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APPROACHES AND METHODS TO MOBILIZE AND CHANNEL FINANCE
FOR INVESTMENT IN HUMAN SETTLEMENTS

A . . S s s .

OVERVIEW OF AFRICAN CONDITIONS

Te The situation in human settlements in moct African countries remains unsatis-
factory. The underlying factors are population growth, rapid urbanization and resul-
tant overcrowding, lack of finance, underdevelcpment of productive resources, and the
failure to draw up and implement effective housing programmes.

2 The population growth in Africa over the last ten years has been at the rate of

2.4 per cent per annum while urban population has been inereasing at the rate of §

per cent. Assuming the present population of the continent to be ¥ millions and ths
urban population 42 millions, the overall population and urban population 4t the turm of
the.ceﬁtury;uillusauaehunmanageabla,situaiionstinfﬁrﬁaniseftlements. In-addition to the
population growth rate, the situation is further aggravated by the high costs of
construction.

3. The current cost of constructing a simple but modern type of house (three rooms
with sandcrete block walls and corrugated iron roof), including sanitary facilities,
is, on the average, not less than U352,500 in urban areas. A similar situation exists
in rural areas where the poor quality of the houses is a major problem. Construction
materials are wattle, daub, timber, mud and clay. The construction of a decent dwel-
ling would cost US§750. The non-use of domestic sources of finance and building
materials has in the past resulted in dependence on foreign aidi?, but this aid has
diminighed greatly since the early 1960s.

4o Several countries are showing interest in the aided self-help method of housing
and have introduced this method of construction in their low-cost housing programmes.
The ECA secretariat has carried out sub-regional training courses in aided self-help
and has established a co~operative houging society in Tanzania through joint arrange-
ments with the International Co-operative Housing Development Association (ICHDA)
whereby land and infrastruciural work is being provided through government agencies
and the co-operatives themselves will build 500 kouging units. This project has been
progressively documented and the results made available to other African countries.

5. In collaboration with the World Health Organization, studies on the technical and
economic aspects of community facilities related to housing have beern made. They pay
particular attention to the basic cost of installing water supply, sewage disposal

and environmental sanitation problems,

6. Analysis of the human settlements situation in Africa, based on the decigions of
the Commission and the priorities established by the secretariat, has revealed the
immensity of the problem. It is unlikely that more than two houses Per thousand
inhabitants are being built annually. This can be compared with the United Nations

1/ E/CN.14/HCU/WP/5, 6, and 7/Rev.1.
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call for ten houses per thousand inhabitants. It was pointed out in a preceding
paragraph that population increase annually in member States has been estimated at 2.4
per cent on an average and the rate of urbanization ig estimated to be about 5 per
cent. In the light of these figures, tremendous efforts have to be made in both urban
and rural areas to provide improved conditions. This will nct be easy. There are
several problems.,

T. Planning machinery is still weak. In only a few countries have matters of human
settlements been integrated into economic development planning and the allocation of
regources is in most cases on an ad hoc basis. Progress has been made in establishing
machinery but the existing organizationz. are gererally:under~employed and theéir opera-
tions are haphazard beocause of the lack of a stated pelicy and lack of programmes
goeared to economic development., Generally, theres are too many suthorities and depert-
ments having direct or indirect influence. The need is for co-ordinated dacision-~
making to ecarry cut a national programme in a systematic way.

8., The present level of costs is high as a result of a complex set of factors, mogt
of which reflect the general level of development and inflztionary conditions.

S. Domestic sources of finance are inadequate although there is scope for improve-—
ment, especially with regard to the utilization of the growing funds of social security
schemes and of national loans or development loans, some of which are already bein

used for the financing of housing programmes in a few countries of the continent.1§

10« In view of the inadequacy of domestic resources, most countries have resorted to
external financing, but this does not solve the problem as a large share of the
materials used in consitruction are imported, and aid has to be repaid in foreign
currency. Increased utilization of local raw materials would contribute towards
foreign exchange savings. The total consumption of tuilding materials and components
in the sixties was estimated at around US51,200 millions annually, of whiech 55 to 60
per cent is imported.

11. Added 1o the problems mentioned above is the quality of houses already built or
under construction. In both urban and rural areas many dwellings are too small. Therse
are many defects in design. Traditional materials such as mud, straw, etc., which

are used especially in rural areas often lead to rapid deterioration, and the need

for the egrly replacement of dwellings.

12. 4n action-oriented programme to tackle these problems has now been esdablished

ag a result of the recommendations of the Commission and the surveys carried out by
the secretariat. TFor the immediate future, the secretariat is adopting a phased
operational programme. Emphasis will be on completing the collection of data on
existing housing stock and machinery for project implementation. These data are to be
used not only as a basis for future planning but also for providing advisory servicea
on maintenance and repair operations to preserve the existing sitock and improve
obsolete dwellings at a comparatively moderate cost, thus contributing to alleviating
current shortages. In order to provide additional dwellings as quickly as possible

low—cost and aided self-help housing programmes are to be accelerated, using a minimum
number of standard designs. This would enable production of standard components and

materials on g sufficiently large scale to reduce costs.

1/E/CN. 14/500/7/Rev. 1
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13, In order to meet an accelerated human settlements programme, the construction
industry has to be reorganized. Building firms have to be africanized, bhuilding
components standardized, and supplies made readily available. A reappraisal of the
entire rent structure is necessary for the effective amortization of capital already
invested.

14. An important aspect of short—-term measures is the role of governments and public
authorities. The housing problem in Africa, especially the provision of low-cost
houses; regquires action by governments and/or public institutions. 1In particular, the
task of public authorities is to chamnel enough resoureces and ensure that they are
uged with maximum efficiency, and where necegsary subsidize low-—income housing hy an
adequate rent pclicy.

15« Three underlying long~term procblems are housing poliey, cost of housing and the
preduction of building materials. Agreement has still to be reached on the necessity
for a housing policy to be an integral part of national « wvelopment plans. Within the
framework of overall national development plans, housing needs, both rural and urban,
have to be identified and priorities established so as t0 meet the needs of the
greatest number of meople and make efficient uge of existing resources.

16. The best means of making better use of present resources is to reduce the esest f
kousing and related facilities. Activities of the secretariat are directed towards
advising governments and public authorities on improving marketing, handling, and
transport facilities to reduce the cost ef mgtewials delivered to the building site;
inarensing ¥he productivity ef laheur ugh o Better erganizatien of huilding
nperatiens on sitn and the use of simple to0-1s and machinery; raising the qualifiea-
tions of contracters; continuity in house-building programmes and closer assoeiation
of all particivants in the building process; development of better and more funectional
designs; modernization of existing bye-laws and regulations, and development of
applied research. '

17. Finally, the local production of building materials and components is another
field where action is required on a long-term basis. There is no shortage of natural
resources in Africa, at least as far as cement, lime, clay, non-metallic ores and wood
are concerned, In view of the hydro-electric power and oil potential of the continent,
the present scarcity of economic fuel and power does not present an insurmountable
problem., The most serious obstacle is presented by the relatively small national
markets for household fittings, sanitary ware, hardware, etc., in a great number of
African countries, a limitation which is further aggravated by the inadequacy of
trangport facilities.

18. The ECA secretariat believes that all the factors mentioned in this introduction
must be taken inte account if wractical improvement is to be made in the use of
reseurces from whatever source in human settlements. We can go further to comment on

the sources and methods presently being used and in doing so make some positive
recommendations. o

FINANCING.OF HUMAN SETTLEMENTS IN THE PUBLIC AND PRIVATE SECTCRS

19. The following paragraphs aim to establish a Wwaseline en tte gources and characteri-
stics ef finance in the public and private sectors of the economy. In termes of housg-
ing finance the coverag> is intended to be fairly extensive, although most of the
empirical examples are limited largely to Uganda, Kenya, and Tanzania. Other material

ﬂ .
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will be incorporated where possible, but this is limited largely to current literature,
where much of the information is likely to be dated. It is to be expected that where
general economic, social and political background is the more shared that there will

be fewer cdivergences from any given pattern of financial practices and institutions.

In this sense a major difference in existing characteristics is found between the ex-
colonies of France vis a vis those of the United Xingdom.

20.  The discussion falls under four headings. The introductory section sets out some
of the principles of finance in the light of the market characteristics of the
commodity (i.e. accommodation). There follows two sections dealing with the private
and public sectors respectively. The concluding section deals briefly with the
relationsghip to development planning. .
21. Housing markets in human settlements in Africa are notably dualistic in character.
Housmng supply tends to be either in a "traditional" or "modern" sub-market. This.
dualism is marked in both the costs and techniques of constructiion. In the "tradi-.
“tional" sector the mode of building is based on the mud and wattle structure, modified
to a greater or lesser extent to fit in with rural or urban environment. In the
"modern" sectd>r the standards set are generally equivalent to those of the ex—colonial
power, with building regulations and town-planning criteria borrowed wholesale, with
little or no modification, from the advanced, industrial, high-income countries. By
theilt” nature the "modern" sector is predominantly urban, and the "traditional” sector
peri-urban and rural.

22. Since the greatest proportlon of the populatlon of Africa are living in.a. rural,
agrlcultural environment, malnly based on beasant small~hold1ngs, most housing is in.
the private sector, and in the péri-urban and urban centres private.residential
developmﬁnt is 8till usually a larger secto¥ than public housing. In some cowntries,
particularly those with considerable external investment jn extractive and processing
industries, employers provide their workers with housing which is tied to the employ-
ment. Awmong the higher income groups the housing which is provided by employers is
freguently heavily subsidised or large housing allowances are given in addition to

the basiec salaries. TIn this latter respect the pace is generally set by Government
continuation of terms of service created for an expatriate civil service in the
colonial period. This phenomenon has been removed from some African countries btut

in others it continues to have a major influence on the housing market and on the
level of real salaries rather than basic money salaries among high level manpower.

