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Introduction

This is the report of a workshop on housing finance and resource mobilization that took
place in May 1996, It was the second HIC warkshop on this subject and followed a
previous meeting in 1993. The workshop drew together 20 professionals and practioners
working within the field of loan finance for housing and neighbourhood developments in
low-income settlements. Case studies from nine different countries were presented and
the experience of those taking part enabled the discussion to draw on a much wider range
of different projecis and programmes.

The case studies presented at the workshop are included in this report. Hosted by the
People’s Diialogue on Land and Shelter in South Africa, the variety of experiences
within one single country is represented by the four South African examples. The
People’s Dialogue and the Scuth African Federation of Homeless People work together in
a partoership which has developed a housing finance programme offering collective
housing loans to (primarily) women living in the informal black and coloured settlements
throughont the urban areas of South Africa. The Rural Finance Facility began {0 work
in rural areas offering micro-enterprise credit but has since developed a housing loan
programme whose clients are primarily low-income formal sector employees. The Group
Credit Company initially worked with a Grameen Bank ‘style methodelogy. More
recently it abandoned group credit and established another organization, CashBank, which
works with individual borrowers who are also mainly formal sector workers. The
Development Action Group has no longstanding experience with housing loan finance
but, as with NGOs in many other countries, it has an increasing interest in such strategies
and iz now planning a number of different projects.

From Namibia {one of two other Southern African countries representad at the _
workshop), Build Together is a government programme providing heusing loans to
mdividual families in nead of housing improvements. In Zimbabwe, housing cooperatives
have become an increasingly popular strategy for securing housing and Housing People
has been involved in providing direct support to individual cooperatives and in negotiating
with state agencies to increase their understanding of botk the potential and the needs of
cooperatives.

In addition to NGO initiatives, some governments have also been interested in reaching
those in need of housing improvement with loan finance managed by community
organizations. In Asia, the Philippine government introduced the Community Mortfgage
Programme in 1938 and over 55,000 households have been provided with loan finance,
primarily for land purchase. iIn Thailand, a government initiative in 1992 resulted in the
Urban Community Development Office which follows many NGO programmes in
offering loans for both housing and income generation. A further Asian experience is
represented by the partnership of SPARC and the National Slum Dwellers Federation.
From small-scale informal savings groups organized by and for groups of low-income
women, the housing needs of these families are now being met through housing
cooperatives.

In Latin America, the case study from Cordoba {Argentina) demonstrates how smali-
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Introduction

scale housing finance initiatives can be combined with a campaign to ensure that
municipal finance is more equitably allocated, In Colombia, FedeVivienda has many
years’ experience of using doner funds to leverage additicnal finance io extend the
numbers of housing loans that can be offered. And in Brazil, despite much economic
instability and a consequent uncertainty about savings and loan activity, the case study of
Cearah Periferia demonsirates how community organizations hvae become increasingly
enthusiastic about the new possibilities offered for housing improvement,

Thiz workshop was organized by the International Institute for Environment and .
Development and hosted by the Pecple’s Dialogue on Land and Shelter for the Habitat
International Coalition, The Habitat International Cealition is a coalition formed by over
200 non-governmental organisations from 36 countries working in housing and related
subjects. Its members include many of the best-known research groups, training
institutions and NGOs who work with low-income groups in implementing housing
projects.

Many of those attending the workshop are members of the Habifat International Coalition
and a number of follow-up activities were planned in order to provide more effective
support to & wide range of housing finance initiatives. These follow-up activities are
summarized in Annex 1. Annex 2 includes a list of those participating in the meeting
together with contact addresses.




People’s Dialogue or Land and Shelter

The uTshani Fund, People’s Dialogue and the South African Homeless People’s Federation

Summary: The basic premises behind the uTshani Fund differ significantly from
conventional wisdom in South African development strategies. Central to these premises.
is the recognition that the poor are the world's most prolific producers of shelter. The
strategy of the uTshani Fund,; and its parent NGO, is to provide support through lean
finance and technical assistance modelled on the housing construction processes actmally
pursued by the poor.

Background

The People’s Dialogue is an NGO established some six years ago to explore ways in
which support could be piven fo the homeless urban dwellers in South Africa so that they
might address their housing needs. Working immediately with squatter setflements, initial
exploration focused on financing options. Housing savings schemes were formed to
provide a local focus for household (mostly womens®) savings and organization. In fime,
the community networks which linked these savings schemes were formalized into the
South African Homeless People’s Federation, As the strategy achieved greater
recognition, and the initial schemes were consolidated into a naticnal movement,
sufficient loan capital was secured to enable the Dialogue and Federation to offer
members loans for house building. If is this loan capital that is the financial basis of the
uTshani Fund. The sections belew consider the operation of both the savings schemes
and the Fund itself, This introductory section briefly describes the Federation and the
People’s Dialogue, and summarizes the national context within which this achwty has
develnpe;d

The South African Homeless People’s Federation is a network of antonomous community-
based organisations with their own identities and their own demsmn—makmg siruchures,
The Federation has a high national profile but does not require 2 formal legal standing,
Most affiliated organisations in the Federation have their own constitutions, and their own
systems of convocation and election.

People’s Dialogue on Land and Shelier i5 a small (12 staff) national NGO whose sole
purpose is to support the initiatives of the Homeless People’s Federation, These support
activities include:
» fund-raising, and adnumstraunn of donor finance on behalf of the Federation.
» administrative support for the major Federation operational programmes:
exchange (national and international), training, technical development and finance.
» assistance in interaction with formal institutions, inclnding national and local
government departments and agencies.
» assistance in preparation of applications for state assistance (e.g. housing
subsidies). _
» analysis and distribution of information gathered by the Federation on its
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members and their communities.

» advocacy (national and international) for the cause of a people’s housing
movement, in conjunction with a Federation spokegperson.

» operation of a national low-cost housing finance programme (uTshani Fund).

There are an estimated seven miflion people who are without legal tenure in the towns
and cities in South Africa. Although the new government has prioritised housing, little
maferial support has so far been offered to the homeless urban poor. Without secure
tenure and bridging finance, they cannot access the generous capital subsidy system which
the government introduced to improve the national housing stock. In this context, the
vast majority of urban dwellers continue to address their housing needs with no support
from formal sector agencies. There are some local government, state and NGO
Initiatives, but all are small scale and are restricted to a few setflements. Moreover, these
official agencies have adopied the strategies that have been shown to fail throughout the
world. In South Africa at present, a significant proportion of the housing subsidy is
retained for commercial profits. These conventional housing development projects
weaken collective community bonds and therefore the material improvements that have
been secured are not maintained and communities” dependence on external agencies
increases,

It is in this context that the Federation and People’s Dizlogue have sought to prcmda an-
alternative option. Some of their achievements to date are:
» ongoing construction activity in 25 housing savings schemes throughout the
country, with nearly 500 affordable, quality homes built in a short period, entirely
without professional assistance,
» the formation and operation of six Building Information and Training (BIT)
Centres, which provide a base for residents’ knowledge and skills to be -
consolidated and passed on to new housing savings schemes.
» recognition from national and provincial povernments, culminating in a grant of
R10 million by the Ministry of Housing to enable uTshani Fund to develop a new
option for the delivery of housing finance to the very poor. And loan repayments
on this wholly Federation controlled loan scheme at over {25 per cent,

Housing Savings Schemes

Housing Savings Schemes are groups of women (men are not excluded, but few choose to
participate) who save regularly, These savings are banked locally by the members and
used to provide small-scale finance to members for emergencies and in support of
income-generation activities. People who borrow money from the fund for emergencies
are charged 1 per cent per month on the outstanding balance, and those who borrow for
income generation are charged 2 per cent. (These rates are Federation policy.) All
matters relating to the management of these finances are undertaken by treasurers, book-
keepers, and collectors drawn from the Schemes’ members. At present, all savings are
held in individual local accounts. However, there are now plans that all {or part) of the
savings will be banked in a central account and this will enable Schemes to access
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additional loan capital as required.

Although daily savings are the basic activity of the Scheme, the experience of saving,
lending, and financial management provides a platform for acquisition of further
development skills. The most important vehicle for this is horizontal exchange of
information, experience, and skill, through Exchange and Training Programmes. These
Programmes have both national and intemational dimensions, including a long-standing
relationship with the National Slum Dwellers’ Federation of India, Members of homeless
communities from both countries visit each other frequently to learn and share with one
another,

The training provided covers the spectruin of skills needed to consolidate community
managed housing and neighbourhood developmernt. There are four main components to
the training programme. . Within the financial component, members of the Housing
Savings Schemes learn basic financial management, including bookkeeping and banking,
Preceding the financial component and undertaken to develop an understanding of the -
community living in the settlement, savings schemes learn how 0 map existing houses
and local facilities, and gather basic socio-economic data about the residents. A third .
component is the house-modelling process: members collectively design and model the
houses of their dreams, then consider issues of affordability and amend their designs.
The fourth component, onee the finance has been obtained and an acceptable desipn
identified, is training in building and construction techniques.

There are now nearly 300 ‘Housing Savings Schemes’ belongmg to the South Aﬁlcau
Homeless People’s Federaticn which are linked throngh nine regional federations. Bc-th
the membership and le.ade;rshlp are overwhelmingly female, and are drawn from humeless
communities, Total savings now exceed RO.5 million.

uTshani Fund

uTshan: Fund is a revolving fund providing low-cost housing finance directly to the
Housing Savings Schemes affiliated to the Federation. (uTshani means grassroots in
Zuin.) It is able to provide loans of a much smaller size and at lower interest rates than
formal lending institutions, primarily by relying on the organisation, capacity and
relational security of homeless communities. uTshani Fund’s operating principles are that
finance should be made available directly to Housing Savings Schemes on a collective
basis, and that the ground-work of the Fund should be undertaken at community level,
Any Housing Savings Scheme is eligible to apply for an uTshani Fund loan. The final
decision on whether or not a loan should be granted rests with the Governing Body.

uTshani Fund makes loan finance available to Housing Savings Schemes that have
provided affordability assessments and building plans for smaller groups of their members
who are ready to build and able to make regular repayments. The Scheme then
distributes these funds to members. Great emphasis is placed on simplicity and
transparency. The Schemes are encouraged to have weekly and bi-weekly meetings with
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open access to information. The Fund itself provides information to enable savings
schemes to follow their loan balance and repayments.

A Housing Savings Scheme wishing to apply plans a setilement layout and designs houses
which are affordable to the members, The Scheme then undertakes an affordability
exercise to determine the amount each member can afford to repay every month.
Members whe will build houses financed by the prospective uTshani Fund lean are
idenfified by the Savings Scheme according to their own criteria. Schemes who are new

~ to housing loans normally receive finance for a group of 10 members, Second and
subsequent groups may be larger, Once the member’s monthly repaymenis have been
worked out, uTshani Fund staff determine the amount which can be borrowed over a 15-
year period at a simple interest rate of 1 per cent per month. The Housing Savings .
Scheme then adjusts its house designs o build within this amount.

Af present uTshani Fund asks each iadividual Scheme member who receives funds from
uTshani Fund to make a deposit equal to 5 per cent of the loan amount, In general, this
is equal to about four month's repayments on that loan, so that members can test in
practice whether they can really afford {heir target repayment. These deposits are not
down-payments as such, but the funds are invested. A portion of the interest earned on
these grouped deposits is then used to offset loans to members who may pass away before
their loan is repaid. The remainder of the interest earnings topether with the initial
deposit can be used to offset a member’s repayments if they go into defauit, but only if
the Scheme decides to do so. The deposit plus interest are returned to the member when
their loan has been repaid, or can be to retire the balance of the loan when this is low
enough {0 do so. -

If approved, the loan is made to the Housing Savings Scheme which disburzes the loans
to members in the form of building materials (not cash). Management of the construction
process is undertaken by the members, supported by other Federation groups in the
course of regular exchange programmes. Within each Scheme, one group is responsible
for keeping the books and releasing the funds, and another group manages the stock and
distribution of building materials.

One month’s grace is given after the loan is granted. After receiving a loan, these
members make monthly repayments to their Housing Savings Schemes, with the

treasurers collecting loan repayments along with savings. Each Scheme then makesa = -
single bulk monihly repayment to uTshani Fund. Management of the process, from initial
affordability exercises to ongoing management of loan repayments, is undertaken by the
Scheme and this greatly reduces the cost of loan finance. Since the primary lending
relationship is between uTshani Fund and the Scheme, the Fund does not carry individual
household loan accounts and this further reduces administration costs.

Security for these leans 18 prirharily through ‘peer pre.ssuré’ in the social network of the

Housing Savings Schemes and the broader Federation, Loans are given to groups of
between 10 and 50 members, and further lending to each Scheme is dependent on the
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performance of existing loans. Regular exchange programmes between the Housing
Savings Schemes help to ensure that members remain aware that their repayments will
determine access to finance by thousands of homeless poor, Because uTshani Fund is a
‘revolving” fund, loan repayments are the source of further loans.

To date the Fund has given 465 loans, The average size of loans is R9,000 per
household and members can receive 2 maxinmm loan of R10,000. The Housing Savings
Schemes have resisted incremental development and most of the loan finance has been
invested in finished houses of between 50 and 75 square meters (typically with two
bedrooms, a living area and kitchen and bathroom). Considerable efforts are made to
ensute that loan finance can be obfained by all income groups within the low-income
settlements including the poorest; Inevitably, there is a constant tension, with loan
finance being most easily affordable by the richer households, who also want the largest
loans. The Governing Body has attempied to redress this by encouraging Schemes to
earmark 50 per cent of their loans for the poorest of their members. :

The average monthly lean repayments are now between R90-100. Originally this figure
was about R120 a month {a total loan of R10,000) but concern over the size of loan
repaymenis and more experience with house building eosts has enabled Fund staff to
reduce the size of loans. Apgregate repayments are currently about 125 per cent of
stipulated monthly repayments, Concealed by this figure 1s the fact that, on average, 10-
15 per cent of individual Federation members are late with their repayments at any one
time,

The uTshani Fund is controlled jointly by People’s Dialogue and the Homeless People’s
Federation through its governing body which meets quarterly. Between these meetings,
the Fund is managed on a day-to-day basis by People’s Dialogue staff in Cape Town.
The Governing Body is comprised of representatives from each of the nine regions in the
Homeless People’s Federation, as well as the three National Convenors of the Federation.
Professional support staff have no vote on matters of loan poﬁcy The main
respunﬂhﬂmes of the Governing Body are to:

» set overall policy on fund-raising, investment, and loans.

» consider extraordinary loan applications as necessary.

» receive and consider repurts from the Fund Manager summarizing un-gmng loan

activities.

» EXercise executive 'a.ul:ht:lrﬂ:_',ar over nTshani Fund,

Certain operational costs of wTshani Fund are borne by People's Dialogue. It is
envisaged that the Fund will gradually be made financially self-sufficient, as long as this
is compatible with the goal of providing low-cnst housing finance.

Sources of Funding

The uTshani Fund was initiated with European donor support. Obviously for any housing
finance scheme to reach a large number of households, more funding had to be found.
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Late in 1994, the late Housing Minister Joe Slove offered the Federation a grant of R10
millios to enable it {0 expand the reach of uTshani Fund. This was done in the hope of
demonstrating the effectiveness of this model in order o provide a mechanism fo reach
very low income households. This offer was maintained by the new Minister, Sankie
Mthembi-Nkondo, although there were considerable delays before the funds were secured.
The uTshani Fund has historically been incorporated as a part of People’s Dialegue, and
has needed no separafe leggl standing of its own. - This is an adequate and appropriate
arrangement, since uTshani Fund woerks only with the Federation. However, as a result of
concerns expressed by the National Housing Department a further organization was
required.

This separate legal holding body, known as uTshani Trust, now serves as a condvit for
the Department’s R10 million grant. The agreement was drafted so that the uTshani
Trust would be able to channel funds from government or other donors to uTshani Fund
and thence to the Federation in a highly transparent and accountable way. The Trustees
are drawn in equal proportion from government and the Federation. All releases of Trust
funds to the Federation must be approved by a majority of the Trustees. The Trust is
audited and its records are open {o inspection by government at any time. Once the R10
million has been drawn down (and repaid), the Trust funds are passed over to the
Federation and the only remaining obligation to the government is an annoal audit and
report on activities.

The Trust has been structured in such a way that any grant, subsidy, government
allocation, or gther sum can be channelled through it and remain subject to the same
procedures governing the R10 million grant. This makes it possible for the Trust to act
as a legal conduit for other forms of government assistance to the Federation, whether in
the form of housing subsidies, grants to Building Cenires, or further seed capital for loan
finance.

Lnul_:ing forward

Accessing government subsidies: Much to the impatience of the Federation, their
members have struggled long to access the governiment’s capital subsidy scheme for
housing (R15,000, althuugh a varying amount may be required for infrastructure
development). This issue is critical for

Federation members who wish 10 use the subsidy to repay most of their ioan capltal

In the course of negotiations between the People’s Dialogue znd the Housing Support
Task Team of the National Housing Department, an approach for the release of subsidies
directly to recognised and established people’s organisations has been worked out. This
enables the Federation to access subsidies directly from either pmvincial government or
local authorities via the uTshani Fund. This system has been put in place on a pilot hams
in two provinces, the Eastern and Western Capes

Building materials:* Some housing savings SChE-IﬂES have been experimenting with
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producing their own building materials. However, others are now recognizing that it is
cheaper and easier i purchase from the commerciai sector. :

Housing building: The housing construction process in the Federation started in Tune
1995 and the number of houses built during the first year of activity was about 204
There is an evident fensicn between building large numbers of houses to meet the
growing expectations and enthusiasm of Federation members, and doing so at a pace that
enables the revision and consolidation of practice and structures to ensure that they are
effective. The rate of loan distribution is likely to increase during the forthcoming
months and it is anticipated that about 800 housing loans will have been allecated by the
end of 1996. '

Loan terms: The 15 year loan term has been the subject of much discussion. The
house-modelling exercise has demonstrated {and continues fo demonstrate) the ambitions
“of squatters to secure finished houses and their reluctance to adopt strategies of
incremental development that are a3 more common practice elsewhere in the South. These
ambitions reflect both the apartheid state, with #ts consequent lack of development within
the black areas and the wealthy suburban life-style of the white elite, and the clear
prioritization of housing delivery during the period of transition and the election of a
democratic government. Given the kinds of houses that are required by Federation
members, the only way in which they are affordable is by extending the loan term to 13
years although it is recognized that this is much longer than is desirable. However, this
lpan term is also linked to the expectation that capital subsidies will be obtained by the
Federation and that therefore these households will be able to pay off a large part of their
loan. Whilst the uTshani Fund staff have siressed that it cannot be assumed that -
subsidies will be obtained, this factor may have been influential in determining the size ﬂf
loan applications.

Reaching the poorest: The average monthly income for Federation members is about
R68( per household. This includes a wide variation, with perhaps the largest, and also
the lowest single income group being pensioners who receive R410 a month. There are
continual atfempts to ensure that the bhousing choices being developed by the Federation
are reievant to even the poorest groups. However, this requires the increased
acceptability of incrementzal housing development enabling smaller loans that can be more
quickly repaid.

Infrastructure development: To date the Federation has not become involved in
infrastructure development. The subsidy finance includes a component for infrastructure
improvement as many seftlements have litfle or no provision. An increasing concem is
that the rising costs of construction work mean that the capital subsidy is now too small.
The Federation and People’s Dialogue are therefore planning to experiment with adopting
the low-cost sanitation techniques of the Orangi Pilot Project.

Administration costs and maintaining the capital value of the Fund: There is a I per
cent per month interest rate charge on all loans from the uTshani Fund. A remaining
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1s5ue 15 how the real value of the fund can be maintained and administration costs
covered. Inflation in South Africa is between 3-8 per cent a year at present. Whilst the
Interest rate charpe covers the cost of inflation, it is not sufficient to also cover
administration costs. Considering the last two years, the annual adminisiration cost
associated with each loan is R300 (although this fipure includes both the operating
expenses of the Fund and the Federation}.

However, one advantage of using a figure of 1 per cent a month is that it is very easy to
calculate and, at present, there is no intention of changing the interest rate.

Land: The Federation encourages only those communities with a relatively good security
of tenure to build. Where security is considered inadegquate, loans are refused.

What are the constraints on increasing the seale of loan finance? Perhaps the most
critical constraint is that of sustaining a system which is based around close personal
relationships. In order to maintzin this way of working and increase the number of
houses being constructed, the Federation needs to move towards working more locally at
a provincial and regional level. A second challenge is to integrate the uTshani Fund into
formal financial systems in order to minimize administration costs and attempt to ensure
that the fund is as viable as possible. A third challenge is to survive in 2 context in
which the government is demanding increasing successes from the Federation and in
which the 33,000 members currently in the Federation have rising expectations about
obtaining a house through the Federation. Linked to this is a fourth challenge which is to
develop a model that can meet the housing needs of tens of thousands of households in a
way which ix affordable and which maintains the essence of the Federation by ensuring
community control over the development process.

10




Rural Finance Facility

Rural Finance Facility

Summary: The Rural Housing Facility is a non-profit organization that specializes in the
provision of housing and micro-enterprise finance. In both these areas, the Pacility seeks
to identify a-financially sustainable strategy that, at the same time, can result in
substantive improvements in the quality of life for low-income households.

Background

- The Rural Finance Facility was initizted to make a contribution to meeting an important -
- need m rural areas. The organization developed from one of the projects of a South
African NGO, the Rural Advice Centre, that specialized in improving water supplies in
rural areas. Water proved to be a gm-d strategy for community mobilization and
inevitably the local residents involved in this project made further demands on the NGO
as a result of this activify. A specialist project to provide rural credit was begun in 1989
and as the success of fhe project becamne established, it became an independent
organization in 1991. '

There are an estimafed 3.5 million people who can afford commercial rates but who are.
currently excluded from financial markets. To reach this scale, and for this income
group, & dependence on development assistance is not an option. The desire of the Rural
Finance Facility for financial viability arises because of this objective. The need for
financial viability without recourse to development assistance funds imposes strict
constraints on the organization and much of the early development of the orgamzauun has
focused on understandmg how to work within these constraints.

The Facility is registared_ under section 21 of the Companies Act, as a not-for-gain
enterprise, It is a charifable organization with a Board of Directors. Since its launch,
five years ago, the staff have raised numerous grants to fund operating losses. This gran
funding was never more than required (frequently it was a lot less) and always later than
needed. The capital base is now provided through borrowing on financial markets and
there is no donor capital contribution. The grant funds for micro-enterprise development
have all been used up: The housing loan division has capitaljzed this money and it was
recently valued by a merchant bank at twice the value mvested in it to date (mainly on its

growth prospects).

