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FOREWQRD

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

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

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

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

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

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

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

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

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

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

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

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




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

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

Adrica - Kenya, Migeria, the
Urited Republic ol
Tanzania

Asia - India, Pakislan, Sri
Lanka, Thailand

Latin America - Brazil, Colombia.

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

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

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

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

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

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

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

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

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

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

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

private seclors have immense rales 1o pl

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

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

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

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

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

(a] Housing {both urban and rural);

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

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

(d) Building materials;

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




[. REVIEW OF CASE STUDIES

A. Africa
Case study 1. Kenya

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

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

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

{b) Public sactor sources of financing ior
human settlements

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

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

Market Source of finance” Total
sacior

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

al Bources of {inance:

& - Commargial banks

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

D - Insurance companies

E - Cther inancial institutions

F - Co-operatives

G - Employers

H - Relativas

I - Cthar

Sovrce: Government of Kenya, National Development Plan 1989-1993 (Nairobi, 1988).
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Table 2. Kenya, gross domestic product and gross fixed capltat formation in houping,

1976-1983 {£K millions)

1976 1977 1978

1979 1960 1981 1982 1983

Gross 1450 1854
domestic

product ({GDP)

Gross fixed 28N 380 514

capital
farmation
{GFCF otal

GFCF as 200 21.0 25.1

percentage of
GDF

GFCF in 23 27 33

dweliings:
traditional

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

housing as
percentage of
GOP

2050 2272

2632 3039 3349 3809

540 522 725 665 749

23.8 23.6 23.6 196 15.7

40 44 51 24 &3

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

Sewree; Gentral Bureau of Statistics, Gavernment of Kenya

namely, central governmenl and Incal
government. The Central Government derives
ils income from taxes and extemal assistance
sources, and channels il ino the human
sctifements sectar thraugh 1he Ministry of
Langs and Housing {pringinaily {or investment
in low-cost housing) and alher ministries
respansible for ihe refated human sellfements
irrasinucture components. In addilion lo taxes
and external aid. the Central Government also
derives revenue from threa other domestic
sources jused principally for delicit financing),
namely. shor-temn ireasury bills, treasury
bonds and government slocks. The Central
Governmenl, threugh the Nalional Housing
Corparalion, is mainly concerned wilh the
provisian of low-cost houging tar the
low-income groups. Table 1 shows the ditferent
sources of housing tinance for the year 1383
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service chargas, Capilal expendilure on
settlemenis infrastruciure is linanced fr
Igans, principally fromthe Local Govern
Loans Aulharily, as well as from central
government granis issued through the
Housirg Corparation. Local authorilies
raise loans from commercial banks or i
stock to raise lunds. The latter melhod
been used by Mairobi City only, he last
issue of which, amounting to some £K2
al 8.5 per cant inlaresl and for a 15 yea
was in 1978 Individual buyers account
l255 1han 20 per cent of the issue, while
was subscribed by parasiatal prganizati
particular the National Social Security F
Post Oifice Savings Bank znd the Keny
Mational Insurance Fund. Local authoril
anly issue stock whenthe Central Gov
is nol in the market for funds.




