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1. BACKGROUMD AND STUDY PROCEDURE
1. At its twenty-eighth session, the General Assendbly reviewed a report of the

Secretary-CGeneral on criteria governine multilateral financing of housing and
human settlements {A/91€3) which had been called for by the General Asgerbly under
resolution 2998 (XXVII) of 15 December 1972. In reviewing the report, the

General Assembly felt that further study should be made to develop new criteria
governing lending and interest rates for programmes in housing and human settlements
by international finance institutions. The Assembly . thevefore, in its

resolution 3130 (XXVITI) of 13 December 1973, requested the Secretary-General to
underteke, as a matter of vriority, a comprehensive analytical study which would
provide new criterias nsoverning lending and interest rates for housing and human
gettlements by internationsl institutions. It also regquested that the Secretary-
General report to the General Agsewbly at its twenty-ninth session on the
implementation of resclution 3130 (ZXVITI).

2. In irplementing resclution 3130 {X¥VIII), the Secretary-Ueneral has appointed
a senior consultant to assist the Secretariat in this endeavour. The final report
will be completed for subwission to the General Asserbly at its thirtieth session.

3. The present report is intended to inform the General Assembly of the approach
adopted by the Secretary-General in implenenting resolution 3130 (XXVIII) and of the
progregs made as of September 19T4. The CGeneral Assembly is invited to comment on
this approach and to susggest possible additions to or modifications of the issues
whizch have been posed for detailed analysis. These views will be most helpful in
the completion of this task.

L. To facilitate the analysis of possible new eriteria for international agencies
to apply to housing and human settlements, the Under-Secretary-General for
feonomic and Social Affairs sent a2 letter, in May 1974, to the International Bank
for Reconstruction and Development (IBRD) and the regional development banks
requesting their co-operation in mzking the study, including further exposition of
thelr loan criteria originally presented in the report of the Secretary-General
(A/9163), These institutions were also asked for = statement which would explain
in some detail how requests for loan or grant capital for housing and human
settlement projects are processed. (The text of the letter is contained in

annex T.)

5. The African Development Bank (AfDB) and the Asian Development Bank (AsTB)

sent brief replies indicating that so far they have not directly extended their
activities to cover the field of housing and human scttlements; both, however,
expressed interest in discussing the matter with the consultant. AsDB indiecated
that it was already considering entry inte this field, making the study by the
Secretary~General particularly timely. The Caribbean Development Bank replied that
loans for housing and human settlements may be made on favourable terms from its
Special Funds Resources, and that it takes account of the income groups to be
gerved., While it does not anticipate meking sny new poliey changes to favour
housing and human settlements, its staff will be available for further discussica

with the consultant.
/
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6. Fairly extensive written responses to the letter of the Under-Secretary-General
have been received so far from IRRD and the Inter-American Development Bank (TADB).
IBRD said irn a letter dated & June 1974 that its policies on loans for housing and
humen settlements were s3till essentially the same as presented in the Secretary-
General's report to the Ceneral Assembly at its twenty-eighth session (A/9163).

But the letter also indicated that social factors were now receiving increased
emphasis, (The text of the IBRD letter is given in ammex II.) A discussion of
how these factors are being applied, with new or modified criteria, to cne type of
human settlements project is contained in "Sites and services projects”, an ,
internal IBRD document dated 12 April 1974k, In evaluating potential sites and '
services projects, TBRD recommends that its analysts consider not Just the
traditional financial criteria but alsc non-monetary or social benefits from
"expenditures on community services such as schools and health dispensaries
included in the project”, i.e., "the effectiveness of the project in meeting
accepted sceial needs at a reasonable cost'. In addition, “the provision of
employment is usually one of the main objectives” of these projects. "The analysis
could be further extended to consider secondary employment creation, e.g. in the
building materials industries. Adeguate information for such an analysis /however/
generally does not exist.’

1. TADB also indicated that it is giving considerable weight to a variety of
social factors, as well as to traditional economie criteria, in its consideration
of requests for assistance to houzsing and human setilements. It noted: "Most
projects approved by the Bank in the areas of housing, sewerage disposal systems,
potable water, urban roads and in some cases projects for electric energy, markets,
and slaughterhouses, are financed through the Fund for Special Uperations.
Although these projeets are not treated preferentially within the Fund for

Special Operations, the regular terms and conditions for the Fund are preferential
in themselves, depending upon the developmental status of the country.” {The full
text of the TADB letter is contained in annex III.)

8. During the ccurse of the study, it is planned to visit officials of IBRD, the
regional development banks, the United Nations economic commissions and & number
of Government agencies for detailed discussion of the issues presented in

section II below.

g, Discussions have already been held with the Economice and Speial Commission for
Asia and the Pacific (ESCAP), 1/ AsDR, and Government housing agencies in Japan

and the Philippines. The discussions at ESCAP in Bangkok were concerned mainly
with the loan criteria of international agencies. HS8CAP officials stressed the
importance of obtaining a significant level of domestic participation in any
housing and human settlements project involving internaticnal assistance, as well
ag the vroader need for an over-all domestic policy regarding urban development.
Other issues considered were the priority attached to clearing or upgrading slum
settlements , the limited capacity of low-income ncuseholds to pay for housing, and
the need for special approaches in rural areas.