The Board of Directors has changed gradually since the inception. Initially it was
composed of professionals who had similar interests and commitment to those of the
Faciiity. The membership was drawn primarily from the council of churches, banks and
trade unions. The Board membership is now more representative of the groups that are
receiving loan finance with members drawn from the trade union movement and the civic

organizations.
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The current objectives of the organization are to achieve large-scale outreach (30,000
clients in three years) with full financial sufficiency, better service and lower cost loan -
products.

Micro-enterprise loans

" The two components of the Facility, housing and micro-enterprise loans, are run as
distinctly separate operations with the micro-enterprise loans concentrating primarily on
rural areas and the housing loans on small towns and urban areas. The micro-enterprise
loans are provided mainly to women with credit gnaranteed through group based
collaterai. Most of these women are working in the informal sector and there has been
little interest in housing investment. This client base contrasts strengly with housing loan
recipients who are primarily urban, male and formal sector employess, The remainder of
this summary focuses on the housing loan component of the Rural Finance Facility.

Housing lpans

Within the South African Iabour market, there are approximately 8 million formal jobs,
The number falls to about 6 million if farm labourers and domestic workers are excluded.
However, there are only 1.5 million mortgage bonds suggesting that there are about 3 or
4 million formal sector empioyees with no source of credit for housing investments.
Retail cutlets commonly provide credit for consumer items such as furniture and food but
it has been extremely difficult to obtain a loan for building. :

Ten years ago, it became possible to use provident fund contributions to guaraniee
housing loans to formal sector employees. (Provident funds can also lend money directly
but this has not been as snceessful and most prefer to guarantee loan finance that is
provided by another agency.) Provident funds contributions are collected by compulsory
salary deductions to provide for life assurance and retirement savings. After a slow start,
the use of the funds to guaraniee housing loans has become more widespread. Three
years ago the largest provident fund had committed less than 0.5 per cent of its capital to
guarantee housing loans, now more than 6 per cent is committed. The possibilities for
obtaining loan collateral through this route are now being more widely recognized by the
commercial banking sector which has begun to enter this market, but their preference is -
to ignore those with monthly salaries below R2,000, Sixty eight per cent of the 8.2
million formal sector income earners in South Africa receive less than R1,667 per month
{Source: South Africans Rich and Poor, SALDRU, i994).

The guarantee from the provident fund is dependent on the loan being used for ‘huusmg
and if the finance is used for another kind of invesiment this may invalidate the
guarantee, There is no clear requirement as to who is responsible to ensure this, although
the Rural Finance Facility makes every attempt to ensure that the requirements are
respected. Fifteen per cent of borrowers are visited and a close relationship with Iocal
civic organizations is maintained. Borrowers have to obtzin a recommendation from the
¢ivic organization prior to receiving the loan.
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‘Although the average monthly salary is about R1,400, some of those receiving money
through the Facility receive as litfle as R400-500 a month. These borrowers might start
with loans of R1-2,000 and then follow these with further larger icans. One person
received R20,000 of loan finance over three years, (loans of R3,000, R6,000 and
R11,000 respectively). The average size of a housing Ioan is presently R7,000 and the
average repayment period is 36 months (with a maximum repayment period of up to 60
months). : .

People are improving their houses incremeﬁtall}r becanse this is the only finance that is
available to them. The Rural Finance Facility estimate that the two million households in
formal employment and earning between R800-1,500 a month can afford to borrow about
R5-6,000 every three years, even when they are paying commercial market rates for loan
finance.

Soorces and costs of finance

The housing loan component of the Facility has now grown to a total loan fund of R25
million with some 8,000 loans, Most of the capital funds have been secured at an annual
interest rate of 16 per cent from a government financing corporation. About 5 per cent of
the capital funds are provided through a Dutch NGO. The next tranche of capital is
likely to be secured from ¢commercial financial institutions at  higher interest rate. The
finance is on-lent at 23.5 per cent. The lending margin is very low for South Africa as
many commercial banks have a lending margin as high as 10-12 per cent. Full cost
recovery has now been achieved with some 14 staff members managing the loan base.
There is a continual search for ways of reducing the 7.5 per cent margin to cover the cost
of providing Ioans. Their assessment suggests that 7.5 per cent is probably as narrow as
their competitors’ marging. 'With their present size of loan portfolio, it costs R400.to
disburse each loan and these costs are likely to fali as the scale of lending increases.

The magor source of finance is currently provided by a government parastatal that has
been funded by a capital grant from the government, They have been looking but have
found no cheaper source of funds. The newly established government body, the National
Housing Finance Corporation, is also likely to offer finance at a similar cost. (The
government has made a commitment {0 provide hovsing svbsidies to low-income
households with a level of grant that is determined by income but such finance is not
available to most of the Facility’s borrowers because they do not have a freehold title to
their plot.) In order to expand the capital base and maintain or reduce interest rates the
Facility tried to obtain cheap international credit but has concluded that either the amounts
available are too small or that the cost of this finance is no cheaper than local funds.
Obtaining sufficient finance fo maintain liquidity is a continual challenge for the staff,

Obtaining loan finance

Workers normally hear about the possibility of loan finance by word of mouth. Eoan
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repayments are payroll-based and are automatically deducted from monthly salaries or
wages. If an invitation is offered, staff address the workers and shop stewards at a public
meeting, If there is sufficient interest, the borrowers negotiate with the employer to
“gnable payroll deductions to be made for loan repayments.

New borrowers are offered one or two training sessions to explain the principles of
lending and borrowing. This is followed by an individual meeting with a member of staff
to go through and fill in the application form. Most of the loans are between R&-8,000
with a fixed interest rate and repayment periods of five years or less. Staff try to ensure
that loan repayments do not exceed 25 per cent of net take-home pay. Mo savings or
deposits are required prior to the loan being agreed.

The Facility has not offered savings accounts both because of a limited capacity within
the organization and because, in general, low-income households wish to invest in strong,
secure and well-known institutions. Savings are nof required by those seeking housing
loans from the Facility. (For micro-enterprise loans the Facility does encourage borrowers
to save and these monies are held with a commercial bank).

Over 70 per cent of the housing loans are given {o men. (Fhis is a complete reverse of
the situation in the micro-enterprise credit where 80 per cent of the borrowers are
women,) Some years ago this percentage was as high as 85 per cent but, increasingly,
women are applying for housing loans.

The commercial banks are recently becoming more involved in this type of lending to
low-income houscholds, although the Facility still believes that it has & comparative
advantage. The National Union of Mine-workers recently selected a commercial bank to
service the housing loan needs of its 300,0KX) members. They rejected the Rural Finance
Facility on the grounds that the interest rates were unacceptably high. But recent
experience suggests that the commercial bank selected has had problems in providing
union members with housing finance, In the experience of the Facility, lending to this
client group requires a relatively high investment in borrower education and support,
especially for the first loan application. Project officers with the Rural Finance Fagility
spend a considerable amount of time with clients, working Iocally and attempting to
maintain good relations with their customers.

Repayments

Few housing loans are not repaid and repayment rates exceed 99 per cent. This high
level of repayment is achieved because the Facility has first claim on borrower’s
Provident Fund monies. If, for example, someone is made redundant and withdraws their
Provident Fund, then the Facility has the option of obtaining repayment of the loan,

At the end of June 1996, the time repayment rate for -housing loans was 76 per cent.

Fifteen per cent of loans had overdue instalments of between 1 and 30 days, Low arrears
are primarily due to the payroll deduction niethod of collection. Most of these arrears arc
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not the fault of the borrower; for example, a cheque pzid late by an employer.

Consumer credit is available from a number of different sources and when people apply
for loan finance the staff attempt to ensure that bosrowers are not over-committed on lean
repayments. This is rarely.a problem in practice and people generally come back for
another loan immediately the first one is paid off.

If people lose their employment they are stili liable to repay the loan. They are usuvally
reemployed, then the repayments begin again with the guamniee being passed onto the
Provident Fund of the new employer. If they do not find another job, they are under no
pressure to repay. However, the obligation remains for ever. The Facility aims to be
reascnable but serious about debt collection.

To date, housing loans have been backed by Provident Fund guarantees. Howewver, if
someone has a good record of repaying micro-enterprise finance within the other lending
component of the Rural Finance Facility they would probably alse be able to receive a
housing loan.

Building

The borrowers buy local building materials for the housing mnétmcﬁt}n and
improvements and the Facility does not provide technical advice. Every community is
full of builders and people generally use these local enterprises or manage on their own.

One of the current activities is a detailed client survey to find out more about the kinds of
investments that are being made with this loan finance. Most of the loan finance appears
to be given to incremental housing development, including extra rooms, new roofs, and
upgrading of building materials {for example, from corrugated iron to bricks and mortar).
Most of the financing is taking place in small towns, There is a Iarge varety in the
different types of housing style and technology. Housing improved through Facility loans
includes both typical four-ropm township units and earth construction techniques.

Looking forward

Expansion: Considering the future expansion of the Rural Finance Facility, staff believe
that they have passed one critical watershed, When the number of borrowers in the
housing loans programme moved above 3,600, they found that they had reached and
passed the break even point for profitability, Fixed costs are high because the
administration is complex. The Facility bas adopted a commercial debtor information
system used by seven small banks in the country. Now that the system is working, the
Facility believe that it can expand relatively simply.

A new constraint has now been identified; managing the loan officers so that they
continue to provide a high level of service and support to borrowers.
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Organizational complementarity: The micro-enterprise programme requires a high staff
ratio and incurs financial losses. The mix of funds between housing and ricro-enterprise
finance has proved to be important in maintaining the stability and viability of the
organization as a whole. '

Obtaining loan capital: The market in which the Rural Finance Facility is operating is

Likely to be worth R2 billion or more. A continuing challenge that the organization faces
is obtaining sufficient loan capital for on-lending.
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The Group Credit Company

Smmmary: The Group Credit Company first atternpted to reach the informal sector in
South Africa by emulating the strategies of the Grameen Bank. Whilst these sirategies
were not suceessful, they provided the base for innovative low-income loan finance. The
Group Credit Company has now established a new bank through which their lending to
formal sector low-income employees is managed and they are -::ontmumg to experiment’
with lending to the informal sector.

Background

The Group Credit Company was established in 1989 (as a section 21 company, i.¢. not
for gain or profit), to provide loan finance to groups that had been traditionally excluded
by the formal financial sector in South Africa. In the formative years, the Company
developed two main lines of credit. The first was offered to formal sector employees.
with repayments being made through payroll dedoctions. The second line of credit was
offered to those working in the informal sector with collateral being provided through
group puarantees. This short report concentrates primarily on the activities related to
lending to the informal sector and describes the history of group lending. Formal sector.
lending activities are now based within another organization, CashBank, which has been
established within the formal banking sector in South Africa.

The Group Credit Company continues to concentrate on areas such as micro-Jending and

savings groups. CashBank was started from within the Group Credit Company in 1995
and it now operates as a separate entity. Huwever, the two organizations share premises

and the same managing director. :

Group-based lending

The Company started to work in low-income finance about seven years ago. When their
work began, staff adopted a model similar to that of the Grameen Bank. Lean finance
was offered to low-income urban residents who were organized into small groups with
collateral being provided by the other savers within the group. The group members
received their loans at different times with loans for second and subseguent members
being dependent on the repayments of the first members being maintained.

Within three years, 280 groups were established. Most of these groups had been brought
together purely for the purposes of obtaining loans with little previous contact between
groups members. The lack of cohesive links between the groups was problematic from
the beginning but the Group Credit Company tried to minimize this problem by pmwdmg
local groups with fraining and more intensive staff’ support.

Members had to save 25 per cent of what they wanted to receive in loans. Office bearers
were responsible for deciding the "draw downs" for individual members and how such-
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funds should be repaid. The term for the first loan was 12 months. For the second loan
this term was 12 or 24 months and for the third loan it was 60 months. The average size
of the first loan was R1,000 per member. People often took less on the second loan,
although some took as much as possible.

When the loans were first made available, groups were expected to have monthly
meetings. For the first six months, staff attended these meetings and collected the
savings. After the first six months, the groups organized their own meetings and
deposited their savings and loan repayments into an account in the "Perm" (the
commercial bank with the largest number of branches in South Africa).

After two and half years, the savings and loan groups began to.fall apart. The first loan
was always repaid. However, the five-year loans were not snccessful and most of the
groups began to disintegrate at this stage.  Staff members were unable to follow up
these groups effectively because there were too many group members missing and
therefore it was never possible to work out exactly why the groups collapsed.

After some difficult years, changes in the terms and conditions of loans and the nature of
staff support were iniroduced. The last 80 groups were offered three one-year loan terms
in order to maintain repayments and on the understanding that it was the longer loans that
had resulted in repayment problems. Staff also provided more consistent support and
attended all the monthly group meetings for a period of three years. However, this
change in strategy did not greatly improve repayment records and greup loans continued
to be problematic. A decision was then taken to individualize the groups. Staff invested
considerable time in attempting to agree individual debt balances with those who
remained, in order {o enzble them to continue with individnal borrowing.

Current iending strategies

The Group Credit Company moved progressively toward undertaking more and more
individual lending and during the last two years they have given no group leans. When
the Company moved to individual lending, it was agreed that ail those who had paid off
their loans would be able to receive a subsequent loan even if it was a fourth loan. The
Group Credit Company then nfferad to lend to these and other individuals under new
terms and conditions.

Individuals are invited to start with a R500 lean, the amount being doubled if it is
successfully repaid, There is a performance bonus equal to one interest-free month for all
those who maintain the repayment record that they have agreed at the beginning of the
loan pennd The maximum loan is for R6,000. A deposit of 25 per cent of the loan
value remains with the Company with 7.5 per cent interest being paid on these deposits.
Loan terms for the first four loans are for 6 months, 12 months, 18 months and 24
months respectively and the vaiue of third and fourth loans can be negotiated subject to
affordability and repayment records on the earlier loans.
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People are encouraged not to repay their first loan of R500 immediately although seversl
of them can afford to do so. In order to establish the practice of loan repayment, they
are encouraged to make even repayments throughout the Ioan period.

The loans are primarily used for education, home improvements and traditional
ceremonies. 'The largest single category is borrowing for educational reasons, primarily
to send their children to tertiary education, It is evident that clients apply for the small -
initial loans in order to be able to meef future commitments which may require access to
larger scale loan finance. The Group Credit Company has about 4,000 clients.

CashBank

When the Group Credit Company was initially established in 1989, it mainly sought to
offer loars to formal sector employees with loan repayments being organized through
payroll deductions. The reserve bank of South Africa examined the company and advised
the organization to register as a bank because of the scale of savings and lending activity
that was planned. Registration took some time; provisional registration was given in
1995 and final registration completed in mid-1996. This new banking institution is called
CashBank, '

Whilst some facilities are shared between CashBank and the Group Credit Company, in.,
many other aspects the two organizations are separate. At a time when the Group Credit
Company was experiencing considerable difficulties in its group lending strategy, -
CashBank took over the other more successful parts of the Group Credit Company. At
that time, the Group Credit Company had agreements to offer secure employer-based
lending to the workforce of about 700 companies.

The market has grown rapidiy and CashBank now has 30,000 clients with R150 million in
loan disbursements. Monthly foan disbursements are equal to about R12 million,
CashBank operates very much as any other formal sector bank with alt individual clients
and employers receiving statemeats. The organization has invesfed heavily in computer
facilities and information technology and the instructions for payroll deductions are all
computer-inifiated. The computer system they use assists in debtor management through
enabling staff to know the exact status of each individual borrower.

The interest rate for loan repayments is fixed to x per cent over prime (or base) rates and
is fized for three years. The valve of "x" differs for each company whose workers are
participating in CashBank’s lending activity. It is set by considering the number of
employees and making a judgement about the risks involved. Across all of CashBank’s
loans, "x" varies between (0 to 9 per cent with an average value of about 5 per cent, The
average interest rate now being charged on the current portfolio is 24 per cent. The
average cost of capital for CashBank is 16 to 18 per cent. And the margin they need to
cover their own costs is about 6 to 8 per cent.

CashBank also offer savings facilities to their borrowers through fixed-term savings
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accounts. At the end of each term, savers can choose to withdraw their savings or to
invest in a second term. The bank pays an inferest rate of 8.5 per cent for savings, with
an additional bonus of 5 per cent if the agreed savings record over the term is maintained.
In their experience, successfui borrowers and savings wish to stay with CashBank and
most savings are reinvested for a second term. For some borrowers with savings
accounts, the size of saving contributions often exceeds loan deductions.

There is no donor finance involved in the company with staff and associated expenditures
being covered through the margin between bormowing and lending finance, The
shareholders of CashBank are drawn primarily from the life insurance and banking
communities and these shareholders are entitled to receive profits.

Future directions

The major challenge for CashBank is securing the capital they need to be able to offer
lgans to all those who require them.

The Group Credit Company continues to be the more innovative and experimental
organization. The Company is now thinking once more about group lending and has been
identifying new strategies for ensuring that groups work effectively. The critical '
characteristics that seem fo have emerged from their earlier expeniences are:

» groups shounld be small

» groups should have formed themselves

» members need a longer history of saving (and this period will be extended from

the six weeks that was previously reguired to six months)

» the level of savings will remain at 25 per cent of ioan finance. Most loan

defaults occur in the last quarter so it is imporiant that savings are available to

cover bad debt.

Both companies are now beginning to extend the mange of services that they offer. In
September 1996, a death and disability insurance was introduced that is now compulsory
on certain of CashBank’s loans. The Group Credit Company 18 not yet offering this
service. The Group Credit Company is beginning to target domestic workers on a payroll
basis and, to date, this has been a successful initiative. They are also thinking about
other services such as those provided by the formal sector financial institutions but séill
aimed at the formally employed low-income earner.’
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Development Action Group

The Development Action Group was estblished 10 years ago at a time of mass removals in
Cape Town. Their objective (then as now) is to improve the living environment in low-
income settlements and to offer local residents greater control of their own lives and
increased access to tesources. The organisation has changed its role over the 10 year period
with a shift from a volunteer agency working mainly around land struggles to one now
employing 22 staff and increasingly working with communities on housing delivery,
Historically DAG worked with the civic organisations and other broad-based democratic
movements. In recent years they have moved from just working through organisations to
now working directly with beneficiaries. :

The organisation has recently started- to be involved in three areas of hﬂusmg finance;
namely;-

» assisting the communities to obtain government subsidy finance. This process is
very bureancratic and DAG have adopted a strategy whereby the staff are primarily
responsible for the application process with community management of the project
once funding has been secured. Two subsidy funded projects have been approved: to
date and several more applications are being made;

» negotiating the hridging hinance required. Before subsidy funds can be: drawn
down, expenditure is incurred and therefore some level of bridging finance is
required. DAG has recently started housing construction in two settlements with
bridging finance from a formal bank. These loans have been granted based on
NURCHA (an reconstruction and development programme (RDP) project) guarantee’s
to the bank:

» providing end user finance. About half the people living in informal settlements
do not have access to farmal sector employment and therefore are not eligible for
either bank loans or-payroll - based finance. DAG has recently engaged in two
projects where communities have used innovative financing arrangements. The first
in Marconi Beam, Milnerton, 2 community 7 kilometres outside Cape Town city
centre. Residents here negotiated to acquire 20 hectares of land for housing at
virtually no cost and 5 hectares of commercial at reduced rates, They are now selling
the commercial land to finance end user loans to top up savings to finance housing
for both home owners and tenants. In the second area, Villiersdorp residents have
secured donor funds and are setting up a rotating housing fund to provide end user
Joans in a mutual help housing programme.
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Development Action Group

The Development Action Group was established 10 years ago at a fime of mass removals in
Cape Town. Their objective (then as now) is to improve the living environment in low-
income settiements and io offer local residents greater control of their own lives and
increased access to resources. The organisation has changed its role over the 10 year period
with a shift from a volunteer agency working mainly around land struggles to one now
employing 22 staff and increasingly working with communities on housing delivery.
Historically DAG worked with the civic organisations and other broad-based democratic
movements. In recent years they have moved from just working through organisations to
now working directly with beneficiaries.

The crganisation has recently started to be involved in three areas of housing finance:
namely:-

» assisting the communities to obtain government subsidy finance. This process is
very bureaucratic and DAG have adopted a strategy whereby the staff are primarily
responsible for the application process with community management of the preject
once funding has been secured. Two subsidy funded projects have been approved to
date and several more applications are being made;

» negotiating the bridging finance required. Before subsidy funds can be: drawn
down, expenditure is incurred and therefore some level of bridging finance 13
required. DAG has recently started housing construction in two settlements with
bridging finance from a formal bank. These loans have been granted based on
NURCHA (an reconstruction and development programme (RDF) project) guarantes’s
to the bank;

» providing end user finance. About half the people living in informal settlements
do not have access to formal sector employment and therefore are not eligible for
either bank loans or payroll - based finance. DAG has recently engaged in two
projects where communities have used inmovative financing arrangements. The first
in Marcon: Beam, Milnerton, a commugity 7 kilometres outside Cape Town city
centre. Residents here negotiated 0 acquire 20 hectares of land for housing at
virtually no cost and 5 hectares of commercial at reduced rates. They are now selling

the commercial fand to finance end user loans to top up savings to finance housing -

for both home owners and tenants. In the second area, Villiersdorp residents have
secured donor funds and are setting up a rotating housing fund to provide end user
loans in a mutual help housing programme. -
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Build Together Programme

Sumwnary: The Building Together Programme in Namibia has drawn government
Tesources into a housing loan programme for low-income households, Working through a
settlement-based Coimunity Housing Development Group, individual houscholds are
identified and offered loans to enzble them to have the capital to both build and improve
their houses.

Backgruund .

The government of Namibia has placad housing as one of its four development priorities
following. independence. In arder to improve the guality of low-income housing, the
Build Together Programme was initiated in 1992. Land is free in Namibia but people
have to pay for the development costs of the land. In Windhoek (the capital city) these
are very high and many low-income earners cannot afford to get serviced land.

Housing loans

Through the Programme, housing loans are available in the form of options for differeqt
housing needs. Beneficiaries should have an income of less than N$ 1,250 {US$ 400) per
month and they can obtain loans ranging between US$ 300-5,000. Families, particularly
those of informal workers, are encouraged to take out very small loans although, in
general, people want to take out the biggest loan that is permissable for any given level of
income. Loans are given for 20 years at an interest rate of 9 per cent for loans up to N$
13,000. An additional 1 per cent is charged for every N$ 1,000 over 13,000 up 1o 22 per
cent. (The current market rate of interest in Namibia is about 14-16 per cent and the
inflation rate is 11.5 per cent.} .

When a community starts a project, & workshop is held to go through the following five
stages: identify problemns, agree on problems, work out solutions fo the prohlems, select
practical options from the solutions and plan for implementation., A Community Housing -
Development Group (CHD(G) is established in each community interested in participating
in the programme. This group is the decision-making body for the Programme at the
community level. Just over 45 per cent of the beneficiaries are headed by a single
woman, many of them with jobs in the informai sector, Many of these women have built
one-room houses with a toilet for N% 5,000, If the govemment built such a house it '
would cost N$ 27,000,

The Programme started working with individnzl households but this proved very difficult.
The problems included obtaining affordable serviced land and local authority insistence on
being involved in the planning process. They then established local groups at each
location with the power to screen applicants, process loans locally and draw up
development projects. At this stage, the Programme was maindy targeting informal and
unserviced settlements. Middle-incomé households were allowed to have access but were
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encouraged to try commercial sources of finance. In order to assist those with seasonal
work, repayments could be staggered io match the flow of income throughout the year.

