CHAPTER 9

Policy Issues and Current Policy Instruments

Information collected in this study helps to illuminate a number
of shelter policy issues. This chapter reports and interprets the views
of those interviewed, particularly the government officials responsible
for désigning and implementing housing policies.

- Of greatest concern here are two objectives most often refefred
to by government officials: adequate housing for all and the conservatidn
of agricultural land by controlling and containing urban growth. The
achievement of these objectives requires an understanding and possible
management of a series of relative shortages or demand/supply relation-
ships: land, labor and materials. Central and local government have at
their disposal a number of policy instruments to manipulate market forceé
to achieve the overall objectives: negative controls, mainly the design
and enforcement of laws prchibiting certain actions; and positive

inducements to encourage appropriate development.

9.1 ~ Adequate Shelter for all

The widely quoted National Housing Plan estimates a shortage of -
3.6 million dwelling units'by the year 2000:

Million Units

Population growth ' 2.196
Replacemént 0.576
Upérading and homeless 0.828
Total 3.600

This means thaﬁ an average of 180,000 units per annum have to be construc-
ted. A senior Ministry of Development official thought present capacity
to be 60,000 units per annum, although it is apparent that the capacity of
the informal sector is considerably greater.

Turning from the national picture to Cairo, the governorate was
not very active prior to 1970. BAn official reported that between 1955 and
-1970 it built only 2,600 low income housing units and 255 middle income
units. Over the same period only 4,500 requests for housing were received

--although people only made requests when they read in the newspapers that
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houses were available. This public housing was located on governorate land
in Galat al-Xabsh, Ibn Pulun Mosque area,_aﬁd Ain Sira (near Fustatf. The
governorate estimates 56,000 units per annum will be required in the 1980s,

allocated as follows:

Population growth ‘ ' 39,000
Without homes 8,700
Liable to collapse 7,000
To be demolished 300
To ease density 1,000
Total » ' 56,000

Of the numbers’required to accommodate population growth, 16,000 units will
be for immigrants. ‘ |

The governorate is currently building 50,000 units at Birket, to be .
completed in about twb years time. Officials willingly édmit_they need the
support of those now active in the informal sector, but insist that the law
should be obeyed and infrastructure only provided to :egistered land for

buildings w1th permits.
The Governorate of Qalyvubiya will construct 2,000 units in 1982 for

low to moderate income groups, with a I 4 million subsidy. Last year it
constructed 1,512 units with the same subsidy. Theacurrent shortage is
thoughﬁ to be 5,000 units. The governorate is providing 30 year loans at
3 percenf interest with 20 percent as a down payment.
» The Governorate of'éeni Suef sees the most immediate pressing
problem as the poor condition of many existinc structureé.' It is thought
that 40 percent in the city are threatened with collapse. -

Governorate and other officials believe that housing programs
should be térgeted: public schemes for the poor, as much self help as
possible, subsidies through infrastructure provision. .

The cooperative movement was designed to help relatively low
income groups, those planning 100 sg.m. Oor smaller uhits qualifying for
3gpercent loans. The units constructed by the cooperatives tend to be.

too expensive for low incame groups. Some members interviewed were dis-

iilusioned, having made deposits some years ago and seen nothing for their

investment. The Ministry of Planning gave approval for LE 25 million in 3

pércent loans to cooperatives in 1980.
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There is a common view that the best way to solve the housing
problem is merely to provide main line infrastructure links to vacant
non-agricultural land on the urban fringe and then leave it io the private
(largely now informal) sector to supply the housing.

However, the National Housing Pian does propose direct intervention
and calls for 650,000 urban units to be constructed in the 1980/81 to 1984/
85 Plan pefiod: 55 percent "economic" housing, 37 percent "average," and 8
percent "luxurious." Forty percent is to be constructed by theApublic
sector. For budgetary purposes the average price of these units is assuméd
to be IE 3,500 in 1980/81 rising to LE 5,500 in 1984/85. Fifty-thousand
dwelling units are to be built in rural areas over the same period, with a
total allocation of LE 250 million.

The Ministry of Planning's Construction Industry Department has
estimated activity by public/private sector for Five Year Plan purposes.
Figures are percentages of all projects approved by the Ministry of Planning.

Other
Executing Authority _ Total Housing Projects
Ministry of Development (Housing) :
Companies 46 5 41
Companies from Other Ministries 24 1 23
Private Sector 30 _6 24
Total ' 100 12 88

Only a small proportion of the Plan's cbnstruction\funds is goihg into
housing, half of the housing allocation to the 2,500 or so private con-
tractors working on government projects, most of the overall total to the
31 public sector contractors, who may be the only ones geared up to handle
large projects, mainly infrastructure.

Aside from expressing concern with the potential role of the public
sector, many officials wére concerned with the role of the private sector,
particularly with regard to factors that tended either to inhibit production
or increase costs. Land prices were an almost universal concern, for
example. As discussed earlier, recent rates of increase of from 25 to 40
percent annually have not been uncommon. Interviewed officials often
suggested that price rises were in part the result 6f the failure of
serviced land to keep pace with the demands of éhe population, and that

schemes to increase the rate at which infrastructure is extended and

185




. land serviced would help to moderate future increases.1

Some such deVelopmént schemes involve a mix of housing types and
the principle of cross-subsidization to write down land césts for low
income gréups. In a recent study Dr. Hussein Fayeq Subour (Adpahrah,
June 19, 1981) called on the government to encourage the participation of
the private sector in housing construction by providing suitable land for
construction. He proposes that the Government develop accessible land,
providing it with facilities and dividing it among the three types of
housing according to need. The Government would then sell the lots
designed for luxury housing at higher than the cost of preparing it (al-
thoﬁgh still at a cost lower than that of land bought from the private
sector). Land for middle income housing would be sold by the Government
at cost; and the land set aside for low income housing would be provided
below cost, with the revenues from the sale of Juxury construction land
used to cover the losses from selling the third category of land below
cost. He would also have the government levy taxes or fees on luxury
housing to be used as subsidies to those investing in low cost housing.
Thus, government subsidies in selling the land it developed below market
price would involve a sliding scale, with the subsidy to luxufy construc-
tion at 10 percent, to middle income housing at 20 percent, and toAlow
or econdmy-housing at 60 percent.

