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SOME ASPECTS OP THE HOUSING MORTGAGE MARKET
IN AFRICAN COUNTRIESl/ |

iNTRODUCTIONV

Aim‘and:objective of fhe.paﬁér

"1-- Con31der1ng the vast rumber of probléms, which could be fitted under

.~ the heading: "Mortgage TarKet”‘ it would appear useful to met out what this
paper intends to cover. First, the aim is to characterizé the mortgage
'market, as it operates in Afrlcan countries and- to make some quelltatlve‘
statements inh this respect., The se statements are, of course, subject to-
dlscus31on, but such is the nature of the paper.. Secondly, the main objec—
‘tive of the paper is to suggest. ways and means by which the mortgage market
would be betier able 1o serve 1ts purpose which 13, ultimately, tc prcv1de

more and better houses. _ _ ; - .

2+~ Tt should also be made clear from the beglnnlng that if the purpose of
the mortgage market is to provide more and better housesg, it may well be_
'necessary +0 introduce unorthodox ways and means in order to achieve this .
goal.  In fact, the extent to which we are prepared t0 discuss and adopt
. uriconventional th1nk1n5 ig a measure of the 1mportance and seriousness we
attach to this goal. ©Only where it is. relevant for the discussiocn con what
potentials the mortgage market holde for futule development will there be‘
‘references to hlstcrv or partlcular natlcnel characteristics.

_The conceptual frameworK and context .

3. By definition MORTCGAGE means securlty, and in thls Way it is most cften
thought of as security for a loan to build a hcuse, where the property be—
comes the security. Thus the mortgage market ig a mariket for such loans
with itg corresponding securities, and as such it becomes an integral part
of the lerger market for eccurities and therefore highly influenced by it.

4;“5 As the prlcee of property directly relat°e to the value of the security,
the property market will alse influence’ the movements of the mortgage market.
Reference 0 this fact will be ‘made in the papar from tlme to tlme. ' 7

5.  The fact that the paper is dealing speclflcelly with the Mortgage Market
in an Afritan contect does pot mean that it is different in principle from
“wther Mortgage markets, it doss mean however, that certain aspects. of. ite.f
futuse develcpment nay not neceesarlly follow those of the same markets in
Europe- end United States, because in Africa we are deallng with conditions
somewhat dlfferent from the more sophlstlcated financial markets, and: becauee
there may be Gertain’ mistakes developlng countrlee may avoid by studylng the
sgstems cf mcrtgame flnanclng such as they have developed elgewhere.

1/ Prepared by Mr. N. O. ~Jorgensen, Economist, Housing Research and Develcp—
ment Unit, Unlver31ty of Nairebl, Yenya.
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6o Apart. from the definition of the lortgage market given above, other
expressions which are used ambiguousliy even among prof6531onals should be
deflned ag they are used in this paper.

7. Low—cogt housing means housing (family) units costing USH1,500 or less
inclusive of technical services but exclusive of the price of 1and.r Low-—
ingome groups means family units making between ° 550 and 150 per month.
Those making 550 and below per month are referred to as very i1ow or lower
low income groups. A subsidy means anything which makes the offieial price
of a commodity (dwelllng unit) leéss than the free market price. CAn economic
‘rent is used here as it is commonly - and wrongly — used as the rent which
equals the amortization paymsnts plus maintenance cost and not 1nolud1ng the
gooalled Mopportunity cost” which the same term does include ag used in’
economic textbooks.

{

THE PUBLIC SECTOR A3 A MORTGAGE HOLDER

Government Eouaing Schenes - ' : 7 ;

8. The public sector deserves a mentlonlng in a paper on the Mortgage
Market, to the extent it financeg houssa for private ocoupancy — even if the
occupants are civil servanis ~ and even though these houses may actually be
constructed by the public sector and no formal mortgage registered. In cases
where the osccupier is eventually to own the house an arrangsment known in
the Inglish terminology as "tenant-purchase agreement" is dravn up. For
practical purposes thisg arrangemnent functions- very gimilar to a - regular
mortgage loan, with the exception that the ococupier does not receive his
title deed until the purchase price has been paid in full. As opposed to
houges and flats for rental the tenant~purchase arrangement 1s becoming more
~ popular in many parts of Africa, because on the one hand 1t satlisfies a |

. growing demand for home—ownership, and on the other hand it relieves the
public authority for continued malntenance responsibilidy at a-time When
this becomes a real economic burden.