More recently, there has been some discussion about providing group loans' (with the
group then taking responsibility for disbursement and collective repayment) but the
Namibian treasury resisted this development. A new act is being drafted to give more
authority to the Groups and to devolve the programme to regional administration.

By the end of 1995, a total of 4,500 households had received loans and this is equivalent
to about 25,000 people receiving assistance. No second loans have yet been given, in
part because the repayment periods are long. A small number of households (less than
ten) have already repaid their loans in full.

Whilst most of the coordination is undertaken by some 40 staff at the central .mj_nistry,
technical assistance is given by both these staff and the local authorities. The full
administrative and support costs of the Build Together Programme are not known.

Acquiring a loan

The process is initiated by a member of the local authority staff who annonnce a public
meeting through local organizations such as the church. All local residents who are
interested are invited to a two-day workshop. The most enthusiastic (generally about 15--
20) are invited to form a Community Housing Development Group to carry forward the
activities. This Group identifies those most in need of housing and the beneficiaries are
encouraged to be directly involved in the Group. - :

The Group decides who should receive the loan and prepares the papers relating to the
loan. To receive the loan, each beneficiary has to open an individual account in any
private bank. Once the loan is agreed, the work programme begins and the central
sovernment fransfers the loan instalments directly to the individual’s account, Sote
villages participating in the programme are served by 2 mobile bank, A range of '
financial institntions is used to disburse loans, including building societies, commercial
banks, the first national bank and the post office savings bank, The Groups are
responsible for checking on the progress of the work and for authorizing repayments.
Four kinds of collateral are acceptable: personal guarantees such as livestock, community
guaraniee, employers guarantee, and government guarantee where the borrowers are
povernment employees, '

Once the planning process has been completed and building is ready to start, the funds
are paid in four instalments. The plots are sold to the households by the Jocal authority
and technical assistance support is put in place. The first instalment i3 made once the
foundations have been dug with the others following as various stages of the house are
completed. There is a three month period of grace on repayments to atlow for the
compietion of construction. The completion rate is between 85-90 per cent.
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In addition to housing, loans can be given for any of the following options:
- leasing loan (where land cannot be buught)
- loans for buying services
- loan of about N$1000 for water connection and water storage tanks
- loans for savings groups :
- loans for buying parfially serviced land
- loans for improving trust land

Afier substantial Treasury resistance, there are now some loans for savings groups.
Samstan, a Namibian NGO, has been the first group to obtain a revolving fund for on-
lending to small groups of residents.

The Groups have a very imporfant role to play within this process and monthly reports
are required from each one, reporting on progress, They have become a powerful actor
within the local development process in their own right and they often argue for and
obtain land and community contracts to service the land. Dnce they have obtained the

" contract, they manage the loczl labour force,

Looking forward

Encouraging diversity: There are currently a number of innovative projects being .-
undertake within the Build Together Programme. Two groups in particular need are
people living in the former male-only hostels who are anxious to obtain the finance:they
need to redevelop these compounds into family units, and marginalized groups suchas
bushmen. In response, social projects have been developed for those on particularly low
incomes. Within these special projects, additional grant finance is available from the state
and the pecple have to contribute only free labour. A further innovative project is
developing rental housing with full cost recovery. Some of the would-be residents are
fully employed during the construction phase and can therefore pay market rates for the
accommodation, thereby reducing the subsidy required.

Building skills: There has been an inferest in developing a special component around
building skills but this has been going slowly due to a lack of technical expertise and
trainers. s

Scaling up: The present scale of the project involves 6,000 houscholds in fotal, with
about 1,250 being added each year. There is a need to increase the programme so that it
offers about 16,000 loans per year at an annual cost of between N$ 36-40 million per
annum. At present, the financial contribution from.the Treasury is being reduced with a
commitment of N§ 16 million in 1994/5 and N$ 11 million for the following two years.
The housing bill currently being prepared will transfer implementation to the regions and
enable the creatior of regional revolving funds. These funds will also have the right o
lobby for funding and to look for international support.

Repayments: Many individual households are facing a problem of repayment (late
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repayment is defined as one month overdue) and there is a need for some kind of buffer
between the formal finaneial system and those borrowers located primarily in the informal
sector. To date about two-thirds of the loans have been made to informal sector
borrowers and only formal sector borrowers are repaying property. The current
repayment rate is 66 per cent. During the first years of the Programme, it was the
responsibility of the Groups to encourage members and the rate of repayment was very
low. Then a ciiange in policy resulted in those loan repayments of formal sector
‘borrowers being repaid through direct payzoll deductions by employers. If employees
refuse to cooperate then loans are repaid through direct debit orders on the borrowers’
bank account.

The target rate for repayment is 93 per cent and therefore the Programme has a
preference for formal sector employees who make their repayments through payroil
deductions. When the borrowers work in the informal secfor, the Programme remains
dependent on the Group to apply social prr:ssme New loans are refused to Groups if
repayment levels are nof{ maintained,

A further problem with repayments is that the system of reference numbers resulted in
borrowers being very confused. The system is not computerized and some pajrments may
have been made but not immediately registered.

Increasing scope of activities: There is an interest in increasing the use of group loans
and extending loan finance further into new areas such as community facilities.
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Housing People of Zimbabwe

Summary: There is 2 considerable housing deficit in Zimbabwe with many tens of _
thousands of urban dwellers being unable to obtain adequate housing. Housing People of
Zimbabwe started work about four years ago to encourage cooperative housing
development as one solution to address housing need. Their work includes direct project
development support for cooperative initiatives and lobbying and advocacy to facilitate
cooperative housing development within the country.

Backgronnd

Housing People of Zimbabwe was created out of an exchange between the Canadian
cooperative association and a small number of existing Zimbabwean housing cooperatives
in the late 1980s. At that time, four or five housing cooperatives had been formed in
Zimbabwe but they were having a very difficult time. In 1991, with the broad agreement
of the Zimbabwean government, Canadian development assistance was offered to explore
options for strengthening the cooperative movement, ang these options included the
formation of an vmbrella urg,amzauon In 1992, the first employee of Housing People |
was hired.

Their works takes place in a context in which formal housing production meets less than
L5 per cent of annual honsing need in urban areas. All the major urban centres have.tens
of thousands of households on the list of those in housing need. Although there are few
squatter settlements in these towns and cities there are other visible signs of housing need
including backyard shacks, low-income settlements and overcrowding. Overcrowding is
perhaps the most commonly used strategy by which low-income households secure
accommodation with many single family houses accommodating two to four households
{without any increase in facilitiesy. In the Jast two years, there has been an evident
growth in both backyard shack developments and squatting.

The work of Housing People of Zimbabwe is varied. Part of the work involves support
for individual housing cooperatives, with this support being primarily focused on the
formation period when the emphasis is on members savings., A second area of work i3
lobbying the formal financial sector to ensure that they understand housing cooperatives
and that they do not discriminate against them when they apply for Ioan finance. A third
area is campaigning with government agencies to ensure that housing cooperatives can
cbtain access to land and services.

These tasks have changed even during the relatively short time in which Housing People
has been in existence. During 1992, there was a strong lobbying process which sought to
maximize the involvement of the membership to ensure that the government assisted
housing cooperatives to obtain Iand. At that time, it was extremely difficult for a
cooperative to be allocated land because the land distribution mechanism was structured
around individual households. The success of this lobbying process reflects both the size
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of the cooperative movement (the largest housing cooperative has 2,000 members) and the
urgency with which the government needed to address housing provision. For example,
the waiting list in Harare is now 100,000 and latent demand may be double this; many
are renting or living illegally. '

In addition to providing general support for all cooperatives, Housing People works
directly with a small number of housing cooperatives to provide direct project-level
sipport for which they receive professional fees. They are now working with 18
cooperatives who are at various stages of development. The first stage is to examine
questions of affordability. Most cooperative members choose to build & two-bedroom
house with a plinth area of 20 square metres and an associated cost of Zim$ 35,000. All
the financing institutions demand a deposit of at least 25 per cent of the capital cost and
the experience of Housing People is that savings activities need to begin as soon as the
cooperative is formed, The role of Housing People is to consider how the specifications
for house and services can be reduced to lower the cost. They also negotiate with the
building society for finance, and with the local authority to obtain land. Land purchased
from the local authority is at slightly lower than market price. In a few cases, they also
recommend recruiting additional membiers. Whilst the smaller cooperatives have as few
as 16 members, cooperatives whose members are mainly drawn from the lowest-income
categories cannot be so smzll, otherwise they are unable to obtain sufficient savings.

Housing People is now focusing its work on individual cooperatives. In the four years
since they have been initiated, the number of housing cooperatives has increased from 34
in 1992 to about 120 in 1996.. The average size is about 100 households. (The
orpanization does not cover rural areas,) They are also encouraging the formation of
community groups where housing is a problem by contacting people on the Jocal authority
list for housing need, and organizing a meeting. After this brief introduction, those
interested in establishing a housing cooperative are given further information and training
sessions to assist them to form a cooperative and directly address their housing need.

This work has encouraged Housing People to work at a national level to reduce the
complexity of registration processes for cooperatives.

In these activities, Housing People acts as an intermediary, It provides advocacy, training
and project development support. The costs of the ofganization are provided mainly
through donor finance. Charges for project development services have been introduced
but they do not contribute significantly to current turnover, The intention is for a greater
proportion of Housing People’s costs to be met from this source in the future.

More recently, and in recogrition that such consultancy services are not compatible with
a representative function, the Board has been considering the formation of a Federation
for cooperatives. The main function of this Federation would be to enable a clear
differentiation between professional support services and a political movement,
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Housing cooperatives; some examples

One heusing cooperative included 240 members of whom ‘most were women domestic
workers. The members’ savings were Zim $ 1.5 million at the start of the project.
However, the nature of their work meant that it has been difficult for them to obtain loan
- finance, They have used the money to purchase Jand and are now ready to build but
without loan finance they are forced to build incrementaily, starting with single brick
rooms.

A second cooperative, also mainly for domestic workers, approached Housing People for
assistance, Their major problem too was obtaining housing finance, They had been
offered a lean at 21.5 per cent but, with support, they managed to obtain a loan at a
subsidized rate of 12 per cent. This subsidy is financed through a USAID Programme
not widely used. However, the cooperative now faces a further problem as they cannot
obtain sufficient land to build houses for all their members.

Cooperative development: terms and conditions

Tenure; Housing tenure in cooperatives in Zimbabwe is normally mdmduahzad with
households holding the freehold of both land and property. Individualization does not
normally take place ai the beginning of the construction process but when the hnuses are
built and the land development cumpletad .

Loan f‘mam:e- In most cases, housing cooperatives are reqm:ed to follow mnvenunnal
building society standards and requiremenss. A deposit equivalent to 25 per cent of the
value of the loan is required and future guarantees may be demanded. The loan is
dependent on an exarnination of each individual member’s income to assess their a]:u]1t3ar o
meet the average level of repayment required. A savings record of at least six months is
also required. In many cases, the formal sector financial institutions only wish to lend io
formal sector employees.

Societies-are very reluctant to accept the risk of repossession as politically it would be
very difficult to repossess a whole project. Loans are given for 20 or 30 years. In
addition to the problem of discrimination against those with low-incomes and those
working in the informal sector, the length of the loan is a further problem because the
poor do not want to be indebted for so long. Housing People has been trying to increase
the understanding of these financial institutions so that they will permit group financing
and offer shorter term loans. Group financing can reduce administrative costs and offer
individual households an additional flexibility which has proven beneficial to the effective
involvement of the poor in other countries.

Housing loans are typically offered at interest rafes of about 14.5 per cent, rising to 18 to .
22.5 .per cent for the more risky loans. (Inflation is currently 23 per cent). USAID
finance permits the use of subsidized interest rates for low-income households secking
mortgage finance.,
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Infrastructure and services: Some cooperatives have long wished to build on green-
field sites without serviced plots because of significant cost advantages. Prior to 1995,
the cooperatives were not allowed to build until the services had been instailed but now
local autharities are prepared to be more flexible. A second issue has been the quality of
" gervices and infrastructure provided. 'Whilst local authorities have insisted on tarmacked
roads, many of the cooperative members (and other low-income residents) thought that
this level of service was unnecessary. In some areas, Housing People has assisted
cooperatives to negotiate for lower service requirements. During the last few years,
several communities have purchased preen-field sites at a cost of about Zim $ 15,000 for
300 square metres. However, even this is not affordable for those on low incomes; this
group is defined as those with monthly incomes below Zim$ 1,200. (The lowest monthly
wage is Zim $ 200 for domestic workers,) Now some cooperatives are persuading the
local authority to accept both smaller plot sizes and lower standards in order to increase
affordability.

Women’s participation: The involvement of women varies considerably between
cooperatives although in general participation levels are high. Housing People has been
erganizing seminars to encourage women to become more involved. They organize two
national seminars each year with representatives from all cooperatives and each delegation
must include a women’s representative. In the past, Zimbabwean women had no
inheritance rights. There is now a Jaw to protect women's access to resources and rights.

Remaining issnes -

A number of issues are likely to be pressing for the housing cooperative movement in
Zimbabwe in forthcoming years;
» availability of land is likely to continue to be a problem. This is partmulaﬂy
difficult for larger cooperatives who often cannot find sufficient land in one
location and are therefore forced to make piecemeal developments
- affnrdahi]ity will remain a difficult issue preventing many low-income gronps
from gaining access to land
» few cooperatives have developed an effective system fm‘ sefting rents and in
many cases these are below the costs involved in housing development.
» securing cooperation from iocal councils who bave failed to reform the land
allocation process thereby compounding the pmhie,ms of poor households and
cooperative members alike,
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Community Mortgage Programme

Sumimary: The Community Mortgage Programme has gained a global reputation for .
being an innovative government strategy for providing low-income households with
housing finance. Tn the eight years of the Programme, considerable experience has been
gained in the strategies and mechanisms needed to reach iow-income settlements through
government programmes and over 55,000 households have been assisted.

Background

In 1988, the Philippine government already had an existing programme that had besn
established to increase provision for loans to home buyers, the Unified Home Lending

Box 1: The Housing Situation In the Philippines

The current housing deficit (jie. the number of houses required) in the Philippines is 1.2 miilion.
Within this context, the informal sector has played ae important role and an estimated 20-30 per
cent of the population fing accommodation within this sector,  Land ownership is highly
concentrated, (prismarily a legacy of Spanish colonization) and much land is idle. Landowners do
not want to sell laand for sentimemtal reasons, iand is a favourite collateral of banks and real -estate
taxes are very iow. The Aquine government failed to address issnes related to the concenivation
of land and, under legislation passed in 1986, the government must pay the full market value if
it wishes to expropriate land,

Commercial banks service only the upper 10 per cent of the population, Housing finarice is
pravided by the government at subsidized rates and, because of this, the private financial sector
dogs not compete with government ingtitutions, Iterest rates offered by the government are fixed
and the term of repayment is up to 25 years, The i:l::-mmﬂm:al sector favours a variable interest
rate and loans must usually be repaid in five years.

The Natienal Homs Mortgage Finance Corporation (wholly owned by the government) is the main
housing finance tastitntion for all but the very rich. Most of its funding is drawn from provident
and pension funds run by government, particulazly the Social Security System, Government
Servicg Insurance System and the Home Development Mutual Fund. The Corporation has two
major programmes for lower-incorne households: the Unified Home Lending Programme (UHLP)
and the Community Mortgage Programme (CMP),

Source: ACHR/HIC, Report of the First Housing Finance and Resource Mobilization Workshop,
1993,

- Programnme. This Programme had been set-up to ensure that loans would be affordable
for those in the low-income groups. Box 1 describes the general situation for low-income
households within the Philippines. There was a recognized problem in that there was
limited availability of low-income housing for purchase but it was hoped that, if finance
was available, the supply of houses woild increase. However, for reasons due to macro- -
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economic conditions and financial secfor responses, there was little low-income housing
being produced. Whilst the poor were now able to borrow there were no houses being
produced for them to buy, Whilst the Unified Home Lending Programme continued to
grow and some housing cooperatives were established, in general, low-income households
were not gaining access to housing finance.

The Urified Home Lending Programme provides individual loans to any homebuyer who
is a member of a pension fund. (Therefore those working in the informal sector are
unable to obiain housing finance through this Programme.) In 1992, it provided 24,000
loans worth around Pese 4.8 billion (U$$190 million}. In order to offer preferential
support to low-income households, differential interest rates are offered:

P225,001 - P350,000 16%

Loan Packages: Interest Rate |
Below P150,000 . 9% |
P150,001 - P225,000 12% _[

|

The maximum size of the loan cannot be more than 30 times the monthly income of the
household and the monthly repayment should not exceed 33 per cent of total monthly
income. The loans are for 25 years. The scale of the interest raie subsidy can be judged
by the current commercial interest rate which is about 17-18 per cent (although previously
commercizl rates were as high as 24 per -cent).

The median household income in the Philippines is P150,000 and this level of income is
also coincidentally taken to be the poverty line. At present, only about 5,000 units are
being supplied annually to those with incomes equal to or below this median. Private
developers are using the Unified Home Lending Programme to obtair favourable
financing terms for middle- and high-class housing through seiling more expensive
properties with a second mortgage to cover the additional costs.

Private developers are responsible for providing 75 per cent of all housing, even in the
lowest price category, Many add significantly to the costs of the house, taking advantage
of the shortage of housing in the Philippines. Under the Programme they are allowed to -
charge an additional 60 per cent above costs in order to recover their profits. In some
cases, using this mark-up as a control on profits has been abandoned and developers are
allowed to price the house according to market demand.

In 1993, Ramos took over the presidency of the Philippines from Aquino., There was a
change in land and housing policy with the developers once more finding it relatively easy
to obtain support from government. One immediate impact was a rapid increase in the
amount of UHLP funding that was allocated to low-income housing

1991 - 0%
1992 - 20%
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1993 - 10-15%
1994 20 per cent
1995 30 per cent

1996 {target) Sﬂ per cent.

However, during the [980s, it had been mcreasmgly evident that there was alsa a need to
address the housing needs of those living in the informal sector,

A Description of the Programme

The Community Mortgage Programme was launched by the National Home Mortgage
Finance Corporation in August 1988 to address the home financing requirement of the
informal sector, particularly the residents of depressed areas in and around the urban
centres. The Programme offers loans of up to 30,000 Pesos for 25 years at 6 per cent
interest. Applicants are required to organize themselves into an association able to legally
transact the foan to purchase land under the common ownership of its members.
Households obtain individual use over the property through a lease-purchase agreement
between the community association and its individual members. The community
association i5 responsible for collecting the monthly repayments from its members, and
for dealing with those who do not repay. One recent charge in the rules now permits
community organizations to collect a small charge in addition to the loan repayments
which can be held as 2 community fund. The Programme vses "originators” which may
either be non-government organizations, local government units or national government
agencies to provide professional support to the communities, Originators receive PS00
per member of the beneficiary cnmmumty association in order to contribute to their-costs
and 27 organizations have participated in the Programme in this role.

The first stage for any community is to secure a letter of intent-to-seil from the
landowner. At this point, staff of the Programme check the security of the land title very
carefully. The title deeds for the three previous sales are examined and, if there is any
question of a disputed land title, the project is abandoned. If the title of the land is in
dispute, it is unlikely that the present occupants of the site will be removed until the |
ownership is resolved. Staff also check the accuracy of the valuation and negotiate with
the owner if they are concerned. If the beneficiaries occupy more than 80 per cent of the
site, self- valuation by the community is accepted as an adequate valuation. The
Programme, upon fulfilment of certain conditions by the originator and the beneficiaries,
‘issues a letter of guarantee to the landowner outlining the terms of compenrsation.
Equipped with this guarantee, the landowner can then proceed to transfer the title to the
cormunity association with a mortgage annotation in favour of the corporation. The
corporation will then release the loan proceeds to the landowner in compliance with the
letter of guarantse,

The loan finance can be used for the purchas-e of Iand, site development or housing.

Communities can take more than one loan but in general they do not because they are
concerned to minimize their debt. Land is the most critical area in which Programme
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finance is required. Most communities prefer to organize their own site development and
individual households are accustomed to raising the money they need for house
improvements.

The propramme was developed with a strong concept of equity, In order to. minimize the
extent to which richer households were able to benefit from the subsidized finance, loans
were limited to P30,000 per household (maybe US$ £100). However, it was also agreed
that the responsibility for deciding who should benefit should be up to the community.

In each settlement, community leaders have fo organize local residents and recruit
members. To enable residents to stay on the land they presently occupy, generally 80 per
cent must agree to be members.

However, many of the poorest groups are not squatters but are renting accommodation in
formal and informal settlements. In general, renters are excluded from the Community
Mortpage Programme. Even if they wish to gain permanent residency in an existing
informal settlement and can afford the repayments, there is rarely sufficient land for them
to obtain plots when the setilement is regularized and purchased from the land owner,

‘Recent Trends

As of September 1995, the Community Mortgage Programme had assisted 456
communities (55,218 households) with a mortgage value of P1,289 billion (US§ ?
million). Another 152 projects benefitting 18,768 households with a mortgage value of-
P404 million (US$ ? million) are in the process of being considered. 97 per cent of the
total loan value has been for land acquisition and there has been little interest in
borrowing for site development. Projects can be both off-site (relocation on a new site)
and on-site (purchase of the land on which the household was previously living illegally).

The limit on the size of the loan for undeveloped land is P30,000 (US$ 1,180) per
household outside Metro Manila and P37,500 (US$ 1,480) in the city. The maximum
size for any loan is P60,000 (US$ 2,360) for the purchase of developed land in Metro
Manila. Such loans result in a repayment of P200-400 2 month which is affordable to
most of the poor. The current minimum wage is P2,400 (US$ 100) a month. In a survey
of 10 sample sites, average monthly household income was below P2,000 (US$ 80) in
one site, between P2,000-3,000 in seven sites and over P3,000 (US$ 120) in 2 sites.
Beneficiaries pay an interest tate of 6 per cent and the current market rate is 18 per cent.
Affordabiiity does not appear to be a problem. The cost of renting a room in an illegal
seftlement, a standard cost for the poor, is between P300-900. A suggestion was made
that the interest rate subsidy might be reduced or partly transferred to a capital subsidy.
The loans are given for 15 years. Those with informal jobs can easily secure a loan if
they have an affidavit to declare that they receive P2,000 or more.

