing
sector, but it aso requires agreat deal ese.
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