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Abstract

Today, few governments are prepared to offer housing subsidies to the poor unless they are delivered as
up-front, targeted capital subsidies. Such a model began in Chile in 1977 and a similar model has since
appeared in a number of other countries. This paper examines the experiences of Chile, Colombia and
South Africa in implementing a capital housing subsidy model. Most observers in those countries admit
that the new system is better than that which preceded it; there is certainly no going back to the public
housing policies of the past. But there are problems nonetheless. Most stem from the central dilemma that
the resources are always too limited, particularly since fiscal balance is the watchword emanating from all
three finance ministries. The lack of resources has forced each government into making difficult decisions
about the size and the number of subsidies to be offered. Dependent on those decisions, has come a series of
implementation problems relating to the quality of construction, the location of the new housing solutions,
the use of credit and how to allocate subsidies between so many petitioners. Capital housing subsidies have
reduced housing problems in Chile and perhaps South Africa. But whether it is worth tackling housing
problems in this way in conditions of high unemployment, huge income inequality and widespread poverty,
is another question.
r 2003 Elsevier Ltd. All rights reserved.
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1. Introduction

It has never proved easy to help the poor through housing subsidies, particularly in poorer
countries. While there have certainly been positive experiences, there is a very long list of failures
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particularly in the field of public housing (Abrams, 1964; Dwyer, 1975; Gilbert & Gugler, 1992;
Gilbert, 2001; Mayo, 1999; United Nations, 1988; UNCHS, 1996, 2001; World Bank, 1980, 1993).
Influenced by their reading of this experience, the major development institutions of Washington
have long preached that providing subsidies to the poor through public housing has rarely been
successful. Justified in their belief or not, the multilateral development institutions have long been
highly critical of the public housing record. A former World Bank official has summarised the
typical view of public housing projects in the 1960s when he describes them as ‘‘small in scale,
largely unaffordable by the poor, poorly targeted, and largely inefficient’’ (Mayo, 1999, p. 41). If
that was true of the 1960, little changed during the 1970s and 1980s. In poor countries, too many
households needed homes and too few governments had the resources to build even a fraction of
the homes required. Given the failure of formal housing to provide sufficient solutions, sites-and-
services programmes were tried out in many countries. Although these arguably worked better,
they were deemed unsuccessful because the World Bank decided that they were not ‘replicable’
(van der Linden, 1986; World Bank, 1995). In Latin America, the Inter American Development
Bank felt that sites and services projects did not even work very well (Inter American
Development Bank, 1998). By the 1980s, paralleling broader economic thinking about
government failure, the whole concept of public housing had come into disrepute. In 1993, the
World Bank (1993, p. 90) was explicitly recommending that: ‘‘privatization of housing production
should go hand in hand with the overall privatization of public sector enterprises’’ (World Bank,
1993, p. 62). At the same time, USAID was criticising ‘‘centralised bureaucracies’’ and praising
the virtues of the market (Kimm, 1993, p. 49).
Declining confidence in Washington about the virtues of public sector housing was

accompanied by a shift in development thinking towards market-based solutions (Harris &
Fabricius, 1996; Pugh, 1994; World Bank, 1993, 1995). During the 1990s, governments were
generally advised to limit their involvement in productive activities and to cut much of their
regulative intervention. Employment, it was argued, would grow more quickly if the government
would stop meddling. Along with education, health, infrastructure provision and transport,
housing became an eminently suitable candidate for private sector initiative, albeit at times in
public-private partnerships. The role of the public sector should be limited to providing merit
goods or to bailing out the poorest of the poor through establishing social safety nets (Adams,
1998; Graham, 1992).
Since the middle 1980s, the major development banks and the United Nations have been

preaching that major public projects should be removed from the housing agenda and replaced by
new forms of intervention. Particularly popular has been the idea of providing subsidies to poor
families to allow them to buy homes produced by the private sector. The up-front capital subsidy
pioneered by the Chileans in 1977 has been an exemplar of this new housing approach. Chile
invented this approach after the military coup of 1973 and the warm embrace that the new
government gave to Chicago school economics (Vald!es, 1995; Gilbert, 2002a, b; Richards, 1995;
Rojas, 2001).1 Housing policy was developed as part of a wider programme of opening up the
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1Chile is clearly viewed as the pioneer of this kind of programme in the World Bank and the idb . No doubt elements

of that policy had been tried elsewhere in the world, for example, in the United States (Section 8) or in the First Home