The scale of the current Programme is about lﬂ,ﬂﬁﬂ households a year. However, this

has to be seen in the context of a growth rate of about 300,000 households a year. The
support for housing may increase as in 1998, there will be a presidential programme to
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improve low-income housing.

Over P12 billion has been allocated to the Community Morigage Programme over the
nexi five years. However, following this statement, implementing puidelines were
produced which gave an uneven allocation over this period. The originators.sought a
uniform aliocation of P3 billion a year for 5 years but the financial allocation for 1996 is
only P700-800,000 million. Whilst this is an increase over the previous year, there are
continuing doubts as to whether the full P12 million will be forthcoming.

As noied above, few community associations take loans for site development. In general,
communities continue to think that infrastructure and basic services are the responsibility
of local government. This belief is consistently reinforced by the attitnde of local
government officials and peliticians. For example, one community needed water pipes.
An NGO offered a loan and demonstrated how the loan might be repaid within six months
at a result of the cost savings that could be achieved. But the mayor offered a grant and
therefore the belief in the capacity of local government was reinforced, despﬂ:a a lack of
comprehensive and adequaie provision.

Government-supported housing loan programmes in the Philippines have a consistent
problem with repayments. Collection rates are low and the parent instimtion of both the
Unified Home Lending Programme and the Community Mortgage Programme, the:. -
National Home Mortgage Finance Corporation, would have been declared bankrupt:if it
had not received extra funds. As a consequence of this, the World Bank has withdrawn
its support for the Corporation. And there are continuing fears that the Corporation will
go bankrupt (as previously happened) with a subsequent crisis in housing finance. .The .
larger loans are associated with the worst repayment record. The Community Mortgage
Programme has the best programme repayment rate of 82 per cent repayment excluding
projects under litigation.  (If these projects are included the repayment rate falls to 78
per cent.) The better NGOs manage to achicve repayment rates of around 97-98 per cent
i particular setflements.

Looking Forward

A number of evident themes emerge from a consideration about where the Programme
and those working within it are heading. In part these reflect problems of realizing -
innovative programmes t0 support community development within government structures
and ingtitutions. In other respects, they reflect a growing understanding as to what is
needed to secure a more effective relationship between grassroots communities and
government, and what might be the role of professionals within this relationship.

Collective and individual loans: One of the controversial discussions has been over the
individualization of housing loans. The Community Mortgage Programme loans are
collectively given and managed. When the Programme started, individuatization or the
dividing of the Jand and loans was optional on the part of the communities. Many
communities said that they waated it but in practice the process was very complicated and
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few managed to achieve it. However, the administration that took over in 1993 wanted
individualization to be compulsory and for some years they encouraged and promoted this
idea, imposing the requirement that the plots should be individualized within two years.
Recently they have agreed that this is not necessaxy. '

Originators: As already noied, the originators receive P500 (US$ 20) for each household
. that is participafing in projects that they support. The idea that NGOs should be paid by
government for their services is very new in the Philippines. However, this amount is
insufficient for the costs involved and a subsidy needs to be raised by the NGOs.

Local avthorities also act as originators and receive the orientation fee. Some local
authorities will also advance lean finance if it takes a long time before loans under the
Community Mortgage Programme are approved. They may charge 6 per cent or they
-may not charge interest at all. Such loan finance is organized identically to the
Community Mortgage Programme itself. Some local government agencies are now
interested in developing a more comprehensive capacify to offer loan finance directly
(rather than as an originator to the Community Mortgage Programme}. However, it is
not yet evident how serious these initiatives are. The league of cities has argued in
favour of fhis idea but it needs to be followed up with the creation of local funds. Many
NGOs are not happy with this proposal because some mayors consider NGOs to be their
competitors, and hence relationships are not always constructive. A further problem is
that the funds need to be structured in such a way that local politicians are not able.to
write-off debts at election time. However, some mayors are increasingly recognizing that
multi-sectoral commissions are needed both to manage the funds and to blend privaie
money with public resources in order {0 offer finance at between 9 to 12 per cent.

Bureaucracy: An ongoing difficulty in the effectiveness of the Community Mortgage
Programme is the scale of bureaucracy. It is still often the case that povernment officials .
take one to two years to complete a step that was first estimased to take just 17 days. In
part these problems have arisen because the Programme is within the Home Mortgage
Finance Corporation. Some of the originators proposed that the Programme should be
established as an independent organization and the Housing Committee of Congress
agreed, but there is an understanding that this is unlikely to be acceptable to the President
and Congress. A pnssihle compromise may be that CMP remains where it is but it is
given a new governing body with multi-sectoral representation from a range of groups
mcludmg NGOs, the urban poor, local government and one from relevant state housing
agencies. .

Obtaining finance: Some 489 communities have already obtained loan finance and a
further 300 are presently in the process of applying. Forty one more are ready but have
delayed their applications. Obtaining Community Morigage Programme finance takes at
least a year, and may be longer if land is difficult to obtain. There are invariably
problems in securing a land fitle if the land is presently being squatted. The National
Home Morigage Corporation can aiso delay the process by adding additional restrictions.
For example, it will not mortgage the land if government wants to build on it even if no
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detailed plans exist at present.

New communities still wish to join the Programme and it is not difficult to find
criginators. However, originators now have to significantly subsidize the origination fee
using international development assistance. Finance is provided both through community
training projects and loan funds. If not were not for Misereor, it was suggested, the
financial position of many of those NGOs involved in the Programme would be
impossible. The government wished to reduce the ongmanmt fee, and requesied the
community orgamzahﬂns to cover these costs by paying an additional fee of 5 per cent of
the value of the loan prior to the project being undertaken. This idea has now been
dropped but NGOs do not dare to ask for additional resources.

Alternative sources of finance: There are now some indications that commercial banks
might be interested in participating in a similar arrangement to the Community Morigage
Programime. An exploratory arrangement is that 10 per cent of the capital will be
provided by the community, 30 per cent from other sources such as an NGO or local
authority and the remainder as a loan from the bank, The bank would charge 18 per cent
interest and set a repayment period of five years.

Such financing arrangements are feasible outside Manila where land prices are lower. In-
the capifal cily, the price of land means that it is difficult for communities to do other
than use heavily subsidized finance over a long-term period. However, even outside-.
Maniia, there is general reluctance 1o look at alternatives (0 the Community Mnrtgage
Programme because of the scale of the subsidy.

Four revolving funds have been esmblished within the NGO sector. It is the intention
that such funds shall be used by originators to leverage or prefinance government finance.
One option currenily being explored is for CMP originators to go into the production of
socigl housing. The purpose of the revolving funds is to strengthen the advocacy position
of the NGQs, not to replace the Programme. In practice, little is used for interim
financing because the scale of the problem is such that this cannot be a solution. At
present, the fotal aggregate loan finance required by projects in the quene for Programme
funding is PBS7 million. .

Interest rates: Among some of the criginators, there is now an understanding that an
interest rate of 6 per cent is too low. An improved model would be one where the
community organization added an additional 2-3 per cent and used this finance to assist
individuals who are in default on their loan repayments. Through this strategy, higher
repayment rates could be achieved. A further strategy for improving repayments would
be for the community leaders to be guarantors

Netwnrks. Originators have a strong netwurk to represent their interests, the National
Congress of CMP Originators. There is a need for the originators to be increasingly
sophisticated in their strafegies. Influencing congress members has to be a key target
because the justification for expenditure on social housing is not economic but political.
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In this context, city mayors are also a major allay.

Whilst the urban poer communities do have a federation, other urban poor groups who
are not involved in the Programme also participate and dilute the focus of the discussions.
Communities have been encouraged to be involved in the lobbying processes around the
Programme (5o as to add to the numbers), but they have not been involved in strategic
discussions to identify the improvements and amendments that need to be made from their

parspective.

Further residential development: The visnal impression is that once Community
Mortgage Programme finance is secure, the housing immediately improves. This is not
just individually-financed housing investments that occur because land tenure is secure.
Neighbourhood development activities also appear to be taking place at a significant level.
In general, the residents of low-income seitlements in the Philippines wait a long time for
government assistance. Communities with Programme funding are more motivated and
able to negotiate with the locat authority to obtain what government resources are
available {such as the free use of trucks) and also to cellect from residents to provide
additional finance as required.

38




Urban Community Development Office

Urban Community Development Office

Summary: The Urban Community Development Office (UCDOQ) was established in 1992
by the Thai Government in response 0 growing inequality within Thailand. The UCHOQ
offers loans to community organizations in low-income urban settlements for income
generation and housing development. By 1995, it had reached over 4,000 houscholds
With loan support.

Introduction

In Thailand, commezcial banks provide housing finance for private sector developers and
the middle class. While the poor can also borrow from the commercial sector if they
save enough, in general, their incomes are too low and an estimated 30 per cent of the
population are tco poor to be able to enter the formal commercial financial sector. The -
National Housing Development Authorify was established to assist low-income households
to obtain housing by providing land for the poor and stum upgrading programmes, But

. the Authority bas failed to do this or a sufficient scale for the groups most in need.

More recently the major problem faced by the poor in Bangkok is eviction. Rising iand
prices and & growing disparity in incomes mean that land owners have been redeveloping
land and the squatters are unable to find inner city sites.

During the Jast ten years there has been a considerable investment in slum upgrading
projects and programmes, Both government and NGOs have gained an experience of
what is possible and understood more about the teeds of squatter communities. As it
became evident that there were very few opportunities open to squatters and that there
was a need to expand options, NGOs have become involved in housing finance initiatives
including: ' : '

» savings -

» building material loans

» NGO revolving funds direct to the community

» NGO guarantees offered for conventional loans

» NGO acting as guarantor with land title

» housing loans through a credit union

» NGO support for federations of housing savings schemes with the federation
obtaining finance directly

In March 1992, the Thai government approved a budget of US$ 50 million to initiatz an
Urban Poor Development Programme within the Seventh National Economic and Social
Development Plan. The approval of this budget resulted in the establishment of a new
organization, the *Urban Community Development Office’ (UCDQ), with responsibility
for implementing the Programme nation-wide. Drawing on past experiences, the UCDO
was established to provide flexible strategies to enable the community to obtain the
assistance they need,
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Background

In 1990, before the approval of this Urban Poor Development Programmse, a special
research project was set up under the National Housing Authority, This research was
organized by an independent feam of NGOs with the full participation of government
officials, staff from other NGOs, professionals and community ieaders. The study
identified several innovative ideas and possibilities for sefting up and implementing an
Urban Poor Development Programme, However, it was actually a qualitative change in
the knowledge and experience of community organizations, and a-qualitative increase in
their capacity over the last 10 years, that has bronght new possibilities and the real
prospect of large-scale impact to this Programme and to the Development Office itself.

There are a number of important and innovative qualities to the Programme as operated
by the Development Office:
» It involves a partnership between government, community organizations and the |
private sector. |
» It has, as a primary objective, the strengthening of community organization and '
it uses credit as a mechanism to achieve this.
» It offers an integraied credit system with loans available for several different
activities,
b It works ciosely with a range of related groups in order to be as effective as
possible.

Objectives

The overall objective of the Urban Poor Development Programme is to strengthen the
capacity of the urban poor and those living in illegal settlements to obiain increased and
more secure incomes, appropriate housing with secure rights, an improved environment
and better living conditions. The people themselves are considered to be the main actors
in the community development process. The UCDO considers that agencies external to
the community, both governmental and non-governmental, should only act as supporters
of the peoples’ development process. Based on this understanding, there are five main
working objectives for the Office:

» To assist in the estahhshment of savings group cooperatives.

» To support the development of community organization and the general and
financial administration of the savings groups.

» To support the savings groups network activities.

» To assist in the improvement of people’s careers and incomes in order that they
can have secure employment, improved job opportunities and improved living
conditions at low or reduced cost.

» To provide credit for development as requested by savings groups able to
manage these funds, '
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The Institutiuna]izatiun of *Partnership’

The UCDO is governed by a Board which has authority over all of its puhcms Although
the Office is'a special organization within the National Housing Au:hunty, its Board has
the power to make decisions independently, The concept of partmership is fundamental to
the composifion of the Board, which has nine members. Three are drawn from
government organizations (the Bank of Thailand, the Finance Ministry and the National
Economic and Social Development Board), three are community leaders, two come from
NGOs, and the final member is from the private sector. The Governor of the National

- Housing Authority is the Chair of the Board and the Managing Director of the Office acts
as Secretary to the Board.

The three community representatives are elected. Each is drawn from different kinds of
settlements: upgraded and no evictions, resettlement, and evicted. Lists of candidates are
published throughout the country and regions have a ballot, The NGO representatives are
nominated by the board. One i drawn from a co-ordinating group for those NGOs
working with the Office and another from the co-operative league.

The multi-sectoral nature of the Board has brought about a process of cooperative
collaboration in the implementation of the Programme. The Board seeks to bring i all
relevant and concerned groups in a spirit of partnership, and this affects the B
implementation of every aspect of the Programme.

Integrated Credit System

The Programme provides an 'integrated credit system’ for community development with
access to a range of different loans including those for income generation, small revolving
funds and housing. This approach responds to the needs of the communities.
Communities can organize and plan an integrated cc-mmumty deveiopment plan with the
UCDO providing them with credi. Table 1 summarizes the terms and conditions for
each land of loan.

Table 1: Terms and Conditions for Different Xinds of Loans
. Inferest rate Terms of payment
{% per year) (years, maximum)
Income generation 8 _ 5
Revolving fund i0 1
Housing Project 3 15
Housing Improvement 10 5
Average ' 7 ' -
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There are no restrictions on what the income-generation loans can support. Believing that
one shortcoming of most credit programmes is that they are far too prescriptive, the
Office does not try to over-ride the communities” own analysis of market opportunities.
Loans for housing fall in general into two categories. If a group of individuals wishes to
undertake individual housing repairs and improvements, then this is called a.*housing
non-praject’. If it is a group development for new housing or purchasing existing slum
land housing, then it is called a “housing project’. Revolving funds are small capital
resources held at the level of the community organization for mdmdual emergency loans
or other community projects.

Dngmall},r, the intention was to allocate half the loan finance to income-generation with
the remaining S0 per cent being divided between housing (30 per cent) and revolving loan
funds (20 per cent), However, by 1995, up to US $ 15 million of housing loans had been
granted to 30 organizations and 4,000 households. Housing loans are significanily larger
than other kinds of loans. Two-thirds of the total finance has been allocated to housing
projects although this accounts for only one-quarter of the organizations supported and of
the total number of loans given, The number of income generation loans is now growing.

The loan period for hﬁusing projects is fifteen years. Having such a long loan repayment

period does not present a problem since the land-site is used as collateral; as well as the
- community commiitee being gnarantors.

Repayment

The repayment rate for communities with loan finance is currently 98.8 per cent. Tha
contract between the community and the UCDO specifies that the community urgamsaunn
is responsible for collective loan repayments, and the jocal community organization is
responsible for ensuring that individual households repay into a Jocal fund. Some
communities insist on two guarantors for each individual household loan. Some
communities let gnarantors also borrow credit and some do not. In the contract befween
the UCDOQ and the community, it is also necessary to have a guarantor. If the
community default on the loan, in the worst case scenario, the Office can sue the
guarantor. However, problems with Tepayments may arise usually because the
community organization is {00 weak (or having problems) and therefore the need is for
staff support to help find a way, together with the community, to solve the problem or to
adjust the Tepayment system fo suit the reality of the community.

The target was that administrative costs should be less than 4 per cent and to date they
have averaged 3.5 per cent. The initial plan was that the composite interest rate between
the three types of loans should be 7 per cent. Administrative costs of 4 per cent would
allow the fund to increase by 3 per cent in nominal terms offering seme compensation
against inflation. However, inflation in Thailand is currently running at about 4 per cent.
This problem is further increased because the original composite interest rate has not been
maintained. This is due to the fact that housing loans are taking up a higher proportion
of the totzl loans than was coriginally intended. The composite interest has fallen because
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housing loans have the lowest interest rate of the three types of loans. The present
composite interest rate eamed on loans is 4.5 per cent, which is almost fully taken up in
covering the costs of administration. However, the sustainability of the capital is not
simply a financial question. Staff consider that sustainability is determined within a
political context in which a successful programme can give a better learning and
understanding about the process to all of the actors concerned, thereby securing future’

Support.,
Community Development

A major sirategy of the Development Office is to strengthen communities’ managerial
capacity. The Office aims to support a process whereby the activities can be muitiplied
by the community organizations themselves, In this way, the Office aims to encourage
and enable, in all possible ways, different forms of community organizations and
federations to be set up and to become involved in the Programme, ’Credit’ is vsed as a
mechanism o strengthen the capability of communities to deal collectively with their own
development issues, Through the careful use of credit, the role of the community as
initiator, organizer, planner and manager is enhanced.

To be eligible for a loan, each community must show that it can operate savings and
credit activities. All loans are conditional on there being a sound and responsible
community management structure and operating mechanism, as well as clearly defined
beneficiaries and a project develepment management process. The UCDOQ considers that
the resources it provides should be supplementary to the financial resources of the
communities themselves,

At every stage, the role of the community as the main actor in the implementation

. process, as well as the main actor in dévelopment is reinforced. It is hoped that the
credif systém and associated management activities will gradually change the quality of -
the community organization to enable it not only to become the nuclens for an internal
integrated development process but also to become a strong development unit able to
more effectively deal with forces external to the community,

Community loan programmes generally start with a savings group. UCDO staff provide
traming in technical and organizational steps. In some cases, the community members
are already involved in a housing cooperative, credit union or occupational group, In
such cases, UCDO staff simply check that the financial systems and decision-making
processes are worldng effectively.

Once the loan has been agreed, the community organization is permitied to add a further
2-10 per cent onto the interest rate, to allow them to cover their costs, provided that this
decision is transparent and agreed 1o by its members. This enables the savings and credit
organization fo increase and strengthen its capacity by allowing it a new source of finance
for management, development projects or other activities decided upon by the members.
Most organizations have taken advantage of this opportunity to increase the interest rate
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charges above those charged by the UCDO. With financial institutions carefully
watching the progress of the fund, this measure has been important in demonstrating that
the Office is not unfairly competing with formal sector financial institutions and distorting
financial markets.

QObtaining and Managing a Loan
Community groups wanting to obtain loan finance from the UCDO follow these steps:

» savings groups have to be operational for at least six months prior to receiving a
foan. After the first three months of saving, they are encouraged to give loans
from their own savings. This is very important in establishing group solidarity
and in giving them the necessary confidence for the management of larger loans.
After three months of loan management, they are ready to receive and manage '
external capital. - . |

» If the group is not under ar eviction threat, they will uspally start with & small
revolving fund loan (to add to the capital from their own savings) and then a
larger loan for income generation activities. This loan can be up to ten times the
value of their own savings, however it is preferred that there be a gradual increase
rather than a sudden leap to ten times the first application. One study has
suggested that incomes could increase by 40 per cent in one year, as a result of
this support. :

» if the community is threatened with eviction, then the need for resettlement is
immediate and the UCDO offers a housing loan. In general, it then takes a
further year before they are ready for an income-generation loan. If the
community can only obtain a new site some distance from their old site, then the
period of readjustment may be longer and the income-generation loan will take a
while before the community applies.

A clear process of internal decision-making is required for the successful management of
loan finance. Communities always Tequire some kind of internal guarantee,

Eighty per cent of the process is about identifying effective mechanisms for the allocation
and management of loan finance. A UCDO worker supports this process through
asswtmg the people, and finding opportunities fo bring together groups wnh a variety of
experience {0 learn from each other.

All community organizations have to send a monthly financial report which gives a very
clear indication of their current financial situation, At present 30-4¢ per cent of
organizations send this monthly report.

When communities start saving, it is suggested that this should be a regular activity but
this is not always accepted. - Making daily savings is desirable but it is often very difficult
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to achieve. Decisions such as how much each household should save and where the
savings should be kept are fefi up to individual groups. In general, the money is kept in
a nearby bank. There is an account for the UCDO in a Thai bank, and commanities can
repay loans from saviags held in their bank account.

Unlike some other countries, Thai communities appear to be very happy to take on loan
management. This has always been taken for granted because they have never refused
and because they are very good af doing it. One reason which may explain their
willingress to have these responsibilities is a cauticus attiude among Thal communities 1o
being closely associated with govemment,

Communities are encouraged to use their own resources to prepare themselves with the
skills needed to successfully manage loan finance, The UCDO believes that communities
should make a confribution to their awn develapment and it is reluctant to provide support
for this, However, when individual setilements come together and form a coalition or
federation, then they can ask UCDO for support in areas such as training in essential
skills like accourttancy. The UCDQ also gives funds to NGOs to cover the costs
associated with prganizing savings groups and providing training courses,

Administration

In order to strengthen the involvement of communities in Development Office
management and deciston making, @ number oftstrategies have been identified in addition
to having communily represeniatives on the Board itself. Performance indicators for the
Office have been developed and these are distributed to borrowers every month, In:. -
general, cormmunity organizations contact the UCDO independently. Office staff are
beginning to link local communities to help them develop their own local agendas. It is
hoped that this might help fo ensure that the people contrel the process and that ultimately
UCDO development workers serve this process.

If the loan is for less than 1 million Baht (around $40,000), it can be approved by an
internal committee within the Office and this may take up to two weeks. If the value of
the loan is between 1-20 million Baht, then the loans have to be passed through another
committee with two UCDO staff, two banking representatives, two from the National
Housing Authiority and a representative from the co-operatives. This is done to
demonstrate to the private sector that the loan appraisal process is rigorcus. If there is a
problem with the loan application, it is returned to the UCDO for amendment. The
whole approval process generally takes about 2 month to reach a decision. If the
application is for more than 20 million Baht, mostly in the case of housing projects, then
it must go before the Board,

In every case the loan goes directly fo the community organization, although other groups
such as NGOs may also receive financial assistance. The UCDQ has supported NGOs to
work in new areas but with the proviso that they establish local mulii-sectoral commitiees
with similar representation to the UCDQ’s Board, Activities in a new area begin with a
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community survey at the provincial level. This provides a first opportunity to bring
interested groups together. Community groups are encouraged to participate as a
coalition. At present, the Office is supporting about nine projects involving NGOs in
different provinces. Such support is worth about US$ 10-20,000 per project per year and
is intended to initiate acfivities in new areas.

Loan-financed Housing

In the simplest form of housing loans, the UCDO gives money for a community housing
project. A more inferesting development is when a federation applies for funds and the
UCDO is able to pass finance directly to the federation to then be passed on to individual
community organizations. In one such case, two communities faced eviction and a
federation organized two housing projects. In another case, the federation acted as a
developer for its members, Residents in any of the seitlements that are members of the
federation are allowed to move to the newly developed sites.