Increases in building costs, both labor and materials, were also
cited as objects of conce:h in and of themselves and also as factois in-
hibiting production. Accusations of hoarding of materials were heard by
some officials and contractors, with the implication that crackdowns on
hoarding and speculation would help to reduce prices.

Materials shortages are admitted by officials. Some believe the
main job of the Ministry of state for Housing is to ensure adequate
supplies of materials. The Mihistry‘plans to increase cement production
fram 3.7 million tons to 12 million tons in 1985 (at present 3 million
tons are imported). Steel output will rise from 200,000 tons to 1

million tons by 1985. Brick substitutes are to be encouraged: a call

- for tender has been issued for the construction of 20 new brick factories

‘;Land development problems are the subject of another related study

—-the "Cairo Land Use/Infrastructure Development Study."” USAID and Dames

and Moore.
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and 8 sand/lime brick factories. Gypsum production is to be inbreased from
370,000 tons to 1.5 million tons over the same period. Brick production
will‘remain lergely a private sector activity and the rest, public secter '

ponor assistance has been requested to help increase the potential of

' the contracting sector by 1ntroduc1ng new technlques and equlpment and

developlng better management.

of particular concern to many officiais and legis;atcrs was the
effect of the_rent control law on new prodﬁction. Under pfe—1981 laws
rents were set to permit rates of return of 5 percent on building costs
and 3 percent on land. Cost figqures were, however, determined edhinistra-
tlvely, often resultlng in cost bases lower than actual constructlon costs.
The resultlng ncmlnal returns are well below current rates of return in
banks or other investments. Hence, many are concerned about the_potentlally
inhibiting effect of rent control on neﬁ rental housing conetruction. |

In response to such concerns and with other general concerns about
housing. costs and perceived shortages, the National Assembly passed a 1981
law to encourage expansion of the housing sector (see Appendix 4 for a
translation). Articlegl of the law permits en increase in rents which
raises the rate of return on units to be built and rented henceforth to
7 percent. At the same time, Article 1l calls for two-thirds of units in new
buildings to be set aside fcr rental rather than sale. bproperty owners also
receive property tax concessions and tex free status of rents. Theee'pro—"

visions are widely advanced as a stimulus to the private housing sector and,

~ in particular, for low-to-moderate income rental housing.

Several aspects of the new law have, however, been subjected to
criticism. The most serious criticism has been directed at Article 1, '

emanatlng espec1a11y from owners and small contractors in the prlvate sector.

VZBut same crltlclsm has also come frcm those who maintaln that hou51ng for

the poor should be the responsibility of the public sector. Private ‘sector
interests claim that the 7 percent ceiling'on‘rents is too low to enceﬁrage
investment in ncn-luxury housing. They maintain that the 7 percent rate
must'be campered with interest rates on certificates of deposit which pay
(as of .the end of July.l§81) 12 percent on Egyptian poﬁnd accounts and up.
to 19 percent on doller.deposits. In fact, given the magnitude and pre-
valence of key money payments, it is not clear that average rates of return
in real estate investment are not already well above 7 percent. Moreover,

as some owner/builders pointed out, the 7 percent rate is approximately
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half the interest rate they must pay toAthe bariks for construction lbans.
Finally, the added restriction fixing the proportion of units thch_must
 be offered for rent as opposed tbvsale or renting "furnished,“ makes .
'inveétment in low to medium level housing a losing proposition ih their
eyes. One of these owner/builders expressed his apprehension in an inter-

view as follows:

"If you leave your land vacant, you pay 2 percent of its
vvalue ih taxes annually. if you get a loan to build on
it, the bank will charge you 14 percent compound interest.
If you make an agreement with the bank that you will pay
back thé loan from the sale of the units, you are con- :
fronted with the provision that limits what you can sell
to one-third of the space, while having to rent two-thirds
at no more than 7 percent of the property value af the

 time you built. You are getting 7 percent, paying the

" bank 14 percent. Do you think that is going to encourage
anyone to invest in housing? How can the Government :
limit the private sector builders to offering one-third
of the space for sale, when it is selling its own build-
ings (construction by the public sector) without restric-
tion? If they insist on these restrictions, they should
make loans available at the same rate to those who want
to build. Otherwise it is like everything else; a lot of

talk that is never going to solve anything.".

The response of Government to these charges is that theit'advocates
do not take into account property appreciation:which, when added to the
7 percent revenue from rent, offers sufficient incentive. The owners,
however, see appreciation as a future, undetermined_benefit achieved only
if and wﬁen the property is sold. The investors say they are looking for
income rather than equity. ' ' r'

On the surface, many of these criticisms appear to be valid. Thus
 one should be skeptical that the new law, by itself, will have a ﬁajor
impact on either increasing housing supply or tilting the distribution in

favor of less-well-off households.
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One other p:oviSioh of the law, however, holds promise, if it is
adequately supported. Article 15, which supports cooperative hbusing,

,PrOVides' in part, that “individuals'desiring to add stories to their

~ houses, to camplete unfinished construction, or to invest in 'economy'

housing will have access to low interest loans pfovided by the govérnment
or the banking institutions."” 1In light of current trends of vertical
expanSion of‘the'existing housing étock, especially in the informal sector,
active impiementation and adequate'funding for this\provision could be

extremely cost effective as a way of producing additional units.

9.2 Conservation of Agricultural Land by Controlling and Containing
‘Urbanization

Every official contacted affirmed the conservation of agricul-
tural land as a cornerstone of Egyptian development policy. None considered
urbanization a more efficient use of that land. The rationale for this
policy objective includes: '
1. Egypt is becoming more dependent onbiméérted food—-for
example, it imported 5 million tons. of wheat in 1979,
twice the level of domestic production. While population

has increased by about 2.5 percent.annually since 1965,
agricultural output has increased by 2 percent annually;

2. The use of reclaimed lands as a substitute for old
‘lands lost to urbanization is likely to reduce average
yields and increase real costs.l
The rate of loss of agricultural land concerned many intexviewees. Beﬁween
1972 and 1978, urban land use in Qalywbiya doubled and 6,900 feddans of
agricultural land were lost to uibaniiation.z' The 1950 1=5:b00 map of
Cairolshowé very little urbanization along the road to the PYramids»in Giza.
The 1978.maps to the same scale show‘a strip of urbanization along.fhe-road
over 1 km wide, with fingers‘reaéhing'ihto more agricultural land. '
"Officials have identified the major’cbstadle to dealing with informal
development‘as the removal of their pdwer to regqulate subdivision of any kind

when that development occurs on land whiéh has been defined as "agricultural."