Owners Scheme in Australia. The Chileans certainly did not know of these schemes and invented their own policy (see

Gilbert, 2002a).
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economy to outside competition, privatising inefficient state activities and reducing public
spending. Chile needed to sweep away the ‘socialist’ housing policies of Salvador Allende with his
preference for building public housing in massive quantities through state companies (Kusnetzoff,
1990). Despite its neo-liberal economic agenda, the Pinochet government surprisingly continued
the Chilean tradition of subsidising housing for the poor. However, subsidies needed to be
‘market-led’ and to be embedded in much more competitive economic and financial systems
(Arellano, 1982; Casta *neda, 1992; CCC, 1991).
The Chilean system sought to improve housing performance as part of a total reform

of the whole economic and financial structure. On the supply side, social housing would
be built by the private sector. Instead of the government specifying what the private
sector should produce, builders would be required to compete in providing consumers with the
kind of housing that they wanted. The assumption was that private enterprise would produce
more cheaply than under the public contracting system, and provide a choice of housing for the
poor.
On the demand side, subsidies would be given to poor families to increase effective demand for

the private ‘social’ housing. The government devised a way of allocating subsidies to families who
were both poor and prepared to help themselves. The test of the latter was their willingness to
accumulate savings; the longer their savings record and the greater their savings, the more likely
they were to get a subsidy. The public housing ministry would issue guidelines and application
forms that would explain how people would become eligible for a subsidy. By making the rules for
allocating subsidies transparent, opportunities for corruption and political favouritism would be
reduced.
From 1977 on, the new demand-side subsidy mechanism was consolidated into Chilean

practice. It was not an immediate success and some years passed before it began
to function effectively (Almarza, 1997; Casta *neda, 1992; CCC, 1991; Haramoto, 1983; Rojas,
2001; Silva Lerda, 1997). Ironically, its best results were achieved under the democratic
governments of the 1990s. The governments of Patricio Alywin and Eduardo Frei began to boast
that Chile was now the only Latin American country that was managing to cut its housing
deficit.2

In principle, the Chilean model conformed to the World Bank’s and USAID’s new thinking
about housing. Without an appropriate economic and housing environment, any effort to provide
the poor with social housing would fail (World Bank, 1993; Mayo, 1999). Although, the World
Bank had major problems with how the Chileans applied their model (Gilbert, 2002b; Ferguson,
Rubinstein, & Dominguez-Vial, 1996; Persaud, 1992), other development agencies in Washington
greatly admired the policy. By the early 1990s, the Inter American Development Bank and
USAID were praising the Chilean housing model as ‘best practice’ because it embraced three
elements highly approved in the new development environment: private market provision, explicit
targeting of the poor and transparency (Kimm, 1993; World Bank, 1993, p. 126). These agencies
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2Most Latin American countries calculate their housing deficit by estimating the difference between the numbers of

households in the country and the number of households living in adequate accommodation. The method of calculation

varies from country to country and is rarely reliable, the housing deficit is popular among politicians and lobbyists

wishing to highlight the need for more investment in the sector. The South Africans also calculate a housing deficit. For

criticisms of the concept and an explanation of the ways in which it can be calculated see (Fresneda, 1997; Gilbert,

2001).
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began to ‘sell’ the policy throughout the region. Major elements of the Chilean housing subsidy
model spread to other Latin American countries, notably to Colombia, Costa Rica, Ecuador and
Panama (Held, 2000; P!erez-I *nigo Gonz!alez, 1999). South Africa adopted a similar kind of policy
in 1994, although there is little sign that they copied the Chilean model despite prompting from
the World Bank to do so (Gilbert, 2002a; Rust & Rubenstein, 1996).
Although the popularity of this approach is not uncontested and there has recently been some

rethinking going on in both the Inter American Development Bank and particularly in the World
Bank (Mayo, 1999; Rojas, 2001), the capital subsidy model a la Chile and Costa Rica continues to
represent current ‘best practice’. As such, we need to know as much as possible about the
effectiveness of this approach.
The aim of this paper is to examine how effectively the new approach has satisfied the many

claims made on its behalf. Using data from Chile, and from two countries that embraced the
policy during the 1990s, Colombia and South Africa, the paper examines whether capital subsidies
have reached the poor, whether they have provided satisfactory housing solutions, and whether
the policy demonstrates any consistent weaknesses across the three countries.