@

1/ Formerly called the Economie Comnission for Asia and the Far East
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10. At AsDB in the Philippines, the discussions centred on the reasons underlying
the Bank’s historical policy of avoiding direet involvement in the housing and
human settlements sector, the factors now prompting the Bank to reconsider this
policy, and alternative strategies for developing a new loan vrogramme in this area.
Bank officials expressed the view that the Secretary-General's study was most
cpportune from their standpoint and should greatly facilitate their entry into the
housing and human settlements sector,

11. In order to make the visits %o Asia, Africa and Latin America as productive
as possible, and in order to solicit information and sugpestions from many neople
around the world who cannot be interviewed personally within the available budget,
a wide variety of relevant issues have been identified. These issues, which are
summarized in section IT, ferm the principal basis for the continuing work on
resolution 3130 (XXVITT). The General Assembly's views on the scope and content
of these issues would help to direet this work so as to achieve the aims and
cbjectives of the resolution.
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II. 1ISSUES TO BE ANALYSED IN THE IMPLEMENTATION OF
GENERAL ASSEMBLY RESOLUTION 3130 (XXVIII)

12. With regard to new criteria for financial assistance for housing and human
settlements, the analysis carried out by the Secretary-Ceneral sc far has determined
that a large number of specific issues need to be investigated in order to

formulate recormendations which are both potentially effective and likely to be
implemented. The issues are raised, at least indirectly if not directly, by General
Assembly resolutions 2998 (XXVTT), 2999 (XXVIT) of 15 December 1972 and

3130 {XXVIIZ). In resclution 2098 (XXVII), the General Assembly recommended "that
all development assistance agencies such as the United Nations Development Programme
and the International Bank for Reconstruction and Development should in their
development assistsnce activities ... give high priority to requests from
Governments for assistance in housing and human settlements'.

13. BReferring specifically to IBRD, the General Assembly, in resolution

2998 (XXVII), recommended (a) that the Bank should provide funds on terms and
conditicons which fully reflect the unique nature and characteristics of housing and
related investments; (b) that in establishing criteria for eligibility for loans
under more favourable terms and conditions, the Bank should take into account, in
addition to economic and monetary criteria, such critical socio~economic factors as
levels of unemployment, rates of urban growth, population density, and the genéral
condition of the housing stock in the developing countries; and (c) that as a matter
of priority the Bank, in agreement with requesting CGovernments, should implement

its stated policy of providing seed capital loans on favourable terms, taking into
account the recammendaztions in (b) above for the establiishment of domestic financial
institutions and organizations to mobilize and allocate capital for housing and
related investments,

14, In resolution 3130 (¥XVIIT), the General Assembly broadened these
recommendations to cover cother international institutions hkesides TBERD., It called
for 'new criteria governing lending and interest rates for housing and human
settlements by international institutions", and recommended "that any new criterisa
should also be applicable in principle to any institution or arrangement emanating
from resolution 2999 (XXVII)} or from any other action by the General Assembly
regarding the financing of housing and human settlements™.

15. The establishment of useful new criteria to guide international agencies must
avoid being so detailed as to ignore variations in relevant conditions in different
countries or at different times. On the other hand the criteria should not be so
general as to be operationally without content. The objective of the Secretary-
Genersl, in making this study, is to establish guiding principles that have clear
operaticnal implications while allowing flexibility in implementation. Full scope
must be sllowed, furthermcre, for trade-offs between various desired features of
projects, since it cannot be expected that many projects will be desirable in every
respect.

16. The following sections present in summary form the specific issues which are
to be studied in depth and on which the Secretary-General's recommendations will be
based.

[ees
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A. Volume, terms and conditions of loans

17. The central issue with which this study is concerned is how to obtain both a
greater volume of lecans for housing and human settlements by international

agencles and more liberal terms for these loans. In deciding on the volume, terms
and conditions for loans and other forms of assistance, international lending
agencies generally have considered two btroad areas - the notential contribution of
a preoposed project to the borrowing country's econcmic develompment and the country's
abllity to repay the loan, with sufficient interest to cover the lending agencies
own costs of raising capital and administerins the lcans. Typiecally the agencies
have locked mainly at a projeect's ability to increase the country's exnort earnings
or to reduce its expenses for imports. thereby improving its balance of payments
and its ability to repay the loan in a hard currency.

18. Several lending agencies, however, have recognized that manv developing
countries will need many years of hasic investments in infrastructure and labour
training before they will be able to improve their halance of payments
significantly. At present, a limited proportion of funds made available by the
international agencies is provided on favourable terms . that is, at interest rates
well below the market rate (or with no interest charge) and with longer grace
periods and repayment periods than are allowed for conventional loans. Put this
volume 1s insufficient even for the needs of those countries now cconsidered
eligible - generally those whose credit worthiness does not allow berrowings at or
near markxet rates. Furthermore, if a country is not elizible for the one and only
combination of concessicnary terms which several of the agencies make available,
then it usually must accepht the conventicnal terms in their entirety.

19. It must be recognized, of course, that it will not be easy for the
international agencies to increase the volume of loans for housing and human
settlements or to make such loans on more favourable terms than they do at present.
To increase the volume of loans they must either reduce the velume made to the
other sectors, which are also of great importance for economic and social
development, or increase the total volume available for all the sectors. While the
latter npossibility is greatly to be desired, the agencies are limited in their
ability to do so by themselves. For the most part, they can do so only by
borroving in the world money markets and paying competitive rates of interest, which
are tco high to be passed on to many of the developing countries. It is to be
hoped that the present study will encourage the richer countries to make available
a greater volume of loan funds on concessiocnary terms which the international
agencies can use in substantial measure for housing and human settlements projects.
But whether or not any substantial increase in funds is made available on
concessionary terms to the international agencies, the agencies. together with the
Governments of the borrowing countries, should explore ways of getting additional
leverage from the volume of funds currently available.

20. As an exemple, countries which do not quite qualifyv for the current combination
of favourable terms might be allowed to borrow part of their needs cn favourable
terms and the other part on the regular terms. obtaining an average in between the
two extremes now offered. As another approach, a programme has been proposed for
one developing country whereby the Govermment, with financial assistance from

/en.
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international agencies, would buy undeveloved land on the fringe of the urbtan
areas, provide the services nesded for residential and other uses, and then sell
the land -~ earning for itself much of the profit from land develovnent that now
goes to vrivate sveculators. The profits would be used to pay the debt service on
a new bond issue. the proceeds of which would be lent as seed capital for new or
exprndad housing finance institutions, such as co-ovneratives and savings and

loan associations. A variety of other combinations of financing technimues are
being explored in the study and will be discussed in the final report.