_ISee AID/Pacific Consultants New Land Productivity Report.
2See National Urban Policy Study LANDSAT Analysis.
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- They sttributed this limitation to the enactment,of the 1978 Agricultural
Law wﬁich vests power of authority in the Ministry of Agriculture to develop
any land defined as agricultural by the Land Reclamation Act. Before 1978,
local officials nominally had the authority to regulate subdrvxslon and

» 1n£rastructure provision on such land. 1In prlnclple, 1oca1 and governorate
" officials agree with the policy of land reclamatlon and expan51on of agri-
" cultural land outside the city cordon, but the reality is that agricultural
land is being illegally converted to residential use on e widespread basis

throughout Egypt. Many officials would prefer a return to a system of

greater local control of such development.

9.3 . Current Policy Instruments and Attitudes

There is a heavy current reliance on negative.controls: forbidding
development in certain areas and controlling the market by limiting supplles
(the effect, if possibly not the 1ntentlon) These controls have not
achieved the policy dbjectlves of stlmulatlng the supply of adequate housxng‘

or of controlling conversion of agrlcultural land.

Negatlve Controls. lLaw Enforcement

If over 70 percent of the hou51ng is informal and builders without
permits use non-subsidized materials, then it is evident that the governmentﬂ
is only controlllng supplies to a small proportion of the market. Bulldlng
continues on agricultural, illegally subd1v1ded land, w1thout permits.

The prdblems of those who wish to enforce the law were descr;bed in
Chapter 3. There it was indicated that the level of informal activity is
high and enforcement officials simply overvhelmed by their job.i Even when
enforcement officials nominally perform their jobs, citing offenders of
subdivision and building permit laws, these activities can backfire. For
example, "owmership" is claimed by means other than official reglstratlon.
When a Manshe'it Sadat subdivider obtained a court order supportlng the sale’
of his land, he considered that sufficient legal title. This is a common L
device. éeople grasp at straws of ownership: one owner was pleased ‘to

. receive a "ticket" and LE 10 flne from a policeman, since it offlclally

recognlzed him as owner.
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The government even has problems with its own land. Some time ago‘
an official attempt was made to repossess 64 feddans of'goﬁernment land in .
Manshe'it Sadat for the water company.. Occupants were sent an'official,
registe;ed letter asking them to leave; they would be paid LE 10 sq.m. for
the land, LE 3 for the buildings. The occupants were pleased that the .
authorities cfficially recognized them as owners of this government land
(some of which had been traded many times). They also went to court against
the government repossession and won. , '

Many senior‘government officials interviewed want the law to be
vigorously enforced. One thought donor agencies should provide bulldozers
(two Cairo region governorates do not own one). But the magnitude of fhe o
ihformal sector makes significant enforcement impossible. In the relatively
‘few cases of houses demolished by the govefnmen;, owners generally rebuild
them.. Some think it more reasonable to reduce the inclination to violate
laws by encouraging development in socially suitable areae and framing more
realistic and appropriate standards. New regulations concerning land use
master planning currently under consideration by the People's Assembly,

are examples of this type of thinking. Lo

Positive Controls: Financial Support and Infrastructure Provision

Although none of the,partiCipants in the supply process cited any
particular financial problem, their level of activity could have been |
raised if mote credit were available. It is very clear that the rate-of
informal construction is directly related to the supply of personal,
private, local savings and that those savings tend to be traneitory.

A large fraction of Cairo and Beni Suef families interviewed in l
the household survey gave as their main complaint insufficient rooms, |
implying they did not have access to enough funds. Examples were given
of buildings going up veiy quickly - (one mcnth per floor) but others took.
many months to construct because funds were not available. Almost every

- single contractor and subcontractor accumulated the capital necessary to
start his business either by selllng/subdlv1dlng inherited land or by
spending some years in another Arab country. Almost none of the suppllers
had surplus funds to store, hoard and speculate 1n materlals.

The formal financial sector has no direct impact on thevinformal
housing sector, therefore, no impact cnbmost low to moderate income housing.

Even the subsidized cooperative loans tend to go to reasonably well-off
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members of the communities (many of the ubper middle class seem to be
meﬁbers, often through nomineés, as are some middle and ﬁppér—lower income
people). '

The materials subsidies also tend to go to the middle income
earners since they are only available for private formal and public housing,
although some of these materials filter down to the lower income groups
through the black market. '

The recent draft report of the USAID Housing Finance M1551on1
llStS a number of prcblems restrlctlng the involvement of the private

sector in housing:

Renf controls;

High taxation-of bond interest income resulting in the
absence of a bond market;

Disparity between incomes and real market costs;
Short term investment bias, abetted by the rapid inflow -
~ of new wealth and by government intervention.
The prospects for increased activity by the private formal financial
sector are not thought to be good.

The Helwan project has pioﬁeered relatively low interest loans
(7 percent) to low income groups (target income LE 900 per annum) with
afférdéble rates of repayment (25 percent of income per month) through
an existing institution (Cr¥edit Foncier). '

The owners are providing most of the finance which initiates the
informal housing process: they give advaﬁces to contractors who pass them
on to subcohtxactors. The Helwan project is following this pattern. It
might be worthwhile to experiment with additional "targets" such as
contractors and subcontractors so that they require lower degosits from
owners. This would mean that local banks (which would have to be set up)
would have to deal with fewer individuals and transactlons, leaV1ng it to .
the contractors to ensure the credit-worthiness of the owner. _