1.1. Method

The evidence on which this paper is based has been gathered as a by-product of
a research project that forms part of the British Economic and Social Research
Council’s ‘Global Governance Programme’. The project’s main focus is to understand how
housing policy experience is diffused and/or transferred between countries and how ‘develop-
mental Washington’ has been involved. However, while conducting the research I also collected
data on the policy’s subsequent implementation and effectiveness in Chile, Colombia and
South Africa.
These three countries represent the largest three countries that have taken up a capital housing

subsidy approach seriously. They, together with Costa Rica, represent the best examples of how
the policy has been applied in Africa, Asia or Latin America. A comparison between the three
countries makes sense insofar as they were relatively similar in terms of their socio-economic
characteristics when they first adopted capital housing subsidies. Table 1 suggests that the
differences between Chile in 1977, Colombia in 1990 and South Africa in 1994 were relatively
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Table 1

Differences in level of development in South Africa and Chile

Country Per capita

income, 1992

(US$)

Income share of

poorest 40%

% urban

population 1992

Annual rate of

urban growth

1980–92

Life expectancy

1992

South Africa 2670 9.1* 50 2.8 63

Chile 2730 10.5 85 2.4 72

Colombia 1330 11.2 71 3.3 69

Source: World Bank (1994) except the asterisked figure, which comes from World Bank (1997).
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small.3 All were ranked among the world’s middle-income countries, urbanisation was proceeding
apace and all were highly unequal.
Another important similarity between the three countries was that at the time of adoption each

was in the process of adopting macro-economic policies with a neo-liberal slant. This was quite
explicit in the case of Chile and Colombia, and intentionally disguised in the case of South Africa
(Bond, 2000b; Marais, 1997). In addition, each country was facing a major housing problem, both
in terms of the large numbers of people lacking satisfactory shelter and a severe institutional crisis
demanding a ‘new’ housing approach. Perhaps the major difference between the three countries
was in the nature of their government; Chile was ruled by a military dictator, South Africa was
only just emerging from the apartheid regime and only Colombia had a democratically elected
government. Today, of course, all three are justly proud of the way they elect their governments
more or less fairly and freely.
The material presented here is derived from a mixture of interviews, an extensive review of the

literature and official statistics. Over the last 3 years over 100 public officials, consultants,
politicians and housing specialists were interviewed in Santiago, Bogot!a, Cape Town,
Johannesburg, Pretoria, and Washington DC. These discussions have focused on housing policy
in Chile, Colombia and South Africa as well as touching on the general advice being dispensed on
housing and development by the major development instititutions in Washington. The research
was also helped by my experience of working three months at the Inter American Development
Bank and some consultancy work in two of the countries.
The interviewees have not been named because I promised them that their opinions,

information and stories would remain anonymous and I am sticking to that promise. The
information they provided has been buried and reinterpreted in the text. This is a problem insofar
as it fails to reveal the painstaking amount of research including many hours of interviews that has
gone into this paper. Hiding the names gives the appearance that the literature review is more
important than the interviews, whereas the truth is that the interviews highlighted the interesting
issues to be drawn out of the literature. As I cannot tell readers what they really want to know,
‘who on earth told me that’, they will just have to trust me.