2l. Jwmong the specific questicns on the volume and terms of leoans for housing and

human settlements, for which the study is seeking further information, are the
following:

(1} How should the interest rates charged by Iinternaticnal amencies he
determined? Can the agencies reduce rates without curtailing the volume of
available funds? Should the agencies attempt to make interest rates as low as
possible, or the volume of assistance as large as posasible?

{?) Under what circumstances is it useful or approvriate for international
apencies te provide assistance in the form of loan guarantees rather than leoans?

(3) Tn what ways should the volume, terms or eonditions of international
assistance be affected by the balance of payments and debt-servicing capacity of
the recipient countrv?

(4) Should dinternational agencies supvort and/or particinate in projects
dasigned to increase the flow of rrivate capital to the housing and hunan
gettlements sector, such as mortgage Ingurance., secondary nmortgage markets,
interest rete subsidies, guaranteed mortmare bonds and the 1ike?

[ols

. Before the international agencies railse the priority now given to loans for
housing and human settlements, it will be necessary to provide them with
persuasive evidence of the useful role which a grester velume of lcansg and more
favourable terms for this sector can play in & country's development. Previous
studies by the United Nations have identified several specific aspects of housing
and human settlements which seem particularly appropriate for financial and
technical assistance by international agencies. These include the following
subjects:

(1) Assistance to national Govermments “to undertake the analytical,
svaluative and preparatory work necessary’ for the successful implementation of
any programmes of institutional development in this field:

(2) Help in establishing and supporting national savings and credit

institutions and increased asssistance to the building mraterials and construction
industries:

/o
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(3) The establishment and sunport of “land develorment corporations which
would acquire, develep and sell or leasge land for appropriate urban uses'-

(L) Research in the “economics of urban development and the economic and
social role of urban centres in the process of rational development training
programmes should include hoth urban economics and municival and housing finance':

(5) Technical assistance dealine with financial and "non-financial aspects
of housing, building and planning which lead to provosals for further investment”:

(6) Alleviation of "the shortage of trained management and operational
gtaff ... in the field of finance” for housing and human settlements:

(T} Provision of “a regmional secondary markect system for meortgages and other
housing related securities’; and

(8} The essential import components of nrojects in the housing and human
settlements sector. 2/

23. This study is examining these and other related asvects of housing and human
gettlements to determine the conditions. or stazes, of development in which
increased surport for each of the aspects is most important. The related
socio-economic issues are surmarized below in four sroums: (1) indirect effects
of investments in housing and human settlements; (2) rural-urban migration and the
growth of cities and souatter settlements: (3) movernment institutions and
administration: and (4} the distribution of benefits amons the porulaticn.

1. Indirect effects of investments in housing and human settlements

24. The potential benefits of international assistance in the feregoing areas to

a country's socio-economic development are much the same as the benefits from
locally financed investments in housing and human settlements. As discussed in
previous studies by the United Nations, other agencies and individual scholars,
these include not only the direct benefits to the occupants of new or improved
housing and human settlements and the direct employment of construction workers,
but alsc 2 wide variety of indirect benefits. same of which are not easily measured
in econemic terms. These include (a) on-the-job upgrading of the construction
workers' skills and training of new entrepreneurs for the construction industry:
(b) improvement of the occupants’ health, vhysical nroductivity and ability to study
at home; (c) mobilization of saving by individual households; and (d) develcrment
of new technologies appropriate to the local conditions. The direct and indirect
benefits of investments in housing and human settblements are considered =o
important by one country - Colombia — that it has made the housing sector one of
the three pillars of its economic develomment nrogramme, along with apriculture and

G

exports. A few important aspects of some of the indirect benefits are as follows.

25. The residential construction industry generally has a high ratic of
employment to capital and thus can preovide work with a relatively small input of
gearce capital. It furnishes the mest readily available jobs for rural migrants
to cities and offers opportunities for the acguisilion of skills which form the

2/ See Proposals for Acticn on Finance for Housing, Building and Planning
(United Nations publication, Sales No.: E.73.1V.L), part one.

/...
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basis for increased income and improved levels of living. Residential buildiang can
call on the vast under-utilized human rescurces, which are typical of low-income
countries, and can empley them at minimal social cost, because there are so few
alternative uses for them. This is true especially if a deliberate effort is made
to use labour-intensive techniques involving a maximum of unskilled or semi-skilled
workers. It is a common cobservation that many newcomers to the cities in
developing nations are forced into fringe activities, or even illegal ones, which
do not lead fo stable occupations payins higher wages with more experience and
which contribute little to sustained economic growth or may even be antisceial. 1In
contrast, employment in housing construction provides opportunities for newcomers
tg the labour force to learn work discipline and to develop new skills. The learning
process is even more effective if on-site trainineg is combined with systematic off-
site instruetion. Construction werk also can help develop building entreprensurs
and skilled construction managers, as it has traditionally in the more advanced
nations. ;

26. Measures to increase housing production, especially the building of moderately
priced homes, may serve to foster consumer szavings which otherwise would not

occur. Thus, they may help to promote the disciplined, systematic thrift that

is required for capital formation, an important conditien for economic develonment.
Pegnle of moderate income in develoning nations where the saving habit is not yet
firmly established are more likely teo forgo ourrent consumpticon if they are
encouraged to save for a specific objective = whatihe Germans call Zweckspvaren.
Home cwnership (which may also take the form of condominium or co-operative
ownership) seems to rank very high among consumers' savings goals. Several
develowing uations, notakly in Latin Amexica, have already adopted saving-for-
housing programmes, rainly throush the establishment of savings and loan
associations. This evperience confirms the expectation that the encouragement of
thrift for the express purpose of home ownership tends to generate new savings,

at least in part.