Although the government has little role in financing'iﬁfonmal
houéing construction, it plays an important role in providing ipfrastruc—

ture. Up to 1977, sewer and water connections were made by govérn4

- lvgousing Finance: An Analysis of Prospects for Increaéed Activity,"
March, 1981; USAID. ‘ :
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ment aﬁthorities to sbhe informal housing. Sincc then, such connec-

tions have been forbidden by law, although as discussed in Chapter
»4,‘private residents may organize themselves to connect-with‘watér and
seﬁer-;ines installed nearby prior to the 1977 decree. One of the resulfs
of this siﬁuation was that a foreign loan approved to provide water for
40,000 1owiincbme Cairo families was never drawn down because most of the
settlementsvconcernéd were found to be illegal and so the governor refused
authorization for the hookup to the main'system.‘

The matter seems to be solved periodically by the government
declaring all informal settlements formal. That such efféctive political
pressure can be brought to béar shows how well organized many of these
informal settlements are. For example, the Cairo Governorate council
recently passed a decree which would allow water and sewerage hookups by
illegai homes. The water and sewerage authorities are presently making -
plans to do so, subsequent to approval of the decree by the People's ‘
Assembly. Each area will submit plang te the governorate, which will - .
tentatively approve them and pass them on to the respective authorities.
The main limiting factor will be sewerage. In-home water connections .

-_ will only be permitted if hookup to sewer mains is also possible. Other-
wise, cesépools and public fountains will be provided. A national org-
anization for water and sewerage is expeéﬁed to be set up soon to facilitate

cooperation in providing these two infrastructure elements.

Most officials interviewed believed that the solution to the illegal
: subdivision problems wquld‘be for the government to purchase; subdivide and
.E resell non-cultivatable agricultural land within the‘cord'on.l This would,
in turn, facilitate the provision of infrastructure and protect productive
- agricultural land. Beni Suef officials believe that an effective way to
\ increase agricultural lands and protect existing ones on the urban periphery
. could be achieved by requiring that agricultural landowners subdividing land
within the city cbfdon compensate the government per parcel as a preF |

condition for developing their land. The funds collected could then be

used for government reclamétion of agricultural land on the periphery

and beyond. By giving landowners in the city this option, hundreds of

;Considerable evidence was adduced in interviews to the effect that
much agricultural land had become non-cultivatable--because of pollution or
salinization of ground water supplies or because drainage canals had been
filled in. ' : - '
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feddans would be opened up for residential development and the haphazard
encroachment on agricultural land decreased. Informal neighborhoods

usually form around existing villages on the urban periphery wheré there

is little or no infrast:ucture, and between these areas and thejcity once
where infrastfucture capacity is strained. The consolidation of development
in controlled subdivisions would lessen basic service provision costs and

contain urban development within the cordon.
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CHAPTER 10

Evaluation and Recommendations

Recommendatiohs conéerning informal housing shoﬁld be based on a -
recognition of both the accomplishments of the informal sector and the
problems aSSociated wifh,it; This chapter first recapitulatésbsome of the
salient findings of ﬁhe study concerning the accomplishments and problems’
of the informal‘housingISectof>and then discussesva number of ways in
which policies, programs, and procedures might be modified to build on
the streﬁgths of the informal housing process or deal with the problems

created by the sector.

10.1 Principal Findings

Pr1n01pa1 flndlngs of the study are:

1. The bulk of hou51ng currently belnq supplied in Egypt is
informal housing.

Of units built between 1970 and 1981, 84 percent in Cairo
~and 91 percent in Beni Suef were estimated to have been in-
formal. These estimates accord remarkably well with those

of a recent World Bank/GOHBPR study of the construction
industry in Egypt which indicates (when adjusted) that

of units built between 1966 and 1976, perhaps 81 percent of
urban and 89 percent of rural units were informal. It is
significant that altogether different techniques were used
in estimating informal building activity in this study and
in the World Bank/GOHBPR study, lending credence to the
results of each.

2. The quantitative contribution of the informal sector has
been essential in maintaining parity between increases
in population and increases in the housing stock.

_In Beni Suef, the housing stock has recently grown (1976-81)
at about the rate of population; in Cairo, housing has grown
even more rapidly than populatlon. In each city these trends
represent the. contlnuatlon of housing and population trends
observed between the 1966 and 1976 censuses. In each case,
had it not been for the contribution of the informal sector,
substantial housing shortfalls would have occurred. Instead,
the housing stock has expanded not only at a rate high enough
to accomodate new household formation and in-migration in
each city, but also to accomodate some moves by established
households simply changing their place of residence. 1In
Cairo, the stock has recently expanded to such a degree that
a vacancy rate of 5.5 percent of the occupied housing stock
has been created, the majority of which is concentrated in
predominately informal areas. Much of this expansion has
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come from vertical expansion of existing buildings, . a par-

ticular feature of the informal sector. 1Indeed, as much as
half to two-thirds of all housing units added to the

Cairo housing stock between 1976 and 1981 was estimated to

have come about through vertical expansion.

Informal housing is similar in'many ways to formal
housing.

Building designs, building materials, and interior ameni-
ties such as kitchens, toilets, and number of rooms are
similar for many informal and formal households. In Cairo
this results in roughly comparable levels of expressed satis-
faction with their dwelling units by formal and informal
occupants.

Recently built informal housing is of better structural
quality than average ‘existing housing in both Cairo and Beni
Suef. : .

Much older housing in both cities is of poor structural quality.
New informal housing, while not of comparable quality to new
formal housing, is nevertheless of far better average

guality than older existing housing. Conseguently, recently
built informal housing has, on average, added to the overall
quality of the housing stock in each city.

Informal housing is significantly less well supplied with

infrastructure than formal housing.

Most informal households first obtain their land or building
with no utility connections; most formal households obtain
property with utility connections. Over time these differences
often become smaller at least in Cairo, but do not disappear.
This process, however, is neither inexorable nor universal.

In Beni Suef, for examplé, the level of infrastructure
provision ‘is much lower than in Cairo, with informal house-
holds even more poorly served. Differences in access to
infrastructure between formal and informal households persist
over time. Also, in some case study areas in Cairo, levels .

of infrastructure provision were found to be surprisingly low
given city-wide levels of access. This suggests that political
considerations affect decisions to extend infrastructure

to informal areas, and that classifying an area as informal.
and thus not deserving of infrastructure lines may simply

be a convenient rationale for rationing scarce infrastructure
resources. : '

Attempts to control the informal sector have largely not
succeeded. '

Denial of infrastructure to informal areas, fines, harass-
ment by authorities, and occasional demolition of informal
buildings have not kept the informal sector from expanding -
greatly. Few, if any, households express any anxiety about
the consequences of having failed to register land or build-
ings, or having failed to obtain a building permit. Informal
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; ,areaé continué to expand into agricultural land at a high

-rate (although to the degree that vertical expansion occurs

thls rate is lower than it might otherwise be)

The_informal sector appears to be affected by general market
conditions in much the same way as does the formal sector.