2. Adopting the new housing subsidy model

Chile pioneered the capital subsidy approach in 1977 and gradually improved it over the years.
While it has been greatly modified, the original model can still be recognised clearly in the existing
programme. Colombia adopted a form of the Chilean model in 1990 when the government of
C!esar Gaviria embraced the ‘New Economic Model’ and sought to modernise Colombian
economy and society. Subsequent regimes have modified the housing subsidy model but again the
key elements remain. South Africa did not adopt the model until 1994, although it had engaged in
something similar since 1990. Even though it is the most recent, practice has been substantially
modified in the light of experience.
A major motivation for adopting the new housing subsidy model in all three countries was that

the previous public housing system had not worked. Most of the experts consulted in Chile,
Colombia or South Africa concur with an almost uniformly negative view of earlier experience. A
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3Chile grew very rapidly between 1977 and 1990, so the table distorts the differences between the three countries.
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few recall the days when public housing provided decent houses for numerous families, some of
whom were even poor. In Colombia, the Ciudad Kennedy project was not unsuccessful (Guti!errez
Cuevas, 1989; Laun, 1976) and some in South Africa recognised that huge numbers of housing
units were constructed. But, today, most recall the inefficiency, the corruption and the unfairness
of the government agencies in charge of the earlier policy.
The names of ICT in Colombia, CORVI in Chile and the myriad of housing agencies in apartheid

South Africa are not remembered fondly. One of the major motives for setting up a new housing
subsidy system in all three countries, therefore, was to dispense with the moral, technical and
financial failings of those agencies. In Chile, the wave of land invasions between 1968 and 1973 had
created a very difficult situation and the housing record of the Allende government was highly
problematic (Cleaves, 1974; Kusnetzoff, 1975, 1987; Macdonald, 1983). In Colombia, the epidemic
of invasions and illegal subdivisions reflected how national housing policy was failing even before
ICT got into severe financial difficulties, problems further complicated by the politicisation and
decapitalisation of the housing agency between 1982 and 1986 (Castro, 1989; Giraldo, 1991;
Pacheco, 1989; Robledo, 1985). In South Africa, ‘‘housing policy was characterised by a fragmented
patchwork of inequitable, unsustainable and disconnected interventions’’ (Rubenstein & Shubane,
1996, p. 266) and apartheid housing policy is blamed for the wave of illegal subdivisions and/or land
invasions, for the increasing housing deficits and for the lack of financial rectitude (Bond, 2000a, b;
De Loor, 1992; Dewar, 1992; Parnell, 1992). Its racially biased allocation processes are also held
responsible for extreme levels of residential segregation (Lemon, 1991; Parnell, 1992; Hendler, 1988;
Simon, 1989). In none of these countries do many regret the loss of the earlier system. In any case,
most of the public housing agencies were effectively bankrupt.
Many criticisms were expressed about the ‘new’ approach in each of the three countries, but

virtually no one thought that it was worse than what went before. In Chile, a majority of
interviewees expressed confidence in the housing programme and many praised it for allowing
Chile to reduce its housing deficit in recent years (Casta *neda, 1992; Ducci, 1997; Held, 2000;
Rojas, 2001). Severe problems confront the policy but relative to anywhere else, ‘‘Chilean housing
policy is exemplary. It is meeting many of the goals set by all developing countries, such as
bringing an end to the illegal occupation of land, providing housing solutions for all families that
need them (including the poorest), and making basic services available to almost the entire
population’’ (Ducci, 2000, p. 149). Not only have large numbers of homes been provided for the
poor but the policy has been run honestly, transparently and effectively.
In Colombia, by far the strongest praise for the new approach comes from past and present

members of the government—most outside experts are distinctly less enthusiastic. Few dispute
that a lot of subsidies have been given out over its twelve years of operation and many of these
have reached the genuinely poor (Gilbert, 1997; Giraldo, 1997). Of vital importance from an
economic point of view is that the new policy has allowed the government to control expenditure
on housing; something that it could not do previously and which, as the financial crisis of the late
1990s shows, it has been unable to do in most other sectors (Camacol, 2000b; Ram!ırez-Ocampo,
1998). Beyond that, views differ widely. Some claim that the first four years of the policy were very
successful whereas others have pointed to poor targeting, limited expenditure, corruption and a
lack of urban planning (Colombia, DNP, 1994b, p. 24; Giraldo, 1994, 1997). Between 1994 and
1998, greater efforts were made to reach the poor—although many view the policy during that
period as having been too populist and, given its emphasis on upgrading, very difficult to evaluate
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(C!ardenas, Escobar, Pedraza, & Zapata, 1999). The third phase, under the Pastrana government,
was badly hampered by a lack of resources and, since 1998, by a combination of financial crisis
and intervention by the Constitutional Court (Camacol, 2000b; El Espectador, 2000a, e, c; El
Tiempo, 2000b; Semana, 2001). The one undoubted success according to most interviewees is that
it rid the country of the old ICT model.
In South Africa, the government would claim that it made an ambitious promise to the nation in