There is a great diversity of housing solutions financed through the loans. These include:
purchasing land from a ’slum landlord’ (although redivision of the plots is often difficult);
land-sharing of the site between the owner and the occupiers with reconstruction (although
this is not a common option); the purchase of land adjacent to the old area; relocation and
resettlement to another site. However, the largest single category of loans for housing
development is for resettlement projects; purchasing new land, developing infrastructure
and housing construction. }

The situation with loan finance for infrastructure is complex. In theory, the subsidy
obtained by those setilements receiving loan finance up to a loan ceiling of 300,000 Baht
{c. US$ 13,000) is equivalent to the subsidy of US$ 2,000 that they would otherwise be
 entitled to receive from the government for infrastructure development by the National
Housing Authority. In practice, people who oceupy a new site only complete a minimal
level of infrastructure development, For example, if the land is two metres below street
level, then if may be raised by one metre, roads may be added and minimal provision
made for water and electricity. Once the housing has been constructed, the community
organization locks for other finance, maybe from local authorities or politicians’ funds.
In UCDO projects which have teceived housing loans with a 3 per cent interest rate
where the organization usually adds 5 per cent, which makes a total of 8 per cent paid by -
each member. In principle, people cannot receive a further subsidy for infrastructure.
However, after receiving the loan with the 3 per cent interest rate, many communities try
to gbtain an upgrading subsidy which is worth the equivalent of US$ 700 per household.
If no exiernal support is forthcoming, then residents start to invest their own resources.

The (Mfice and the Impact of its Lending

About 90 staff work in the UCDO at present. To date they have not had a target for
staff numbers and loan disbursement although this is to be iniroduced shortly. The
UCDOQ is divided into regions with some specialist sectoral departments. In general, it is
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very difficult to find the right kind of people to staff it. There are some good paople that
have been recruited both fmm government and other sectors.

A recent evaluation of the UCDO looked in more detail at the impacts of their activities
on income-generation 10ans. Befween the bepinning of 1993 and June 1993, 62.44
million Baht has been given to 48 orpanizations for 5% projects. Most of the borrowers
were women and just over 60 per cent were living on squatted land. As a resali of
receiving loans, 74 per cent were able to increase their income, either through purchasing
equipment they previously hired, or by increasing the scale of operations, expanding
activities and repaying debts from informal sources. The average increase in annual
income was 42 per cent. Seventy five per cent of borrowers had repaid without default.
The main causes of default wers shnrt.a.gcufmmme, sickness ot the need to epay other
informal debts. :

Membership in the savings groups studied had doubled during this period and the amount
of savings had increased by 140 per cent. Savings groups added 2-1{ per cent onto the
interest rate they charged members and these funds were used for a number of activities
including: .preparing for registration, funeral funds and other welfare activities, prepazing
housing projects, increasing credit for income-generation, developing managetial systems,
organizing small groups to share responsibilities, training young people in the accounnng
work and assisting rmembers in their daﬂy finance. .

Looking Ahead

By mid-1995, there were savings schemes in 268 communities, with some 35,000
members invelved in the savings and loan operations of the Urban Community
Development Office, In fotal, some 450 organized communities had joined the UCDD
with about 80 per cent of these being in Bangkok.

The UCDO is about to use up the proportion of the original capital grant that was
allocated to housing, The Board will spon have to consider whether it will allow changes
" to these proportions in order to aliow more loan capital {o be allocated te housing loans.
In the longer term, the UCDO can take one of two directions to increase resources for
housing loans:
» They can accept more money from a commercial bank. The Government
Housing Bank, for example, has offered 200 miltion Baht at 9 per cent. Low-
income groups can then receive the infrastructure subsidy from the National
Housing Authority which wonld then replace the interest rate subsidy.
» Alternatively, the UCDO can negotiate more subsidized housing loan finance at
an interest mate of 3 per cent. This is difficult as such monies cannot be obtained
from the market. But the communities can afford to repay these loans and
therefore development could begin very quickly.

The UCDO has to decide which is the best strategy for increasing housing loans. More
generally, the UCDO is now arguing for the US$ 2,000 infrastructure subsidy to be
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established as a ﬁmd and not given to the contractors. If the TCDO could access the
subsidy on behalf of their client communities, they would not require further government
support. ' :

‘The UCDQ has to struggle to achieve what it is trying to do. Most organizations are still
working in the conventional top-down management style. A new paradigm and
appropriate new skills need to be developed to support this. One of the problems is that
the process has grown rapidly as money has becore available but neither the UCDO
workers nor the people are ready. Some of the groups are only organizing for money and
some NGOs are concerned that there is too much money around.

The new institutional culture of werking with people in a flexible way and creating
together a broad people’s process is apparently a new experience for all actors involved.
A lot mare learning and adjustment is needed to make it a more dynamic, participatory
ingtitntion, working to establish a people’s development process on a national scale.
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SPARC, National Slum Dwellers Federation and Mahila Milan

Summary: SPARC, Makila Milan and National Slum Dwellers Federation (NSDF)
began working on savings and credit 1o assist low-income communities and o improve
their options for shelter. The major thrust of this process is to explore ways to develop
extensive and decentralized methods of loan delivery, and to use this process of
community collectives undertaking savings and credit to mobilize more communities to
participate in the ongoing strnggle of the urban poor to obtain access to more resources.

Introduction

SPARC (the Society for the Promotion of Area Resource Centres) is a registered non-
profit society which began work in 1984. It iz an Indian NGO based in Bombay, working
with communities:to improve their homes, fake control of what happens in their
neighbourhoods and improve the employment oppertunities available to poor people. Its
name, the Society for the Protection of Area Resource Centres, derives from one of its
founding objectives, "to establish area resource centres that serve the needs and priorities
of local inhabitants (especially the poorest)." The main objective of the organization has
been to strengthen organizations of the poor, to create an information base which helps
them articnlate their problems in order to create a basis for dialogue, planning and action
with resource-rich institutions such as local authorities. Within this process, SPARC
ensures that the strategies provide a clear space for women.

SPARC works closely with two other organizations, Mahila Milan, and the National Sinm
Dwellers Federatior, The Federation predates SPARC by some ten years. It has
members throughout cities in India and undertakes basic community organization and
mobilization work with a focus on shelter and basic services, In 1985, the women
pavement dwellers of central Bombay, throngh a process of discussion and dialogue,
formed themselves into Mahila Milan (now a federation of women’s collectives), and
closely aligned with the National Slum Dwellers Federation.

India has a Iow level of urbanization but a large number of urban dwellers due toa the size
of the population. Whilst rural NGOs have been warking on inrovative models and
programmes to address large scale poverty for many years, there has been relatively littie
similar work in urban areas, When SPARC started working with pavement dwellers in
Bombay in 1984, there were few other organizations addressing issnes of urban poverty,
despite the 1.5 million people living ip this situation, SPARC always considers its
strategies from the perspective of their value to low-income communities all over the
COUNLTY. :

In secking to develop solutions appropriate to the scale of need, SPARC invested
increasingly in its alliance with the Federation and Mahila Milan. Over the years, they
have developed a particular style of working. Within NSDF and Mehilg Milan, micro-
communities with similar problems are encouraged to articulate their problems and work
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towards a viable solution. The alliance then identifies one community able to initiaie a
first actual pilot project that will explore possible solutions. This process includes all
others and is evaluated and refined and shared while it is being undertaken. Those who
participated in the first exploration have begun to help others facing similar problems.
These first communities are the trainers, and through community éxchanges and training
sessions, the solution is spread to other communities within the Federation.

For example, one early problem identified through first contacts with the pavement
dwellers was the lack of ration cards. Over fime the women of one pavement community
Jeamnt how to obtain these cards and then demonsirated to other women what they had to
do. SPARC’s involvement was limited to the initial stages and inciuded clarifying
government regulations, supporting women to identify a successful strategy and giving
them the confidence to carry it through.

The Federation has always placed a high priority on training. This strategy has helped to
prevent the consolidation of power within a smail nuraber of dominant leaders. It has
also ensured that there is a reproduction of leadership ready to undertake the increasing
challenge of the educational process If the leaders feel under constant pressure to do too
many things, then they are more Lkely to train others, This, more than anything else, is
the reason why there are few core staff in the alliance. Everyone is forced to-give up
part of their work that is routing and “sharable” o someone else. The training operates
through horizontal exchanges between communities at similar levels, with the learning
being undertaken by one group observing how another group approaches the problem. .
Communities see other people tackling their own problems, and then have the chance fo
undertake the work alongside them. This exchange process now takes place at three
levels: between settlements in the same city, between cities in India and internationally.
Over the last ten years SPARC and the Federation have developed a very symbiotic
telationship zlthough the Federation is independent from SPARC and the organization is
clearly "owned" by those living in the low-income setflements and not the middle-class
professionals employed by the NGO. The Federation is 10 years older than SPARC,
SPARC staff only attend Federation meetings by invitation. Both now recognize that they
pring their own different ideas and issues to the process, although some things are
difficult to resolve, for example, the interest rates charged to members taking loans from
the collectives. For three and a half years, there was a disagreement about this issue. At
the beginning, Mahila Milan collectives wanted loans to be given without inferest because
they saw the financial transaction as being "within the family”. SPARC argued that
interest was necessary and this position was eventually agreed by the Federation.
Sometimes both sides agree to compromise. The Federation has the right to take its time
to make informed choices, to develop consensus among its membership, to be
comfortabie with failure, to change its mind, or to abandon something it once passionately
believed in.

The alliance started work in Bombay and is now operating in 21 cities throughout India.

In each city, severat local federations have been formed with groups being divided
according to the ownership of the land on which they are squatting. (Therefore, for
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example, there will be one local federation for pavement dwellers, another for those
living on land owned by the milway, another for those living on airport land.) BEach local
federation is divided into smaller groups based on the settlement in which its members are
Hving., These groups are the ones that will, in time, become houting cooperatives in
order to find an institutional form through which they can address their housing needs. In
some settlements this process is already strong, in others it is much weaker.

A critical component of this process is that it engages city authorities and state
government. It i3 a shared view of the alliance that the several levels of the State: local
authorities, provincial and state governments and the national government, have to
strengthen their roles as arbitrators of equity. Strategies for increasing access to
communities in cities must have the full support of the state. This is especially crucial
now when, under structural adjustment, government is shedding its many functions.

The alliance attempts to interact with government institutions with several aims in mind,
First, to inform the state of the situation of the poor. This is ofien essential as statistics
on the poor, the attitude of elite about the poor and knowledge of what the poor want is
inaccurate. Secondly, the alliance recognizes that what communities articulate as their
most essential reguiremnents {i.e. water sanitation, secure shelter and other basic
_-amenities) can all be resolved by the state. Therefore creating a legitimacy for
organizations of the poor to negotiate for workable solutions is a challenge that has 1o be
addressed all the time. Thirdly, the alliance believes. that solutions which are sustainable
must have the central participation of the poor (especially women) and therefore their
strategies start with the identification of problems, developing solutions and negotiating
for them, and include operational strategies to execute these solutions which involve
communities of the poor.

Since such arrangements do not exist presently, many such initiatives are I place to
create space for communities to develop a process, and they require engaging the various
- governmental institutions in an ongeing dizlogue. One example of this approach is
sanitation' where the women have actually designed and constructed toilet blocks and
demonsirated 1o the municipelities the solutions that work for them, and now gradnaily
cities are changing their procedures in order to award construction contracts to residents.

It is the development of such contacts, approaches and strategies that enables people to
participate in every discussion thar affects their lives. As the number of activitics
undlertaken by the Federation and Mghila Milan bas grown, so has fhe strength of the
leadership. In the first few years, the organizations were very dependent on key
individuals., Although this is not now the case and many activities are successfully
supported by the local leadership, those key leaders continue to work within the alliance
and use their skills and insights to develop new possible options fnr federations to
explore.

1. See “Talking Toilets “ SPARC internal document, 1996.
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Unlike many other organizations in development, the alliance never talks about “moving
out” of communities. Insiead what it does is recede into the background as communities
take charge and it gathers their experiences together to make them available to others. It
is always available to any group which needs support for further negotiations in order to
obtain additional resources. Such a structure is based on the assumption that problems are
not static and all problems do not get *solved’, but rather that the process moves onio
deeper and broader levels. Finally, the problems that communities face reflect larger
societal norms and values about what mainstream social, economic and political
environments find acceptable. These processes often affect poor groups adversely, and
large federations and networks of the poor also need {0 address these issues. It should be
recognized therefore that such interventions are not just for selving immediate problems
of deprivation, but are also designed to intervene in crisis situations and then expand o
include the larger issues. :

The next few sections illustrate some of the processes and activities which form the
“things™ that the alliance does, These represent both means and ends within the alliance.
They are ends in themselves because they provide important and immediate services to
communities and, when institutionalized so that women’s collective participation is
central, they indicate to the members of the alliance, those seeking to join them, and
external agencies seeking to interact with them, some immediate possible resources that
federations can deliver. Such processes and activities are crucial means o empower
communities to believe that they have choices, resources and the capacity to negotiate.
They are also the means 1o expand the outreach of the federating process. .Finally, they.
are the means to engage powerful mainstream institutions of the State and civil society
and, gradually, the market in finding solutions which work for the poor and for the city.

The Mahila Milan Crisis Credit Scheme

Mahila Milar’s primary concem is to obtain recognition for the role women play in
creating survival strategies for families and communities in hostile environments and in
building the credibility of their collectives within the community. Through training and
support, Mahila Milan seeks to establish and strengthen a process that helps women (o
participate in both local and city issues, and to become involved in discussions about their
own livelihoods and needs.

Savings and credit is the most effective and basic tool in the development strategy. The
crisis credit scheme grew out of a collective exploration of the needs of women in the
oldest collective in the Byculla area of Bombay. The process started with a crisis credit
fund established from the small change that was available to most households. This
process was initiated by Mehifa Milan in Byculla® and is now a process that is available to
all women’s collectives linked with Mahile Milan. ‘Women who are interested in taking -

2. See "From a seed to a tree” by Sheela Patel and Celine D’Cruz in Environment and
Urbanization, Vol.5, No.1, April, 1993,
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part are drawn into the training process and shown how such crisis credit funds work in
other communities. Within three months, most settlements are able to understand, agree
- and manage the rules and regulations to make the csisis credit fund operational.

There is a wide range of crises in low-income communities in which rapid access to
emergency funds are needed. Some are medical or health-related, where a family needs
to purchase medicine. If an income earner in the household is ill, the family may also
need a loan to feed themselves. Other crises include loss of employment, money needed
to travel to look for a job, money to start selling small quantities of foodstuffs in slums,
or money to free goods seized by the local authorities becanse the person concerned was
hawking in a "no hawking" zone. Once women begin to meet regularly to manage this
money many ideas emerge, including the need to deal better with crises, for example, by
providing emergency loans or helpmg with problems from the police, city administration
and 50 on. '

When Mahila Milan in Bjrcuila began to explore shelter options, they worked out a
number of things, including how much money they would need to put aside for a down
payment for a loan towards their house. Since ongoing crises always ate into their
afterpts to save, the crisis savings scheme was seen as a mechanism to protect the
housing savings. :

The crisis loans and savings scheme began when everyone felt that they would be better
off if they saved a little together - by saving small amounts such as 1-2 Rupees
{equivalent to 3-6 US cents) on a regular basis, a fund would deve:lﬂp and, when anyone -
had a problem, they could have access io the money needed, repaying the fund at a later
date. In the first scheme in Byculla, most members were :mterate therefore oral and
memory processes and symbols were used. Mahila Milan pm'.rides each woman with a
plastic bag. This bag contains coloured squares of paper, for instance pink represents .
Rs.1, yellow Rs.2, green Rs.5. So when she saves Rs.10, her bag will have two green
bits of paper. AIll the bags from each cluster are stored in a larger black bag.
Representatives from each area collect money every day from various people and bring it
to the Byculla office where others, also nominated by the group, keep the money and put
the paper bits in the bags. With the SPARC representatives’ help, a register is
maintained. Gradually, a literate person from Mahila Milen has begun to maintain this
systermn. R

Each member of the savings scheme joins a smalt group of about 15 households. These
households nominate one woman from iheir aumber to become a member of the "loan
committee™ for that settlement. Her task is to collect the money and the repayments from
the 15 households and to vouch for any loan requests. The committee appoints three
people who are in charge of the cash and who maintain records, conduct meetings and
undertake other specific responsibilities, The cnmnuttee also decides on the rules and
regulations for the fund. .

Such a scheme cannot meet the need for larger amounts of capital and for credit (for
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instance, for purchasing land or building or upgrading a shelter). However, the capital
raised by the crisis credit scheme meets immediate needs for cash. More importantly, the
women gain skills and confidence from handling cash transactions and interaction between
community members increases. Using the experience and stractures developed by this
process, exfernal credit can be managed more knowledgeably and more efficiently. The
women have simultaneously been encouraged to have bank savings accounts for their
housing. By creating this crisis credit scheme, the group has also developed an indirect
mechanism which ensures that women don’t deplete their housing savings.

Although groups have been given freedom te modify the model, nine out of ten groups
end up with similar rules within six months of beginning the fund. In a number of
federations, both in Bembay and in other cities, there are many variations within this
same process. But many aspects of the savings schemes are now standard practice.
Mahila Milan trains women to set up crisis credit schemes which run on their own
resources. 'They aiso help women by ensuring that afl those who wish to participate in
any form of shelter upgrading demonstrate this by opening an account in a bank and
putting money aside. Mahila Milan introduces the account holder, assists in filling in
payment slips and keeps account of how much money has been saved.

The groups of women who initiated this process have, since 1987, assisted many other
groups of women like themselves in Bombay and other Indian cities to initiate such
savings programmes. This has created not only money managers but also trainers who
come from poer communities. As the habit of saving developed and as the amount of
savings grew, money was available for productive purposes and could be lent out for
many informal sector activities. Vegetable and fruit-vending, rag-picking, carpet repair,
garbage recycling and small provisions stores are some of the common occupations of the
urban poor. Once again, rates of interest, ferms and conditions of repayment and
gvalnation of the viahi]ity of the proposed micro-enterpsise as well as the creditworthiness
of the borrower were all issues to be decided on by the women themselves. Here also,
experience showed an almost 100 per cent rate of repayment and this practice s prmd over
time to different areas of Bombay as well as to other cities.

Although most of the women are illiterate, they have very good oral memories. Through
working with school children, the treasurers leam enough to be able to keep written
records of savings and leans, The savings groups and their treasurers are all members of
Mahila Milan. Most Federations have a central meeting place which is called the
community resource centre and here most financial transactions take place with savings
being deposited and loans collected. Audits are now being completed on some of the
small savings groups. The savings information has been computerized so this analysis is
relatively quick and easy. The record-keeping took some time to perfect. At the
beginning, the software that was used was not very helpful. The process only really
became established when special software was developed. Only aggregate figures for the
community are recorded, not information about the many informal processes and
transactions that also take place.
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As the demand for loans for income-generation activities expanded, the alliance scught to
obtain loan funds that were available to NGOs. One such credit line (the first one that
was explored) was Rashrriva Mahila Kosh. 'This is a fund of Rs. 350 million created by .
the Government of India and managed by an independent staff within the Ministry of
Women and Children. The Fund provides loan capital to NGOs and people’s federations
after scrutiny of past savings and credit management within the communities. It now
lends money, via SPARC’s bank account, to Mahile Milan members. The alliance is
charged an annuai interest raie of 8 per cent while the members taking loans pay 24 per
cent; half of which is interest charged and half of which is compulsory savings. These
savings are pooled locally and are used by groups to finance larger consumption loans
which Rashtriva Mahila Kosh funds cannot be used for. Some groups also use these
monies as a collective insurance against individual non-repayment due to death or another
sudden crisis. From one small initiative in a single community in Byculla, a stzategy to
assist low-income women has now grown into something that operates throughout the
country.

All groups manage all their own crisis credit funds, Only the accounts and records of
these activities are consolidated. Loans which are given from external sources are
processed by each local group who are also responsible for the repayments. The
repayment amount is put into a designated bank account and details of repayments are
also consolidated. These are computerized and now data is available at a number of .-
different levels: for the individual borrower, the community, and the federation. The
repayments due to external credit sources are transferred into the bank account in
Bombay. What this system allows the alliance to do is to ensure that community
collectives retain control over their own processes, (for example, processing loan o
.applications and ensuring repayments). At the same time, the computerization provides:
the conselidation of information essential for getting credit lines, negotiating for interest
rates, and undertaking audits. It also provides a range of early warning systems for
problems such as defaults, and aliows a new understanding of how loans are taken and
repaid; and a new series of insights about loans and credit is now available to local
groups and the alliance. Audits are now being compieted on some of the small savings

BTOUPS;

The process is now working in many cities outside Bombay and operates on the same
principles. Older and more experienced groups are often called upon to solve problems,
ar arbitrate difference of opinions for less experienced savings groups.

| Housing, Savings and Housing Finance

Housing is critical for the urban poor; an urban address is the basis of asset accumulation
for those living in the city. Over a period of 20 years, the pavement dwellers invest the
equivalent of a mortgage on a small apartment in repairing their pavement dwellings.
Unabie to obtain credit, their expenditure is wasted and, at the end of the 20 years, they
are left with nothing more than when they started.
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Housing and the need to raise money for housing investment, were the original
motivations for establishing savings. The housing savings sirategy woiks on the principal
that ali communities need fo create sufficient flexibility in their monthly expenditure to
put aside a regular sum of money. This sum initially helps to accumulate the deposit
needed for the house, Later the sum contributes to the repayments of the loans that have
been taken. These housing savings are placed in the bank at an early stage, and this has
helped develop linkages with a large number of banks who now treat the alliance as
important clients to whom they may consider lending money for house construction.’
However it is a tragedy of the present housing delivery in India that access to land is
unrelated to community preparedness to seek shelter. Imstead, groups that are not ready
may gef land tenure, and their inability to successfully manage this process is then used
by government agencies as evidence of the ineffectiveness of this strategy.

The alliance has now identified the minimum reguirements essentiai for a solution (o the
shelter needs of the poorest groups in the city. The state has to provide land, the
municipal government has to provide infrastructure and the people will build houses
financed by savings and loan capital. It has been demonstrated that this solution can work
for the poorest one third of the population in any given settlement that is in need of
housing. SPARC’s earliest work was with pavement dwellers, and this starting point has
had a critical influence on the developmenis that have followed. In particular, it has been
important in ensuring that the solutions that are developed are relevant to some of the
poorest groups. The loan capital is used to pay for building materials and skilled
workers. Anyone earning less than the minimumn wage has an option to work on the site,
thereby receiving an incotne and improving their skills through construction training.
Through this strategy, the poorer members of the settlements can also afford to
participate. :

At the same titme as the savings and credit groups flourished, the problem of secure

shelter continued to be addressed by both Mahila Milan and the Federation. In 1987, the

pavement dwellers of Byculla put on 2 house model exhibition which attracted the
atfention of government officials, the media and the residents from low-income
settlements all over Bombay. The exhibition was comprised of four life-size modeis of
houses, each costing a different amount. Each model had emerged from discussions
among women to recongile their paying capagity, their access to building materials,
technology and possible state support. For the first time, communities were able to
tangibly link realistic options o actual cost and lifestyles; and they had a process which
began with an aspiration or a dream and then moved into the practical steps which fed to
that house. All knew well that understanding was the easiest part and the getting of land
tenure from the state the hardest part. A housing savings movement was faunched as
people began to realise that if they secured land, then finance and other resources would

3. In 1986, a national houging bank was established, and the reserve bank of India allowed financial
institutipns and Banks to set up special Housing Finance Institions ta do retail lending, This process
'has many problems, but provision now exists at least on paper,
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be needed. This movement achieved several objectives: it brought more federations
together to demand land tenure and it arficulated a vigorous belief that people could
manage and execute their own development; and the delay, instead of killing the
mobilization, just added more and more communities to this process.