23. The gocial and economhﬂﬁ?ramework of countries that are basically agricultural
and have low per capital income means that much of the demand for housing accommoda-
tion in the growing urban agglomerations is for rental rather than owner-occupier
dwellings. Since the only means for most of the population to ensure security after
retirement from the wage/Balsry, predominantly urban, labour force is to return to the
rural areas, there is pressure.for any personal housing investment to be in rural .
rather than urban areas, at least as a first priority. This .characteristioc of the
African housing market can certainly be expected to change as development is likely

to lead to morc long-term urban settlement on the individual "family" basis, and as
social security schemes are intreduced. However, in the short- and medium-term
periods 1% is clear that a demand for rental rather than owner—occupier dwellings would
affect the optimum structure and activities of housing finance institutions. If a
part of Governument hou31ng pollcy were to be stimulation of demand for owner~nceupa-
tlon of dwellings, then institutions lending money for only this type of dwelling, in
the context of social and economic characteristics which imply mainly rental demand,
arz unlikely to have total success in urban areas, at least for the time being.
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24. The discussion in the above Paragraphs is intended to show that not only in the
Present, and future, shape of the housing markets an important determinant of the types
of financial institutions appropriate in African countries, but also tiat the demand
for different types of housing finance is likely,_gﬁgg}ggi, to vary between diflerent
sub-gectors of the aggregate housing market, quite apart from the dichotomy between

the private and public housing sectors. "This implies that +he wholesale importstion

of housing finance institutions from urbanized industrial economies ig likely to have
limited relevance to the improvement of housing cond’ ticns in rural, agricultural
countries. The remainder of thig first section concentrates on econonic aspects of
housing which have an important bearing on finance,

25. Dwellings gensrally represent a significant proportion of a nation's annual
capital formation, ang therefore an important claim on the available econemic resources.
Two studies in the ¢arly 1950's, based on fairly conservative estimates, showed that
the "traditiongl® style house construction accounted forp about 4 pér cent of Groes
Domestie Product in Nigeria and (then) Tanganyika. An estimate in 1960's for National
Income series in Kenya indicateq that buiiding and congtruction in +tha non-monetary
Sector contributed 2 per cent of QDP. Unless house congtruction iy entirely carried
out in the non-monetary sector, whiech ig becoming increasingly rare in Africa. the
expenditure on materials and labour represented by a completed Gwelling requiresy
financing, Since housing ig 5 Particularly durable form of consumar gcods, tha ‘
consumption of goods and services put into construction takes bplace over 3 considerahle

In general, thig 8ap between current congsumption of housinzs gervices and tha
capital cost of construction can be met either by loan finance by owner—occtpiérs,
or by the occupant hiring accommodation from the landlord. Tn the lajter casz, the
long-term financing problem ig effectively handed over 4o gz gecond pariy who may bo in
the public or the brivate sector. Housing as an economic comnodity can thuz be
described as immobile and indivisible through space and though time. The alternative
to oWner-occupying as a Specific capital asset ig that nf hiring fron an owWner ca g
short-term basig. This ig the theoretical bagis of the divisicn betveen the cwmexr..
cccupier and rental sub-markets.

27. The proportion of income that pecple are Prepared to siong currently on accomnmodg-
tion is g Question which can only be angwered by observation of expenditurs rasternse,
The ge genarally reveal a wide divergerce of individugl spending habvite. Turing the
reriod of Tepayment of g loan, OwWner-occupiers may be expecied to spend a greater
Proportion of their current income on housing compared with rentaps Tor two Treagons,
First, the houge Purchaser ig Paying for current consumption of an sgset that he iga
buying, and saving at the same time. Second, real estate generally represents g real
'hedge! againgi inflation, since the market money value of Avellings in a free narke+
or mixedqd economy can be expected to appreciate at g rate which at least keeps pace with
inflation. “In African counitries, dwellings can only reaily he regarded as marketable,
in, and in the vicinity of; towns. svidence Suggesis that renters &re generally
Prepared to Spend sonething in the Tegion of 10-20 per cert of curran< income on renta
when the market taken ig g Private, uncontrolled, unsubgidiged market. Owner—cccupiers

night then be expected to Pay 5=10 per cent out of current ivcone over ang above thig.

28, In general, however, g high proportion of inccme spent on housing clearly leaves
a small proportion for other essential housshold sxpenditurs, and a3 the low levels of
income that Predominate in African countries it also leaves a lew abgclute amount of
income for 0ther necessities. 1In addition, if the largest ares of cengumption of
necegsities gt low-income levels is on foodstuffs, then since food prices tend 1o beo
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unstable, a high proportion of income spent on housing may leave insufficient margin
for these price fluctuations if housing payments have to be made regularly. This
means that housing expenditure may be expected to rise only with income in the long-
run, and not through higher proportions of expenditure in the individual household
in the short-run.

29. Two approaches to rent determination can be distinguished, related respectively
to market rents fixed by direct forces of demand for and supply of accommodation, and
cost-based rents, which will reflect market forces in as much as factor prices reflect
the demands put upon them in a market economy. It is on the former that rent control
measures are taken if it is felt that the market rent gives too high a margin of
gurplus to the private landlord over and above the gost~bazsed rents. In turn cost-
based E7nts may be based on the historical construction costs or on the replacement
costs.

30, The elements in the cost of a dwelling will be made up of the following: capital
cogts of the land and the building, which are themselves divided between principal

and interest costs; the cost of maintenanee, which will not be a stable function of
construction costs for any one dwelling over its complete life; the recurrent costs
of services provided to the site whieh may be charged through some kind of proverty
tax which cannot be avoided once the building is complete. Depending on the relation-
ship between these different cost components, the total eost of the dwelling may be
established, and a fixed proportion of capital costs may be charged as the rent for

a given period. It has been suggested that 124 per eent, of capital cost might be a
reasonable standard to take as an annual rent. If the construction cost can be reduced
to a monthly rent, and the proportion of income that is spent on rent, or housing, can
be expressed as some average level, then the eost and rent gtruecture of the housing
stock will be a function of the level and distribution of income in the economy being
considered.

31, Housing subsidies are, in theory, a provision to fill a gap between effective
demand represented by people's ability and willingness to pay for accommodation, and
the costs of providing the type of accommodation which is deemed to fulfil certain
standards. The need for subsidies may be said to exist if the cosis of providing
acceptable standards of accommodation get out of step with the available economic
resources that would freely be spent on housing, and/or if the distribution of income
in the economy is such that the higher income groups' standards of accommodation give
an upward pull on lower income groups' standards, necessitating some kind of income
redistribution through subsidies. Thus if the rent of the lowest cost type of aoccom-—
modation is higher than the expenditure patterns of the lowest income groups can
afford, then the rent paid by the tenants is effectively "topped-up" by a subsidy to
cover the full-cost. 1In the African context it will be clear that subsidies may be
implicit or explicit (i.e. hidden or open), and may in fact be used to distribute
income in any direction that policy requires, given sufficient means of operating them.
Thus a subsidy system would be very difficult to operate in a totally free market
system except through, for example, tax concessions to private landlords - the greater
the proportion of accommodation in the public sector the easier subsidies are likely
to be to operate. It should be stressed that subsidies constitute a part of current
consumption, a type of transfer payment, and may be the more difficult to justify where
a major policy aim is the achievement of high rates of saving and invegtment.

1/ For an{ given dwelling the latter would normally be higher than the former in money
= terms because of inflatjion and the gteadily risin standard of accommodation
Earticulgaly in the qualitg of facilitiesf over the life of a dwelling which magy
e

agt, 25-50 years or more, pendent on construction standards and efflciency of
maintehance.
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32. This final poin: makes it clear that investment in human settlements generally
must be seen in the light of the overall develcpment of an econony. Thus, in the short-—
run to increase the amount of rescurces,; recurrent and non-recurrent, devoted to
housing implies reducing the resources in some other sector of +*he economy. The dig-
cussion of finaneial aspects of housing is therefore largely arouad increasgingly the
efficiency of alloeation of Tesources 1o the housing activities, and their distribu-
tion within these activities. Thus, redesign, or introduction of new, f{inancial
institutions may open up cheices to people who were previously not able to achieve
desired housing improvement due to financial obstacles. It may therefore be that more
appropriate housing financiszl ingtitutions may increase an economy's savings ratio and
reduce "inessentigl" expenditure. It is the case in zny event that any change in the
proportion of a country's resources flowing into housing irevitably reduces the avail-
ability of resources elsewhere. If, for example, it is desired ©0 ‘ircrease the flow
of resources into low—income group housing, it is inaprropriate %o dezign institutions
which encourage investment in high-income group housing since thess two types of
accommodation are not substitutes.

Private sector

33. A large proportion of the resources used in private scoinr mouging in Africa do
not enter the moretary economy. Some countries include thixz ro invostment, and real
income,; in their National Inceme estimates - others do not. Houvsver, this sector is
not necessarily clearly divided between monetary and non-mone iary rescurces, but there
is a considerable overlap. Thus an existing dwelling may be inproved by the purchase
¢f windows or cement. 4 newly built dwelling may constituie the use of corrugated
iron sheeting for the roof, cement floor and wall-facing etz.y bit hove been congtructed
using mainly family labour. When discussing existing financial institutions it hasg
therefore to be clear whether they provide finance for only "traditional® op "modern"
sectors, or for both. Most of the discussion will not distinguish between finance for
owner-occupation and for rental dwellings. :

34,  Capital finance falls into two areas, that of shori—tarm bailding loans, and that
of long—term finance usually of a ortgage nature - that ig 1o g2y that the land itgelf
Berves as gecurity for the lOan.l/mThe size of required loans TLil depend to some

extent on the institutional environment. Thus, building regulations may make the amount
°f capital necessary to build any dwelling high than might othorwise be the cage.

These types of regulations have frequently been atopted in = »igid form from the ex-
colonial pPowers, and would be considered cutdated angd inadaequate in their country of
origin. Outside the urban administered areas, town planning and building regulations
are either non-existent or more frequently broken then obserred.

35. 1In the private sector the gources of finance have beon split into eight groups:-

a) commercial banks;

b)  building societies;

¢) insurance companies;

d) co-operatives and housing associations;
e) employers;

(

1/ In many parts of Africe the extent to whivh o wolling uny constitute collateral on
a loan will be limited by local land tenure conditions - i+ is not proposed to diag-

cuss this aspect of the roblem here, but gee ¥ CN.14/H00/27 »n mort age securities
in Africa, and E/CN.14/H U/89 on some agpects oé the éortéage m;rketgig Africs.
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(£) suppliers' credit;
g) saving in kind;
h) social security schemes, etc.

36, Commercial banks are generally concerned with short—term or medium-term finance
of irade and commerce rather than in the long~term finance that construction requires.
At least one commercial bank in Uganda was involved with the subsidiary of an insurance
company in which the bank advanced funds to the contractors during the building period
when the long~term finance was already assured. The insurance company took over the
financing in the long-term after the issuing of an occupation permit on satisfactory
completion of the dwelling. & bank established by the colonial government was
involved in the finance of residential construction in the longer-run in Uganda. This
was the Uganda Credit and Savings Bank, and its annual report for 1963/1964 gshows that
at that time there were 184 loans outstanding to the total of Shs. 1,407,400 (rate of
interest charged 9 per cent per annum)., However, in 1965 this source was closed when
it was transformed into the Uganda Commercial Bank, and began to operate on the same
basis as the other commercial banks with their headquarters outside Uganda.

37. The expatriate commercial banks therefore do not lend money for house congtruction
in the normal course of events. However, the practice of major banks is typical in

its loans to permanent local members of staff at subsidized rates of interest for
owner—-occupier houses. Otherwise banks provide subsidized housing for expatriate and
genior local gtaff on similar terms to other enployers.