Building costs have increased in much the same way for informal
and formal sector households. For example, when informal -
sector contractors were asked to recall recent changes in build-
ing costs, estimated rates of change were nearly identical

to those of similar changes in "official” building cost

indices. Even more importantly, land costs have increased

as much in informal areas as in formal areas (once having
controlled for characteristics of land such as access and
neighborhood features, estimated land prices are no dlfferent
for formal and 1nforma1 areas) .

Housing cost increases that have occurred recently have.

placed an extreme burden on households wishing to become
owners or renters for the first time or to change their
place of residence; low income, large families have been
most seriously affected by these changes.

Households that have moved into a unit within the past several
years are spending twice the fraction of their income on
housing as average households that have not moved recently.
For households in the lowest income quartile, this has meant
a doubling from about 15 percent of income to about 30 per-

-cent of income. With food consumption requiring between 60

and 70 percent of income among the poor, this placed low-
income households in an extremely precarious financial position.
Similarly, the food requirements of large families sometimes
leave them with less disposable income for housing and other

- goods than is the case for smaller househoods; cost increases

jeopardize their finances in a way similar to the case of low-
income households.

The most significant factor responsible for housing cost
increases in recent years has been increases in land costs,:
although costs of construction materials and labor have also
increased rapidly.

Land price increases at compound annual rates of from 25 to
40 percent have not been uncommon in Cairo during the past
decade. A major factor in these cost increases appears to
have been the rapid increase in remittances from workers
abroad which are channeled into land and housing construc-~
tion at a high rate. Costs of building materials and labor
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have increased less rapidly (at annual rates of from

15 to 20 percent) but have nevertheless outpaced general

inflation. These trends have resulted in a situation in

which typical land costs exceed costs of constructing a
" single modest dwelling unit in most areas of Cairo.

Costs of construction per se are made up of from 10 to

30 percent in construction wages and the remainder materials
and profit. Thus reductions in land costs have the potential
for achieving the greatest overall reductions in housing
costs, followed by reductlons in materials and labor costs
respectlvely. : :

These findings provide a useful:backgrouné against which to consider
possible changes in policies, programs, and procedures to improve the lot
of low-to-moderate income households and to support the general policy

objectives of the Egyptian government.

10.2 Recommendations

Recommendations were considered with regard to aspects of the
planning process, legal and administrative procéduies, housing finance, .

and the building process. These are discussed below:

The Planning Process

‘1. Low/Moderate Income Housing Design

One allegation is that much informal housing is "overbuilt".relative
-to minimum essential structural requirements. If true, there may be a
possibility to reduce costs by more careful design and materials usage.
Technical assistance to builders in informal areas should be considered,
as well as expansion of technical training of greater numbers of construc-
tion workers. ‘ -

A somewhat different worry is that continuing pressures for vertical
expansion and economizinq on building materials may overstress existing
structures, leadlnq to structural disintegration and collapse. Again,
‘technical a551stance in informal areas and expansion of knowledge concernlng
appropriate materials and structural standards may be in order. This could
be done, for example, as part of programs similar to the USAID Helwan Up-
grading and Home Improvement Programfor the upcoming Neighborhood Urban

Services Program.
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It is observed that interior facilities of informal housing arevnét
terribly different from those of formal housing. Little or no action neéds
to be taken to improve designs per se. ' _

| When households are dissatisfied with their dweilinqs, it is most
often because of lack of sufficient rooms. Again, little action is called
for.. New building and vertical expansion are occurring at high rates, |
enabling many ﬁouseholds to reduce crowding burdens by'moving or by expand-
ing existing dwellinqs.,‘Population trends toward somewhat smaller urban
families should alleviate some of the crowding burden, ana continued expan-
sion of the housing stock with measures to hold down cost rises should also
~be of help, since lower unit costs of housing sﬁould lead naturally to inﬁv
creases in average size and quality of units. The most important cost ele-
ment to bring under control is land costs since these are likely now to
comprise the major share of new construction costs for housing in most
areas of Cairo and much of Beni Suef city. This will require a vigofous
combination of policies on both the supply and demand sides of the housing,

land, and infrastructure markets (see "Housing Finance" below).

2. Provision of Infrastructure

This is the vital need of many informal éreas. While areas are, in
general, well served in Cairo, and becoming better served over time, there
" are a number of areas that are well below genefal levels of-infrastructure'
access.l Residents of informal areas are aware of lack of inf:astructure,
and cite it as a key area of needed improvements for which, often, they
express a willingness to pay. o o

The major problems here are the timing, financing, and placement of
ihfrastructure. Regarding timing, there appears to be no compelling reason
for providing infrastructure in advance of development, although there are

arguments on both sides2 The present development pattern in informal areas

lSee Appendlx 7 for a tabulation of infrastructure prov151on in
sample enumeration districts.

2As part of the Cairo Land Development/Infrastructure Pro;ect
beneflts and costs of "urban infill" and peripheral development were es-
timated. Net costs and benefits provide no clear choice between these
two options (See Dames and Moore, 1981, Appendix I). ‘fThis is clearly an
area for more research. 1Two sorts of activities: appear to be called
for--site-specific benefit-cost studies of upgrading vis-a-vis peripheral
development and development of a series of parametric economic planning
models that could be used to evaluate both specific and general alter-
natives.
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matches the temporal patterns of income and savings of area residents.
While some informal area residents may express dissatisfaction with -areas

as a result of low service levels, this is far from the rule. Indeed, a

higher prdportion of Caixo informal area residents claim to be "very sat-
isfied" with their areas than do formal area residents. Putting in infra-
structure affer development may be economically more efficient than prior
servicing of vacant areas. ' This can come about if more households can be
served per LE of expenditure in denser, developed areas than in low-density
developing areas. Moreover, not only might unit costs bé lower but ability
to recover costs would be higher éince more households would be served per

connection in denser, built-up areas than would be the case in fringe areas.