Two kinds of shelter-related financial assistance emerged from these explorations. One
was to finance incremental housing for houses that were already well consolidated and
secure, Such loans would be given to individual members by the collective along the same
lines as income-generzton loans. Amounts of up to Rs. 7,000 would come from credit
lines especially developed for these purposes. The second type of financial assistance
would be loans made to proposed cooperatives who would reconstruct or build new
housing. In such cases, between 50 to 150 households would seek collective funds as a
cooperative, using (formally or informally) the credibility of the alh:ance to obtain the
housing loans.

To date, very few communities have obtained secure land tenure and the experieme of
the alliance is presently based on finance for 700 households. As an initial step, three

different housing cooperatives were able to obtain allotted land at Dharavi, Mankhurd and
Dindoshi in Bombay. In all these cases, loans were arranged from the Housing and
Urban Development Corporation (HUDCQ), a public sector undertaking, or Housing
Development Finance Corporation (HDFC), a private housing finance company. The
three cooperatives, Markhandeya Cooperative Housing Society, Adarsh Nagar
Cooperative Housing Society and Jan Kalyan Cooperative Housing Society, are all..
members of the Bombay Slum Dwellers Federation. Box 2 describes the initiative: nf
Markhandeya. .

The main sources of formai sector housing finance in India are HDFC and HUDCO.
Although these companies receive subsidies and credit on soft terms through bilateral
develnpment assistance, they have not been successful in addressing the needs of low-
income communities to obtain housing finance. When SPARC first started working with
HUDCO they realized that every rule and reguiation needed to be changed t‘ur them to be
able to deliver housing finance to low-income people,

However, this experience has been valuable is demonsirating to SPARC how impossible
this situation is and how it cannot be a basis for significantly increasing the scale of
housing finance for low-income communities. SPARC are now in further discussions to
obtain a credit line for housing. In these negotiations they are insisting that finance is
lent directly to the communities. SPARC are also investigating other sources of housing
finance including state and municipal funds. State housing boards are generously
financed but they have not proved to be effective in generating housing stock from this
funding. In fact the irony is that within the stipulated amounts identified as Housing for
EWS (economically weaker sections) state agencies cannot deliver housing; not even if
they spend double these amounts. Whilst the federation can deliver housing within these
cost constraints, its membership has no land on which to construct the hovses, '
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Box 2: Markhandeya Housing Cooperative

The Markhandeya Housing Cooperative is located in Ditaravi, a major [ow-income setflement in
Bombay. The cooperative planned to build 94 dwellings. The federal government’s Housing and
Urban Development Corporation (HUDCOQ) agreed to provide about 65 per cent of the total
finance required (Rs. 5-7 million or £100,000-140,000). About 20 per cent is being paid directly
by residents and the rest by a government grant. This loan was unusual in 1988 since HUDCO
did not normally provide direct finance to cooperatives of slum dwellers. The Bombay Municipal
Corporation owns the land, Delays in approving the lease vesulted in SPARC having to raise
guarantee finance from a Northern NGO for HUDCO to sanction the loan. The loan has an ganunal
interest rate of 11.5 per cent and is repayable over 20 years,

The land was only made available after the Federation agreed to develop a four storey apartment
block. The house design has been developed by residents to reduce the risk of gentrification (i.e.
of house prices being pushed up by the entry of middle- and upper-income households in the area’s
housing market), The ceiling height is 14 feet which allows for a mezzanine level to be
camstructed over a postion of the area. The plan involves a ground floor arez of 180 square feet,
a mezzanine of 120 square feet and a balcony or porch of about 20 square feet, A small washing
area is included. Neither running water nor toilets are provided within the apartment, There is
one toilet provided for every four households, with communal water supplies, A comnmmity hall
has been constructed on the top floor of the block to provide some common facilities.

The cooperative was formed in 1989 and the loan was agreed in 1990. Dealing with government
agencies such as the Bombay Municipal Corporation and HUDCO has proved slow and difficult,
There have been significant delays and a building project that should have taken two to three
years is still not finished. By 1995, only the ground and first two storeys of the basic structure
were complete. The most serious result of this delay kas been a significant increase in costs.
From an original estimate of Rs. 35,000 (£693) per houschold, the current cost is now estimated
between Rs. 65-80,000 (£1,287-1,584). There are several reasons for the rise in costs. First,
building processes have been designed for government agencies. The communities and the
agencies working with them were not fully aware of the length of time and the cost of securing
all the building consents that are required (75 in total?). Secondly, the high-rise block has offered
very few opportunities for the community itself to become involved in any part of the construction
work. The cooperative has therefore been dependent on construction companies and skifled
workers. The remaining costs are accounted for by the rapid inflation in building materials and
construction costs in Bombay during recent years, -

The fuil implications of the price increase for members of the Housing Cooperative ars not yet
evident. [t is likely that some members, maybe as many as 20 per cent, will no longer be able
to aftord the cost. They will sell their units back to the cooperative for their market value and the
cooperative will sell them to others (mainly the extended families of existing members). While
the ex-members will benefit from the capital they receive, the lack of affordability of the housing
units is regarded by SPARC and the Federation as a failure, Their experience suggests that the
households whe leave the cooperative will find it difficult to maintain the value of the capital they
receive and they will not be able to use it to provide what they need, namely secure housing.
Ingtead, they must start again to form a cooperative and iook for an alternative site, further from
the city where it is possible to build using low-cost designs and {echnology.
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The formal financial instifutions want the poor to adopt formal financial systems with loan
structures similar to those used by higher-income groups, e.g. repayment schedules,
SPARC’s present experience is somewhat limited and they are still seeking a beiter
understanmng of what can be done. A number of things have already emerged from
initial experiences with housing finance. In any one given month, 20-30 per cent of
people cannot make their repayments. If allowed the space to be ﬂexible, communities
find a way to work with most regulations. When SPARC first insisted on regular
repayments these were managed by the communities through households swappisng
repayments. SPARC have now understood more about these processes and have started
to encourage such stra,tegles Financial management within the Federation allows
communities that are saving for housing to swap finance between branches of the
Federation if the trust hetween the two parties is sufficient and the will is there. Risk
management, coping with delays, paying the price of precedent sefting and managing
aptions other than the one presently found acceptable by upper income groups are
essential in developing standard practices which work for the poor. Presently these risks
have come up unplanned and the alliance pays a very high price financially and )
organizationally to absorb these. However they seem to be a necessary and critical part
in institutionalization of housing options which work for the poor.

The Role of Housing Finance within a Comprekensive Development Strategy

Local residents see the acquisition of these financial management skiils as essential.to the
process of honsing development. There is little point in negotiating for land if the:
communities do not have the resources necessary to develop the Jand. The issue of Jand
tenure is critical but there is also a need for communities to be ready to respond with
strategies for residential development as soon as tenure is obfained.

Public agéncies are increasingly willing to negotiate around land issues. (It is essential to
state here that while there has been readiness to engage in dialogue few cooperatives have
received land so far, and many groups all over the country are still developing a process.)
The Federation’s demand is for tenure & be offered with a minimum lease of 33 years.
The households are all members of the cooperative and they are only given property
rights over the physical structure. Ownership of the land remains with the cooperative.

Negotiations arcund land issues operate at different levels and while some are formal
others are experimentally informal. This can be illustrated by a recent agreement
between the Federation of Slum Dwellers living on railway land and the railway
administration. Land has been allocated to those squatting on it in retura for their
moving back from the railway lines. If a bigger margin of land is left vacani on either
side of the tracks, the railway administration saves money because the trains can go faster
and therefore the administraiion does not have to purchase additional rofling stock, nor
does it have to tebuild stations that are burnt down by frustrated commuters. Those
communities residing between 5 feet to 30 feet from the railway track have agreed to
move back beyond thirty feet, and to contribute the luman resources to construct a wall
in return for voluntary resettlement, This way communities have issues of safety and
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security assured and the railways can speed up their trains and thus have a frain evary
three minutes instead of every four minutes.?

Through the process of savings and credit, the women’s role has increasingly become
recognised by the men, The financial manapement skills they have acquired and the
increased access to financial resources have changed the role of women within the
community and increased their status,

Savings originaily kept aside in Banks and surpiuses generated from group savings have
begun 10 develop. Communities and federations now kmowiedgeabie about interest 1ates,
have become aware that interest rates provided by the banks to individual savings don’t
keep their money at inflation levels, and they want SPARC to invest their money o get
better returns. This, coupled with the responsibility for channelling ¢redit lines, troubles
SPARC as its organizational structure is not designed to deliver services. However it has
always agreed to accommodate the initial arranpements of new strategies within its legal
structure because of its basic commitment to develop institutional arrangements which
work for the poor. The alliance is now exploring the setting up of nen-profit companies
to manage savings, construction and the delivery of credit,

‘These and other such developments make the alliance an important player in the
2OVEInment's aftempt (o develop a policy for sheltering the poor. While the solutions
look good in theory, the process is alien and uncomfortable and breaks all conventional
wisdom and rules and regulations, so the role of the alliance is crucial for ¢communities,
ang the process of education within the alliance and with others with whom they negotiate
continues. In fact SPARC now spends more time in developing strategies to manage this
process, leaving intemal community mobilization and education more and more to Mahila
Milan and NSDF,

Relations with Politicians and Other NGOs

The alliance sees its internal relationship-management as the most vital, For this it pays a
very heavy price, but gains tremendouns strength, Having created a genuine exducational .
process within the alliance, discussions choosing options and pilanning strategy contimie to
engage everyone and while this happens communities and alliance feadership leam about
negotiation, arbitration, managing stress and tension and dealing with a divergence of
opinion. SPARC representatives, while being parimers, fully voice their concerns and
reservations when an activity emerges from the community, and so do community leaders
when a suggestion i made by SPARC. There may be debate between cities or intra-city
federations. In a sense all this process contzibutes substantially to dialogue with actors
from outside the alliance, .

Politicians and political parties, whichever side of the divide they are on, have, in the

4, See "Beyond the beaten track....", & video made by SPARC, 1995,
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minds of the poor, always “used” the poor and delivered them every little. Relationships
with local politicians can be difficult and because of past performance, there is little faith
in what politicians can be expected to deliver. Federation members can join whatever
party they prefer but the experience of the Federation leadership is that party politics has
not helped the poor. As a tesult the Federation and the alliance do not align themselves
with any parties. Federation members can stand for election but cannot alse hold -
positions within the Federation. . Federation leaders are encouraged to explore
membership in any party of their choice and are assisted to develop an agenda for action
for the poor within their party. '

Similarly, relations with other NGQs are also difficult becanse there is a tradition in India
of only one urban NGO “adopting” or working in each specific community. The
Federation believes that, at such a level, the poor can only get some of the required
services but can not take on issues of land and basic amenities. The Federation is now
very strong and some NGOs feel threatened if some members of the settlements in which
they are working also wish to belong to the Federation. With SPARC as a part of the
alliance it is often construed by an NGO that SPARC have “stolen” the community from
them! SPARC have tried to persuade NGOs to see this as an opportunity for
collaboration with the Federation but this strategy has not been successful with the older
generation of NGQs, although some of the younger NGOs are more responsive. In :
previous years the Federation did have had some links with other NGOs but the NGG -
often wished to dominate the process. When the Federation starts work in a new city, .
SPARC contacts the local NGOs and encourages them to become involved. This strategy
has so far not been successful, SPARC have maintained an office in Bombay and.there
are many opportunities for other NGOs 1o become invelved but in general expetience of
this has been problematic. :

Looking Forward

In India, cities are in intense competition with each other and also with cities in the Asian
region to obtain international investment capital and they have realized that good
infrastructure and other aspects of the management of a good quality of life in the city are
important to obtaining such investment. Such a situation creates space for cities to have
dialogue with poor to find a mutually beneficial solution. Federations are increasingly
facing the challenge of adapting their successful micro-level skills and capacity to an
urban and regional level and, more importantly, to do it in a way that allows the local
communities to maintain control over the process.

SPARC have never atterpted to build a development model that is financially sustainable
in only the narrowest sense, requiring no external resources. A more important question
for them is whether or not the process is developing and can therefore attract resources,
However, costs are kept to a minimum and there has always been a strong emphasis on
voluntary contribution, ‘There is a small core of 35 to 40 people who work full-time for
the Pederation and who are compensated for the time they are absent from work. All
other leadership positions are filled on a voluntary basis,
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The development model that the alliance have evolved is vulnerabje for three reasons.
First, the entire process depends on trust. It works becanse Federation members trust
each other jo behave in the interests of the collective good.  Secondly, to date the
process has been very decentralized ang this has been eritical to innovation and
adaptation. An important question is whether or not the deceniralized actvities can be
maintained as the process grows? Thirdly, there is a delicate balance to be maintained in
the relationship with the state, The state would like to absorb SPARC through baving all
its activities focused on state initiatives. Few institutions bave a cooperative relationship
with the state, most either becoming sub-contractors for the state or entering into conflict
with them, SPARC and the Federation are now providing new and interesting
alternatives for the state. However, they also need to maintain their distance.

A common guestion asked to the alliance is “how sustainable is this Federation model?”
The answer is tentative and partial, First, SPARC and the alliance have developed
institutional arrangements to support whatever they believe to be a working strategy for
the poor. These strategies are not based on self-help afone but on their collective ability

. to renegotiate with society at large and with governments about what resources poor
corumunities must have access to in arder to maintain basic equity in the city. Rather
than debate on how strong or how fragile each strategy is, the alliance tends fo view this
process as one which will have to stand the test of durability within the larger social,
political and economic transformation that is occurring both globally and locally, What it
represents is an efficient, fairly self-sustained system of strategies and capacities for
organizing disenfranchised and isolated groups of the poor and creating from among them
groups within civil society which can articulate demands, sugpest solutions, and
participate in and manage the long-term execution of these selutions. Ultdmately, these
processes have 1o be accepted within mainstream structures. How or when that will oceur
depends on how others view the alliance and its achievements, and whether it is seen as a
threat or a potential allay.
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Coordination Cnmmittee for Social Policies

Summary: A number of different activities have ensured that Jocal community
organizations have been able to obtain and use municipal funds in the city of Cordoba,
Argentina. This report describes both a clty coordination committee and a local loan
management programme,

Background

The city of Cordoba has an evident and growing problem with inadequate living
conditions. The city presently identifies 107 *slum’ settlements within its boundaries. In
1992, 55,000 people (or 5 per cent of the tofal city population) were Hving in these areas,
By 1994, this figure had increased to 72,000 or 7 per ceat of the city population., In the
last 12 years, three times more such settiements have been established than have been
impreved by the city autherities,

The multi-sector Coordination Committee for Social Policies was initiated in 1992 to
address these problems. It was established to ensure that the municipal asthority
supported a process of pmvltiHIg TESOUTCES [0 ErassToots communities and organizations,.
and provided these resources in such a way as to enable them to be useful. Central to
this process is the acknowledgement that the direct mm[vemmt of the local people’s
organizations 1s critical to effective policies. :

The establishment of the Committes for Social Policies was the result of over a decade of
NGO activity in Cordoba. Much of this activity has been related to the greater
recognition of citizen rights for those living in the low-income settlements, Through an
active involvement with many of the popular urban social movements, the emphasis of
these NGOs has moved from social problems to social rights and then to social conflict,
Their contacts with the community organizations have increased. In their interaction with
government, greater stress was placed on the main responsibility of the state being to
guarantee access {0 cifizenship rights for all those living in the city, including the urban
poor. With respect to state participation in the Commiite¢, one important factor was
their experience of working with the NGOs. A second important factor was the new
provincial state reform programme which supported a process of decentralization,

Four groups participate in the Committee: the provincial government, the municipal
government, the federation of community organizations for social rights, and NGOs,

The provincial government is represenfed by a minister (chair of the Commitiee), a
secrelary and a deputy secrefary. The municipality has two members, the NGOs four
members and the network of community organizations (with a membership of 103
organizations) has six members, The decree under which the committes iy operational
says that there are four votes, one for each of the participating sectors. But when the
grassrools organizations {(and NGOs) do not agree with the decision they take their protest
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to the streets.
Committee Activities

The function of the Committee is 1o agree a budget fnr social expenditure wh.lCh 13
.allocated according to the priorities established by the Committee.

This experience with innovative programming of the municipal budget began in 1992 and
in that year the amount allocated by the Commitiee was just USS 0.5 million. By 1994 -
" this had grown to US$ 6.0 miilion. Four per cent of the total municipal social budget is
now allocated by the Coordination Committee for Social Policies. These funds are
provided initially by the state government. Despite these funds, it was not until 1994 that
the institutional decree under which the Committee operates was signed by the provincial
government.

Within the committee, there is a2 multi-sectoral sub-committee {o negotiate the terms and
conditions of the expenditure. The first stage is a broad discussion about the principles
behind effective urban policies, and this is followed by an agreement on what annual
budget can be allocated for the forthcoming financial year. The third step is
consideration of new issues and programmes to tackle in the forthcoming year,
Community organizations are encouraged to participate in these debates as a part of the
negotiation and to draw them into decision making on the allocation of public funds.

Once the broad principles have been revisited and the new issues and ideas discussed, the
annual budget i3 reviewed and the allocation finalized according to the projects and
programmes that have been prioritized. This funding is provided by the provincial and
municipal government.

Once the Committee’s proposals have been agreed, the grassroots organizations
implement the projects. For those paris of the programme that are to be implemented b};
state agencies, there are discussions about the participation and consuitation process for
local residents. Much of the finance is allocated directly to the community organizations
which are then responsible for implementing the activities agreed in the budget allocation.
A traimng process for community leaders enables the members of these ﬂrgamzatmns to
gain the skills they need to manage these resources.

Within this annual process, there is an opportunity to present and discuss programmes and
projects to those responsible for evaluating new ideas and allocating the finances. The
evaluation committee includes community leaders with technical suppoert being provided.
by both an NGO and the local authority. A second set of considerations are those
~specifically related to the operation of the projects. At every level there is an attempt to
have a decentralized implementation with joint control over the financial resources. One
important aspect of the programme is the possibility that the Committee could offer
project funds directly to local community organizations. These groups then manage and
supervise state expenditure within some of the neighbourhoods.
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5 .
Once the programme has been discussed and reviewed within the Commission, the NGOs
and community organizations represented on the Committee, there is a chance to present
it to the municipal authority and negotiate this budget with the city’s elected officials.

Impacts

The impacts of this activity can be seen in a number of different areas. Just under 2,000
households in 28 community organizations have been given access to land under a
collective land title. Legal land tenure has also been granted {0 a further 13 community-
based organizations (involving 1,250 households). Twenty nine community organizations
have been involved in improving road layouts and 20 community halls have been
constructed in different parts of the city. Just over £,000 households have benefited from
new housing and a similar number have received funds for housing improvements. In
total, there have been 213 projects concerned with the improvement of local residential
areas involving 16,500 households and costing about TIS$ 10.5 million.

Further investments have been made in health and education with a range of additional
services including nutritional supplements and training for primary health-care providers.
State support has also been extended to residents’ associations with training in aspects of
organizational development inciuding a special programme for the lcade,rshlp in nr.-:wly- :
formed community organizations. i

Twenty per cent of the funds available for housing projects with the mumc:pahty have
now been allocaied to low-income neighbourhoods, and the commission recently obfained
an extension of Law number 8121, permitting a free title deed for piots of land that are
used in social projects.

During the four years in which this programme has been operational, there have been
some evident benefits. As described above, living conditions for thousands of those
living in the poorest settlements have improved. The urban social movement in Cordoba
has been strengthened. One evident aspect is that the different local organizations work
niore effectively tﬂget]'ler despite considerable heterogeneity, For those organizations and
NGOs that participate in the Commigsion, there has been a considerable process nf

- learning how 1o effectively engage with state institntions.

Involvement in the Commission and the work that it kas supported has resulted in the
strengthening of both the collective movement and its own interna? democracy. Each
week there is a meeting with delepates from the 103 community organizations who are
members of the network from neighbourhoods around the city, To facilitate the operation
of this network, the city has divided into nine regions, and an executive board of six
members represents the moveinent. - Training in organizational development and local
management has been provided fo 64 community organizations.

Within the network, working commissions have been established to deal with specialist
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areas such as health, housing, child centres and internal issues such as representation.

The NGOs involved in the Committee provide technical and social assisiance to the
network and its members both in the implementation of specific projects and in the
development of policies and strategies that favour the community organizations.

The Use of Loan Finance

Some of the funds given for housing projects by the Commitiee were offered to the
community organizations as grants but the urban social movement in Cordoba decided to
turn them into eredits. For example, one community cooperative with 485 members,
called 12 January, received finance totalling US$ 100,000 for two projects to improve
housing. They offered their members access to loans of either US$ 1,500 or US$ 2,000
depending on the level of need. The loans were for nine months (with monthly :
repayment) and the repayments included an interest rate charge of equivalent to about 6
per cent a year. This cooperative includes households with a higher income than that of
the typical squatter. The average monthly income is US$400, compared to an average in
that area of about US$ 220, (The minimum monthly expenditure budget has been
estimated to be US$H 900.)

This use of lean finance had been strengthened by some local experiences with a loan
fund between 1991-5. This programme 'Promoting Fund Management’ enabled 12
community organizations o zccess ioan finance for the 1,700 households who were their
members. Each household was able apply te a commitiee for a loan of up to US$ 2,500,
Applications were made by the community organizations to the loan committee for land
purchase, infrastructure er service improvements and housing. Once granted, the loan
had to be repaid within eight months at a 12 per cent annual interest rate (on the balance)
and 60 day’s grace prior to the first instalment. Traiting workshops in accountancy
assisted in the local management of the loan funds and repayments. Each group decided
on their own rules. Initial amounts, interest rates, loan ptmuds and penalties all differ
from each other,

During this period, the total amount of loan capital rose to US$ 50,000 and it was repaid
more than once. Although the community organizations were closely involved in this
project, there-was a continuing reluctance 0 borrow money from the fund. Perhaps due
both to the recent economic experience of hyper-inflation and a continuing belief that the
state should provide subsidies for the development of low-income residential areas. '
However, by the end of this period, 1,521 households had received loan finance, about 90
per cent of those eligible. The bureaucracy was as limited as possible and, if the
application was approved, loans could be issued ten days after the application had first
been made. Seventy two per cent of the loans were used for the construction of housing
and 28 per cent for community facilities and the legal costs related o securing a title to
the land.