9. The tenant-purchase agreement has an added advantage namely that the
relatively high cost of registering the title deed on a low—cogt house is
vosiponed till the end of the payment pericd, sc that it does not coincide
with the down payment at the start of the agreement whers also cost. of .
furnlshlngs fall due.

10, It is beyond this paper to digcuss the issue of Government's respongi-—
bility or otherwise to house civil servants, but in terms of money and
number of housing wnits this. becomes a contribution to the housing market,
which camnot be ignored. Suffice it. to say that this carry-over from ,
colonial times enjoys obvious support from oivil servants, wmost of whom are
in the better half of the income distribution and as such among.those who
sre -in a poglition io contrlbute to.a house of their own provided a mortgage
arrangement was available to them and provided thelr net remuneration was
net reduced.
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11« In some countr;es home~ownersh1p among oivil.servants hag been recog-
‘nized as’ desirable and included in the practical 1mplementatlon of . the -
development plan for ‘kousing. The down-payment ig reduced to 5 to 40 per.
- cent and a housing allowance ig paid in Iieéu of a house ailocatlon. In such
casés (overnment itself can be the mortgage holder or it can refer the.
individual %o a Tinancial institution towards which ‘the fovernment has
widertaken to guarantee the loan.

Ay

Local Counsil Housing Schemes

12, .Beczuse it is recognized that housing is partly a public responsibility
the housing plan for most countries in Africa includes the aotual'éohstrdc—
tion of houses.for the loweT irncome roups. This can:either be centrally
organiged by CGovernment directly, or it can be left to local authorltles,
which then receive funds and techniocal sssistance for this partlculer '
purpnee frem the central Governmenﬁ. ' : ‘

13. The typlcal coun011—bu1lt houses or flats are for rental and as such
aimed a2t the low, btut not the very low, income groups. This is so because
the authority in allocatlng thess dwellings to only a fraction of the many
capplicants, 'is anxious that the rent will be paid - even if only an edonomic
rent-is charged. " Thus they usually apply the rule Qf thumb of the 25 per
cent of intome for "lodging" and will exclude initially all those with an

. income less than four times the rent. Because of being low-cost umits and,
perhaps more s0, because of the rental basis of ocoupanecy, the council hcuses
sbon require ocongidsrable more maintenance than envisaged. Apart from thie
it is the rule rather than the execepiion that these units are sublet 1n total
or in part, because such ie ithe shortage of decent housing. This'is, of
course, not allowed but v1rtually 1mp0881ble to prevenﬁ. ' '

14+ rortunately, “the tenant—purchase agreement referred to earller is flnd~
. ing- its way 1nto Local Councll Housrng as well. '

1h. At thls p01nt 1t ouéht to be suggested, that even though this is a very
~encouraging step it is still not as beneficial to the occcupier — and I would
_'say o -the local councll and the couniry as such - as a regular mortgage

_ arrangément would be. CGranted there are the advantages mentioned earller,_
but the- 1ega1 rees, tax and other charges could" certalnly be either included
in the lean to be obtained or waived in order to obtain the llberty to ‘actu-
slly own, and:thus alter or even sell the nouse. The latter pr1v11ege is”
important from a capital mobilization point of view in that a person ‘whould
aliways. be ‘allowed to liguidate fixed agsets in order to uge them for seme—
thing else nf & hlgher preference or 81mply to realize a profit (by apprecia~
tion or alteratlon) The loocal as well as the central authorities, if they
‘were the mortvage holder, would.bs in a position 1o set mot only the per-—
centage of the purchase price they would offer for loan, but they ‘could also
decide on an individual basis the monthly payments to be made. For instance
the 25 per cent of "income. At a glven rate of 1nterest it would only mean
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a ghorter or 1onger'repayment period1/¢ This point should be emphasized.