Higher densities could be achieved either through vertical development

or more efficient cluster development land use. While some downstream
demolitions and marginally higher servicing costs could be offset by economies
realized by servihg more households for a given level of expenditure and en-
hancing cost recovery prospects. It should be emﬁhasized, however, that
infillvand'upgrading, on the one hand, and peripheral expansion, 6n the)other,
are not mutually exclusive choices. What is at issue is a question of
balance--of  costs and benefits and of efficiency ard equity issues.

Regarding infrastructure financing, costs do not appear to be
recovered on any form of infrastructure (Wheaton, 198l). This limits the
ability of systems to expand and maintain existing service levels. A
significant fraction of surveyed households complained about infrastructure
capacity and maintenance problems--~power and water outages, and sewage
backups. Moreover, it creates an inequitable and inefficient distribution
of services."Nevertheless, it appears that the potential for increased
cost récoyery is great. Utility tariffs are currently a very modest
fraction of incomes; consideration should be given to raising them. As
important, the short supply of infrastructure may create (in part) large

. 1
rents in the form of exorbitant land values in well-serviced areas. The

. lEvidence on this point is, however, ambiguous. See, for example
the discussion concerning the determinants of land value (Table 8-4). Mo;e
careful empirical research is needed to quantify the role of different ele-
ments of infrastructure in influencing land values. '
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government does little or nothin§ to capture theSe‘bettermnnt'rclaled
rents, despite the pregedent for such a policy in other‘developinq'countries.'
Thus, two chanqes in the éxistinq infrastructure pricingVSystem should
be considered~-appropriate cost-based pricing and betterments'taxation.
Each could be used to generate funds for upgrading antiquated infrastructure
lin some areas and extending it to developing areas.

The placement of infrastructure should be gﬁided.by both equity
and eff1c1ency cons1derat10ns. The basic needs of all households should
be recoagnized w1thout being limited by arbitrary dlstlnctlons between
formal and informal areas. Current 1nfrastructure shortfalls in Cairo
and Beni Suef informal areas appear not only inequitable but also un-
pecessary as many informal area households appear to have both the inclination
and the means to pay for infrastrﬁcture extensions. Efficiency considerations
should involve proximity-of'needy areas to existing networks, dehsity, and

specific area problems of health and sanitation.

Legal and Administrative Procedures

1. Building Approval

Building approvals are largely not now obtained, with 80 percent or
more 6f construction by the informal sector, nor in many cases do approvals
seem necessary since informal housing tends to be not only similar to formal
housing but as some allege, may even be overdesigned. An emergent problem,

'however, is that increased pressures to economlze on materials and, at the
same time, to increase den51t1es, leads to potentlal structural problems.
Allegations of new buildlngs falling down were heard frequently by inter-
viewers. This suggests that stringent regulation of building height might
be more appropriate than general regulation of building. Alternatively,

a much more heavily targeted set of enforcement activities could be planned,
focu51ng principally on those building types likely to provide greater health

Aand safety risks such as high rises, those being built on‘poorly drained
soil, in areas polluted by xndustrial waste, etc. The emphasis would be
‘much more on avoiding catastrophic health and safety failures than is now

the case.
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Restrictions on agricultural land conversion are widely floﬁted;
land changes hands quite freely. In Cairo, much of agricultural lahd now
being urbanized is on the intensive margin--of enormously greater value
as commercial, industrial or residential land than as agricuitural land.

~ Often agricultural land value has been ‘eroded because of lack of irrigation,
poor drainage, or industrial pollution of water supplies. Conversion is

1 pand being urbanized is generally

profitable and, in many cases, desirable.
accessible to infrastructure networks and thus not overly expensive to
service. Consideration should be given to returning subdivision control in
agricultural areas to the local level, particularly within the city cordone.
It seems likely that inframarginal development on agricﬁltural land is
economically rational in many cases, but this determination should be made

locally.

Housing Finance

Judging fram the overall level of performance of the housing sector,
finance is in many respects adeqpate. Much of that finance derives from
earnings of workers abroad, which are used to finance land‘purchases and

construction; sales of property (cammon in agricultural fringe areas); sales

of jewelry; and‘savings in informal credit associations (the latter being |
more often used to finance key money than land and building purchase or
:constiuction). Formal credit mechanisms are hardly used at all.

The main problem of housing finance is not the same as that in some
other developing countfies with alleged housing shortages (i.e., that the
overall level of investment in housing is too iow). In fact, giveh the
recent supply-side related housing inflation, the desirability of further
fueling the fires of housing inflation by large doses of unneeded credit
is questionable. Rather, the prdblém is distributional--low income house-

» holds just entering the housing market experience high and increasing )
. . housing burdens which they cannot escape by becoming homeowners. vThe

transition~to\homeownership is difficult and becaming more difficult over
" time bedause'housing costs are rising more rapidly than incomes. Also,

households without access to repatriations are severely handicapped in

competing in land and housing markets. Problems have been accentuated

1This is suggested not only by the Dames and Moore Cairo Land
Development/Infrastructure report (1981) but also in a carefully documented
paper by Wheaton and Shishido (1978) which examines the economic rationale

for Egypt's New Town policy.
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fecenfly because of the rise in the prevaiencé and level of kéy money

as a housing cost component. While in previous years households could
pay rents out or curfent incomes, the rise of key money now reqdires sig-
nificant payments from assets, as well, which are steercd toward higher

income groups, thereby ¢reating a serioos distributional'problem.