Only a very few subsidies have been transferred from grants to credits although there is
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now a growing interest in such strategies and programmes, In many of the experiences ta
date, it has been the befter-off households within the low-income communities that have -
benefited, So far, the private sector has not been directly involved in local community
initiatives. - : '
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FedeVivienda and Housing Frogrammes

Summary: FedeVivienda has sought to change housing policies in Colombia for the
benefit of the homeless or those inadequately housed. In addition to campaigning and
advocating change, it has also become invoived in housing loan programmes in order to
demonsirate an alternative strategy for delivering effective housing support to the poor.

Background

Colombia is a country with evident housing need. Institutionally, fhere are 11
corporations dealing with housing loans and 110 financial credit unions. Expenditure on
housing subsidies (mainly targeted at the formal sector) equals US$ 100 million annually.
Over half the labour force (55 per cent) works in the informal sector. The minimum
formal sector salary is US$ 147 per month.

PedeVivienda is a federation of civil society organizations working on housing issues.
The organization was initiated in the mid-1980s, when its founding members were three
housing cooperatives (two of which worked specifically with teachers), six NGOs and 11
community-based organizations. The members formed a general assembly which elects
ibe board, The board is then responsible for appointing a professional team to undertake
the work that is required. '

At present, fhere are 22 staff members to coordinate and promote the work of the
Federation. The major reason for its formation was to support and extend a political
space for the promotion of housing activity. The Federation participates in a number of
other fora including the Urban and Housing Council and the Institute of Housing, it is
also a member of the Strategic Planning Council for the city of Bogota. Seme years ago,
it was agreed to establish separate activities in three regions and at least two other cifies.
Annual costs for FedeVivienda during the last year were about US$ 500,000. About 60
per cent of this is provided through the membership and the rest is raised from
international development assistance agencies.

The political relationships of the Federation are very complex. It has alliances with three
other NGOs (one Jesuit organization focusing primarily on research, another that works
mainly with micro-enterprises, and a third in the field of income generation).
FedeVivienda has also developed several associate organizations to undertake specific
activities in a number of different fields. One such organization will faciliate
negotiations with government, a second will leverage finance, a third will offer specific
support to housing cooperatives, a fourth is a building materials wholesaler, a fifth '
undertakes activities related to the planning of meetings and conferences, and the sixth is
an organization providing a local e-mail connection for the NGO sector. The Federation
has also formed alliances with many of the major regional cooperatives.
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Housing and Housing Finance

A very brief summary of the condition of the housing stock in Colombia is that there are
about 3 million houses in adequate condition and a further 3-4 million with conditions that
are inadequate. The present housing deficit is estimated to be between (.7 to 1.4 million
dwellings. It is very hard to obtain clear information about the housing situation. Since
1850, the government has built about 8,000 houses each year. In general, people build
incrementally, developing and improving their homes in response to their needs and
available resources. In a relatively stable economic situation, most people can acguire
the resources they need. In a more difficult economic ¢limate, there are considerable
numbers living i in sub-standard accommedation and ahle to do little to improve this
siroation.

When FedeVivienda was established, the organization decided to focus on housing and
resources. They tried to identify the mosi effective tools and strategies to improve access
to land and planning procedures. They became involved in influencing the content of a
new law for housing. At the same time, the government decided to end its programme of
direct housing constriction and start a4 new programme which provided direct subsidies
for those in need of housing support. Whalever reservations it mipht have had,
FedeVivienda could only respond to the wishes of its membership and it was evident that
the people wanted subsidies. At the beginning of this programme, large numbers of
subsidies were provided for housing associations. The design of the subsidy programme
was very strongly rooted in the NGO approach and the programme was partially designed
to provide finance for the houvsing construction projects that NGOz were undertaking.
This focus for the programme did not fit in well with the emphasis of much grassroots
activity. In general, most housing investment undertaken by the lowest income groups is
improvement, not new-build, and it was in this area that additional financial support was
required.

In 1esponse to msing levels of frustration with the inadequacy of government programmes,
FedeVivienda decided that their role would be most effective if they ustrated an
alternative strategy. Their links with the credit unions meant that they did not have to be’
directly involved in managing loan finance. Having raised a capital sum from a northern
NGO, they deposited it with the credit union, thereby leveraging additional finance equal
to five imes the original amount of money. Under the rules of the credit union, in order
to obiain a loan, households have to conttibute some of their own savings, thereby further
adding 1o the total amount of Investiment finance. It was hoped that aot only woald this
strategy demonstrate to the government an alternative and more effective mechanism of
support for low-incoine households, but also that the loan fund would be entitled to
receive subsidy finance for those households that were participating in the pmgramme
Box 3 describes the programe in more detaﬂ

FedeVivienda raised US$ 100,000 from a northern donor and deposited this money in an

account with Cupocrédito, a savings and loan cooperative. In 1990, when the fund was
first established there were 30 loans, This rose to about 400 loans in 1992, As the

70




FedeVivienda and Housing Programmes

subsidy programme grew in scale, many households opted for a direct subsidy and the
demand for loan finance fell. Only about 200 housing loans were granted for each of the
next two years. However, in 1995 the number of foans grew once more to 350. This
increase reflects the scale of demand for subsidy finance and the consequent large delays
that are emerging in the release of these funds. Since the fund has been established, loan
finance of over US $ 2 miliion has been authorized.

Box 3: Termis and conditions of loan finance

Individuals participating in FedeVivienda’s housing loan programme ¢an receive up to sight times
the amount they have saved with the credit union. These loans have t© be repaid over four years,
The loan finance is guaranteed through small group guarantses of three or four families. Another
torm of security is the technical support staff who are respomsible for checking the income
estimates given: on the application form.

To be eligible for a loan, househokls kave to mezt the normal savings requirement for the credit
union of at least US$ 5 each month, The savings pericd prior to a loan application being made
is only one month. Households which eam less than four times the monthiy minimum wage can
apply for loan finance and the maximuin amount that can be borrowed is determined by their
income. Their monthly repayments should not exceed 30 per cent of their monthly income. In
practice, most households participating in the programme receive a loan of about US § 2.600.

The current rate of interest is 33 par cent (this is the same for all loans from the cradit:union).
Inflation in Colombia is about 20 per cent at present. Interest is a[su paid on savings in tl‘fe credlt
union but generally this is only equivalent to the infiation rate.

Savings and repayments by communities participating in the programme are also credited to this:
account. Using this money as a guarantee, the credit union i prepared to advance up to four times
| the total amount deposited to communities participating in the programme, The credit union also
pays FedeVivienda interest on the amount deposited. Twenty-five per cent of the imesest is used
by FedeVivienda to contribute to its own associated costs. The remaining 75 per cent is requrnad
to the account and has added to the capital.

Technical assistance for h(:.usmg construction is provided by a number of NGOs including
FedeVivienda.

Looking Forward

The government and the NGOs are presently in discussion about what to do next. In
theory, the subsidy programme is a success and many households are satisfied with this
kind of government support. In practice, the total amount of money going to subsidies is
very small when compared to the scale of need. FedeVivienda has estimated that the total
investment in housing activities undertaken by its members is probably equal to about one
quarter of the finance provided by the government for the subsidy programme (US$ 100
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million). A further problem is that much of the finance is allocated in return for political
favours, thereby strengthening fraditional clientalist relations and doing little to strengthen
local institutions and community organizations.

About 50,000 households can be supported each year through the housing subsidy
programme. To be entitled to apply for subsidy finance, the household must have an
income of less than four minimum salaries and not have a house. The private sector was
very involved at the start of the programme but now the government is redirecting the
programme towards those with fwo minimum salaries or less and private sector housing
developments are not affordable for this group. There are now some 160,000 people who
are waiting for subsidy finance.

In order to improve the allocation of these funds, municipalities have been requested to
support the programme implementation and pardeularly identify priority areas for subsidy
support. Municipalities now have to allocate part of their budget to the housing subsidy
programme. FedeVivienda has also suggested that the national budget for infrastructure
and service improvement also be devolved to the municipalities. NGOs (in general) wish
to continue with housing improvement programmes and many have strengthened their
local contacts and networks.. In order for the NGO experience and skills to be used most
effectively, there is a need to stengthen the capacity of the municipalities. Whilst a
significant process of decentraiization is orgoing, there is still much work remaining.

For many vears, politicians simply used housing to buy votes. Now, however, increasing

national resources are being allocated o local expenditure budgets; 55 per cent of national
government funds are currently being spent by municipal anthorities. Members of
community-based organizations are now standing for municipal elections. In several
towns, the municipality hag been willing to provide land and services, and local people
have pmwded the rest of the finance.

FedeVivienda are increasingly involved with the planning and budgetary processes of
central government i order to obtain more eiffective policies and strategies, In their
direct support to their metnbers, they have continued with strategies to leverage additional
finance. No longer do they provide finance direcfly to individuai cooperatives but deposit
it with the cooperative bank to enable it to jeverage additional funds. The leverage and
loan finance strategies of FedeVivienda are not accepied throughout the NGO sector in
Colombia. One problem with the subsidy system is that it enables some NGOs 1o obtain
additional resources and *make oo much money’. There remains an important NGO
lobby arguing for the continuation of the existing programme in its present form.

Their direct experience with loan finance has enabled FedeVivienda (o understand that it
is possible for considerable improvements to be underiaken based both on seif-
management and self-help. However, the scaling-up of such initiatives cannot take place
without the development of appropriate systems, and a much greater recognition on the
part of those pmvﬂmg housmg subsidies that ¢his altermative strategy oifers faI greater
benefits than the provision of direct capltal grants.
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Alternative Municipal Finance for Home Improvements

Summary: In Fortaleza, capital of one of the poorest Brazilian states, new approaches to
housing and income-generating financial systems have been experimented with since
1938. These new approaches have now resulied in the introduction of a savings, grant
and loan financing strategy for housing improvements.

Background

In 1987, after the fail of the dictatorship (which lasted from 1964 fo 1984), and under the
pressure from urban sccial movements which had played a major role in democratization,
a national government pregramme of mutual-aid housing - locally called Mutirdo - was
launched. The programme offered community organizafions pranis enabling them to buy
materialg to build their houses through self-help. The original target of 400,000 units was
never achieved and the programme was stopped abruptiy in 1990 by the newly elected
President Collor, However, in a few large cities the programme centinued. Fortaleza, .
situated in the north east of Brazil and one of the poorest cities in the country, was one of
these.,

In Fortaleza Metropolitan Region, more than one third of the 2.5 million inhabitants live
in favelas, illegally squatting on land with few services and inadequate living conditions.
The Mutirio programme received support from the state and mynicipal goverﬂmems
which resulted in mere than 10,000 houses, bemg built. - Although the resuits were -
enmuragmg at local level, some pruhlems re evident. First, the scale was msufﬁcmnt
given the 150,000 houses that were required. Secondly, special organizations, *Popular .
Societies’, had to be formex within an aiready determined set of rules despite many
strong local residents associations. ‘Thirdly, those living in the new houses were not
given land tenure and neither the local authority nor the state govemment were willing to
address these problems. On the positive side, the programme ercouraped the creation of
community funds which were managed by the Popular Societies and these resources were
created by repayments from those households who had benefited from the programme,

At the beginning of the 1990Fs, with the end of the mutirdes programme, increasing
corruption and the failure of one of the major Brazilian finance housing institutions, the
National Housing Bank, some of the hundreds of local grassroots organizations in
Fortaleza began a reflection process. At the time these movements had a very clear
demand of the government. For those with wages below four times the minimum wage;
land, infrastructure and building material should all be provided by the state free of
charge. This had resulted in a stalemate because the government refused to provide this
finance. The strenpth of these people’s movements was such that any change in policy
had to emerge from an internal process of reflection. At the end of 1992, more than 100
leaders from about 30 local community organizations participated in a meeting which
agreed to the creation of a *Commurity Fund for People’s Housing®, A commission of
21 representatives met regularly over six months to elaborate proposals and define lines
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of action.

The experiences with the Mutirae programme had been essential in offering the
community organizations some experience with repayments, Within Mutirdo, those
households receiving the subsidy had to repay part of the funds to a 1evolving loan fund
held by the community organization. These funds were used for different activities, for
example, paying the electricity bill for the community hall, organizing a special event,
and paying transport costs for the visit of community leaders to the municipalify or ofher
anthority.

-

A Community Fund for People’s Housing : N

In March 1993, a special issue of the open university supplement in the main local
newspaper, with a circulation of 40,000 copies, was devoted to the Housing Question and
edited by two professionals working for NGOs. Cearah Periferia had recently been
formed by four social workers, all women, and had been involved it supporting the
reflection process of the grassroots leaders. This publication included a preseniation of
the fund which ensured that it became an issue with many local community organizations,
some of whose leaders saw the political benefit of a high proﬁle and the opportunity of
gaining new members.

The communities quickly got organized and, among other activities, travelled together by
bus to Brasilia, the Brazilian federal capital 2,000 kms away. Their intention was to
present the project of the Fund to the recently, appointed Federal Housing Minister who

“also came from Fortaleza. The 42 delegates {riisted that Cearah be present. A couple of
meeting and working sessions resulted in one of the Federal Programmes being amended,
but, at the end of 1993, the housing conditions of those who were fighting for change
were as bad as ever. However, the communities gained enormous expetience and fheir
relationships with the NGO strengthened.

During 1993, a workshop on alternative finance, sponsored by HIC (Habitat International
Coalition) and Misereor created the opportunity to share experience and ideas among
representatives from South Africa, Namibia, Mexico, Colombia, Thailand, the
Philippines, England and Fortaleza. This resvlted in the idea of creating an alternative
housing finance strategy in Fortaleza based partially around credit. Shortly after this,
someone working closely with a northern NGO cailed Selavip (Latin American and Asian
Service for Popular Housing) visited Fortaleza and, in cooperation with the CBOs and
Cearah, explored financial systems using new partnerships and working with three basic
elements which were then available to the poor in Brazil: savings, subsidy and credit. At
that time, there was no tradition of saving within the low-income seitlements in Fortaleza
(or elsewhere in Brazil). For 15 years, hyper-inflation rates of up to 4,000 per cent a
year had made nonsense of any savings strategy. '

Since 1988, the local authority had been working with Gret, (a French NGO with a
locally-based professional staff) to support innovative strategies for urban development
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working closely with lecal organizations. In 1991, Cearah had also joined this
partnership.

These conditions and activities combined fo encourage municipal support for a fund to
offer low-income households subsidized loans to improve their housing conditions. A
further imipetus to this support was given when, in the first three months of 1994, a
cholera epidemic in the city affected more than 24,000 people, and 600,000 people
-suffered from dengue fever.

Negotiations to establish the Fund took time because of innovative aspects and the central
principle, which was that the Fund should support a process of people-managed
development. The important points of the final agreement were that:
» Credits could be directed not only to formal sector employees but also fo those
working in the informal sector.
» A land property title was not necessary. An 'right of use’ (or squaiters’ right)
was sufficient.

- » The residents’ associations would play an active role throughout. Due mainly to
land occupation, difficuli relationships existed between most community
organizations and government, and therefore this element was difficult to finalize.
» Even if the repayments were to be made by individvals to the bank, the whole:
process was collective and the constitution of Housing Saving Groups was a
precondition. Savings prae:tlces among low-income families were thremel}r rare.

Technically, the link between the small savings groups, the Municipal Instituté of
Planning (IPL.AM) and the state bank, where the Fund had its account, was difficult;
numerous administrative and bureaucratic problems had to be solved. 'Frum the
beginning, there was the clear intention to develop a link between the informal settlements
and the formal financial sector. After the fourth loan (see Tabie 1), the lack of a subsidy
and the confidence of the bank in the people's ability and willingness to repay should
enable these households to access bank loan finance without the use of this Programme as
an intermediary, Whiist these are presented in the table below in order, in practice the
sitnation is more flexible.

. Since first discussions, these conditions have been renegntiatad and may be further
amended (see Table 2).  Values are indexed to the minimum monthly wage (currently US
£ 100).

Eventuzlly, in May 1994, an agreement was signe:d to set up the "Casa Melhor" financial
system. The situation among the communify organizations was already difficult becanse
the residents’ associations and the federations they belong to are very political and often
linked to political parties. There was some unhappiness about this agreement with the
local authority and the joint responsibility for the Fund. A further problem was the
introduction of the credit component into the system, However, finance was provided by
the Housing Solidarity Programme, an NGO department of French aid which links donors
and applicants, and this enabled the programme fo start with some smaill revolving loans.
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Tahle 1: Casa Melhor: Summmary of different financing conditions (Sept. 1995)

. T:}\;,al

Saving Subsicly Credit
15t loan 150} 150 150 450
2nd loan 150 75 225 450
3rd loan 150 H 300 450
4th loan 150 0 300 + i 450

Talle 2  Casa Melhor: Summary of different financing conditions (early 1996)

Saving Subsidy Credic Total
1st loan 100 200 300 6500
2nd loan 200 W) 300} 600
3ed loan 300 0 300 600

During 1594 and the first six months of 1995, there was an intensive information and
motivation campaign with the communities and the people. The main problem was a
sirong resistance to participating in a public programme and depositing savings info a
state account, (In fact the account was partly under the jurisdiction of the NGO but for
the people the difference was almost insignificant.) The lack of confidence was
widespread, but was compensated for by a good relationship with the two NGOs.

Local community leaders, a few municipal civil servants and the Cearah professional team
(some of whom are community leaders without a formal degree) organized meefings in
the "favelas” and barrios almost every evening and at weekends, to explain ihe
programme and answer questions. The principle of saving was so new to the families
surviving from day to day, that long sessions were needed to explain the concept. As a
result, the approach was firmly rooted in people’s will and not only in community leaders
ar progressive technocrats. The simplicity of the first loan offered by the programme
was important. People understwod and accepted the basic principle of équal amounts of
savings, credit and subsidy. Whatever they managed to save would be tripled by
equivalent amounts of subsidy and loan finance.
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By September 1995, 1,000 of the 1,800 families who participated at meetings wanted to
take part. They belonged to about 50 of the most diverse CBOs (Housing Communal
Societies, Dwellers” Unions, Popular Councils, People’s Associations, Philanthropic
Social Unions, Cornmanity Kindergarten groups, etc.) living in the settiements throughout
the 'south ‘of the city (mutual settlements, consolidaied neighbourhoods, low density puhhc
poor seftlements, favelas, invaded lands, etc.).

In Janmary 1995, the first group took out their loan. Confidence began to grow on stone
and bricks and no longer on speeches and promises about better living conditions. In
June 1995, PAAC (Support Programme to Self Help - Programa de Apoio 4
Autoconstrucdo} was launched. This programme operates directly between Cearah
Periferia and a few selected and well-organized communities with whom a long-lasting
relationship of confidence had been established. It was created in order to extend the
reach of the Casqe Melhor which was only servmg, at the time, six barrios mthm the pilot
phase area.

Through negotiations with the community organizations, it was agreed that the money
would be placed in 2 separate account but that the people would pay back individually
either through the bank or other available means. The leadership was very concerned -
not to have to handle the finance directly becanse levels of corruption had existed at every
level of Brazilian society including residents’ associations. In order to assure their -
members that this process would not be corrupt and to reduce inevitable tensions that can
arise around financial transactions, the leadership preferred not to be directly involved in
loar repayments. The bank agreed not to charge administration costs on these funds. .

Loan Conditions

As indicated in Table 3, which summarizes credit condiiions, the main financial
differences between the two programmes are the level of savings required and the type of
guarantee, PAAC offered support to those communities which were living in parts of the
city where there was little alternative support. It obtained funds from Selavip, a Northem
NGO.

How Casa Melhor operates: The programme is directed by a Board with three
members. One is put forward by the municipal Institute of Planning and the Gret local
team and the third is a community leader elected by the associations invelved in the Fund.
The Board’s role is to define the objectives and strategies, approve the financial accounts
and appoint the directors of the management team, The management team is made up of
one professional from the municipality and another from the NGO Cearah Periferia and is
responsibie for the bank accounis, repaymenis and the training of fhe suppori teams and
commupity agents. The support {or technical) team is composed of social activists and
social workers, managers, construction technicians, young professionals from the Federal
Technical School and community professionals. They provide information about the
programme, visit applicants to leamn about their socio-economic conditions and support
the families to finalize their project. The programme received additional support from the
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Table 3: Comparison of Bagic Financial Conditions of Casa Melhor and PAAC
Casa Melhor- PAAC
Origins of Resources
Savings Pegple People
Subsidy Local authocity External
Loan External External
-‘.Vﬂ.lue
Max. Saving US$ 150 US$ 75
Max. Subsidy US$ 150* US$ 150
Mazx. Loan 1US$ 150 US$ 225
US$ 450 USS 450
Duratign Max. 12 months Max. 10 months
Typs of guarantee Pergonal collateral Solidarity & Mutual
1oan Use Building materials Building Materials
Type of works Kitchen, batheooms, Kitchen, bathrooms,
shops, enclosure wall, shops, enclosure wall,
additional room additional room
* up t0 70% can be in the form of building materials that the family has produced or obtained
through its own means

Caisse des Dépots et Consignations, the major French financial institution responsible for
housing Ioans, '

Financial process: In general, the initiative comes from one or two people in a
neighbourhood who approach their locai association. Together with about 15 to 30
families who are also interested, they form a savings and loan group. Each of these
families receives basic information about the Programme, fills in the socio-economic
form, usually with some assistance from the community or the support team, and hands it
back to the support team. The forms are analyzed, each family is visited and their
individual project is finalized. The costs of the improvements are calculated and
compared to the maximum amount offered through the fund, and to the savings thag they
wish to mobilize. At that stage, families who have no formal papers such as an identity
card or other administrative documents are helped by the other members of the group to
gei them, This can take time but is important for the people to have formal citizenship
and thereby gain confidence in themselves. * Once the personal papers are obtained and
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the socio-economic and technical forms prepared and gathered by the association, the
management team prepares the lending contracts and the families continue {o save.

The savings are not generally accumulated through small or regular contributions, More
often, households mobilize resources on the day that the finance is required through
selling another possession, borrowing from their employer, or taking on additional work.