38, There is one matter concerning the role of commercial banks which appears to be
assuming importance and which might have a real effect on the inflow of capital %o
human settlements. The enforcement of exchange control regulations in Kenya for
example, puts practically all foreign dealings in the hands of the Central Bank thus,
we find that the level of deposits in commercial banks whether locally or foreign-
owned, is rising steadily year by year. Deposiis in banks in Kenya in July 1968
totalled K£87 millions approximately and in July 1972 this total had risen %0 K&175
millions. 1In some cases the banks are in fact turning away deposit money by stipulat-
ing that accounts must be maintained at given figure otherwise it is not economical
for the Bamk to have these accounts. There is also the gquestion of the interest rate
structure whereby banks are paying 4 1o 6 per cent interest to depositors but are
charging 10 to 14 per cent to borrowers. The going rate is 10% per cent. If this
situstion had continued and the high level of deposits had been maintained even |
allowing for normal withdrawals, then it appears that banks should have been ahle to
mnake available funds for housing credit facilities because the dictum of borrowing
short and lending long 1is not the real gituation. However, everybody kmows that the
present inflationary conditions have changed the situation in that central banks in
different countries have by various means drawn back intc the bank a certain propor-
tion of the money supply which was formerly available. Nevertheless, the argument
should stand since it is hoped that inflation can be contained.

39, The major commercial banks in African countries are still using the criteria and
phylosophy connected with import-export business. Clearly this cannot entirely be
eliminated, but since the main activitles in African countries are connected with
agriculture and human settlements in the majority of cases, then the disposible monies
in these banks should proportionately be invested to a larger degres in these activi-
tieg. BHEven if the banks prefer to purchase locally registered stock, governments
ghould find a way to allcwing of longer-term investment.in human settlements.
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40. Experience with building gociety or.savings and loan finance in ex-British and
ex~French countries ig one area where differences arise. In genpral the building’
societies in anglophons Africa have becn relatively unsuccesmaful in providing a
source of finance fer a large cross—-section of the population. Those in Bast Africa
collapsed in $961 when a large propovtion of daposits held Ly non-Africans were with-
drawn. Rescue operations were put in hand by the goveramente in oollabaraﬁion_with
the Commonwealth Development Corporation, and there has been more recent evolution in
the Bast African couwntries.  In Tanzmnia the Houvsing Finance Company of Tanzania
lelued has been transformed 1nto a Houging Barnle gince 1572 and is now wh011" owmed

7. the Goverament .of Tanzania. 1In Xenya, thore has been 2 combinaticn of construction
operatlons and financing for dlcoosa* opsrations. This has teen brought about by a
close link up between c¢he National Housing Corpovation and the Housing Pinance Combany
of ¥onya Limited. In this casc, hoanfr, the Ccumonweal th Develovzent Corporation
still has joint irvestmeni agrecmsnts with the Cevernrent in the ch81ng Pinanca
Company. . Thers is s drawback in that the operationg of the Eoueing Finance Company
ers now practically confined to ?hose persons who are wishing 4o purchase houges from
the ¥ational Housing Cornoraulon and, another houqlng schere operated by the Common-—
wealth Developiont Corporation. Exact figures are nc® availaltle but i+t would seen
that the chances of perscn:z not faking part in these schemes, are slim when they apply
for mortgags lcans. . . In Uganda the same type of Olafaul”ﬂu h Xod coma-about ag in Kenya,
but up wo date informaiion is not avallable.- . = -

. ,'..,

41.  Iut, in Kdnya for :rznile, une situation r??alulrg.xhb hl”ﬁ level of dsposilts
describsd above might hnva .lead to the intersst rate struciure of the tuilding
societies being adjusted downward. It is clsar tnau thq Late paid %o lenders in Fhn

ast was high in compariscen with the commervcisl *banke and corrlspdrdungly the razito
of interest charged o borrowers on. -gorigagg loaus, yas also high. The CGovernment of
Kenye until 1974 had mainteivied ‘a siructure of low interest rate iy comparison with
other. countr1es, btut dus, to losal 1ﬂf1at10nwry trends and imported 1nfla+1cu, thare
appears to be lifttle alternative to = aising,the rate of intorest in nresent c;“fun— ‘
stances which have oceon affecting greatly the b1¢1uy of berrowers,to repay hased on
existing individual contracts. ' . '

42. In other »nartz of Africa ailding qnognﬁie‘ have hqd Wﬂ”ﬂ” fortimes. Thoy have
been most successful where hey have not dﬂpendei o an oxnairiate clientsle, bhut -
indigenous savings. In principle, there is nothing wrong w*ua tho icdea of cutabilsbn
ing building socielies or savings and 1oan associgtions in Alfrica Ths prohlem
centres around managoment and the need +o apﬂlv jndgenent tekaing in nto account African
conditions znd needs. Those which hewvs been establighed have in &l czses survived
teething troubles and are sHill narrVﬂnb out a good service for the gernerality of the
public. One particular etaﬂPW 2. L8 the First Ghan= Pullling Soclety Wthh was regis-—
tered under the Law for Building. uOClutl@S in Ghana in 1955. This Society, althcugh
in compe*ition for markst busiress with the State Insurance Corporation, has retained
its original name znd has progressively increased itg asset:. Another example of
continued exis tence, allowing for fluetuations, is the Imperial Savinze and Home
Ownership Public Ascociabion (ISHOPAY im Ethionia.

’)

43. Insurance companies are another type of institution whkich give locaas fTor rolatively
high cos® housing development. In East Africa the sogicties involved in life insurantce
and e¢ndowment policies generally invest Jocally. dcmav,;. local sompanies tend to be
more diverse in their investnment than foreigm compdn”,.. The various preriame cn litle
insurance in East ifrice have =*rnadily lncreased since 1965, and there is a gtealy
Tigure of sround 30 ver ceunb of agsets invegted in mortvage logng for housing and

other real estates. Not all of this was by any msans in residentizl property, Int it
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gives some indication of the possible scope of this source of finance. Life insurance
and endowment policies are an important form of contract savings among Bagt Africans,
and of three private companies operating in Uganda between 80 and 95 per cent of
business by value or number of policies were with Africans. Furthermore, the invest-
ment by the Ghana State Corporation in mortgage loans for residential purposes 1is
congideratle.

44. Some companies in the KEast African Sub-region have prefered lending on account of
rental accommodation because with the present high level of rents the repayment could
be more certain. Generally the rate of interest charged for mortgage loans by insurance
companies has always been higher than the conventisnal building society or savings and
loan association. Insurance companies are of course profit-making corporations and
this no doubt accounts for the high rates. The going rate charged by insurance
companies is likely tc be between 12 to 14 per cent per annum on the flat rate system
for repayments. However, insurance companies represent a good and significant source
of mortgage finance in African countries, particularly in those countries where they
are now regulated locally and their profits and longer term premium monies must be
invested locally.

45. Co-operative housing goeieties and nonwprofit housing organizations. Thege are
promising areas of housing finanee, if still largely underdeveloped. Trade Unions
have shown interest in worker housing co-operative soeieties, and in Uganda a separate
subsidiary company was formed for thig purpsese. The UN Inter-regional Seminar on
Housing through Co-operatives held in Denmark in September 1973 would seem to have had
a definite impact in African emuntiricsa,

46. For its part, the UNECA is reeeiving affers of technical assistance from inter-
national organizatisns and nenegsvernment institutions. These bodies are expressing
interest to assist in those countries where governments are prepared to formulate
co-operative houging policy and programmes. The International Co-operative Housing
Development Association (Washington, USA) and the German Development Assistance
Association for Social Housing %DESWOS) are notable examples where assistance is being
combined with bilateral aid programmes. The seeretariat at present is seeking to
enlarge the co-operative housing effort in Botswana, Ghana, Nigeria and Zambia. The
diminution in foreign cash aid and in the funds which governments can-put into public
housing programmes, probably make the establishment of co—operative housing societies
a real priority, supported by an intensive campailgn to mobilize iocal financial
regources in the countries.

47. Another source of finance in the private sector is through employer provision of
housing, or participation in schemes for the ralsing of capital funds. The problen
with the former is that it increases the amount of initial capital which an industrial
investor has to raise, and therefore may lead to disincentives to investment, The
second alternative of a type of tax or housing levy affects recurrent costs. Zambia,
for example, has a considerable amount of worker's housing provided on the copper
mines, which has made relatively low construction costs to be reached through economies
of scale. However, housing tied to employment has frequently been criticised on
grounds of labour immobility, and social effects of employer control over workers. A
levy on employers is, in many respects more attractive, and appears to have been quite
successful in some countries, e.g. Senegal. In a private employer context howsever a
levy per number of employees could have two effects, first that of encouraging more
capital intensive production techmniques (also applies to employer housing provision)
and second raising the level of the tax incidence on employers.
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48. 1In the field of rural housing a congiderable source of finance, in number of
advances 1f not the aggregate amount of capital involved, is that of suppliers' credit
locally., Thus it is frequently the case that the purchase price of corrugated iron
roofing, for example, includes an element of interest since payment will be made over
a period of several months. In a small survey in Uganda it was found that about half
of a group of owner-occupiers working in a town had obtained some kind of eredit or
instalment payment on building materials. This is, of course, likely to be mors
important where the builder has regular paid employment as well as cash income from
Crops, gince there i1s more likelikood of full repaymen® in this case. The major items
of expenditure on a house built in rural or peri-urban areas, other than the labvour
element; lend themselves to this type of credit system when the type of construction
is a modification ~f traditional methods: The types of materials involved are
corrugated iron (asbestos) sheeting, roof and wall poles, doors and windows, cement,
etc, :

49. PFPerhaps the best documented scheme which attempted tc use credit for these
supplies was the roof Joans schemes in Ghana. Despite the apparent lack of a final
report on the scheme,' the idea of adapting housing loan institutions to the area
where most significant improvements in standards of housing can be made {i.e. low-
income groups in rural or peri-urban areas) deserves much closer attention than has
been the case in the past.

50. Two other types of "finance" are important here. They are personal accumulation
of savings and of building materials. The level ~f personal savings is improving.

Few comprehensive inccme and expenditure sgurveys have been carried out in African
countries, and so there is little information on savings behaviour, particularly in
rural areas. What is ¢lear from observation is that rural "savings" in Africa have
two especial forms. The first is that of expenditure on consumer durables and capihal
goods afier the lump receipt of cash ecrop earnings. This is likely to be important

in the purchase of building materials, making the flow of business in these commodi-
ties distinetly uneven unless credit provision evens it out. Secondly, there is quite
substantial savings in "kind" in the Torm of stored building materials, and the build-
ing of new dwellings in stages as and when finance is available. The notable characteri~
stic of this is that it is likely to make construction more expensive in real and
money terms through loss and waste of materials, and through successive hiring of new
labour and constant repreparing of the site for work. In this second case the problem
is sometimes apparently exacerbated by the setting of too high an original standard on
the part of the consiructor, making conpletion even more diffioult. Apart from this
"standard" problem, the availability of credit could make building quicker and less
cosgtly.