" because it shifts the subsidy in pubiic'housing from the housing unit to the

*ndividual. The advantages of this shift should be obvious as to social
Justice and mobility of families, who in the past were "tied" to a subsi-
:dised house, because they could not afford to move. :

THE PRIVATE SECTOR MORTCAGE MARKET

Characteristiocs of the private housing sectdr

16. . In view of the relatively large part the public sector plays in the
provision of *houses, it is tempiing to ask whether this is intentional or.
accidental. There seemsio be no intention of forcing the private sector ocut
of housing — in fact it is the general policy in West Africa to encourage
the private sector to build more. But asg ldng 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 social development and-political stability.

17. This explanatiocn, howsver, raises the guestion of why the private sector
does not meel a greater part of demand, and if the public gector, rather than
‘build its own houses could more effectively uss its resources to gnoourages .
private enterprise to produce more, better and cheaper houses. This problem
will be taken up later in the paper. The fact of the matter ig, of course,
that the private sector does meet the demand, namely by housing those with

_a strong enough need {effective demand) in overcrowded conditions in existing

houses or by adding to the socalied uncontrolled setilements or "shanty =

~towns'. This ig not an acceptable solution. But despite the dislike for

this Kind of development, indeed, in apite of the efforts and money -spent to
prevent and destroy- these settlements they keep growing at a rate, which _
must impress any developer be he private or public. Why cannot thie display
‘bf-capital, entreprenesurship and skill be channélled into gomething bigger,
better and cheaper (for the ocoupier)? - The answer is that it can.

Mortgage market characteristics

18. Unfortunately the tradition of investors in Africa has been that of
making guick and blg returns, because uncertalnty was the only sure thing,

as the saying goes. This attitude has shown itself also in the field of
financing of housing i.e. the mortgage market. It ig typical_that"the oldeat

. Building Sociseties and Insurance Companies concerning themselves with mort-

gage loans were very conssrvative in their lending policies. Conditions:

17 Should the indiwidualrbe able %o increase his monthly payments, and wish-
to do so, he will of course be given the corrssponding rebate in the
interest element. (Example from Sudan). ' -

- My own research on the "Preference of alternative repéymEnt arrangements
of present and potential mortgage borrowers" shows an inverse lineal cor—
relation between income_and length of repayment period. :

i
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'_Substantlai houges, preferably a Buropean owner, a 50 per cent of wvaluation
loan and 10° years to repay. This would obviously not solve the housing
problem for the majority of people. Later on, eapecially after 1ndependence3
new: socletles ‘and 1nst1tut10nb came into being, which have a somewhat diffe-—-
rent outlook. These were institutions based elther on a co—operative
prineiple "as the bulldlna societies or government assisted lendlnw 1nst1tu—
tlons, Whloh Were Yo concentrate on medium and low-cost housing.

19 The dlfferenoe between the two is thaﬁ in the ease of the formerg thers
"is a strong obligation to safeguard the funds (deposits and shares) of the
members, whereas the government sponsored insgiitutions have only their =
budgets. to con51der, though i% is the ambition of any mANager to show that
hlS organlzatlon is galnln not Icesing.

.20.*.uoans for 10w—cost houging have always been considered to be adminiat~-
‘ ratlvely'more expen51ve, because of the default rate and processing cost
Just-as high as loans ten times the amount. . This may be so, but it is
difficult to see why this could not he taken care of by differentiating the
interest rate for various types of ioang, just as it is.done for various
inds of d99031ts in the same institutions. The reason is more likely 4o
~be that as long as there is excess demand for money also for more expenszve _
houses, these are Tavoursd. .

21, Another characteristic of the:private mortgage marset is its fear that
. the security may depreciate so rapidly that the value may fall below the

 balance of the loan. This is hard learned experierice in some cf the older .

mortbave 1nstltut10rs in %imes of unrest and political instability. Further-
more,: such situations are usually accompanied by the extraordinary withdrawal

- of ‘funds by +the aapogltors, because they want 16 couverti paper money into - )
gold and other vsluables., The pesul® of this is that mortgage—loans for the
private sector are usually around 60 per cent of valuation and a shoit repajw‘
‘ment perlod as mentloned above. This represents - prohlbltlve barrier to-

many wou¢d—be home owners. .