The next stage is that the contracts are sigred and the cheques given to the families
during some public event in the neighbourhood. This is a crucial way of strengthening
the savings group in the eyes of the rest of the community, the association and the

- neighbours. They 'compromise themselves’ to pay back the loan. Generally this meeting
ends up in a party with singing and dancing, With the loan finance, the families
sometimes buy building materials collectively after an accurate, though informal, local
price survey. Building activities are carried out by each household with the cccasional
help of neighbours and friends. Sometimes skilled labour is used, especiaily for plumbing
and electrical fittings. One month after receiving the money, the family starts to pay
back over a period of 12 months or less. The payments are generally monthly although
they can be weekly or forinightly. Repayments are made through the association or
directly to the bank,

The value of the loan is limifed (US$ 150, ie: 1.5 minimum moenthly wage) and as the
total amount of the cheque cannot be more than US$ 450 (being made up of three equal |
parts: savings, credit and subsidy), most people join another savings group. To be
eligible for a new loan they must have paid back their past credit without any default;
This may be one reason for the high level of repayment, nearly 100 per cent, an
exceptionally high figure for Brazilian records. For the second loan, the value of the .
subsidy 15 halved, and for subsequent loans it is not available (table 2). If a second group
of 15 to 30 persons is formed within the same association, it will be eligible for credit
only if there are no arrears from participants of the first group, This has worked as an
additional incentive to speed up the repayment process,

90 percent of those participating in the project save sufficient to obtain the maximum
value of the subsidy and loan. For gronps that have campaigned for state support, this
small amount of finance is already a considerable readjustment to their dreams and
aspirations. To date, the Tepayment rate has been 98 per cent. Why do the people
repay? First, they are confident that their repayments will not be stolen but that the
finance will continue to be available for further loans. Secondly, they wish for further
leans to improve their housing. Thirdly, for any new group in the setflement to receive
a loan, the groups that have previously received finance have to have a good repayment
1ecord, Later groups pressurize the early ones to repay.

Many of those taking loans arz women. Several factors within the programme design
have strengthened the social networks that already exist between women in the settlements
and the links between them are very strong. In one case, the husband of one member of
the savings and loan group was killed. The other members of the group repaid the debt,
together. with other members of the association.
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The savings and loan groups have become an informal network, All members have to
find a guarantor who cannot also be a member of the same group (or a borrower in
another group). The groups within a settlement are linked because the first {or all
prmmus} group need to be without any defaulters if the second and subsequent gmups are
{0 receive loans,

Land and infrastructure remain unresolved issues. The finanee is sufficient for building
improvements but there is a remaining need to secure land titles and the required
infrastructure and services,

Financial and Operational Issues

The project is supported through a number of different agencies. The staff of Cearah
Periferia numbers eight, although six of these work part-time. They have a variety of
professional skills, including banking and economics, social and community work, and
building and quantity surveying. Municipal staff (with a similar range of skills) also
support this programme. The communities involved in the programme also participate in
the local management and board members also undertake some tasks, A foreign specialist
visits every six months for about ten days to review the programme and support further

' development.

The source of funds is complex becanse of the different compenents of the programme. .
The subsidy is provided by the local authority and fhe loan finance is channeiled through
Cearah Periferia. By July 1996, 664 loans had been granted and the total investment in
the realized works was an estimated US $ 630,000 or US § 980 per household (this
includes loans, savings, subsidy, human resources, and additional resources mobilized by
the people). The loan component equals US$ 153,000 and about US$ 50,000 has been
repaid since the start of the programme. The role of the bank is simply to manage this

- finance for the NGG. They have agreed to cover the administration costs associated with
repayments for no additional charge and to pursue defanliers.

At present, the administration costs are between US$ 60-80 per loan, or about 8 per cent
of the average household investment, or 35 per cent of the loan finance. The staff
estimate that the administration required is probably between 10-15 per cent of the
average agpregate investment if adequate support is to be provided. Programme
administration presently involves community development (local dissemination of the
programme through meetings and discussions, training and individual meetings), financial
support {accounts, meetings with the bank, analysis of financial mules and controls,
accountancy training, managing defauiters, financial reporting to donors and the banks),
techunical advice (house measurement, project design, guantity surveying, monitoring
building material prices), transport and overheads.

Lessons and Perspectives

At the 1st September 1996, 4,000 households had attended meetings about the project and
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3,500 had expressed an interest in participating in the programme. 1,700 households had
completed the socio-economic form and about 1,000 had completed an individual project.
800 loans had been granted. 37 community-based ﬂrgamzauﬂns had already formed
savings groups and a further 100 had expressed an interest in participating.

Wwith this finance, people mostly add a second room, extend their house te huild a shuj:- ot

a workshop, set up a water tank, or construct a kitchen or toilets. In some cases they

build a fence or improve living conditions with, for example, a oement floor or. improved
ventilation.

An in-depth evaluation process with local communities in August 1995 showed an overall
satisfaction with the Fund. The role of the professional support team and the size of the

savings groups were considered adequate. Among the difficulties expressed, the savings

issue appears first. The level of savings is considered to be too high, and sometimes the

principle is not accepted. The maximum value of the credit is considered too low. This

reflects the widening gap between actua? inflation and the indexation of the Casa Mefhor

on the minimum salary, which has been frozen,

Technical assistance for building is very limited due to a lack of financial resources and
this 1s an acknowledged weakness of the programme. The NGO has just completed a
study of four savings groups (45 households) in a range of different settlements (squatted
land, mutirgo, barrio and planned low-income settlement) to better understand the process
throngh which the funds (savings, credit and subsidy) are transformed into a building.
The lack of technical support (to ensure the quality of materials purchased, contracta
bricklayer or support self-build initiatives) emerged as a priority area from this study.

This is the first time in Brazil that a municipality has been willing to offer credit to those
living in informal squatter areas who are without land titles. People are now encourzged
to save in order to obtain public finance,

By May 1996, the programme was operating in 41 barrios with 90 community
organizations.

Participation: Through the election process for the Board of Directors, the savings
groups and the associations began to meet on their pwn and become aware of their
common interesis, in addition to their political differences. The Casa Melhor has made
possible an exchange of experiences between the various neighbourhoods which are
generaily segregated. It is still too scon to know which direction the savings groups will
take. Another positive result has been the progressive involvement and support of the
local autherity which finances the subsidy component, and contributes to the costs of the
professicnal support staff, transportation and running costs. The Case Melhor has gained
political and institutional support and visibility, as the municipal counterpart is now
earmarked in the normal annual budget and hence voted on at municipal council, instead
of simply being another government programme.
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How to face the growing demand? Casa Methor has been gaining popularity and is
emerging as an glternative within social, ¢community and powerful church movements,
and in the 185 associated local authorities from the Ceard State. However, the pressure
to expand is beyond the existing technical, social and financial capacities of those now
involved in the Programme, Four possibilities, or some mmhmatu:}n of them, ma}r be
needed to scale up this activity:

» Seiting up of a Municipal Foundation at city level which could serve as a

reference for interested local anthorities,

» Setting up of an independent Peoples Housing Fund, managed by the

associations and organizations involved.

» Creation of 2 Connnunity and Municipality Bank for popunlar honsing which

meet the expectations™of civil society and local anthorities at the same time.

» Creation of a Community Integrated Fund (or any adequate financial institution)

which would not only extend housing loans, but would deal with other needs from

the communities such as mcume-gmeratmg lnans or short

term/cccasional/emergency loans.

Cearah Penferia has recently signed an agreement with the Association of Mayors from
Ceara State (AMECE) along with 185 municipalities. This agreement involves a pilot
stage with 6 municipalities for expanding the programme, Cearah’s role is fo act as
trainer and board member for the new fund and associated activities.

The PAAC system has developed a different distribution of savings, subsidy and loan
finance. For the first loan, it has agreed with the Board that distribution of funds will be
such that each unit of savings attracts a subsidy equal to twice that unit of savings, and a
loan equal to three times the unit of saving (see Table 1). It is proposed that for second
and subsequent loans the value of the subsidy will fall and that of the savings increase so
that by the fourth loan there will be no subsidy and the value of the loan will equal {he
savings that are available,

The value of the fund is now falling both becanse of inflation and because no interest is
charged on the loans. The decision not to charge interest was gifficult. The history of
inflation means that the residents of the low-income settlements are extremely nervous
about commitfing themselves fo interest repayments and therefore it was agreed that
interest would not be charged. At present, loans are repaid in eight months with almost
1040 per cent repayment. Other state housing loans may include an inferest charge but
repayment levels are geperally below 60 per cent. However, the official inflation figure
in Brazil is currently 18-20 per cent and inflation in the price of building materials is
estimated {0 be about 50 per cent. The sclution thai the people’s movements are
proposing is a political one. They wish to use their political contacts and the election of
the mayor later this year as an opportunity to secure additional funds. The government in
Fortaleza appears to be willing to put in additional subsidy finance if the NGO and people
can find sources of loan finance.

Inevitably, working closely with political groups results in attempts to trade programmes
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for votes. To date, the NGOs and people’s movements have been united in stating that if
- the government attempts to put pressuze on any particular group related to its involvement
in the programme, then the entire programme will stop. Perhaps not surprisingly, there
.are still some organizations within the people’s movements that oppose this programme
arguing that the community organizations will be coopted and undermined,
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What Next? - the Follow Up

I. Imiroduction

In the discussions about regional and intemational follow-up, there was a clear
understanding and agreement about the importance of local action. If the central focus
for lecal NGO activity is the strengthening of {he people’s own process, then national
level activity should be supported, and not replaced, by regional level activity and
international activity should be directed at supporting regional efforts. All international
(and regional) follow-up should repeatedly address the question "What will be most useful
for local groups and people’s own processes?"”

In this context (and as summarized here), the follow-up discussions first addressed
regional plans before going on to consider the international dimension. A general
introductory discussion identified a number of general themes, issues and guestions that
are important for all regional and international follow-up:

» moving on: many small (and large-scale) projects and programmes are repeating
mistakes made elsewhere and/or have become “stuck”. Such projects need access to
appropriate support, including the stimulus of new ideas and practical suggestions.

» scaling up: the scale of experiences {0 date is inappropnate to the scale of need. For
example, the 55,000 households reached by the Commanity Mortgage Programme is
small in relation to the estimated 2.5 million households living in sub-standard
accommodation in urban areas. An important and persistent guestion is therefore how
‘such experiences can be scaled up. -

» understanding achievements: what has been achieved by individual projects and
programnmes and what have been the main reasons for this success? In this context, there
is a need to understand the political context within which such initiatives are being
realized and whether they can be maintained in the medium to long-term, and replicated.
» understanding adaptation: how projects and programmes have managed o adapt to
the changing opportunities and constraints that they face, and how they have done this
successfully. In particular, what have been the consequences of the ideological economic
models and structures imposed on the poor during the 19508 and how can programmes
challenge such a sitnation? '

» institutional options: what have been the different institutional arrangements that have
been used for housing finance programmes and, within this, what have been the roies
taken by the different groups and actors involved in the process? Many states have
introduced decentralization programmes; what are the implications for the rolés that
different groups can play and for innovative programmes? Of particular importance in
this context is the involvement of grassroots organizations.

» financial contexts: what are the different financial contexts (national financial
institutions and financial markets) within which projects and programmes are being
implemented and what are the implications for their development?
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II. Regional Plans;
Afvica

A clear decision was taken that the initial focus should be on Southemn Africa and there
wis an agreement to start networking around housing finance issues within that area. In
the first stage, networking should be based around the sharing of experience and the
identification of some of the critical issues. It was also agreed that this should be
primarily an informal dialogue for practioners (ie. those managing hounsing funds for lnw-
income groups) rather than other groups. Some specific points were agreed:

1. The People’s Dialogne will act as a regional coordinator.
2. All the Southern African participants will send lists of others involved with low-
income housing finance to the People’s Dialogue.
3. The group will draft a proposal on next step forward and who should be
involved. It was agreed that there was a need to focus first on in-country
networking,
4. Decumentation on financial procedures will be made available to different

. organizations within the network,

Asia

The Asian participants agreed that there should be a regional follow-up at three different
levels of activity:

» local community -

» nationai

» regional

Key ideas and concrete actions were summarized at in the tablé below,

At the community Ievel, the main strategy is to support the extension of community
savings and credif activities, in order to reinforce the central position of activities that
take place within Iocal settlements and that are managed by community organizations,
Three areas are identified as important to supporting local activity: documentation,
information and training, A meeting in the Asian region is already planned for
September 1996 and this will bring together many of the different savings and credit
groups 1o share the process that they are involved with. The meeting will also help to
define a strategy o promote these community-based savings and credit programmes.

Another idea is for a regional fund to support community level activities around savings
and credit. Such finance may be impartant in assisting small groups to grow and expand
their capacity and scale. Some preliminary work has already been started and further
exploration of this idea will continue after the meeting in September. Continued general
support for community-based savings and credit groups within Asia will be provided
through the Training and Advisory Programme (TAP) of the Asian Coalition for Housing
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Rights for the nex{ two years. This support includes exchange programmes, regional
meetings and documentation. .
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experimental process national intermediary funds
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agencies

At & regional level, and no longer focusing on direct support for grassroots organizations
working on savings and credit and housing finance, it was agreed that there is a need to
‘explore the different situations in countries throughout Asia. This will enable a better
understanding among professionals and national and international development agencies.
It is this understanding which is a critical initial activity to ensuring better long-term
support for these processes and activities. Many reports and documents have already
been wriifen but there s a need fo improve the distribution and exchange of thiz
information. Regional activity needs to:

» strengthen national processes

» improve government policies, plans and programmes, and

» promote change within intermational development assistance agencies.

Regional level workshops may usefully take place on a number of specific issues. In
addition to providing an impetus for decumentation and the exchange of ideas, such
workshops may also help to identify and draw together professionals interested in working
with housing finance issues at a regional level

More specific information about fimetables and organizational responsibilities in Asia is
outlined below:
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Latin America

Lafin American NGOs and community organizations recently met together within the
Habitat I preparatory process. The discussions touched on some financial issnes and
provide a backegtound for the regional discussions at this workshap.

Within housing finance and resource mobilization issues in Latin America, and related to
Habitat II, there is recognition of the need to defend issues of nights and obligations.

A number of activities are being planned specifically in relstion to housing finance:

» regional “state of the art” including methods and instruments, comparative analysis,
and annexes on alternative financial management strategies in the region. Participants
(Yves, Alejandro and Marcela) at this meeting agreed to develop a draft format and
analyze existing information. The experiences of some 50 case studies of housing finance
initiatives would be reviewed and, if necessary, further information coliected.

» documentation of selected cities in the region. These would be cities in which a
number of important preconditions are in place including strong, people’s movements,
innovative financial programmes and a firm commitment to democratic urban
managemeni, The documentation would include information on social processes, local-
financial instruments including those in local government, social policies and democratic
management of funds. A draft format would be prepared {Alejandro) suitable for case
studies of city processes, and local financial institutions and instruments. This draft-
would be available for discussion at Habitat II.

Finally, and in relatior to broader issues, the regional group believes that there is a
continning need to understand social production of habitat. Such an undersianding
requires linking the production of habitat and housing to both the international economy
and naticnal governments macro-economic policies and plans. It also requires a greater
understanding of the links befween macro-economic variables and habitat production, and
the impacts of such forces of Iocal housing initiatives. There is a need o develop a
concepfual framework for the issue of housing production and its poiential role in
strengthening the people’s economy.

OI. ‘International activities

Following consideration of the regional plans, a number of specific ideas and activities for
interpational follow-up were identified and explored. As with he eatlier dizcussions,
there was a general acceptance that support for community-based savings and credit and
housing finance activity should remain a central principle or "core" within which national,
regional and supra-regional activity should be based and continually refocused.

The proposals for mternatmna] follow-up are presenied beluw with a summary of what
~ was agreed at the end of each sub-section.
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~ Information

Ag already identified within the regional discussions, it was agreed that there is a need to
improve information about housing finance projecis and programmes. Whilst some
documentation already exists and only needs to be more widely circulated, it was also
recognized that there may be a need for further information about programmes whose
experiences are of particular interest. For example, one such programme is the
Community Mortgage Programme in the Philippines because of the innovative nature of
links with government, the length of time the project has been operational {eight years)
and the subsequent experiences of NGOs and communities that have been involved in
implementation.

HIC already has a database with project information and this is one useful collection point
for information. ‘The propesal of the Latin American working group includes a review
and amendment of the format for database entries to ensure that financial details are
adequately recorded. Much more information is required than just descriptions of specific
programmes. Also useful, as highlighted in the report of the working gronp on Africa,
are copies of legal and operational documents developed and used by the funds. There
may also be a need for some specific training material o be made available such as, for
example, appropriate information on community book-keeping, and sirategies for
addressing default.

Information clearly needs to be appropriate to the audience and this has implications both
for languape and style. There is likely to be a need for translation, both into major
global and local languages. The use of electronic mail is becoming increasingly
widespread and it may be possible to share some information through electronic mail.

The issue of information coordination was also discussed. It was agreed that an
understanding about what was available, and from where it was available, was of critical
importance, The centralization of this information into a single place was probably not
practical, and may not be desirable. Developing a mailing list of contacts for different
groups and individuals working on housing finance issues was another important
objective. 1t was proposed that a four page newsletter would be produced every six
months to ensure that groups attending this meeting, and others who are interested have
information about significant developments in different housing finance projects and
programmes. ' ' ’

» Report of the workshop. A draft report will be available for revision at the end of

- July. The final report wili be prepared in September with publication in October. Funds
are available for translation into Spanish and Portuguese. Translation will be organized
in-country.

» Newsletter, ITED will produce a six-monthly newsletter on inngvative housing finance
for low-income households, the first edition to appear in July, with information about
those programmes represented at this meeting and a contact list.,
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Meetings and Exchanges

Community-to-community exchanges, at the regional and international level, are a
innovative and successful method for supporting local development and strengthening
 community precesses. Whilst exchanges within a country are useful, some of the
experiences from Thailand demonstrate the additional benefits of international exchanges,
In Thailand, there is an assumption among low-income citizens that land is only owned by
those who have money. By showing them what is happening in another country such
assump{ions can be dramatically and immediately overturned. International exchanges
increase the space, and therefore the opportunities, for learning. In another Thai
example, one community started a savings group after a visit to India. Local NGO staff
resisted this change of direction but, convinced by what they had seen, the local residents
continued with the savings group and persuaded the NGO to accept this innovation.

In addition to community-to-community exchange there is much value in joint city (or
national) teams of CBOs, NGOs and state agencies collectively undentaking an exchange
programme. The experience is that such groups are drawn together by sharing these
experiences and that new local possibilities are realized though the contacts that are made
and strengthened.

To complement local exchanges, there is also a need for meetings and workshops based
argund professionals, academics, national and international agency staff. Two separate -
objectives for such activities were identified: to inform and extend the network of those
interested in these issues, and to deepen the understanding of issues among groups already
members of the network. With respect to the latter a number of specific areas of interest
were identified. Those which emerged as of prime importance are:

- how to scale up NGO initiatives and what institutional form scaling up should
take.

- what are the relative implications of government support being provided to
housing finance programmes through interest zate or capital subsidies, and what
are the arguments that can be used to persuade gnvemment to follow one strategy
rather than the other? .

- how to infegrate income-generation and housing finance.

» Community-to-community Exchanges wﬂl be coordinated through the newly-formed
Network of Homeless People’s Federations,

» Other exchange programmes will be coordinated thmugh the regional contact points.
» Workshops: opportunities for local, national and international worksheps will be
sought wherever possible.

Strategic Interventions

Two other interventions emerged from the discussion.

It was agreed that the working group would require some form of strategic paper
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considering the needs, strategies, opportunities, constraints and issues around innovative

housing finance. Such a paper will be useful in summarizing the arguments and assist in
identifying necessary directions for the working group’s activities. It will also be useful
in the lobbying of national and inter-governmental financial bodies.

A persistent problem is raising capital for the expansion of housing finance programmes,
especially those within the non-govemnmental sector. An international guarantee fund may
provide an effective means for increasing the ability of local groups to obfain more local
finance. Such a guarantee fund would be held in hard currency and would be used to
secure advances from the local commercial banks. It was noted that there has been some
experience with international guarantee funds but not on a significant scale with respect to
housing.

» Guarantee fund: the meeting shortly to be held at the European Parliament is one
opportunity to explore such a proposal with donors. The Guaraniee Fund would be used
to strengthen local initiatives and increase the availability of finance, Guarantee Fund
strategies permit the immediate and several-fold scaling up of development assistance and
offer one possibility for increasing the impact and scope of housing finance programmes.
Yves agreed to follow-up fhis idea at this meeting and any other opportunities.

» Strategic paper: the meeting in Asia organized by UCDO and ITED in October will
require such a paper to be drafted for the Asian context. Tt was agreed that this draft
would provide a basis for a strategic paper.

Organizational Arrangements

» It was agreed that, as before, this group should remain the Hounsing Finance and
Resource Mobilization Working Group of the Habitat International Coalition. It was
felt that the informality associated with a working group would be beneficial to the
effectiveness of the work., HED will coordinate the group.

» Networking among grassroots organizations involved in savings and credit and

housing finance will be undertaken partiy by the regional groups and partly by the ne.wly-
formed international network of homeless people’s federations,
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Phone: +49-241-44-2344

Address: Mozartstrasse 9, Postfach 1430, D-52064 Aachen, Germany

Killian Munzwz, Housing People of Zimbabwe, Zimbabwe
Fax: -+263-4-73-9610

Phone: +263-4-79-73-9610

Address: PO Box Cy2686 Causeway, Harare, Zimbabwe

Enrigue Ortiz, Habitat International Coalition, Mexico

Fax: +52-5-583-5194

Phone; +52-5-651-6807

Address: Cordobanes 24, San Jose Insurgentes, 03900 Mexico DM, Mexico
Email: hic@laneta.apc.org
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Sheela Patel, SPARC, India

Fax: +91-22-495-0505/285-1500

Phone: +91-22-283-6743.

Address: P O Box 9389, Bombay 400 026, India
Email: sheela@sparc.ilbom.ernet.in

Miriam (Apol) E. Quizon, Congress of Cmp Originators, Philippines
Fax: +63-2-78-4402 ' '

Phone; +63-2-78-4402 _

Address: 69 Alvarez St., Prod. 4, Quezon City, Philippines

Email: C/o Pagtamba@durian.usc.edu,ph - ' '

Marcela Rodriguez, SERVIPROH, Argentina
Fax: +54-51-73-0404

Phone: +354-51-73-0404 ]

Address: Baigorri 544, Alta Cordob#,’ Argentina

Jacques Samson, Rooftops, South Africa (Canada)
Fax: +27-21339-1127

Phone; +27-11-648-6028

Address; PO Box 185, Wits 2050, South Africa

Olivia Van Rooyen, Development Action Group, South Africa

Fax: 4+27-21-47-1987

Phone; +27-21-448-7886

Address: 101 Lower Main Road, Observatory 7925, Cape Town, South Africa
Email: dag@wn.apc.org
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Exchange Rates

AFRICA
MNamiihia
South Africa

Zimbabwe

ASIA
India
Philippines

Thailand

LATIN AMERICA
Argentina
Brazil

" Colombia

US$ 1 (20 September 1996)

SA Rand: 4.5
Rand: 4.5

Zim $:10.3

Indian Rs.: 35.7
Peso: 26.2

Baht: 25.4

Peso: 1.0
Real: 1.0

Col Peso: 10357
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