51. 1In regard to personal savings in cash a phencmenon has occurred in 19 African
countries to date, and this number is expected to increase. This concerns the mush~
rooming of the credit union movement which was first started in 1948 in the United
States of America. The credit urion movement has centred Headquarters under the name
of Africa Co-operative Savings and Credit issociation (ACOSCA) in Naircbi, Xenya for
purposes of co—ordinating the movement in the 19 countries, securing technical asgist-~
ance principally in the form of field workers and ancillaries such as transport, and
last but not least a training movement with established centres in Cameroon, Kenya,
Lesotho, and Zsire. This Associaiion is recognized by the Government of Kenya as an
African International Institution and it enjoys the privileges and immunities which
are usually accorded to other international organizations.

1/ See E/CN.14/EQU/6R.
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52. The Association is headed by a board of directors who are chosen from the national
foederations in different countries. As of September 1974 the credit union movement
controlled approximately USH25 millions of which the major part is operating as a
revolving fund in the different countries. The loans made by credit unions to their
membership are usually for agricultural purposes e.&. fertilizers and machinery, and
for housing improvements, particularly in rural areas.

53, The United Nations Capital Development Fund is negotiating to assist the Govern-
pent of Lesotho in esteblishing a co-operative housing soclety in Mageru. In addition,
the Capital Development Fund is negotiating to use the structure of the National
Pederation of Credit Unions whereby seed capital will be provided and used for loans

tc improve rural housing and facilities therefor. The link between the credit uwnion

. and cn—-operative housing is obvious. In Thika, in Kenya, 75 dwellings have

been constructed,through co—operative methods and co~operative bank loans, by the
Credit Union formed among the employees of the Kenya Canners Limited which is grow-.
ing pineapples for local consumpiicn and export.

54, Social security schemes including national provident funds and pension funds are
equally important as a source of finance for not only housing but in the whole scope-
of human settlements. Investment of funds accumulated has of necessity tc be of a
long-term nature. OCbservations in African countries in the present time show that the
managers of these schemes are usually purchasing locally registered stock issued by
the governments. This method certainly places more local funds for government purposes
but there has been no study of sllocations to human settlements once the funds have
been invested in this way according to fixed priorities. It ig felt that this is
anoiher aspect of the conventional issue of communication between interested authori-
ties whieh was explored in the Regional Meeting on Housing Administration in Africa
(English-speaking countries) held in Denmark in September 1972,1?

55. Post office savings banks can also make a fairly substantial contribution to
investment in buman settlements. These banks have maintained a fairly consistent
level in their funds over recent years. Perhaps the best method for them 10 use in
investing in human settlements would be through housing credit institutions where an
ettractive race of interest is offered in present day conditions. An evolutionary
step has been %aken, notably in Ghana, Swaziland, and Zambia, where post office
savings banks have been converted into savings and credit banks. Under this arrange-
ment they undertake both borrowing and lending operations, whereas in the past they
havs undertaken borrowing operations only. In the three cases mentioned the banks
have extended their mortgage lending for residential purposes and have entered into
the field of lending on commercial and industrial properties.

56. Apart from these sources of finance, and actions concerning them which are siill
in an early stage, there are other more sophisticated approaches such as the sale cof
mortgages, on a market created for this purpose; the insurance of mortgages; and

the operations of secondary mortgage market.

57, In the slow evolution of investment as credit in human settlements in Africa, only
insurance of mortgages has any real appeal in African countries at the present iime.
Where organized a scheme of insurance of mortgages can produce a healthy revenus for
the mortgagae acting as a main agent for the insurance company whereby mortgages

1/ E/CN.14/HOU/93




z/cH.14/A0S/3

Page 13

affected can be operated for insurance purposes on a group basis., These operations
would includs the period of construction of any buildings and thereafter insurance
against the usual risks of fire, tempest, flood, impact, burst of water mains or 3eWers,
etc. There is also the perscnal aspect to the individual who has obtained a loan from
any credit institution. This can include life insurance to ensure that his dependents
are not saddled with a large debt in the cvont of his death, insurance of valuables

and contents of the buildings, etc. All these forms of coverage can be undertaken aaz
agent by the credit institution.

58, In the case of secondary mortgage market there are many piitfalls for borrowers
from oredit institutions, and in any case the present day rates of interest which
would be levied on a second charge on land and buildings would be prohibitive for the
majority of borrowers in African countries.

59. Turning to the returns to investment, it is found that once again the dual nature
of the market for housing is a major influence. So also is the predominanee of gnvern-
ment and employer provided housing. The returns tc investment will clearly be a
function of costs and revenue. Unfortunately, since "modern" sector housing is sueh

a long-term asset, revenue in particular is subject to considerable uncertainty,
However, some attenpt has been made to caleulate approximate private refurns on
different types of houging. Mirst a division will be made between high, medium and

low standard housing on +the following criterisa:

(a) high standard - appropriate for diplomatic, higher exesoutive
and senior civil servants level preoples

(b) medium standard - appropriate for middle income groups such as
executive staff in private and public sectors;

(o) low standard - appropriate for junior office staff, and lower ineome
skilled and unskilled manusl workers.

In most cases in Africa we might expect the first two to be in the "modern™ sector,
and the third to be more in the "traditional” sector.

60. The high standard accommodation is considerably influenced by the high propensity
for this group to have their accommodation provided at subsidised rents by employers.
This is particularly the cage where diplomats and senior civil servants form a congider—~
able proportion of the market, and the result in Kenya, Tanzania and Uganda has been

to push rents to an extremely high level., This is due to the wvery low bargaining power
or incentive on the part of employers who do not wigh to build their own houses. The
rate of return on this type of property is likely to be in the region of 15 per cent
pexr annum, thus giving a fairly strong incentive for pPrivate investment in a sector
which has gseen rapid expansion of demand in the pogi-independence period. The demand
has come largely from the opening up of diplomatic relations and the increase in
gconomic activity reflected in large numbers of foreign high level manpower in both
private and public sectors. With the high rate of return in the "high standard" sector,
a comparable return would be required in other sectors of the market which act as
alternative areas of investment, thus forcing rents up there as well -~ this would be
the case with the medium standard sector. '

6ts The demand for medium standard housing has been stimulated by the relatively rapid
rates of economic development in the post-independencs period, and in particular by

the expansion.of governument administration as the expansion of the secondary and univer-
8ity level educalion becomes an influence. The problem has been made nore serious in
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several countries in the private sector due to the fall in business confidence in
recent years due to the fluctuations in world market prices of primary producs exports,
and uncertainty surrounding the pericds preliminary and subsequent to the achisvement

of political independence. The political influence was especially strong where a -
major part of the jnvestment was carried out by expatriate minorities as in East Africa.
Tue to the shortage of accommodation thus created by demani and supply factors the

rate of return is again in the region of 15 per cent per amnum for new uilding, the -
rate of increase of costs having apparently been slowel- than that of rents. This does
mean however that the returns on dwellings built in the period of low building activity
are likely to be higher than this retumrn on new building would indicate. Because of
these high rates of return in the Ymodern" sector it has usually been possible for
potential investors to find capital in some way 1o finance building, particularly for
renting. However, the high rents are likely to have had the effect of giving renters
an incentive to become owner-occupiers, and in this area the acquisition of finance

has. been. more difficult. I S

62., For these iypes of reasong, particularly the equity argument of income redistri-
buiion betwesen benants and landlords, the Kenya Government introduced zeasures of rent
control on residential properties. Legislation in February 1967 established a Rent
Tribunal, and rents were related to their levél as at January 1st 1965. Tenants of
unfurnished dwellings up to K£40 or furnished up to X£55, in the three main trwns of
Kenya were able to appeal to the Tribunal for a reduction in rent. This was intended
+o cover lower and middle income groups. The major problems with this type of legis-
lation fall into two groups. First there are the administrative problems of enforeing
the Act, and secondly the repercussions on the- behaviour of the market.

63. In an economy operating broadly under conditions of free enterprise, effectively
the only countries where rent control measures would be felt necessary, rent control
is likely to hide rather then eliminate market shortages. Thus the common methods of
using "key-money" ard/or two rent books {one for the landlord and one for the control-
ling body) may be signs of a housing "plack market'". In situations where there is an
acute shortage of housing it may be in the interests of the tenant to pay higher than
he needs to legally in order to retain his tenure. Tt is difficult to imagine that

in the peri-urban areas of African tovms there is any gsatisfactory record of the rent
paid for a particular dwelling on a specific date in the past, even if a satisfactory
representative date can be set. In addition it is difficult to imagine rent control
measures being widely effective when sdministration is difficult to ensure in all
departments of government, and the level of literacy and sophistication of tenants in
the Tace of the administrative machine 1s likely to render them ineffective. The actual
effect of rent control is therefore likely to be extremely uneven, and in general
unsatisfactory in its equity between different sectors of the market.

64, The second area is that of repercussions on the market, particularly in the light
of the type of measures that the Kenya Government introduced. In general the econo-
mist's view is that rent control in a "free enterprise" economy has the effect of
reducing the attractiveness of investment in housing in the longrun (new dwellings in
any year are always a small proportion of the existing gtook). However, if the
incidence of rent control is different, either by design or administrative effect, in
the different sectors of the market, then those sectors whers it is effective in
reducing rents will becoms relatively less attractive for investment than those where
it is not., In the Kenyan context, one would expect, a priori, that after the introduc-—
tion of rent zontrol, investment in unfurnished accommodation let at over K£40 per
month would become relatively more attractive than that below K£40. If this is to be
avoided then very complicated regulations may be necessary, but it is clear that the
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more complicated tt . regulations the more difficult administration may become. The
fact that housing is not a homogeneous commodity makes any analysis of the likely
effects of rent conirol difficult. It should be clear however that where rent control
is effective it will necessarily red.ce the return to investment in new dwellings,
thus réduCing the effect of the price mechanism, and thus possibly increasing pressurs
on government to enter into nousing investment on a.greater scale itself.

Public sector

65. Governwent involvement in develrpment of human settlements goenerally and in
housing particularly, takes both direct and indirect forms. Where Government is
involved in the ccustruction and administration it deals with both capital and recur-
rent financial elements. However, Government may also be involved indirectly. One
indirect effect is through the eontrsl of the sconomy, including the overall level

of ecoromic activity, the ease »f obtaining credity and the level of interest rates.
Government regulations and statuies will include stipulations on structural gtandards,
health provisions and town planning procedures. In addition there may be taxes on
materials and/or property taves whieh indirectlv affect construction and running costs.
So if, for example, land is available in towns with a high initial premium, high
stipulation of the minimmm standards and total value of development, then the total
capital sum tc be financed is likely to be prohibitive for all but the bigher income
grceupa. :

66,  For the purposes of the African Regirnal Freparatory Conference on Human Settle~
vents scheduled for Cairo, from 19-26 June 1975, and for EABITAT: UN Conference on
Human Settlements scheduled for Vancouver, Canada, from 31 May to 11 June 1976, it is
in the public sector that fundamental issues are found affecting human setitlements,
and these are, in some cases, of a controversial nature. If it is the intention that
these issues be raised for consideration at these conferences then the feollowing rust
be included in this documentation. ‘

(a) +the need for reorganization and rationalization in the construction
industry particularly as it affects economic and soeial planning, and
institutional machinery established. to carry out the government policy
and programmes;

{v) the nesd %o review procedures for using sapital generally and in
accounting for capital invested in human settlements.