27. UNew savings generated by housing programmes may talke several forms. First,
housing projects of the "self-help” type, usually designed for low--income
households, typically involve direet labour imnuts in the constructicn and
improvement of dwellings {"sweat eguity”)}. Such savings involve direct investment
in housing capital. Secondly, households with access to housing loans will save in
financial form to accumulate the down peyment reouired to qualify for a loan, and
later they will save on a regular and sustained basis to repay the loan. This type
of gavings is most likely to gemsvate a savings habit that will not be discarded
when the immediate aobjective of repaying the home loan is achieved. Thirdly, to
the extent that better housing is associated with higher mroductivity, it will lead
tc higher incomes and greater savings capacity. These possibilities suggest that
while new savings associated with housing nrogrammes are directed in the short run
to investment in dwelling units, over the long run such programmes may expand the
volume of savings available for other types of capital investment, thus
fawilitating the general develcpment bprocess,

28. UNew dwellings in most developing countries can be built with a minimum of
imported materials and equipment. Hence, expanded constructicn need not make

R
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sizable inroads intc the balance of payments while mary other investments in
nhysical capital do. Although installations for water supply and waste disposal
may rvequire large imports in countries where domestic steel mills or clayv product
industries do not exist, the production of nipes is a relatively simple, easily
organized process: a technolegy can be developed in many cases that would use
local materials.

29, In order to determine the conditions in which investments by international
agencies can generate the greatest direct and indirect benefits, the study is
investigating the following gquestions:

(1} How should international agencies assessing proposed projects in the area
of housing and human settlements estimate soeial rates of return for those
projects as a guide to allocating funds? What types of social benefits and costs
are most important and how can they be measured for use in guiding loan policy?

(2) What sorts of projects can most effectively emnleoy labour that would
otherwise be unemployed? What sorts of policies as to project implementation will
maximize the net employment impact of the project?

(3) To what extent should priority be given to projects that would generate
new knowledge regarding techniques of construction or of community-building?

{4) What sorts of policies will maximize the new savings ovrovided by
cecupants of new residential projects? To what desree can the creation of new
financial institutions or the modification of existing ones help to increase
these savings, as opposed to diverting existing savings from other uses? How
should the effectiveness of new financial institutions be measured?

2. Rural-urban migration and the growth of cities and squatber settlements

30. Developing countries typically experience not only a high rate of population
growth, but also a vast redistribution of people. Usually there is a massive
movement from the country or small towns to the cities, often to one or a few large
urban areas. This movement represents a "pull’ to the vplaces where the job
opportunities associated with economie growth are concentrated, as well as a "push”
resulting from under-employment in rural regions. Urban grewth caused by migration
is reinforced by the natural increase of city nopulations which typically is almost
as high as the extremely high natural increase in rural areas. Rapid

urbanization may lead to poor or rzkeshift housing, lack of sanitation,

inadequate transportation and insufficient schooling facilities- to little or no
plamning of the lecations of housing, jobs, and public facilities: and to social
tensicns and other problems that slow the vace of economic develomment by
retarding growth of labour productivity.

31. According toc all available evidence, most if not all developing countries have
been unable to produce adequate housing in sufficient quantity to keep pace with
total or with urhan vopulaticn growth, nor are they adequately geared to meeting
the needs of prospective growth. The enormous increase of soquatter settlements in

/oo
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the cities and on their fringes is a telling indicator of this condition. Squatter
settlements and slums now provide shelter of sorts for one third to one half of the
ropulation in mest urban areas of the developing world,

32. The disciplined work force required for expansion of industrial, commercial and
tourist-serving activities does not develop in an environment where parasitic
diseases are endemic, where transportation is unrelizble, where new city dwellers
tend to be disoriented, and where workers do not possess the rudiments of basice
education. Hence, investment in housing and urban infrastructure may be needed to
optimize the total social return on other investments, including both economic and
non-economic benefits and costs.

33. In view of this situation, the study is seeking additional information on the
following questions:

(1) How can countries reguesting international funds be assisted in developing
their national programmes to influence the growth and location of human
settlements?

(2) To what extent should priority be given to (a) projects that are part of
an integrated programme of urban development; (b) projects that are
essential to industrial or agricultural development; and (c) projects that
forestall or prevent unplanned slum or squatter settlements?

3. Government institutions and administration

34k, In the past, some internationally assisted projects have been conceived and
implemented mainly by the international agencies invelved, with limited participation
by the Governments. In recent years, however, increasing emphasis has been placed on
direct participation by the Governments in both the development and the operation of
internationally-financed projects., The international lending sgencies should, and

to some extent already do, consider whether an applicant for asgistance has an
institutional structure zsnd administrative procedures that will allow the project

to be successfully carried out and how well the country’s existing institutions have
carried out previous projects ané served the population groups they were intended

to serve. It is not at all cbvicus, however, what the appropriate course of action
for an international agency should be when a propeosed project appears highly
promising in itself but the country requesting aid does not have the institutional

or organizational framework needed to implement it  effectively, including operation
and maintenance of the completed project.

35. A number of new or modified types of institutions for the financing and
development of housing and human settiements have been developed both by national
Governments alone and by international agencies in co-operation with some
Governments. There are a number of guestions concerning these new or medified
institutions which the study deems espeeially important to answer in order to
provide guidance and encouragement for additional investments by the international
agencies, Such gquestions inelude, inter alia:

/on.
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(1) How can international agencies ensure the optimum degree of participation
by the borrowing country both in construction projects and in the
development of new institutions?

(2) VWhat are appropriste allocation devices for the selection of occupants
for assisted projects?

(3) Does provision of seed capital to financial institutions promoting
savings and hcome ownership tend to have a greater effect on domestic
savings accumulation and house construction, per dollar of assistance,
than direct support of construction projects?

(L) How can private and co-operative financial institutions, such as savings
and loan associations and savings banks, complement govermmental direct
lending agencies (housing banks)? What is the most effective way in which
central Government finance agencies can promote and support institutions
speclalizing in the financing of housing and human settlements projects?
How can the effects of severe inflation be dealt with, both by
internaticnal lending agencies and by national Governments?