what is baéically required is a set of policy mechaniéms to bring

housing costs to an éffordable level. This can be done either on the demand
side of the market, by providing subéidies to target.groub households to
enable them to buy or rent at a fraction of market cost,.or on the supply
side, by attacking the causes of inflation in housing oosfs. Demand side
policies could take the form of direct cash payments to households,
providing housing "in-kind" with subsidized rents (as in the case of current
public housing schemés),‘providing serviced land at a subsidized price
(perhaps with a cross-subsidy from higher income groups or commercial landlb
_users), providing subsidies under the rubric of a savings mobilization plan
with subsidized interest rates and either bonus payments or the granting
of housing mortgages or materials loans for sucgessful completion of a
contract savings plan, or simply granting subsidized mortgages for land
and/or buildings. All of these sorts of policies need to be considered,
though by themselves they will do little to help the prdblgm of continually
rising housing costs. | '

| Supply-side policies would aim at reducing pricesiof housing cost
inputs by expahding their supply. Doméstic capacity for building materials
could be expanded, technical traihing of construction workers increased,
and the supply of'serv;ced land increaéed by large-scale public or private
landvdeveiopment.l Despite such measures, a fundamental problem will remain
--that land is seeh as perhaps the.eaoiest and best investment that-cén be -
made by persons with excess money such as repatriations from abroad. The
‘investment.demand for land which now exists, and which is heavily fueled
by repatriated earnings, is likely to continue at a high level for yéars,

continuing to inflate land prices beyond the means of most people.

o Notwithstanding earlier recommendations concerning the importance
of 1nf}ll and upgrading, large-scale land development in urban areas in '
Egypt is a necessity to accomodate population growth, migration; and:
household mobility within cities. Such development will tend to reduce

zizagd Pressures on land costs though appear unlikely to reverse current
nds. . o
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Unless the government can either create attractive alternative

investment opportunities, effectively tax away potential capital gains on

land sales, or effectively prohibit private iand transactions (e.g., by
undertaking massive land banking or expropriations of neaily all developable
urban land) land prices will continue to inc;éase.]'All of these actions
should be considered. Harsh actions to directly control land prices would
be the single most important thing that could be done to reduce the rate

of increase or even reverse recent increases in housing costs.

» In the interim, an alternative is to realize that the bulk of

Cairo households are, and will continue to be, renters, and that encouraging
support of private units built for rental occupancy is highly desirable.

In fact, vertical expansion is the major current source of growth in Cairo's.
housing stock--and most of those units are for rental occupancy. Supporting
the adding of stories or completion of unfinished work as called for in
Article 15 of the 1981 Housing Law is a good idea at this time. Most

such recent additions have been concentrated among relatively small

(one to three story) buildings and as such are within the structural
capacity of such buildings. This strategy, as opposed'to.one oriented
.toward encouraging homeownership on new plots may appear to be somewhat

more regressive than one focusing directly on low income renters seeking

to become homeowﬁers, though it cleariy provides more housing sooner (the
owner has already sunk land costs and thﬁs confronts only construction
costs)~-thus permitting lower cost to the end user.

Financing of owner-built housing éould occur either formally

(through cooperatives, commercial banks, or the housing bank) or by per-
mitting leqal payments of advance rent or key money. Such advance rent

. is recognized by the new 1981 housing law, although the law requires sub-

sequent reductions in monthly rents within a stipulated time.
Of more critical importance than housing finance would appear to
be finance of infrastructure extension and upgrading, each of which is

"currently underfunded. This is discussed above.

1 . . L .

More explicit consideration should be given by USAID and GOE to
examining the experience of other countries in controlling land prices and
speculation through tax and other fiscal and planning mechanisms.
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The Building Process

1. oOrganization of the Construction Industry

At present, the informal construction sector is highly_competitiue;

though subject to vagaries of fluctuations in materials and labor prices.
There are occasional shortages in building materials and in skilled labor,
though generally contractois who are willing to pay the going rate appear
able to obtain sufficient quantities. The sector is highly productive

as evidenced by its ability to produce from five to six times the numoér
of formal sector housing units each year. Other suudies have recommended
‘expansion of technical training and domestic production of building
materiéls. These are good ideas and deserve to be encouraged. Given

that materials comprise some 70 to 90 percent of construction costs, the
gieatest leverage in reducing costs will come from reducing materials
costs. Although the relative cost of construction labor increased greatly
in the mid-1970s, labor intensive construction methods are still desirable.
Moreover, it appears that rates of construction wage increase may recently'
have dropped somewhat from mid-1970 levels, fuitherlsupporting_a focus on
materials cost reductions. l '

In addition, it would seem appropriate to decouple the buildiug.
material subsidy system and the building permit system., Abuses and
inequities of the present system are apparent. Many well-off builders
are alleged to seek building approvals'for access to building materials--
which they subsequently sell. Even housing cooperatives are allegedly ‘
involved in this. It is manifestly clear that the current system is
regressive both directly (in that it subsidizes better off houéeholds)
and indirectly, in that it raises the price of materials to the informal
sector. :

Alternatives that should be considered include:

e Completely deregulate building materials markets;’

e Target materials subsidies instead to owners/builders
willing to build in designated locations, according to
standard designs, or willing to rent to stipulated
target group households.-

2. Security of Tenure

This does not now seem to be a major problem--the informal sector

is in some respects more willing to invest in"housing than the formal

lRecall however, that total constructlon costs 1nc1ud1ng ‘costs of
land may be dominated by land costs in many areas of Cairo and Beni Suef.
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sector. The former includes;a slightly higher proportibn of owners, and
a greater proportion of buildings with recent'additiohs. ‘Households do
not appear to.be concerned aboﬁt failure to register land or buildings

or to obtain building permits. When purchasers of existing buildings were
asked why that had not made improvements, nofone'ever mentioned concern
‘with any aspect of security of tenure. Aneédotal evidence suggests that
once househblds are established, it is difficult or impossible to dispossess
them. Moreover, the government appears to routinely legitimate illegal
settlements (e.qg., Lawy29). The only action that would appear warranted
is to formally legitimaté tenure (ownership) of iilegal households, though
the current syétem which permits disputed ownership to be litigated on a |

case-by-case basis may be preferable.

3. Zoning

Major zoning-like elements are height restrictions on buildings
and brohibitions_oh conversions of agriculturai land. The former should
prcbably be more rigorously enforced because of problems of structural
soundness, coﬁpatibility with infrastructﬁre, and health and safety of
ténénts (problems were mentioned by interviewees with water pressure,
sewage backups, etc.) Benefits of ehforcing most other zcning like

features of housing codes may be of less importance.