67. Comprehensive planning of the construction indusiry should include consideration
of the following facti~rs.)/ '

68. The complex and interrelated problems of the construction industry and in parti-
cular those that are raised by a fast growth of industry within the prospects of
accelerated economic development cannot effectively be tackled in isolation. Policy
congiderations must encompass the whoie range of factors influencing the construction
indugtry and chart cut the best co—ordinated path. The problem of the construction
lndustry is not only defined by fac“-rs affecting material and labour inputs and the
crganization of the contracting business, but by other equa.ly important factors.
Continuity of construction progmammes; technical, administrative and supervigory .
machinery for plenning and executing projects, ressarch and documentation facilities,
bye-laws and standarde are some ~F the factors which the considerations of policies
must include, : o '

1/ 3ee "The Construction Indusiry in Development Programmes: A Techno-fconomic Review
in the West African Sub-ragion”. (E/CN.147INR 107?.
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69. The elaboration of a comprehensive consiruction policy should be based on clearly
defined economic and social objectives and alternatives. Governments might decide on
using the construction industry to fight under-employment and unemployment. For this
purpoge, construction methods will nzed to be made labour-intensive, and at the same
time measures will have to be undertaken to ensure that the method would not prove
wasteful in the use of scarce resources, especially of investment funds. It would be -
appreciated that the case for labour-intensgive public works is strong in that in

addition to creating employment opportunities on a large scale, it also would secure
savings in foreign exchange which would otherwise have been spent on the acguisition

of expensive capital goods on which modern civil engineering and public works have

come to depend heavily. Moreover, the problems of maintaining such equipment and the
need to ecreate continuous work to justify its depreciation would be avoided. Manual
labour has operational advantages for small and scattered projects because of its

great flexibility. In these cases it iz bound to be more effective, often more
economical and sometimes the only feasible method.

-

70. Labour-intensive methods have their disadvantages, especially when the project is
large. The rate of output is low :nd the method can rarely attain the high rates of
output possible with machinery, even if it can compete in terms of cost., The deploy-
ment of the labour force raises serious problems of organization. Important invest-
ments of a non-productive charaeter such as workers' temporary housing, health facili-
ties and welfare amenities might be required. Finally, it should be noted that
machinery is irreplaceable in certain types of work such as brealing up of hard
materials, lifting of materials through great heights, excavation under water, etc.

71. These arguments stress the point that it is not possible to be definitive a

priori as to the choice of methods. The choice has furthermore to take into considera-
tion the ultimate objective of increasing labour productivity. In the limited context
of public works, productivity can only be increased by increasing output per unit of
time through the use of up-to-date production techniques. DBut this principle evidently
runs counter to the objectives of labour~intensive methods, and moreover it assumes
that a transformation of the economic and social structure has taken place, and
congequently also of employment.

72. Yet in developing countries the stress is laid on the problems of unemployment
and under—employment. The guestion of productivity in public works must be examined
within the wider framework of econcmic and social development, and not only from the
point of view of immediate returns. Confronted with the dual objectives of promoting
employment on one side and increasing productivity on the other, and convinced that
both are vital to development needs, developing countries must aim at reconciling
these apparently conflicting objeetives. The prospects for increased productivity of
labour-intensive methods are, in the face of the prevailing low-level of productivity,
congiderable. The objective of improving productivity could be partly satisfied
through actions that would eliminate prevailing wastage of resources from badly
organized work, badly organized sites, and a poorly utilized labour force. In the
short-run, therefore, there need not exist a clash of objectives; and in the long-run
it could be envisaged that the desired transformation of economic and social struct
tureg and, inter-alia, employment opportunities would have taken place.

73. The industrialization of building is bound to attract the increasing attention of
government policy matters. The magnitude of estimated demand is of such an order that
vast expansions of the capacity of the construction industry would have t¢ be realized
to cope with it. Turther, it has been seen that the expansion of the supply factors
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is a time consuming process, since it involves the major development of the building
materials industry, the training of skilled manpower, the reorganization of tke
contracting business, and the development of planning and research facilities. TUnder
these circumstances, the demrand pressure would very likely give rise to an infla-
tionary tendency.

T4. The need to economize on limited supply of resources and the desire 1o reduce
construction costs, on the one hand, and the assurance of a sustained housing and
building programme, on the other, might convince governments to start industrializa-
tion of building at least on a limited scale. Industrialization of building in the
sense of mass production of prefabricated elements would in all probability prove the
only means of coping with the estimated construction needs in the eighties. But the
change to full-scale bullding industrialization must be planned within the framework
of general economic development.

75. These then are sume of the arguments for centralizing the planning of the
construction industry. Neither the technical problems, nor the economic choices, nor
the social objectives should be treated in isolation. A sound and dynamic policy for
the construction industry can only emerge from a complete and profound study of every
factor and its relevance to the overall cbjective. The present structure of govern-
ment departments dealing with construction (public works ministries, housing
ministries, etc.) reflecting as they do the pattern of industrialized countries, falls
short of satisfying the short and long-term nceds that arise out of rapid economic
growth. A major reorganization of existing government departments or, alternatively,
a new centralized agency is felt to be timely and justifiable. Buch a department
charged with the overall and specific problems of the construction industry could be
ingtrumental to a dynamic and balanced growth of this important economic sector. As
it would be knowledgeable of all aspects of the consiruction industry, the centralized
national agency would not only facilitate international co-cperation but also wake it
effective in such important areas as exchange of know-how, applied research, and
skilled manpower. In this way, the elabocration of short and long—term plans and
policies would be facilitated and follow-up actions.

76. It is through far-sighted comprehensive planning and co-ordinated attack on all
the problems influencing the construction industry that the central objectives of (a)
reducing construction costs and inereasing the performance of the industry and

(b) maximizing the contribution ~f the construction industry to overall economic and
social progress, could he achieved.

77 The proceedings of the Regional Meeting on Administration in Housing in Africal/
revealed a lack of communication between officials directly responsible for human
gettlements affairs and those officials responsible for economic and social planning
and financial affairs. The tenor of the discussions at this meeting amounted to
complaint by those officials directly responsible for human settlements affairs. In
the majority of cases they stated they took no part in the drafting of the chapter of
the national development plan dealing with human settlements, and they were not in the
majority of cases consulted sbout the allocation of resources of the gross national
product. It appears that this is an issue of a controversial nature which will have
to be ventilated in a constructive way during the HABITAT: UN Conference on Human
Settlements. : -

1/ E/CN.14/H0U/93
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78. With regard to the use of capital and accounting procedures mentioned above,
difficulty has arisen from the bractice that was common in former colonial territo—
ries. Thig entails the lack of accounting procedures with regard to the capital
element of finance. Generally speaking, no attempt is made to repay capital invested;
it is in fact initially written off (when provided from surplus revenues), or becomes
a charge against general revenuss. In these circumstances, not only is the full
extent of subsidies never revealed, but major items of ecapital expenditure are charged
to current account. This practice has also been followed in some local government
scheme s.

T9. =~ The capital finance for some local authority building has come from private
Sources such as insurance companies, and from public loans floated by the authorities
(examples of both in Nairobi). Some countries have received capital from external
sources in this respect, but in general capital finance has to be allocated from the
capital budget of the local authorities, just as would be the casge for the Central
Government.

80. The use of capitai is also affected by subsidies which are in most cases attached
to the house rather than to the family occupying it. If subsidies are esgential, "

it is considered they should be attached to the family. 1In housing, subsidies are
used where it is congidered that people are unable 4o afford a fit standard of accom-
modation from their regular income. They are, therefore, involved in #ncome redig-
tribution policy. Broadly, subsidies may be said to have four types of effects:

(a) they form a commitment which has to be met from current Covernment
expenditures, : ' :

(b) they affect the consumption patterns in relation to housing expendi-
' ture, and if given only on rental accommodation would tend to decrease
the incentive to owner-occupation,

(¢) the structure of the housing stock in terms of congtruction cost will,
in the long run, differ from the 'free market' system depending on
expendi ture patterns,

(d) in the long run the subsidy system may lead to a change in peoples’
attitudes to their housing, so that subsidies cease to be an expedient
for raising standards, but are taken for granted by the recipientsg -
thus other types of income redigtribution policies may be preferable,

81. 1In Africa, the proportion of the population that receives the benefit of sube-
sidies is very small. Quite apart from the higher income group subsidies already
mentioned, the remainder of the subsidieed groups would usually be in the urban
population, or if not then accommodated in employers' housing. Subsidies are there~
fore only likely to affect that part of tue population that is in regular employment.
The types of accounting systens used, including no allowance for capital costs, of

the payment of housing allowances in addition to basic galaries, often do not allow an
accurate assessment of the extent of housing subsidies. Additional forms of subsidies,
apart from thosze on rents, may be preferential taxation meagures, the provision of
serviced plots and other services at less than cost, interest charged on loans at

less than commercial rates, etc, This means that the assessment of any one country's
housing market in terms of the impact of subsidies may be very difficult.
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82. From the foregoing it will be seen tnat in the field of housing finance both the
public and the private sectors are inextricably linked. This is more so in the
developing countries nf Africa because governments have had to take the initiative
and have often been concerned in "pum) priming" operations, with considerable capital
investment in both statutory exsecuting agencies and local government authorities.

83. - ECA secretariat believes that particular regard should be taken to the gfficient
uge of government funds invested in housing and urban development so that the maximum
development can be accomplished with the resocurces available. We have already formed
the conclusion that the bulk of housing f>r rental purposes will be in the private
sector so we are recommending that Government and Local Government Authority activi-
ties sbould be directed primarily to those people who wish to become owner—occupiers
for the following reasons: A preliminary analysis of the operations of house-build-
ing agencies shows that operating sxpenses are out of proportion to the number »f .
houses built. Loans made available by Governments cannot be serviced by these agencies
because of the dlmlnlshlng revenue caused by inflated operating costs particularly

in management work. Money is tied up for long periods, 30-40 years, in rented housing
and for hire-purchase housing, and the Governments are being plagued tn provide more
loan capital to begin the same process all over again. African Governments cannot

. afford this process unless efficient use of the funds provided is established and
maintained from the outset. It is considered that house-~building agencies should
rather develop more land which can be made available to persons willing to build their
- own houses with lcans provided through adequate housing credit facilities.