(5} To what extent should priority be given to projects that generate new
knovledge regarding institution-building?

L, Distributiocn of benefits among the population

36. The issues cited in the previous three sections are mainly related to the
concept of efficiency, that is, to obtaining the greatest total benefits, net of
costs, from whatever level of investment is made in housing and human setilements.
But they do neot directly address the issue of how these benefits should be
distributed among the different segments of the populaticn. This broad issue
includes a number of subsidiary issues regarding subsidies, standards and
preferences.

37. Loans by international agencies for housing and human settlements can be used,
by granting them on favourable terms, as a means of redistributing income from
wealthy countries to poor ones and, within any country, as a means of increasing
the share of national income received by lower-income families. Loans for other
economic sectors such as industry, sgriculture, long-distance transport, etc., can
also serve to redistribute income between countries, and between families within
countries. But loans for housing and human settlements are particularly appropriate
for this purpose, since they can be directed to specific locations and, through
regulation of costs and physical standards, can be directed to the desired income
Eroups.

38. ©Subsidized housing represents an indirect but useful method of modifying the
highly unequal income distribution in most developing nations. Income disparities
may be narrcowed by various direct means such as more progressive income taxes and/or
increased welfare payments to the poor. However, income redistribution through
subsidized housing has some positive effects in the early stages of economic
development that are not obtained through money transfers. Better housing is a

/oon
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visible and direct demonstration of potential consumer benefits from economic
growth at & stape of development when such benefits are not always apparent.
Improved housing can therefore act as a spur to greater effort, raise people's
motivation, and foster a spirit of pride, especially if it involves home ownership.

39. The major problem with a significant subsidy programme is, of course, how to
obtain the subsidy funds. A related problem is the choice of the physical
standards, or guality, for the varicus elements of the projects. The main issues
are, who should choose the standards and how high should +the standards be,
recognizing that higher standards aimost always imply higher costs. In typical
government-assisted housing projects, in both the developing and the developed
countries, relatively high standards have been recommended by professional plannpers
and moderately high standards have been achieved by the hcusing development
agencles. But the ceosts have been so high that low-income families could not
afford the necessary rents unless the housing was heavily subsidized. In many
countries, both developing and developed, the Governments have not been willing or
able to provide the massive subsidies that would be needed to finance "good' or
even "adeguate' housing for most of the low-incoms families. Typicslly, a few
low-income families receive large housing subsidies while the majority receive
little or nething.

40. In recent years, this planning and development procedure has begun to change in
two related ways. First, some planners are making efforts to base their
recommendations for standards more on direct chbservation of, and interviews with,
the population groups to whom the standards are supposed to apply. Since most
professional planners come from relztively wealthy backegrounds, their own ideas
about what is reguired for adeguate housing often has not reflected some of the
major concerns of their “client” population, Secondly, the high cost of "good”
housing and the inequity of having enough of it for only a small share of the
low-income families have led politicians and planners to look instead for ways to
provide "minimal” housing services to as many people as possible. These ways now
include a wide variety of self-help housing programmes and the so-called “site and
service’ programmes, under which housing sites are mede available with basic water
and sanitation services to a large number of families who are allowed to build
almost any kind of temporary housing on the site, From the experiences observed in
many sguatter settlements, it is expected that most of the families will gradually
improve their houses, by varicus combinations of gelf-help and contract
construction, until they are adeguate or even "good" by middle class standards.
The key to their motivation is the sssurance that the sites have at least the
minimal services and the families will be allowed to remain on these sites and
receive the benefits of whatever they build. Simultaneocusly, the Government nay
gradually increase the number and gquality of services provided - electricity,
raving, refuse collection, and community facilities, such as clinices, schools,
ete. - as more government revenues become availabie.

b1, The study is investigating the following issues in this area of income levels,
subsidies, standards and preferences:

{1} How can international assistance in the area of housing and human
settlements be directed towards the lower-income househclds of
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developing countries? Is it appropriate to allow programme participation
by higher-income households if this can result in greater benefit, through
discretionary pricing, to lower-income houscholds?

How should the physical standard and monetary cost of housing provided in
assisted projects be determined? sShowld this standard be related to the

total housing resources available in the country; to the total number of

households requiring assistance; to current local standards?

Within the constraints imposed by the need for some degree of
standardization of design, for production efficiency, for meeting
public health reguirements and the like, how can project planning most
effectively incorporate the real preferences of potential occupants?
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IIF. TFINAL REFORT

42, In the final revort, the issues presented in szction IT above will be

analysed in considerable detail, based on analysis of the discussions with
international agencies and naticnal housing finance institutions and of the

written replies to the questionnaire aznd on any sdditional material deemed

necessary by the Secretary-General. The final report will he prepared for
submission to the General Assembly at its thirtieth session. It will contain an
analysis of current policies and criteris of the international agencies and
recomendations of new criteria whiech the Secretary.Ceneral firds worthy of adoption
by the international agencies. The report will nresent the case for giving higher
priority to investmwents in housing and human settlements and will describe and
analyse the policies that have actually been followed by the aszencies., Since the
involvement of the international agencies in the financing of heousins and human
settlerments has been limited to date, the scope of the analysis of past and present
criteria will be guite broad, to cover seneral institutional policies that may

have implications for their involvement (or lack of involvement) in financing housing
and humzn settlements. The report will cover lending policies of the agencies - in
areas other than housing and hunan settlements - that may be relevant in determining
the policies that might be adopted if the scope of activity were broadered into the
housing and human settlements area.



A/9T90
English
Annex I
Page 1

ANNEX I

Letter dated 17 May 1974 from the Under-Secretary-General for Economic

and Social Affairs to the International Bank for Reeonstruction and

Development, the Inter-American Development Bank, the African

Development Bank, the Asian Development Bank, the Caribbean Development
Bank and the Central American Bank Tor Leonomic Intesration

At its last seasion the General Assembly reviewed a report prepared by the
Secretary-General entitled "Criteria governing multilateral financing of housing
and human settlements”. That report had been prepared in connexion with General
Assembly resolution 2998 (XXVII) and contained a summary of information on the
lending policies and practices of international orgenizations in this field. This
was based on information supplied in response to my letter of 3 April 1973. A
copy of that letter and report (A/9163) are attached for your information.