1994 to provide one million homes in the next 5 years and that it more or less met that claim. Since
the election of 1994, ‘‘the government, in partnership with housing institutions, communities, the
private sector and NGOs, has provided subsidies for more than 1,334,200 houses with secure tenure
to the poorest of the poor in both urban and rural areas. The total number of houses that have been
constructed is approximately 1,155,300, housing close to 5,776, 300 people’’ (RSA, Department of
Housing, 2001, p. 5). One representative of the Banking Council has put the case even more
strongly: set alongside ‘‘the very best success stories over the last 30 years (Singapore, Cuba and
Sweden) South Africa’s delivery rate should look like a stunning achievement in anybody’s books’’
(Tucker, 1998). One relatively neutral respondent commented that such a blunt instrument as the
subsidy could not solve all of South Africa’s housing problems but that it had given homes to very
large numbers of poor households. If there are problems with the homes provided, people are at
least living somewhere legally. No other country has ever been able to do so much over the first 5
years of its programme. And, given the widespread disappointment with the achievements of the
first ANC government, some consider housing to be one of the few success stories.
On the other hand, few of my South African respondents and few commentators in the

burgeoning literature give the programme a great deal of credit (Bond, 2000a, b; Goodlad, 1996;
Huchzermeyer, 2001; Jenkins, 1999a; Mackay, 1999; Tomlinson, 1998, 1999b). Perhaps this is
because the government has ‘‘neither marketed its success nor dispelled the popular myth that the
housing sector is in a mess’’ (Smit, 1999, p. 8). Whatever the truth, the impression being given in
official circles in 2001 was that the housing subsidy was gradually on its way out.
The general view across the three countries, therefore, is one of mixed success. Strongest support for

the capital subsidy approach is found in Chile, least support in Colombia. While this must be
disappointing to the fiercest advocates of the capital subsidy approach, its record is not unimpressive
when compared with the experience with public housing in most of the poorer regions of the globe.

3. Matching promises with resources

Perhaps the principal challenge to governments in the housing field is how to bridge the gap
between the substantial demand for housing and the rather limited resources available to satisfy that
demand. No housing policy, the capital subsidy approach included, can get round that problem.

3.1. The size of the task

None of the governments has had sufficient resources for the task at hand and Colombia and
South Africa have faced particularly severe problems. Both have much larger housing deficits and
higher proportions of poor people than Chile and, because they are poorer countries, fewer
resources. Table 2 summarises some of the recent estimates of the housing deficit in each country
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although little credence should be given to the precise numbers because of the innumerable
problems involved in calculating housing deficits (Fresneda, 1997; Gilbert, 2001). The figures are
only intended to show the broad dimensions of the housing problem in each country.

3.2. The resources available for housing subsidy programmes

Faced by such substantial housing deficits, how much has each government spent on housing
subsidies? The evidence suggests that none of the three has been funding its housing subsidy
programme very generously, and Colombia and South Africa have been very sparing indeed.4

Chile’s performance looks quite impressive in terms of subsidy expenditure as a proportion of the
national budget, but it must be remembered that Chile’s total government budget is not all that
high as a proportion of the GDP. In contrast, although government expenditure in South Africa is
high, rather little of the budget is spent on housing.
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Table 2

The housing deficit in Chile, Colombia and South Africa

Year Housing deficit Housing deficit/

estimated housing

stock

Source

Chile

1990 919,000 28.2%a Held (2000, p. 21)

1990–93 1,030,000 31.6%a Rugiero Perez (1998, pp. 76–77)

1996 600,000 18.4%a Ducci (2000)

1996 746,190 22.9%a P!erez-I *nigo Gonzalez (1999, p. 32)

1994–99 870,000 26.7%a Rugiero (1998, pp. 76–77)

1999 550,000 18.4%a Held (2000, p. 21)

�650,000

Colombia

1990 1,800,000 29% Colombia, CONPES (1990, p. 1)

1993 Urban 1,300,000 42% Budinich, Contrucci, Pa !ul, & Ubilla (1999,

p. 1).