84. Casting a shadow over all the issues depicted in the foregoing programmes, in
both the private and public sectors is - inflaticn., Inflaticon hits African esconomies
in two ways: first, there is the inflationary tendency on a national basis and,
second, there is imported inflation caused by the wage-price spiral in the 1ndus-
trlallzed countries with which they have trading arrangemeuats. World-wide inflation
and unsettled financial conditions affect developing countries in a variety of ways.
Develnping countries are slow to feel the full impact of inflation but are among the
last to attempt to control it. The general adjustment to inflation in industrialiszed
oountries produces a fall in demand which reduces their imports from the developing
countries. In short prices for primary 70mm0dities fall and prices for manufactured
producta rige, e.g. iron ore and steel.l Nearer to the people themselves insofar as
it affects human settlements is the same situation in regard te f~od, energy, and
building materials (of which steel is important). The import element of building
materials was stated in 1973 to be of the value of USH%600 milliong in the African
continent. No douht this figure has increased widely since that time because of the
conditions described above. Here is a classi> case for import substitution to get
reduction, but only in cement and cement-based products has there been any wide-rang-
ing change.

85. Despite the fundamental issues raised in the preceding paragraphs related to
organizational and finanecial matters in the public sect~r, some considerable progress
has been made in regard to establishing and improving financial institutions. The
secretariat of ECA has sver the pas% vears been carrying out a programme of technical
agsigtance activities in this field-[ The efforts. of the secoretariat have had a
multiplier effect in that support has been secured from bilateral and multilateral

1/ UNCTAD Document TD/B/C.1/142 of 21 Cetober 1974.
2/ General Assembly Document No. 4/9575, 24 April 1974.
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agencies and non-governmental organlzatlons. The secretariat has encouraged special
research and discussion on the promotion of savings and loan associations, credit
unions and otuer institutions for the mobilization of domestic savings., It estab-
lished a special ECA Task Foi7a rn Financing of Housing, Building and Physical Plan-
ning which produced a report containing recommendations on varisus aspects of
policies and programmes; financing, land use, training and research, and suggestions
for the formulation of new prcjects and proposals. Special emphanis was given 1o the
importance of establishing national housging banks and housing finance institutions,
and mobilizing local savings in African countries for investment in human settlements.

86. A significant aspect of the ECA experience is that excellent working relation-
ships have been established with a number of bilateral aid agencies and with non-—
gnvernmental organizations resulting in the expansion and enccuragemeni of training
and research opportunities for Africansg in the field of financing for human settle-~
ments. As a result, the flow of external assistance for this sector to different
African countries has been generally facilitated.

87. The work has considerably accelerated the recognition in many African countries
of the importance ~{ tolicies and financing for human settlements, and the establish-
ment of appropriate institutions to deal with these matters. The establishment of
housing banks aznd Funds hss taken place in 15 Afriean countries, the latest of which
has been tha Housing Bank in Tunisia which opened its deors for btusiness in mid 1974.
These institutions in the different countries do not always carry the title of
"Housing Bank" tut their operations are the same. Towards a rationalization of
finaneing for human scttlements, the Government of Ghana established the Ghana
Constructicn Bank which finances and evaluates projects for infrastructure, housing
and communiig facilities. A step on the organizational side has been taken in the
Libyan Arab Republic whers specialists in all the fields of competance in planning ard
consiruction activities have been located in the Minisitry of Houvsing and Publio
Utilities for some Lime past.

88. The financing of human setilements development has been facilitated in Kenya,
Libyan Arab Pepublic, Tanzania and Zambia by measures taken to encourage develop-— -
ment within urban sreas of urused and undeveloped land against penalty of compulsory
appropriation of land. "This ccmment is made solely in connection with facilitating
the financing «<f hum:n setilements, the details of land use policies and control
measures are includsd in a geparate document being made available to the Afrlcan
Regional Prevaracs ry Conference.

INTERNATIONAL ASSISTANCE FOR FINANCING HUMAN SETTLEMENTS

89. There are aiso Tundsmantal issues connected with internati~nal assistance for
finaneing human settlements. These occur both in intern-tional assistance itself and
in billateral aid prugramues, and in the process whereby sc called "private investment”
ig sometimes initroduced ints human settlements affairs.

90. While the contributirns of foreign private investment are recognized, prohlems
arise when it functions as an enclave, unrelated to local economic planning and thus
failing to perform several of its basic functi-ns. This iz because it has generally

1/ See E/C¥.14/H0U/9S
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been channeled through large—scale enterprises, the home offices of which provide them
with international financing and connect them to sources of technology, including
plant and machinery. The shares of such enterprises are not traded on any local
market thereby weakening the incentives for domestic savings, and having a bad effect
on any development of a capital market. Professionals in the ceuntries where opera—
tions are being carried out are frequently discouraged by their lack of participation
- in management positions. Even more gerious is the problens created by the failure of
foreign enterprises to promote the local processing and manufacture of products. This
type of investment is often made in relatively more developed countries in creating
large industries to meet both domestic and export demands. African countries fased
with this situation and with a public opinion which increasingly calls for national
control of major economic decisions, have taken steps through state enterprises in
the production nf goods and services important to the national development plan for
human settlements. : :

91. - The amount of funds expended by international and bilateral donora in the field
of housing, building and planning has been regularly reported in the procsedings of
the United Nations Committee nn Housing, ilding and Planning the last meeting of
which took place in CGeneva in October 1973. The details normally include the
assistance being provided through the IBRD (IDA) for a system for site and serviees
schemes in different countries. These include Botswana, Kenya, Senegal, Tanzania,
and ZamBia“in Africa either at the preparatory or operational stage.

*92. It is not intended in this paper to go into the sums involved since it is expected
to show the issues involved in human settlements affairs. It is common knowledge that
priorities set by governments have not placed human settlements high on the list. The
issue involved is the debt service burden being carried by many African countries.
which means that anywhere between 5 per cent and 30 per cent of their export earnings
have to be used to service debts which already encumber their economies. It would seem
that the time is nov far off when there must be a re-appraisal of this position whether
this is in the form of rescheduling or writeoff by common consent. The attention of
governments must be drawn to the valuable documentation on this topie prepared and
publighed by the UNCTAD Secretariat in their series un%7r the symbol TD/B/C.3/AC.8
which covers both the debi position and debt servicingl/.

93. These comments lead us to consider the position regarding the establishment of

an International Habitat and Human Settlements Foundation which was considered by the
United Nations General Assembly at its Twentyninth Session in 1974. It is understood
that this Foundation will be furiher cronsidered by the Governing Couneil of the

United Nations ZEnvironment Programme at its meeting in Nairobi, Kenya during April

1975, and again at the Thirtyth Session of the General Assembly in 1975. It is
expected that a plan of operations will be presented to the Governing Council of

United Nations Environment Programme in April 1975 and that one of the main cbjectives
of the Foundation will be to assist in establishing financial institutions in develop-
ing countries on a global basis, and to provide expertise towards such an establishment.
With the World Bank system for assistance in site and services schemes, the renewed
empbasis on housing through co-operative housing societies and non-profit organiza~
tions, and the trend towards centralized arrangements for svaluating and Tinancing
projects in infrastructure; eéte., this Foundation has a unique role to play in human

gsettlements affairs in co-operation with the World Bank and the regional development
hanks.

l/ In particular, the external debt experience of developing countries: economic
developments %o lowi g m?ltilateral debt renegotiations in selected developing
countries (TD/B C.?}E .8/9), 16 November 1574.
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94, Having commented on the different sources of funds for investment in human settle-
ments and some of the organizational arrangements involved at the higher levels, it

is thought necessary in the following parasraphs to go into a little more detail about
the actual use of funds in the mortgage market. This may be valuable to governments

when formulating policies and programmes foE/human settlements and may indicate
necessary changes in exiating arrangements.

SOME ASPECTS OF THE HOUSING MORTGAGE MARKET IN AFRICAN COUNTRIES

??. Considsring the vast number of Eroblems whichk could be fitted under the heading:
Mortgage Market', it would be useful to set out what this section intends to cover.
First, The aim is to charaoterize the mort%age market, as_it ogerates in African
countries and to make some gualitative sta ements. Secondly, the main objective 1s to
suggest ways and means By which the mortgage market would be better able to serve its
purpose, which is to provide more and better houses. :

G6. It should also be made clsar from the beginning that if the purpose of the
mortgage market is to provide more and better houses, it may well be necessary to
introduce unorthodox ways and means in order to achieve this goal. In fact, the
extent to which we are prepared to adopt unconventional thinking is a measure of the
importance and seriousness we attach to this goal. Only where it is relevant on what
potentials the mortgage market holds for future development will there be references
to higtory or particular national characteristics.

Conceptual framework and context

97, By definition MORTGAGE means security, and in this way 1% is most often thought

of as security for a loan to build a house, where the property becomes the seeurity.
Thus the mortgage market is a market for which loans with its corresponding seeurities,
and as such it becomes an integral part of the larger market for securities and there-
fore highly influenced by it. :
98, As the prices of property directly relate to the value of the security, the
property market will also influence the movenents of the mortgage market.

99, The fact that what follows is dealing specifically with the mortgage market in

an African context does not mean that it is different in priunciple from other mortgage
markets. It does mean however, that certain aspects of its future development may

not necessarily follow those of the same markets in Burope and United States, because
in Africa we are dealing with conditions somewhat different from the more sophisticated
financial markets, and because there may be certain mistakes developing couniries may
avoid by studying the systems of mortgage financing as they have developed elsewhere.

300, Apart from the definition of the mortgage market given above, other expressions
which are used ambiguously even among professional should be defined as they are used
in this section.

10%. Low-cost houging means housing (family) units costing US§1,500 or less inclusive
of teohnical services but exclusive of the price of land. Low-income groups means
family units making between $50 and 4150 per month. Those making $50 and below per
month are referred tc as very low or lower low income groups., A subsidy means anything
which makes the official price of a commodity (dwelling unit) less than the free

market price. An economio rent is used here as 11 is commonly — and wrongly — used

ags the rent which equals the amortization payments plus maintenance cost and not
including the so called “"opportunity cost" which the same term does include as usged in
economic textbooks.

1/ E/CN.14/H0U/89
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THE PUBLIC SECTOR A4S A MORTGAGE HOLDER

Government Housing Schemes

102. The public sector degerves mention in a section on the Mortgage Market, to the
extent it finances houses for private occupancy - even if the occupantis are civil
gervants - and even though these houses may actually be constructed by the publie
gector and no formal mortgage registered. In cases where the occupier is eventually
to own the house an arrangement known in the English terminology as "tenant-purchase
agreement" is drawn up. For practical purposes this arrangement functions similar to
a regular mortgage loan, with the exception that the occupier does not receive his
title deed until the purchase price has been paid in full. As opposed to houses and
flats for rental the tenant-purchase arrangement is becoming more popular in many
parts of Africa, because on the nne hand it satisfies a growing demand for home-owner-—
ship, and on the other hand it relieves the public authority for continued maintenance
responsibility at a time when this hecomes a real economic burden.

103. The tenant-purchase agreement has an added advantage namely that the relatively
high cost of registering the title deed on a low-cost house is postponed till the end
of the payment period, so that it does not coincide with the down payment at the start
of the agreement where also cost of furnishings fall due.