On reviewing the report, the General Assembly came to the conclusion that it
did not deal sufficiently with the criteria governing loan policy and interest
rates and showed "no evidence of the identification or establishment of new
criteria ...". The Assembly then adopted a new resolution on this subject
3130 (XXVIII) which is alsc enclosed. In this resoluticn, the General Assembly
calls upon the Secretary-General to undertake as a matter of priority a
comprehensive study "whieh would provide new criteria governing lending and interest
rates for housing and human settlements by internatiomal institutions'.

The resolution, when taken together with the Assembly's discussion on it,
clearly calls for some recommendations from the Secretary-General on nev criteria
for international lending in this field. Since this would be a futile exercise if
undertaken without the co-operation of the institutes concerned, I would very much
wishh to have the benefit of your thoughts on this point.

We are proceeding with the study and to assist us in this undertaking we have
engaged a consultant: Professor Jack Guttentag of the University cof Pennsylvania.
In the course of this work. Professor Guttentag and his associates will be making
personal visits to each of the internmational finance institutions. Your
co-operation and assistance in facilitating this part of the research would be
greatly appreciated.

In the meantime, it would be helpful if your organization cculd begin to
prepare additional information which responds to the cbjectives of General Assembly
resolution 3130 (XXVIII). For example, if you feel that your loan criteria were
not adequately covered in document A/9163, it would be helpful if you could
provide a short statement which explains in some detail exactly how loan or grant
capital is made available for housing and human settlement projects. This might
include responses to such guestions as:
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1. Are they treated as any other loan request or do they receive any
special consideration with respect to interest rates, repayment term or
other costs of borrowing?

2. How do you determine what percentage of your available rescurces should
be allocated to this sector?

3. What economic and sccial factors are taken into aceount when evaluating
a loan or grant request for projects in this field?

L, In view of the inecreasing interest of developing countries con the issue
of improving hcousing and the physical environment of human settlements, do
you foresee any changes in your present poliecies and lending criterial?

5. For what purposes do you believe externsl capital can be most effectively
used to improve housing and human settlements in developing countries?

It would be greatly appreciated if we could have an early reply to these
guestions together with any other comments you might wish to make regarding the
present and future criteria governing lending activity in this field. T would
suggest for this purpose a target date of 15 June 1974. Once we have your initial
replies in hand we can prepare a more specific framework on which to proceed, In
the interest of time it would be helpful if you could indiecate in your reply a
person or office with whom we can communicate directly on specific points.

{8igned) Philippe DE SEYNES
Under-Secretary-General
Department of Economic and Soeial Affairs
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ANNEX 1T

Letter dated 6 June 197L from the Director, International Relations

Department , International Bank for Reconstruction and Development/

International Development Association to the Under-Secretary-General
for Economic and Social Affairs

I refer to your letter of 17 May 1974 (Ref: 850 1Lk (L7)) to Mr. McNamara
regarding the Secretary-General's study on criteria governing multilateral financing
of housing and human settlements.

We will gladly see Professor Guttentag. I suggest that he give us some advance
notice of his visit so that we can make the necessary arrangements to make it a
fruitful one.

In our letter of 1 June 1973 to you, we referred in some detail to the Bank
Group's activities related to human settlements. We wish to add only that since
that letter was written the Bank Group has continued to give attention to projects in
this field. The following are some examples of such projects,

An $11 million Bank loan and a $7 million IDA credit to Tunisia will help to
support preparation of a long-term plan for the future development of Tunis and to
meet immediate needs for public transport; in Tran, a $42 miliion Bank loan will
strengthen public transport; and a $35 million IDA eredit is to help the
rehabilitation of Calcutta, including the provision of water supply, sewerage and
drainage, roads and traffic improvement, garbage disposal, envircnmental hygiene
and housing.

In Jamaica, a $15 million Bank loan will assist a project designed to bring
self-help housing and essential community services to lower income groups; 6,000 lots
at different locations will be provided with individual water, sewerage and
power linkages, and families will receive technical advice in building their
dwellings; existing squatter settlements will be up-graded by bdringing basic
utilities and community facilities to a total of 2,750 households, In Brazil, the
construetion or improvement of water and sewerage facilities in about 31 cities will
be assisted by a $36 million Bank loan. In the United Republic of Tanzania, a
proposed IDA credit of $8.5 million will help finance a sites and services project
which will include new sites, squatter improvements, community facilities and house
construction loans.

In your letter of 17 May 1974, you ask five questions abcut the Bank's poliey
concerning the financing of housing and human settlements., The material on Bank
policy contained in document A/9163 (annex IT, pp. 16 and 17} should be read in
conjunction with the following answers to the questions you have now put to us:

1. Housing and human settlements projects are treated in the same way as
projects in other sectors. The criteria to which reference is made in the first
paragraph of the section on policy (A/9163, annex II, pp. 16 and 17) still
apply. The Bank representatives at the sessions of the General Assembly in

1972 and 1973 explained in some detail the Bank policies in these respects.,
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2. We do not set aside a percentage of our resources for this or any other
gpecific sector. The Bank lends on the basis of the needs of a particular
country at a particular time. IDA credits to countries eligible for IDA
tinzneing are, of course, limited by the availability of IDA's rescurces.

3. In considering financing for projects in the fields of housing and

human settlements, we take into account the pricrity of the projects within
the context of the country's economic and social development and its
development plens. The factors considered include, in addition to cost-
benefit relationships, the population affected, poverty, avallability of
resources, ete., those to which reference is made in operative paragraph 3 of
General Assembly resolution 2698 {XXVII), i.e., levels of employment , rates

of urkan growth, population density, and the general condition of the housing
stock in the developing countries. The attached document, "Sites and services
projects”, will indicate the type cof factors taken intc account.