22; bortunately there are nany signs that thls ig changlna. Loan offers

are 1ncreaseé and repayment periods lengthened. Stability is the main factor
~in’ this process anﬁ one may olcse the circle by saylng that home«ownershlp

ig one of the msin factors in stablllty. - -

Mortzage market deficiendies

23+ 'One would tend ta think of a Mortgage market as an official trading
centre, a bourse or clearing house where mortgage holders (lenders) would
meet with buyers and sell their securities to interested 1nvebtors, 50 that
they may raise more. woney for sdditional loans (mortoages)

'_24 Thls 15 10t how the mort»age market functlons in Afrlca, and perhaps
‘this is one of the mz jor deficiencies. In other words, the inestitutions
" which lend canno generate additional capital on the streagth of théir .
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seourit?es. In the Scandinavian countries, private investors Will‘bﬂy "firat
elasshl mertgages.as a long term investment with a high yield, because they
now obtain the same interest rate as “he institutions was charging, which is
-mogt likely 2-3 per cent higher than the highest deposit rate of the same
instiiution. Insurance companies are perhaps the major buyer in these

. marke%s, which makes some sense in that they are not really set—up'as aA
fingnoialﬁmortgage institution but 4o do ingurance business. Still they
have a capacity and interest in making safe, high yielding loug term investe
mentg. :

25. It is also a deficiency that the institutions which lend to the produc-
tion of 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 banke. have access to a Central Rank as

"the lender of lest regort" or "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, vills afe short. 5o S
this is not traditional business. This arguméent may hola for private o

- commercial banks, but it does not hold for a Central Banle, which, fortunately
- in wost couniries is a close relative. of the Ministry of Finance or the

: Government a8 guch. It could well he said that as long as.the Central Bank
is not actively influeneing this important flow of funds Which\housing
finance represents, it is without one of ,its major policy instrumenis.

Subgidiary Mortgage marketis

‘26. By a subsidiary market we mean second, third ete. charges as opposed to
- the Tirat charge we have been dealing with up till now. It may be congidered
a deficisency in the morigage market that a mariet for. a second charge against
the security is not cfficially institutionalized. = Such a marKet'doeS, of
couras, eclst, but it is extremely difficult 4o get any information about

its magnitude. The way it normally functions is either as a loan from the
former to the new owner of the property changing hands {or from the contra—
ctor to the builder in the ocase of new construction},  or it is.the simple
advance from a money-lender to +the property owner. In this latter casge the
loans are usually not more:than 20 per cent of the value ( & First charge
normally being 60 per cent) and the -interest is 10 per cent added on te the
advance from the start (giving a real interest of about 16 per cent when the
loan is to be repaid in five years). . | e '

27+ Legally the second charge does not normally enjoy the same kind of pro--
tection as the first, i.e. the granting of subsequent charge and the poten-

tial repossessging of thelpropefty can only be done with the consent of the
Tirgt mortgage holder. This is an awkward system, which ought to be changsd.

In the most developed countries the Tirst mortgage helder does not have 1o

1/ "First cldss"'usudlly mneans é'mortgage loah which has been reduced (by
repayment) o less than 50 per cent of present’ valuation. Similarly there
are 2nd and 3rd class mortgages with smaller differentials. SR

:
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|
consent' to the extendln6 of a second and ‘subsequent charges and leaves the
- right to repossess the property toc any mortgagee who can prove default .on the )
part of the mortgawor, of course, with the repossessor now belng fully
ocbligated to all other'mortgage holders. If several mortgawees ghould .
experlenoe defaultg at the sae "time - Whloh is often the. case. — then the
right to Tepossess and/or sell by auctlon lies with the holder of the highea?
‘charge - again with the obllgatlon vig~a~-vig the lower charges. Phig-gystem -~
hag worked well for a long time in the Scandinavian countries and has created
a mortgage market consisting of both 1st, 2nd, and 3rd; and’ 4%h chargee which
enjoy the confidence of even the mogt conservative investors.

28, It is unlikely, of course,  that the property will be charged w1th mors
than 100 per cent loans, and ‘there ig no contradition in letting one and the
same 1nst1tut10n do all the lendlng on one charge. - :

29. The 1nterest of the Ilrst mortgagevholder in subsequent chargeb is
obv1oue. ‘Hig mortgagor will be better off flnanclally than before. The
result has béen a boom in housing and a very high degree of. hovse~ownership.
Needless 0 ‘sdy that capltal appreclatlon rather than depreclation on hou51ng
"has been the rule. ‘ : .