104. It is beyond this section to discuss the issue of Government's responsibility or
otherwise to house civil servants, but in terms of money and number of housing units
this becomes a contribution to the housing market, which cannot be ignored. BSuffice
it to say that this carcy-over from colonial times enjoys obvious support frem eivil
servants, most of whom are in the better half of the income distribution and as such
among those who are in a position to contribute to a House of their own provided a
moxtgage arrangement was available to them and provided their net remuneration was not
reduged.,

105. In some countries home-—ownership among civil servants has been recognized as
desirable and included in the practical implementation of the development plan fer
housing. The down-payment is reduced to 5 to 10 per cent and a housing allowance is
paid in lieu of a house allocation. In such cases Government itself can be the mortgage
holder or it can refer the individual to a financial institution to which the Govern-—
ment has given an undertaking to guarantee the loan.

Lodel Council Houging Schemes

106. Because it is recognized that housing is partly a public responsibility, the
housing plan for most countries in Africa includes the actual construction of houses
for the lower income groups. This can either be cenirally organized by Government
dlrectly, or it can be left to local authorities, which then receive funds and
technical assistance for this particular purpose from the central Government.

107. The typical council-built houses or flats are for rental and as such aimed at the
low, but not the very low, income groups. Thig ig so because the authority in allocat-
ing these dwellings to only a fraction of the many applicants, is anxious that the

rent will be paid - even if only an economic rent is charged. Thus they usually apply
the rule of thumb of the 25 per cent of income for "lodging" and will exclude initislly
all those with an income less than four times the remnt. Because of being low-cost
units and, perhaps more so, because of the rental basis of occupancy, the council
houses soon require considerably more maintenance than envisaged. Apart from this it
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ig the rule rather than the exception that these units are sublet in total or in part,
because such ig the shortage of decent housing. This 1is not allowed, but virtually
impessible to prevent.

108, Fortunately, the tenant-purchase agroement referred to earlier is finding its
way into Local Council Housing as well.

109. At this point it ought to be suggested, that even though this is a very encourag-
ing step it is still not as beneficial to the occupier -~ and say to the loecal council
and the country as such - as a regular morigage arrangement would be. Granted there
are the advantages mentioned earlier, but the legal fees, tax and other charges could
certainly be either included in the loan to be obtained or waived in order to obtain
the liberty to actually own, and thus alter or even gell the house. The latter
privilege is important from a capital mobiligation point of view in that a person
should always be allowed to liquidate fixed assets in order to use them for something
else of a higher preference. The local as well as the central authorities, if they
were the mortgage holder, would be in a position %o get not only the percentage of the
purchase price they would offer for loan, but they could also decide on an individual
bagis the monthly payments to be made. For instance the 25 per cent of inocome. i}

a given rate of interest it would only mean a shorter or longer repayment perisd.

This point should be emphasized beecause it ghifts the subsidy in public housing from
the housing unit to the individual. The advantages of this shift should be obvious

as to soocial justice and mobility of families; who in the past were "tied" to a
subgidised house, because they could not afford to move.

THE PRIVATE SECTOR MORTGAGE MARKET

Characteristics of the private herusing seotor

110. In view of the relatively large part the public seotor plays in the provision af
houses, it is tempting to ask whether this is intentional or accidental. Thero sesems
to be no intention of forcing the private sector out of housing — in fact it is the
general poliey in West Africa to encourage the private sector to build more. But as
long as the private sector is not able to cope with the growing demand for housing,
the public sector must do its part in the interest of sooial development and political
gtability.

111. This explanation raises the question of why the private sector does not meet a
greater part of demand, and if the public sector, rather than uild its own houses
could more effectively use its resources to encourage private enterprise to producé
more, better and cheaper houses. The fact of the matter is that the private ssctor
doss meet the demand, namely by housing those with a gtrong enough need (effective
demand) in overcrowded conditions in existing houses or by adding to the socalled
uncontrolled settlements or 'shanty towns'. This is not an acceptable solution.
Despite the dislike for this kind of development, indeed, in spite of the efforts and

1/_Shou1d The individual be able to increase his monthly payments, and wish t0 do so,
he will of course be given the. corresponding rebate in the interest element.
(Example from Sudan).
Research on the "Preference of alternative repayment arrangements of present and
potential mortgage borrowers" shows an inverse linear correlation between income
and length of repayment period.
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money spent o prevent and destroy these settlements they keep growing at a rate,
which must impress any developer be he.private or public. Why cannot this display of
capital, entreprensurship and skill be channelled into something bigger, better and
cheaper (for the occupier)? The answer is that it can.

liortgage market characteristics

112. Unfortunately the tradition of investors in Africa has been that of making quick
and big returns, because wicertainty was the only sure thing. fThis attitude has shown
itself also in the field of financing of housing, i.e. the nortgage market., It isg
tyrical that the cldest Building Societies and Insurance Companies concerning themselves
with mortgage loans werse very conservative in their lending policies. Conditions:
Substantial houses, preferably a European owner, a 60 per cent of valuation loan

afid 10 years to repay. This would obviously not solve the housing problem for the
majority of peopls. Later on, especially after independence, new soocieties and
institutions came into being, which have a somewhat different outlook. These were
institutions based either on a co-operative principle as the building societies, or
government assisted lending institutions which were to concentrate on medium and low~
cost housging.

193. The difference between the two is that in the case of the former, there is a
strong obligation to safeguard the funds (deposits and shares) of the members, whersas
the government sponsored institutions have only their btudgets to consider, though it
is the ambition - any manager to show that his organization ig gaining, nct loging.

114. Decans for L-w-cost h~using have always been congidered to be administratively more
expensgive, because of the default rate and processing cost just as high as loans ten
timés the amount. This may be S0, but it isg difficult to see why this could not be
taken care of by differentiating the interest rate for various types of loans, just as
it is done for various kinds of deposits in the same institutions. The reason ig more
likely to be that as long as there is excess demand for money also for more expensive
houses, these are favoured.

115 Another characteristic of the private mortgage market is its fear that the
security may depreciate so rapidly that the value may fall below the balancs of the
loan. This is hard learned experience. Furthermore, such situations are usually
accompanied by the extraordinary withdrawal of funds by the depositors, because they
want to convert paper money into gold and other valuables. The result of this ig that
morigage-loans for the private sector are ugually arnund 60 per cent of valuation and
a short repayment period as mentioned above. This represents g prohibitive barrier to
many would-be home owners.

116. Fortunately there are many signs that this is changing. Loan offers are increased
and repayment periods lengthened., Stability is the main factor in this process and

one may close the circle by saying that home-ownership is one of the main factors in
staebility.

Mortgage market deficiencies

117. One would tend tc think of a Mortgage market as an official trading centrs, a
bourse or clearing house where mortgage holders (lenders) would meet with buyers and
sell their securities to interested investors, so that they may raise more money for
additional loans (mortgages).
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118. This is not how the mortgage market functions in africa, and perhaps this is one
of the major deficiencies. In other words, the inetitutions which lend cannot gene-
rate additional capital on the strength of their secyrities. In the Scandinavian
countries, private investors will buy "first class" mortgages as a long term invest~
ment with a high yield, because they now obtain the same interest rate as the ingti~
tutions was charging, which is most likely 2-3 per cent higher than the highest
deposit rate of the same institution. Insurance oompanies are perhaps the major

buyer in these markets, which makes some sense in that they are not really set-up as

a financial mortgage institution but to do insurance business. Still they have a
capacity and interest in making safe, high yielding long term investment.

119. It is also a deficiency that the institutions which lend to the production ef
houses do not often enjoy the same privilege as those institutions lending for the
production of e.g. furniture, not to mention agricultural products of a great variety.
The banks have access to a Central Bank as "the lender of last resort” mr "the bankers
bank" where they rediscount their bills and crop advances. Why not the mortgage
institutions? One ready answer would be that mortgages are long term, bills are
shorts S0essssesecesssss thia is not traditional business. This argument may hnld
for private commercial banks, but it does not hold for a Central Bank, whieh,
fortunately, in most countries is a close relative of the Ministry of Finance or the
Government as such. It could well be said that as long as the Central Bank is not
actively influencing this important flow of funds which housing finance represents,

it is operating without one of its major policy instruments.

Sﬁbsidiary Mortgage Markets

120. By a subsidiary market we mean second, third etc. charges on land as opposed to
the first charge. It may be considered a deficiency in the mortgage market that a
market for a second charge against the security is not officially institutionalized.
Such a market does exist, but it is extremely difficult to get any information about
ity magnitude. The way it normally functions is either as =z loan from the former %o
the new owner of the property changing hands (or from the contractor to the builder
in the case of new construction), or it is the simple advance from a money-lender to
the property owner. In this latter case the loans are usually not more than 20 per
cent of the wvalue (a firet charge normally being 60 per cent) and the interest is 10
rer cent added on to the advance from the start (giving a real interest of about 16
per cent when the loan is to be repaid in five years).

121. Legally the second charge does not enjoy the same kind of protection as the first,
i.e. the granting of subsequent charge and the potential repossessing of the property
can only be done with the consent of the first mortgage holder. This is an awkward
system, which eught to be changed. In the most developed countries the firast mortgage
holder does not have to consent to the extending of a second and subsequent charges

and leaves the right to repossess the property 1o any mortgagee who can prove default
on the part of the mortgagor, of course, with the repossessor now being fully obligated
to all other mortgnge holders. If several morigagees should experience defaults at the
game time - which is often the case ~ then the right to repossess and/or sell by auction
lies with the holder of the highest charge - again with the obligation vis~a—vis the
lower charges. This system has worked well for a long time in the Ssandinavian
countries and has created a mortgage market consisting of both 1st, 2nd, and 3rd and
4th charges which enjoy the confidence of even the most congervative investors.

1/ "first class" 'usually means a mortgage loan which has been reduced (by repayment)
to leds than 50 per cent of present valuation. Similarly there are 2nd and 3rd
class mortgages with smaller differsntials.
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122: It is unlikely, of course, that the rroperty will be charged with more than 100
per cent loans, and there is no contradivtion in letting one and the same institution
do all the lending on one charge.

123. The interest of the first mortgage-holder in subsequent charges is obvious. His
mortgagor will be better off financially than before. The result has been a boom in
housing and a very high degres of house—ownership. Needless to say that capital
appreciation rather than depreciation »n housing has been the rule.

The Non-Mortgage Housing Market

124. Mention should be made about that part of the private mar«et, which is the
largest in terms of numbers, but not necegsarily in value, namely the houses built
entirely by privately financed operations whether by self-help or by contractor
finance. It is estimated that in Kenya; 7,500 units have been built yearly in this
category. These figures refer to the urban areas.