L,  As to policies, we believe the Bank's approach in this field tc be

both flexible and innovative and that it is In fact responding to the
increasing interest of developing countries in human settlements. This is
exemplified by the "Sites and services" projects, described in the document
mentioned above, which the Bank has been financing over the last two years or
so and of which the most recent examples are an IDA credit to the United
Republic of Tanzania and a Bank loan to Jamaica.

It has, however, to be Torne in mind that requirements for financing
in those fields are staggering and that investments do not have a built-in
repayment potential in the way of import savings. For most countries, to
incur foreign debt to cover more than a srell portion of their housing
requirements would rapidly restlt in incressing their already serious external
debt service problems. The constraints on the Bank's efforts to deal with
the critical world-wide shortage of adequate shelter have led it to
concentrate on low-cogt, labour-invensive solutions involving mebilization
of local resources.

As to lending criteria, the terms of Bank leanz, in so far as concerns
interest, are uniform regardless of the project or of the sector involved.
However, flexibility is possible in respect of repayuent schedules and
periods of grace. For each sector and project, these terms are determined
by taking intec account the particular project characteristics and this, of
course, applies fully to housing and human settlements projects. All IDA
credits are made avallable on standard terms.

It is well to note that the terms of Bank loans and IDA credits do not
automatically determine the terms of lending to the ultimate borrower.
They are only one of the factors taken inte acecount by the Governments and
intermediary institutions to which the loans and credits are made and through
which they are channelled. Among the other relevant considerations ars the
prevailing interest rates in the local market, the need tc maintain the
financial viability of local lending sgencies and the Government's position
on the guestion of whether and to what extent housing should be subsidized.
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Thus, although there is uniformity in the charges made by the Bank and IDA,
the cost to the ultimate borrower varies from country to country.

5. As indicated above, it is illusory to pretend that any present or
foreseeable amount of international aid can provide more than a small portion
of the resources required to meet even the minimum housing the other human
settlement needs for the increasing populations in the less developed
countries. In these circumstances, we believe that external capital can best
be used in the financing of innovative vrojects with a clear demonstration
effect and with emphasis on urban infrastructure rather than on housing
construction proper. International seed capital for institutions to mobilize
domestic resources can have some impact and the International Finance
Corporation has indicated its willingness to provide such capital,

The above are initial reactions to the questions you have raised. We will be
to disecuss these matters further with Dr. Guttentag at his convenience.

You asked that we provide you with the name of a staff member with whom you

can communicatbte directly on specifiec points. Such communications should be
addressed to Mr. Harold B. Dunkerley, Senior Adviser of the Bank's Transportaticn
and Urban Projects Department.

(5igned) Michael L. HOFFMAN
Director
International Relations Department
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ANNEX ITI

Letter dated 7 Ausust 1974 from the President of the Inter-American
Development Bank to the Under-Secretary-General for Fconomie and
Social Affairs

I am writing this letter in response to your request of 20 May 19TL for
comments on the recent UNEP study, "Criteria governing multilateral financing of
housing and human settlements" (A/9163), Please accept my apologies for the
delay in respcnding. However, given the importance which the Bank places on
matters relating to urban development, I felt it was necessary to undertake some
stalff consultation befeore formulsting my response.

With respect to your request for collaboration in the research being done by
Dr. Jack Guttentag of the University of Pennsyvlvania, please inform Dr. Guttentag
that the facilities of the Bank are at his disposal. T would recommend that he
contact Mr. Alfred Wolf, Program Advisor in nmy office. Mr. Wolf can make the
necessary arrangement to enable Dr., Guttentag to meet the staff members of the
Bank concerned with the various aspsacts of urban development.

Turning to the balance of your request, I would like to preface the more
specific comments with my view, reflected in recent public statements I have made
on this subject, that the broad renge of problems related to human settlements
within the region should be treated with serious consideration by the Bank. We
are prepared to appreoach this matter in the future, ss we have in the past, with
an innovative spirit and we are determined to act in such a way so that our
cc-operaticn will have an important significance within the efforts that have

been made in Latin America to achieve an orderly and rational growth of the
cities.

More specifically, I have enclesed a copy of the Inter-American Development
Bank policy on urban development. Although the text of the policy iz self-
explanatory, allow me to point out a few of the more salient elements of that
velicy.

Although housing, or what is referred to in the above-mentioned UNEP study
as "centres of living”, is an important element of the urban development problem,
the emphasis of the Bank's poliey is to consider the multiplicity of developllent
needs within the urban space. As stated in the Bank policy document on urban
development, investments in these fields by the Bank will be made wherever possible
as compcnents of integrated urban development plans rather than as isolated or
nroject-oriented activities. Despite the problems which have been encountered in
making this poliey a reality, the Bank feels that it will be more benefiecial to
identify and resolve the basic causes for deficient urban development rather than
simply treating the most visible and superficial manifestations of those problems.
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Ir carrying out this policy, it is clear, as was also pointed out in the UNEP
study, that the external co-operation in the field of urban development from
agencies such as the Bank is necessarily residual in relation to the effort which
the individual countries will need to make. External co-operation cannot finance
evenl & small part of the existing demand in this area. Therefore, to achieve the
maximum impact, the assistance of the Bank must be given con the basis of selective
criteria with the following objectives in mind:

(a) The demonstration effect should be the highest possible so that the
experience can be useful in other applications for other areas;

(b) The project should be catalytic in mobilizing both internal and external
regsources from other institutions. The mobilization of internal resources is
especially important given the relatively low component of imported goods and
services needed for most urban development programmes. In this respect the
Inter-American Development Bank has already had some experience through our
technical co-operation programme in assisting member Governments to mobilize
national resources for the purpose of urban development. One such programme for
Brazil is described in detail in the text of my speech at the Urban Development
Symposium in Rio de Janeiro last year (see page 12 of text attached).