' The Non Nortgawe Housmng Marhet

30. mentlon shOuld be made about that part of the prlvate mar&et, whlcb is
“4he largest in terus of numbers, but not necessarily in value, namely the
houses built: entlrely by privately financed operations whether by self-help . |
or by contractor finance. 1% is estimated that in kenya, 74500 unite havse
been built yearly in this- categorv ag compared with 1, S00 wnits per year.
_ hullt by the publlo sector and. 250 units. by the prlvate hlghwcost seotor.

All these flgures refer to the urnan areas. : - E
3. I ig generally avreed that the-etandard of the above mentloned 7 500
houses leaves much to be desired — many are deeldely'submetandard. Jtie
alsc & fact that none of the owners of thesge low-cost houses appear on the
ofrlclal mortgage market for the simple reason that. there is no one. catering
to thls market. »/ This does. not mean that all. these units:are:tuilt entirely
by self—help. It 1s very common fo find entrepreneurs (1nd1v1duals or
oompanles) puttlng up a series of wnits for rental purposes. ‘The return is
'-sta ggering: 50 per cent ‘and wpwards! At such returns it is not difficult to -
raise money even’ in the prlvate ‘market and this explains the boom-in hou51g,
‘which kas taken place mostly in and around the large cities, referred o .
garliér as shanty towns. _To prevent this development by destruciion of
:houses can only add to the shortage thereby pushing prices. of accommodatlon
aven hlgher, apart from the "developersa" necd. to regain hlS investment . that
muck sconer due to the innreasad rlsk.

32. Indlgnatlon has been. dleplayed over the high. returne but the methode
employed o eliminate the. "exp101ters” have produced the exact opp031te
results of What wag intended.

1 becretarlat note: it has already been reoommended 10 the Government of
Kenya that there is room for = separate housing credit institution te

aater for people in thé lower—income. groups, and for other similar .
anlzatlons to orlent thelr operations to 1nclude these persons.
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33. The alternative is to make enocugh permanent land available for thess
lowest incéme groups, as explained sarlier. In addition, but not nearly as
important is it tc provide them with small loans (say USH150.— per unit in
Xind rather than cash) in order to improve their standards. The terms of
such loang could be well above the noermal terms, and the rGCipients would
atill be vastly vetter off. The orly way %c lower prices and eliminate the
exploiters is by increasing the surply of houses'relative'tp the’demand.~
Zven rent control has no* proven effective. ' o

PROSPECTS FOR THE HOUSING AND MORTCAGE MARKETS' IN AFRICA

Incentives 4‘teohﬁical and financial

34. 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 problem. We can disvense 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 will relieve the
pressure on the large urban centres. ‘Hural housing is therefore important,
but that again takes us back 1o the supply =side. It is generally recognized
that the technical problems in producing houses is not the constraint,
becauss there is a wealth of gkill, tradition and degire to build. 'In addi-
tion there are local materials well suited for the purpose. Sophisgticated
technical soluticns have =0 far not Proven other than to be more expengive
and less labour intensive and usually with a high impor: content. . - -

35. I is financing which is generally advocated as the major counstraint.
That is why we who are concerned devote a greas deal of our time in trying
- %0 solve this problem. I am of the opiniorn that the problem ig not that
thers is not encugh money around for housing, tat that the organization and
the incentives are not strong enough. We have already dealt with parts of
the organization and explained some of the deficiencies in the morigage .. .

C o markete.