2000 1,400,000 n.a. El Espectador (2001e)

2002 1,500,000 n.a. El Tiempo (2002)

South Africa

1990 Urban 1,288,000 n.a. De Loor (1992, p. 82)

1993 Urban 1,400,000 42.7% Editors Inc. (1995. p. 37)

1998 2,600,000–3,000,000 n.a. Minister of Housing in The Star on 26/9/

98 and 7/10/98

2001 2–3,000,000 n.a. CDE (2001)

aCalculated on the basis of the housing stock of 1994 of 3,260,674 (Rugiero Perez, 1998).

4Admittedly, the expenditure in Colombia covers neither the housing subsidies given out as earthquake relief in the

coffee zone nor the budget to cover internally displaced people.
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Chile has clearly spent considerable sums of public money on housing subsidies and very much
more in terms of its higher GDP than the other two countries. Indeed, the limited expenditure on
subsidies in Colombia and South Africa has been widely criticised. In Colombia, numerous
respondents referred to the limited budget and to the way in which it had been cut further after 1998
as a result of the government’s fiscal crisis. In South Africa, limited expenditure on housing subsidies
stands in marked contrast to the ANC’s much disputed ‘promise’ before the 1994 election that
expenditure would eventually reach 5% of the national budget (Bond, 2000b; Gardner, 1996, p. 105).
In the event, expenditure on housing subsidies has averaged less than 1% of the budget and reached
1.6% only when the previous year’s unspent budget was rolled over (RSA, Department of Housing,
1999a, p. 17). Although Tomlinson (1999b, p. 285) argues that this sum has still been ‘‘significant’’,
given the government’s commitment to minimum standards ‘‘it has become increasingly difficult for
authorities and developers to deliver an acceptable product’’ (Isandla Institute, 1999) (Table 3).
To put the amount of spending in context, Renaud, 1999, p. 1) points out that Third World

governments typically spend 2% of central government expenditure on low-income housing.
Measured against that norm, Chile is spending more than the average and Colombia and South
Africa much less.

3.3. Target proliferation

To add to their problems in bridging the gap between their resources and the large numbers of
potential beneficiaries, policy makers have been subject to various political pressures to stretch
their budgets in a variety of different ways. Politicians naturally look for ways of killing several
birds with one stone, and this has been an important weakness of the three programmes under
review here.
Table 4 lists the explicit and implicit goals of the housing subsidy programmes in the three

countries. All have embraced the common goal of attempting to help the poor, to widen access to
homeownership and to improve the quality of the housing stock. But each has been tempted to go
far beyond this.
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Table 3

Housing expenditure in Chile, Colombia and South Africa, ca. 1998

Chile Colombia South Africa

Government expenditure as % of GDP 1998a 21.6 16.0 29.6

Housing subsidies: % of central government expenditure, 1998 5.8b 0.6c 1.3d

Social expenditure as % of total government expenditure, 1998a 71.3 45.2 n.a.

Housing subsidy as % of GDP 1998 1.25 0.1–0.46e 0.38

Sources:
aWorld Bank (2000, pp. 300–301).
bRaczynski (2000, Table 6.3); my calculations, data for 1996.
cCamacol (2000a, pp. 9–10).
dRSA, Department of Housing, (2000, p. 17) Annual Report 1999.
eThe lower figure is for Inurbe subsidies only; the higher figure is the estimated $700,000 expenditure for 2001, which

includes expenditure on rural housing and the coffee earthquake zone and spending by the Cajas de Compensaci !on (El