In addition to assisting financial institutions I would also like to point
out that the Bank policy on urban development is strongly oriented toward improving
and strengthening local and national institutions responsible for planning and
administering urban development and assisting the member countries to incorporate
into national plans the priority requirements of urban centres. Furthermore, the
Bank's external assistance can be used for technical as well as socio-economic
research needed to elaborate the methodologies and technical criteria to be used
in prevaring and evaluating the urban development plans and investment programmes.
Given the dimensions of the task and the ilimited rescurces available for urban
development, preferential attention will be given to the creation of new
institutions and improvement of existing ones as well as the training of personnel
specizlized in activities related to urban development. To the extent that the
member countries are capable of bringing about integrated urban development
studies, a flow of investment programmes and projects will be established and
there will undoubtedly be a need for external assistance. The Bank is prepared
to consider there programmes not only for the purpose of a possible loan from the
Inter-American Development Bank but also to advise the countries on the
mobilization of resources from other sources.

Turning now to the UNEP study on criteria for financing of urban development
projects mentioned above, I would like to bring to your attention the following
comments:

(a2) The document places very little emphasis on housing and human settlements
problems of rural areas. In this respect, it should be mentioned that the
Inter-American Development Bank has financed numercus projects, generally related
to agricultural development, which contain important elements related to housing,
sanitation, potable water, and other such services in rural areas. Considering
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the difficulties of separating out such elements within the entire loan, it is not
possible to put this effort in gquantitative terms. However, this type of service
represents a significant portion of the total Bank loan portfolio, especially in
recent years, as more integrated rural development projects have been approved

by the Bank.

{b) The report does not mention adequately the assistance given to the member
countries by the Bank in the area of basic indusiries directly related to
construction. The Bank has approved specific loans for projects such as cement
plants and prefabricaticn plants for house construction as well as global loans
for which significant proporticns have been used in construction and construction-
related industries.

(c) Table 1 on page 5 of the report indicates that the annual “Total
assistance for human settlements' approved by the Bank during the period 1968-1972
was 10 per cent of its total loan portfolio., However, this figure takes into
consideration only direct assistance for urban water and sewerage disposal systems
and housing and eredit institutions which finance housing. The Tigure does not
consider the urban development aspects of projects for urban transportation,
telecommunications, electric energy, health, education, industry, and marketing,
All of these sectors comprise the elements of an integrated urban development
programme,

In reference to the Tive specific gquestions which you mentioned in your letter
of 20 May 1974, I would like to offer the following response:

1. Most projects approved by the Bank in the areas of housing, sewerage
disposgal systems, potable water, urban roads and in some cases projects for
electric energy, markets, and slaughterhouses, are financed through the Fund
for Special Operations. Although these projects are not treated preferentially
within the Fund for Special Operations, the regular terms and conditions for
the Fund are preferential in themselves, depending upon the developmental
status of the country. Attached you will find a copy of the most recent staff
memorandum which outlines the terms and conditions of Fund loans for the
various groups o countries.

2. With respect to the amount of funds assigned for urban development, the
Bank does not have an a priori system for allceating funds by sector, although
the Bank has been using an informal formula for development goals by sector
in which urban development, as such, was to have received T per cent of the
total lending for the periocd 1972-19Tk. However, considering the
multi-sectoral approach to urban development which the Bank has taken, it is
difficult to determine if that particular gozl is meaningful as a separate
sectoral lending goal. During the period 1 January 1961-30 June 19Th about
6.2 per cent of total lending (net of cancellations) has been for housing and
urban development and about 9.2 p~~ cent of lending during that pericd has
been for urban water and sewerage disposazl projects. However, to determine
the total investments by this institution for improvements in the urhan space,
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or to determine if investments for urban development have increased or
decreased, as noted sbove, some porticn of lending in power, transportation,
agriculture, communications, health and education would have to be added to
the above figures.

3. Within the normal socio-economic criteria which the Bank applied in the
evaluation of loan projects, the Bank has been applying several special
criteria to housing and urban development projects which are as follows:

(a) The priocrities for urban development should be established on the basis
cf the needs of the population to be served zs well as the technical criteria
of an adequate urban development plan.

{b) The influence of the design and location of the project on cultural
traditions and customs, on the physical enviromment, and on the availability
of raw material should be determined,

(¢} The capacity of the beneficiary tc pay the mortgage and/or other charges
as well as their desire to do so should be considered.

(4) Maximum vriority should be assigned to those programmes which have as an
immediate objective a direct impact on the lowest income sector of the urban
population.

H The response of this question has already been covered in the first part
of my letter. However, let me reiterate that the problems generated by
human settlements as well as their impact onr the environment are the
consequence of numercus causes which affect the entire urban structure.
Important among these causes are unemployment and under-employment and
deficiencies in urban administration and finaneing. For this reason, within
the present policy of the Bank, increasing emphasis will be placed on the
generation of employment and the improvement of planning administration and
integrated financing programmes. In this respect, projects in all sectors
which affect the urban space will be given such consideration, not only those
mentioned in the UNEP report.

5. It is obvious that the external assistance for urban development
represents only a small portion of the total requirements in Latin America.
Therefore, the available capital could be used effectively in some of the
following ways:

(a) Whenever the project affects the structure of employment, the
opportunities for employment should be increased to the highest possible

level given the availability of capital;

(b) Seed capital should be provided for the improvement of existing
financial institutions and, if appropriate, the creation of new ones;
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{(e¢) Technical co-operation should be used for the improvement of planning,

as well as administrative and institutional procedures apnd arrangements

which affect the urban space.

I hope that the above comments will be useful in the review of the UNEFP
study. Of course, the urban development staff of the Bank will be available to

review these comments with Dr. Guttentag when he visits the Bank.

Please let me know if you require any further assistance.

{Signed)} Antonio ORTIZ MENA