36._.Incentives-are'traditionally offered by the public sector in termg of
‘subsidies dirset or indirect in order to reduce the rent of public housing.
Unfortunately the effect of that is to increase the demand for these housses;
1% is not increasing the supply. ILikewise with well known incentives .such as
. cheap loans, housing allowances and housing privileges. All of: these do not
inerease the net {low of funds intc new houses; quite the oppozite. It puts -

pressure of demand on existing houses, forcing up the rents and prices. What .

is obviously needed are incentives, which mobilize nore capital both in Herms

of cash and s2lf-help efforts for new houses; and, whlchT%Sfjust as ‘lmporitanty

incentives in terms of serviced sites for these houses. There is, of

‘i/ & planned 1ay~oﬁt with serviceable gites nay in many cases suffice initi-—
ally but it is naturally’a_publiq respousibility just the same.
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couree, a very dlrect relatloﬂehlp between sitss and- self~help.: This hag
been CVen tlme and agaln in Afrlca and elsewhere. . There are two main .
reaeon Why thIe pertlculer 1ncentlve is effective.  Pirst, as =z rule/mhe
services cost orly. about 1/10 of the price of the finished structure-- which
means that ten times as many houses will result w1th the same amount of
publlc money spent. R . . S S

"

37. USes w111 be bullt is. qulﬁe certaln prov1ded ﬁhe requlrements
as o’ standarde Jand bulldlng Yime are liberal, i.e. will allew wind mroam
 standards ‘and” at ieast twn yearsg for. compliance. with theses.. Further inéén=
“fives woilld be fo make materlaley type plans and technlcal aeelstanoe avall»
“able on the gite, even if it were.for a price.
385 i 51te~and—eerV1ce scbemes are. only allooeted to the very poar they
may never ‘appear as borrowers on’ the mertgage merﬂet but this may also hold
true if these plots were allocated to the "not so poor" Those are the
persons Who would normally be con31dered for councll houees._ .

39+ They too are able to raise money prlvetely asg 1én" as it is for a tangi-—
ble asset, which not only gives shelter for onesslf and for paying lodgers

but also tende to appreciate rather than depreolate in. value.  Thegame- =%
argument Would hold true, even more 8o, the be%ter off people Were flnancleﬂy .

404 5 ﬂor all groups - of 1nceme it would naturaLly be an advantege 1f mortgeder
loans Were avallable. For the higher income groups they are. Bub for the.”
pereon earnlnﬁ 30 dollars a month and who has 3 gerviced plot: on whlch he's

%8 £o. eTect a house costing.100¢ dollars, there are no loan poss1b111tlee
eut~f_1ends and the money lender. . He. may well-be a saver with one.of the
banks o1 Bulldlng Societies with a balance of the order of 100- éollers; pu
Costille the r¥ould not.condider him for a- mortgage. :Lf this - -same-tan-had a.
fair chance of- obtaining a mortgage loan.of say-80 per: cent of the value of
his proposed house from this same 1net1tut10ﬂ, then thisg would undoubtedly .
have : “been: incentive. snough. for hime to have gaved twmce ae much, before he
applled for hls 1oan., : T - : . ’

41.; Thls 1neent1ve Qpene up some perepectlvee for 1ncreaeed aavlnus.:,lf”.
the: yrlvate institutions .say thege loans. are too rlsky ant administratively
too expengive asrlong as:there .ig. other busginess to be had, then- ‘$here are
two alternatlvee.l Hither the public sector oreatee an  ingtituetion. o cater_u
for ‘these loans, ani Tor: these savings, or else the e11et1ng 1nst1tut10ne
‘reorlentthemeelvee and iteke up this chalTenge. This reorientation could be .
helped aleng with moral and tangible support from the public sector.. Moral
guppoert.in the sense- that they are permitted to charge higher interest rates.
for- thege loane.- Tanglble, -not.financial, support in that- they receive
Government funds on dep031ﬁ for {his parﬁlcular purpose or even a Governmént -
guarantee, the- eoet of which may: or may not he-charged to the 1nd1v1dual
loansg.
1/ Thle proportlon emenatee elearly from & survey of bltenand-eerv1ce echemee_
recently earrxed out oy the- ~Housing: Reeearch Unit, University of Naerbl-”
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42. Other incentives would be to grant better loan terms for new than for
existing houses. Likewise to give better tarms. for owner—occcupatisn than
for rental purposes. Tax incentives have.ufsen been advocated in this -
connex1on. : : . ‘ T

43. Thlo is a dellcate pollcy 1nstrument. If for 1nstanoe, ﬁax reductlons
are obtained by a rapid depreciation of the property value, then there iy a