Espectador, 2000h).
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In Chile, housing policy was redesigned to form part of the revolutionary new economic and
social model. The housing sector was forced to change entirely so that it would embrace market
principles. A major objective was to force the construction sector to respond to market signals
than than merely building to contract. Another goal was to encourage the private sector to finance
low-income housing. If poverty alleviation was deemed to be fundamental, so too was the wish to
force each family to contribute in solving its housing needs. Like his ideological soul mate,
Margaret Thatcher, General Pinochet detested the notion of a ‘dependency’ culture. Satisfying
this combination of aims was to prove very difficult to achieve and in practice Chile has been
accused of violating all of its key principles at some time or another (Ferguson et al., 1996;
Persaud, 1992; Gilbert, 2002b).
If Chile tried to hit too many targets, Colombia set up even more. Successive governments

accepted most of the same goals as in Chile but, given its larger housing deficit and more
complicated social problems, they established several other objectives as well. During the last 12
years, the housing programme has been used as a plank in generating more employment. For this
reason, subsidies have often been available only for financing new housing.5 The restriction on
using subsidies for second-hand housing was removed in 1995 but reappeared when the
unemployment rate exploded in 1997 (Camacol, 1998; Colombia, Mindesarollo, & DNP, 1997;
Gilbert, 1997). The housing subsidy programme was also forced to respond to the urgent demands
created by one disaster after another. A terrible earthquake in January 1999 led to a special
subsidy programme being created for the coffee zone. The displacement of more than a million
people from their homes by guerrilla and paramilitary activity has required the introduction of a
special programme for internally displaced people. A severe banking crisis in 1998 forced the
government to make major changes in the system of housing finance. Finally, a Constitutional
Court decision in 2000, which removed the foundations of the housing finance system and stopped

ARTICLE IN PRESS

Table 4

Objectives of housing policy in Chile, Colombia and South Africa

Aim Chile Colombia South Africa

Poverty alleviation � � �
Improving housing quality � � �
Increasing home ownership � � �
Discouraging land invasions and illegal subdivisions � � �
Generating employment � � �
Involving the private sector in low-income housing finance � � �
Increasing household self-sufficiency � �
Dealing with disasters �
Reducing corruption � �
Encouraging community involvement � �
Encouraging small scale constructors �

5The belief that investment in new housing creates more work than investment in used housing appears to me to be

highly debateable. However, investing in new housing clearly creates more business for formal sector companies, which

is why the prohibition on used housing has been adopted.
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all mortgage lending, required further modifications. Faced by this series of problems, it was very
difficult for Colombia’s housing administrators to sustain a sound and consistent housing subsidy
model.
In South Africa, the main aims of helping the poor through widening ownership were

complicated by the inclusion of other goals. The ANC government did not want to rely on the old
‘apartheid’ construction firms and attempted to use the subsidy programme to encourage the
development of Black entrepreneurs. Realising that they lacked sufficient funds to finance such an
ambitious housing subsidy programme, the government tried desperately to involve the banks in
the financing of low-income housing. Raising employment in construction was also incorporated
into the housing programme, a response to the desperate need to reduce the appallingly high level
of unemployment. This diverse array of goals, all of which are sensible in isolation, undoubtedly
complicated implementation.
That policy makers should attempt to embrace a variety of goals is understandable. That they

should incorporate more as circumstances change and new problems emerge is also a natural
reaction. My point is that target proliferation makes it more difficult to achieve the basic goals. It
also complicates evaluation; when the number of targets increases, how is it possible to determine
whether or not the policy has been successful?