4.. Appropriate Technologies and Materials

Technologies and materials vary within the éurrent housing secﬁor
depending to a considerable degree on the ultimate height of residential
buildings. Concern was expressed by a number of officials interviewed
that building collapse had become, or was becoming, a potentially major
problem. As discussed earlier, this is a believable concern given increases
in relative construction cdﬁts and pressures (because of high land values)
for higher density development. As discussed above, this problem is likely
to be most serious in case of tall building development, and possibly in
areas with soils with poor drainage. Governorate officials could focus
concern on growing areas where either of these conditions is likely to be
present and both offer technical assistance and enforcement personnel to
ensure building safety. The emphasis should be on higﬁly selective

assistance and enforcement to take best advantage of resources.
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5. Economic Incentives for Efficiean]SubSidy Policy -

' Sub51dles are pervasive in the housing sector, princxpally encom-
| passing building materials, infrastructure capltal and operatlng costs, '
public sector housing, and rent control These subs;dles are sometimes
regre551ve, 1nequ1tab1e, 1neff1c1ent, and cause problems in flnanclng the
orderly expansion of housing opportunities and access by all c1t1zens to
pasic infrastructure. .

The analysis suggests that buildiné materials'suhsidies.ﬁend to
~go to better-off households and prabably raise the prices of unsubsidized
materials for less well-off households. It is suggested that deoouoling
the building approval-materlal allocation process or modlfylng 1t would be
a more equltable and efficient way of addre551ng housing needs.

_ Infrastructure tends to be withheld from informal areas for some
time, being supplied instead to formal areas. It appeafs that costs of
. supplying infrastructune are probably not fully recovered either for '
initial capital investments or for continued oPeretions.- This benefits
better off households and limits the ablllty to extend 1nfrastructure to
other areas. Consideration. should be given to modifying 1nfrastructure
pricing policies and to implementlng a scheme of taxation of increments

in land value created by infrastructure investments. Each of these
changes can result_in improvements in the'equity and effioiency with ﬁhich
infrastructure is distributed. | ' ' | ‘

Public sector,housing'presently constitutes a modest (9 to 10
percent) component of the housing stock, although there are plans to
greatly expand its role. The analysis indicates that-standerds of public
housing and its'chstruction oosts are well above those of average |
housing units, particularly with regard to infrastructure supply.

Rﬂﬂie sector housing (at least inhthe sample here) appears nevertheless

to be more crowded in terms of persons per room than average market hou51ng.
Rents are well below market levels and further below levels needed to
recover costs, 1nd1cat1ng that subsidies are large and, by some cirteria,
inequitable. The analysis supporﬁs the recommendafions of other'studies
that»have snggested major modifications in public housing dwelling and
infrastructure«standards, and that have suggested chenges in the way

it is priced.
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Newly built informal housiﬁg, relative to public sector‘housing,'
is of lower quality but is, nevertheless, of better quality than average
units ofbthe»existinq housing stock. Informal housiné is no ﬁore
crowded than existing housing. It is of better structural soﬁndness'than
exiétinq hoﬁéinq and has similar interior amenities (toilets, kitchens, |
etc.). Its residenté are as satisfied with their dwellings as residents
of formal public and private housing, although'in light of lower levels of
neighborhood émenities,_are sometimes less satisfied with neighborhood
conditions. As such, the informal housing sector represents an alter-
‘native to existing pubiic sectbr housing that is déserving ofigreater
public suppoftf particularly with regard to infrastructure supply and
uquading; Policies that encourage uparading of existing informal areas,
expansion of individual informal buildings, and'proQision of infrastructure
té new areas for sites and serviceé type projects are recommended as
important complementary projects. '

Rent control, which has been uniformly criticized in other studies,
is shown by this analysis to héve a more limited impact in some respects
than its detractors would suggest, although it does clearly havé'some
distorting effects on the housing market. For example, (1) rent control.
does not appear to have had a major effect on rates of new qonstruction-—
new construction in Cairo appears recently to have outstripped demand.
Moreover, no shift of the population away from being renters toward owner-
ship;isbperceiVed. Rental units are still being produced and, indeed,

a slightly higher fraction of récent movers are renters than are house-~
holds who have not recently moved. (2) Mainténance of existing buildings
éppears'in some respects not to have been greatly affected by rent control.
Residents of rent controlled units often assume the financial burden of
maintenance themselves, at least for their own units, spending on average
a éizeable fraction of income for this purpose. Whether such expenditures

extend to common areas or not could not be ascertained in this study.

1 . .
_ The locational impacts of rent control were also not ascertained
here. 1In a very crude sense, locational choices appear not to have been
.affected--recent movers, for example, are no further away from their
workplaces than are households that moved some time ago. A more detailed
investigation than has been attempted here could, however, reverse this
_impression.
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~ Rent control does, however, have a highly differential impact on
residents of long standing and recent movers. For the former,'rent
control has indeed kept rents low; in fact, it has on average-resulted
in lower current rents than rents at the time households'moved into their
units. For recent movers, however, rent control has been widely circum-
vented by the payment of key money. Key money has risen over time- in
both amount and incidence, such that recent movers may be effectively
spending - from two to three times the fraction of their incomes on rent as
similar households that have not moved, and as importantly, are forced .
to rely on sources of assets rather than current income in acquiring
housing. v ' | ‘ _'

Recent increases in rents have reached a point where further
increasee in rent or cost burdens (either in key money or monthly payments)
appear'unlikely to be sustaihed. In the short run both_supply and demand
side factors-should limit relative increases in costs; Current vacancy
rates and constructlon backlogs should dampen supply-side prlce increases
and, on the demand side, comparatively high required expenditures on o
food (60-70 percent of income) 1limit the fraction of income than can
possibly be ellocated to housing. Thus, it is expected that rents for
recent movers w1ll tend to stabilize at between 20 and 30 percent of income,
a rate double that of the current average, but in line with many other
countrles at 51m11ar stages of development.

In view of the apparent 1mpacts (or lack of 1mpacts) of rent
control, its outright abolition does not appear to be called for. Modifica-
tions along the lines of the new housing law of 1981, which stipulate advance
rent payments and permit higher nominal return on investment to landlords
but which allow even higher rates of return than the 1981 law should '

' be considered as‘avway‘of encouraglng a tilt in hous;ng supply toward:more
low and moderate income units. Production of such units will, however, be
somewhat limited in the short run by demand factors (tenants incomes and
ability to accumulate key money), such that modifications in the rent

control law will have at best marginal impacts.
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