125. It is generally agreed that the standard of the above mentioned 74500 houses
leaves much to be desired ~ many are decidedly sub-standard. It is alsoc a fact that
none of the owners of these low~cost houses appear on the offici71 mortgage market for
the simple reason that there is no one catering to this market. This doea not

mean that all these units are built entirely by self-help. It is very common to find
entrepreneurs- (individuals or companies) putting up a series of wnits for rental
purposes. The return is staggering: 50 per cent and upwards! At such returns it is
not difficult to raise money even in the private market and this explains the boom in
sub~standard housing, which has taken place -mostly in and around the large cities,
referred to earlier as shanty towns. To prevent this development by destruotion of
houses can only add to the shortage thereby pushing prices of accommodation even
higher, apart from the "developers" need to regain his investment that much gooner
due to the incrsased risk. . '

126. Indignation has been displayed over the high returns but the nethods employed
" to eliminate the "exploiters" have produced the exact opposite results of what was
intended. '

127. The alternative is to make encugh permanent land available for these lowest
incoms groups. It is important to provide them with small loans (say US$150.- per
unit in kind rather than cash) in order to improve their standards. The terms of such
loans could be well above the normal terms, and the recipients would still be vastly
better off, The only way to lower prices and eliminate the exploiters is by increas-
ing the supply of houses relative to the demand. '

PROSPECTS FOR THE HOUSING AND MORTGACE MARKETS IN AFRICA

Incentives ~ technical and financial

128, Going back again to the essence of the matter. What we are concerned with is
demand and supply of housing. The scarcity of supply relative to the demand is our

1/ Secretariat note: it has already been recommended to the Government of Kenya that
there is room for a separate housing credit institution to cater for people in the
lower—income groups, and for other similar organizations to orient their operations
t0 include these persons.
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problem. We can dispense with demand, because there is very little we can do about

it other than perhaps try to spread it to parts of the country designated as growth-
areas, hoping that this Wwill relieve the pressure on the large urban centres. Rural
housing is therefore important, but that again takes us back to the supply side. 1t

is generally recognized that the technical problems in producing houses is not the J
congtraint, because there is a wealth of skill, tradition and desire to build., In
addition there are local materials well suited for the purpose. Sophisticated
tochnical solutions have so far not proven octher than o be more expensive and less
labour intensive and usually with a high import content.

129. It is financing which is generally put forward as the major constraint. Some
people are of the opinion that the problem is not that there is insufficieni money
for housing, but that the organization and the incentives are not strong enough. We
have already dealt with parts of the organization and explained some of the deficien—
cies in the morigage market.

130. Incentives are traditionally offered by the public sector in terms of subgidies
direct or indirect in order to reduce the rent of public housing. Unfortunately the
offect of that is to increase the demand for thege houses; it is not increasing the
supply. Likewise with well known incentives such as cheap loans, housing allowaneces
and housing privileges. All these do not increase the net flow of funds init» new
houses; quite the opposite. It puts pressure of demand on existing houses, foroing
up the rents and prices. What is needed are incentives, which mobilize more capital
both in terms of cash and self-help efforts for new houses, and, which is just as
important, incentives in terms of serviced sites for these houses™t There is a direct
relationghip between sites and gelf-help. This has been proven time and again in
Africa and elsewhere. There are two main reasons why this particular incentive is
effective. First, gs a rule the services cost only about 1/10 of the price of the
finished structurez which means that ten times as many houses will result with the
same amount of pubiic money gpent.

131. That the houses will be built is certain provided the requirements as to standards
and building time are liberal, i.e. will sllow minimum standards and at least two years
for compliance with these. Further incentives would be to make materials, type plans
and technical assistance available on the gite.

132, If site-and-service schemes are only allocated to the very poor they may never
appear as borrowers on the mortgage market, but this may also hold irue if these plots
were allocated to the "not so poor'. Those are the persons who would normally be
considered for council houses.

133. They too are able to raise money privately as long as it is for a tangible asset,
which not only gives shelter for oneself and for paying lodgers, but also tends to
appreciate rather than depreciate in value. The same argument would hold true, even
more 0, the better off people were financially.

1/ A plammed lay-out with serviceable sites may in many cages suffice initially but
it is naturally a public responsibility Jjust the same.

g/ This proportion emanates clearly from a survey of site-and-service schemes recently
carried out by the Housing Research Unit, University of Nairobi.
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134. For all groups of income it would naturally be an advantage if mortgage loans
were available. - For the higher income groups they are. But for the person earning

30 dollars a month and who has a serviced plot on which he wants toc erect a house
costing 1000 doilars, there are no loan possibilities, only friends and the money
lender. He may well be a saver with one of the banks or building societies with a
balance of the order of 100 dollars, but still they would not consider him for a
mortgage. If this same man had a fair chance of obtaining a mortgage loan of say 80
per cent of the value of hig proposed house from those same institutions, then this
would wndoubtedly be incentive endugh for him to save twice as much, before he applied
for his loan.

135. This incentive opens up some perspectives for increased savings. 1If the private
ingtitutions say these loans are too risky and administratively expensive as long as
there is eother business to be had, then there are two alternatives. Either the publio
sector creates an institution to cater for these loans, and for these savings, or

else the existing institutions reorient themselves and take up this challenge. This
reorientation could be helped along with moral and tangible support from the public
sector. Moral support in the sense that they are permitted to charge higher interest
rates for these loans. Tangible, not financial, support in that they receive Govern-
ment funds on depogit for this'particular.purpose or even a Government guarantee, the
cost of which may or may not be charged to the individual loans.

136. Other incentives would be to grant better loan terms for new than for existing
houses. Likewise to give better terms for owner-occupation than for rental purposes.
Tax incentiyes have often been advocated in this connexion.

137. This ie a delicate policy instrument. If for instance, tax reductions are
obtained by a rapid depreciation of the property value, then there is a tendency to
build houses more expensive than necessary. In fact any tax incentives which increases
the demand for houses without increasing the funds available for housing is defying
the. purpose. Two examples of tax incentives, which support the purpose could be the
followinz:— :

1. 10 year tax holiday on the notional rent of owner—-occupied houses which are
being constructed after today (opt.: at a cost of and less),

2. A surtax imposed on all undeveloped land with easy access o water
and sewer mains. :

New trends and new institutions

138. If new trends are 10 be suggested for the increase of the supply of houses it
would be towards an acceptance cof smaller individual loans with the corresponding
higher cost. Incentives to bring this about would be a higher rate of interest, which,
even if it is not off-set by a lengthening of the repayment period would still be
infinitely better than what people pay for rented acoommodations on the free market

at the moment. It should also be accepted that the small borrower, who must put up a
part of the cost himself, would be allowed to do this by way of his own self-help
efforts (such as digging the foundation or making blocks).

133. The trend fowards owner-occupation is supported in housing policies of all

countries in the region, yet there is still the practice of building public housing
for rental purposes. At the same time many local authorities complain of the _
difficulties in collecting rent and of high maintenance cost. To raise the rent is
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difficult, but an alternative would be to offer these houses for sale. This could be
done on very easy terms to the occupants, and it would seem to serve the double

purpose of expanding owner-occupations and elimination of a liability, (overheads and
maintenance costs). which would release money for new housing. .o

140. It is not the purpose here to discuss new institutions to be set up. Partly
because in some countries there may already be existing institutions which very easily
could incorporate the suggested new features of housing finance, and partly because
this is the subject of another section of this paper.

141. In some African countries housing co-operatives have ghown gome measure of
succeas, particularly in connexion with site- and services schemes. This collective
responsibility of such groups makes it more encouraging for lenders to advance money,
because theé co-operative itself is capable of dealing with individual defaulters.

Effects on Policies and Planning

142. Many of the suggested incentives and new trends can be implemented without much
change in existing policies and plans. However there are areas where the pelicy and
rlanning are the major consvraints on the housing development, If, for instance, the
policy is to provide houses for the various parts of the country in relation to their
expeoted growth rate and commensurate with the distribution of incomse groups, then
the plan may be a constraint to development if it sets out to build a certain number
of houses in each of the cost brackets instead of first laying out (and service) the
total number of plots envisaged. This is so, because in the former case the targets
may not be reached for a variety of reasons (technical, administrative and finanocial)
whereas in the latter case it is not only likely that the private sector will finish
these units faster, but also at a considerable saving to the public mector.

143. Iikewise, if the policy is that the public sector should build what the private
sector does not seem to be able to produce in order to fill the gap between demand and
supply of decent houses (conforming to some defined standard) then the plan should
siphasize the incentives vis-~a—-vis the private market, and not be precccupied with
filling the gap, vefore it is established.

144. If policy advocates owner occupation then there is enough reason for selling
publicly owmed houses which are not absolutely necessary for institutional purposes
(hospitals, prisons, vorder guards, etc.).

145, In line with this is the policy on subsidies, which in the majority of cases do
not benefit the individuals, for which they were intended and defy the ultimate
objective of providing more and better houses.

146. There is one effect of a changed policy with more emphasis on housing, and that

is the way other sectors of the economy are affected. If there is an increased flow
of scarce resources into housing will not other sectors suffer? On balance, the answer
is no, It is beyond this section to analyse this problem in detail, but as far as
labour, land and materials are concerned there is no better alternative use. The
question is more potent, when it comes to the allocation of public and private funds.
This need hardly be a major concern in regard to low-cost houses, because the income
groups involved would not have many other investment posaibilities open to them. Thus
if they incresase their savings for housing it would have to come from their consumption,
and if they raise other private funds for their housing from mortgage institutions it
may only be at the expense of more expensive housing.
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147. In the mark.t for securities there is a sirong need for a greater variety of
gecurities such as mortgages. Long ?nd short term; little and more risk with
corresponding low and high returns. L

MATN ISSUES ARTSING FOR DISCUSSION

148. In the event that governments of member States will wish to subscribe to a
Declaration of Prineciples, make proncuncements on national policy and its imple-
mentation, and give support to suggested actions on an international basis at
Vancouver, the following main issues would be discussed during the African Regional
Preparatory Conference. Recommendations arising therefrom would be included in

the final repcrt and would thus be available for further discussion and finaliza-
tion in Vancouver:-

1. Rationalization in construction activities and machinery therefor,
to streamline procedures and implementation of policies.

2. To bring together under one head those authorities directly concerned
with human settlements affairs.

3. To take full account of the national debt position and debt servicing
position when formulating programmes and their financial implications.

4. To *take account of the methods of using capital in the public sector,
particularly on the issue between encouraging home—ownership and the
proviaion of rented housing with all its management and maintenance
expenses.

5. To encourage by all means the mobiliuation of domestic savings for invest-
ment in human settlements, and the establishment of adequate financial
instituticns.

6. To encourage the improvement . conditions in uncontrolled gettlements
particularly in peri-urban areas in order that citizens may be able to
pay due faxes to increase investment in human setlements.

7. To provide adsguste finanecing facilities for improvements in rural heusing
as part of an integrated rural development programme.

8. To examine the role of commercial banks placed against old philosophy and
criteria.

9. To arrange consuiltative machinery for financial institutions investing
in human settlements,including the national or central banks.

1/ Edward Nevin: Central Funds in underdeveloped countries -~ McMillan and Co.,
London, 1961.