' tendency to build houses more expensive than necessary. in faot any. tax -
incentives which increases-the demand for houses without increasing the. funds
available for. heusing is defying the purpose. Two’examples of tax 1noent1veg ¥
whlch support tho purpose could be the follow1ng‘

1+ 10 year tax holiday on the notional rent of owner—occupled houses
_which are belng COﬂstructed after today. {opt.: at a cost of
and less) E

2. 4 surtax 1mposed on all undeveloped land with easy access 10 Water
. and sewer. mains. -

New trends and new 1nst1tuﬁlons

g44. If rew trends are %o be suggeated for the increase of the supply of
houses i% would be fewards an accepiance of smaller individual loans with,
the corresponding higher coat. Ircentlves to bring this abocut would be a

. higher rate of interest, which, ‘even if it is not off—get by a lengthenlng
of the repayment period would still be 1nf1n1te1y better than what people
pay for rented accommodations on the free market at the moment.. It should
alad be socepted that the small borrower, who musgt put up a part -of the oost
'hlmself -would be allowed to do-thig by way of his own selfuhelp efforts
"(such aq digg 1ng the foundatlon or making blocks). :

45. The trend. towards. owner—ocoupatron ig supported in housing. pOllCleS of
all countries in the region, yet there is still the praciice of building
_bublic houging for rental purposes. At the same time many local authcrltles .
complain of the difficulties in collecting rent and of high maintenance cogt.
To raise the rent is diffieult, but an alternative wonld be to oiffer these
houses for sale. 7Thig could, in the 01rcumstances, be done . very easy
terms to.the occupants, and it would seem to serve the double purpose of
expandlng owner-cccupations and elimination of a llablllty (overheads and
malntenanoe costs\, whlch 'ould release money for new hou51ng.

46.- It is not the purpose of this paper to digocuss new 1nst1tut10n< 1o be
set . up. Partly because in some countries there may slready be existing inst—
tutions which very easily could incorporate’ the suggested new features of . |
housing flnanoe, and partly beoause thls 1b the subject of another paper. .

.47.. Suifloe 1t to say at this point that internationally there are trends'
- which suggest that the World Bank is becoming increasingly aware of the néed.
to.Support!housing and that a speclal international housing flnanoe OOrpo» '

bl
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-ration is contemplated for the purpOSeiof supporbing national ingtitutions

in this field. In some African countries Housing Co-operatives have shown
gore measure of success, partloularly in eonnexion with site—and—service
schemes. The collective responsibility of such groups makes it more encourss
'"1ng for lenders to advance money, because the co—operatlve 1tself 1s capaole
of-dealing with 1n&1v1dual defaulteis.

Liffects on Pollcles and Plannlng

. 48. Many of the suggested incentives and new trends can be implemented with—
out much ‘change in existing policies and plans. However there are areas .
where the pelicy and planning are ihe major congtrainis on the housing
- Gevelopment.  If, for instansce, the policy is to provide houses for the -
varioug parts of the cowniry in relation to their expected growth rate and
commensurate. with the distribution of income groups, then the plan may be a
songtraint 0 develepment if it sets out %o build a certain number of houses
in each of the cost brac«ets 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 varisty of measonsg (technlcal, adninistra—
tive and finanecial) whereas in %he latter case it is not only likely that -
the private gector will finish these wnita faster, but also at a conSLderable ;
sav1ng to the public sector. o

49, leerSB, 1 the poliecy is that the public sector should build what the
. private sector -does nct seem to Dbe able to produce in order to i1l the gap
between demand and supply of decent housss (conform1n5 to gome defined =
standard) then the plan should emphasize the incentives vis-a~vis the private
market, and not be preoccupled Wlth fllllng the gap, before 1t is establlshedn

-50, If policy advooates owner occupatlon then there ig enough reagon for
‘gelling publicly owned houses whick are not atsoclutely necessary for insti-
jtutlpnal purposes (hospltals, prlsons, border guards, etc. ).

51.. In 11ne with this is the policy cn sub51d1es, wblch, ag we have geen,

in the majerity of cages do not benefit the individuals, for which: they were
1ntended and defy the ultlmate obgectlve of prov1d1ng more and better houses.
52. ‘There is onre effect of a changed polloy with more emphasls on hou81ng,
‘which we have net déalt with, 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 bevond
this paper to analyse this problem in detail, but as far as labodr, land ‘and
materials are concerzned there is no betier alternatlve uge, The questlon is
more potent, when it ceomes to the allccation of public’and private fubds.

This need hardly be a major concern as long as we are limiting ourseives to
speak about low—cost houses, because the income groups involved would not

have many other investment possibilities open to theit., - Thiug if they increase
their savings for housing it would have to come from their consumption, and _
if they raise other privaté funds for their housirng from mortgage institutions -
it may only be at the expense of more expensive housging. As pointed ouvt
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before, the public funds already allogcated to hou31ng need not be 1ncreased,
but could be spent differently with a pogsible -increase in the dwellings

~actually bullt in tbe ordsr of ten times the present number.

53, In the market for securities there is a strong need for a greater variety

of securities such as mortgages. Lorig an% short term, little and more risk
with corregponding low and high returhs. - '

SUMMARY L - A S : ' ¥

Recapitulation and conclusions

54. Even though the deflnltlon of mortgage market does not strlutly include
the houses builu by the publlc sector, unless a charge is- reglstered thls
part of the hou51ng gector is included to point’ cut the way government and.
local authorities enter the market and influence it through subsidiesland
aetual construction activity. ‘ ' '

i

55. It is pointed out that the common praciice of charging economic rents

. is a very exrensive subsidy considering the opportunity cost which could have

been used to build more houses. Further, subsidids tied to houses are less
effective and more unfair than those given to 1nd1v1duals. :

56. The private housing sector is characterised by moat of the units built

"being ocuitside the morﬁgave'marﬁet becalige low-—cogt housing id still consi-
“dered a poor risk. Thus, even thouzgh rents and returns are high the lowest

income groups have nowhere to obtaln loans other than from friends and money

‘lenders. Thig would still be attractive to them provided they had =z place
to build. Tre idea of site—and—-service schemes is explained as a potentially

much more effective way of generating prlvate resources in the form of - self-
help and cash.

57. The mervgage market needs té'be-encouragedfthrough various incentives
spreading intc the low-cogt housing field, also %o have access to public funds
through a lender of last resort, namely the Central Bank.

58. Subsidiary morigages ougnt to find their righ*ful place in an official
and organized market as well, and a new institution would have tc be set up
if existing private institutions did not take up the challenge of the small
saver~cum~borrower.

59. The effect on cther sectors of the sconcmy of a policy which puts more
emphasls on chanelling resources inwo housing would not be felt to any
appreciable extent, becuase land labour and wmaterials would have no better
alternatlve use.

60.‘ Altogether it is soncluded that the actual amount at present spent by the
the public sector on housing need: not be increased. as long as the plan and

';strategy of implementing the policy chooses the rlght “technical and financial

1ncent1¢es as outllned. ‘The history of 1ncent1ves in housing pollcy has many

E/Edward Nev1n. Central Funds in underdeveloPed countrles ~ lMeMillan and

Co., London, 1961.
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examples of how inoentivés‘defy the overall purpose of increasing the supply
of houses relative to the ‘demand..

Pointg for discussion

é1.  Any part of the paper is, of course, subject tn discussion, even whare
it purports to state facts. But in order to show that it doeg not have ali
the answers, a few points, which in the opinion of the writer, are not
sufficiently clear or have offects more far reaching than suggested are
listed belewi— - :

Te Is it feasaeble t¢ suggest higher incerest for mofe risky mbrtgage loans .
: a) will private instituﬁions find it embarrasing T .
b) will the public institutions find it contrary to poliocy?

Ze Why ars go many incentives in_the'housing field'geared to an increass |
in the demand rather than in supply? S

3. If allocation of plots in a site-and-service scheme ig not done on the

basis of 'ability o develop' will it no+% end up by being a speculative
exernise by the original allottess to the ultimate benefit of people
in. the higher income groups, whe will buy off the plots from the poor-

people, before these start to develop? (

KT The suggestion nf a large scale sale of pubiio housing isrunrealiétic'

on the grounds that there is a: great need for rental accommodations, -
and this is the area where poor pecple are most subject to exploitation
from the private sector, thus the public gector should try to meet the
demands of these poor renters. True or False? _ '