3.4. Breadth versus depth

Every government offering housing subsidies has to resolve a basic dilemma. Given an agreed
level of expenditure, does it attempt to maximise the number of subsidies and lower the standard
of housing or maintain the standard of housing but offer fewer subsidies? Clearly, efficient
production and programming can increase the quality of a housing solution at any given price,
but the basic trade-off is unavoidable. The building lobby and most urban planners are generally
in favour of offering higher subsidies whereas the finance ministry and progressive architects and
planners tend to be on the side of offering smaller subsidies. Politicians are pulled in both
directions, attracted by the desire to allocate as many subsidies as possible while appalled by the
prospect of being photographed cutting the ribbon of a new sites and services project.
This basic trade-off between the number of subsidies and the quality of the final housing product

can be camouflaged in a number of ways. Low subsidies can be supplemented by credit, thereby
raising the quality of the homes on offer. The inclusion of higher-income households, eligible only
for small subsidies, will increase the number of subsidies on offer. But, despite such massaging,
every government is forced to make a decision between going for ‘breadth’ or for ‘depth’.
Chile was determined to maintain standards and the Pinochet government turned its back on

any kind of informal housing solution.6 Subsidies were to be given only to the deserving poor who
would be offered a substantial proportion of the cost of a formally constructed house. At the same
time, the government offered subsidies to many of the less poor, partial recognition that many of
its natural supporters also faced a major housing problem. Over time, fewer subsidies were given
to the better off and, after 1990, the accuracy of the targeting greatly improved.
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6Progressive housing was only introduced in a small way by the first democratic government in 1991. The Pinochet

government was only prepared to upgrade informal housing in the limited number of settlements that it did not

eradicate.
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Colombia has always chosen to confuse the trade-off between quality and quantity by offering
beneficiaries small subsidies backed up by the offer of credit (Giraldo, 1997, p. 215). By adding the
subsidy to their savings and obtaining a loan, poor families will be able to buy a formal sector
home. The trade off between quality and quantity can supposedly be resolved through credit—an
option that could be defended given the strength of the Colombian housing finance sector.
Despite the low value of the subsidy, the option of using the subsidy for informal housing was
only embraced fully in 1994. The incoming government recognising that rather few subsidies had
gone to the poor directed most subsidies to upgrading programmes. With a further change of
government in 1998, subsidies were again directed towards formal sector solutions, although still
with very low subsidies.
In 1994, South Africa committed itself to providing an enormous number of subsidies. Faced

by an estimated annual increase in the housing deficit of 200,000 families, the ANC felt that it did
not dare allow the housing deficit to increase during its 5 years in office. However, by promising to
deliver one million subsidies in the 5 years, it effectively chose quantity over quality. Despite this
choice, it arguably embraced a formal sector housing approach and only accepted the need for
aided self-help with adoption of the ‘People’s Housing Process’ in 1998.7

The different political conditions operating in each country naturally influenced the choice
between breadth and depth. In Chile, the ideological commitment to market forces and the power
of the construction lobby were critical factors in determining the nature of the programme; a
tendency accentuated by the negative reaction to the wave of invasions that had occurred during
the years before the military coup (Kusnetzoff, 1987). The government was determined to build
proper houses. In Colombia, the nature of the programme was strongly influenced by the strong
commitment to market forces and by the desire to reduce government expenditure. Influential,
too, was the belief that the country possessed a sound housing finance system and a relatively
efficient building industry. In South Africa, widespread poverty and the desire to rectify the years
of neglect of Black Africans were powerful incentives to offer as many subsidies as possible. At the
same time, there was a strong desire both to discourage land invasions and to encourage the
development of a Black-owned construction industry.
The outcome of these different sets of choices has been summarised in tables 2 to 4 and Table 5

shows the number of subsidies approved per annum during the 1990s. Table 5 also shows to what
extent the number of subsidies being offered has matched the size of the housing deficit and the
total population in need of housing.
The table demonstrates very clearly that Chile and South Africa have been most strongly

committed to attacking their housing deficits and that Chile has been greatly assisted by the fact
that its housing deficit is much smaller than that of the other two countries. Colombia’s limited
expenditure combined with its large housing deficit has meant that its programme has been able to
reach fewer people in need.
Table 5 attempts to calculate the value of the basic subsidy on offer to poor families.8 Of course,

it is difficult to compare subsidy levels because of differences in cost of living and the frequently
changing exchange rates. As such, Table 6 contains three estimates of the subsidy on offer. The
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7The Department of Housing under Joe Slovo clearly understood that it was using an incremental approach but the

new provincial administrations that were to implement this policy did not seem to want to hear that message.
8Two of the countries offer a range of subsidies, the one illustrated here being that for the basic housing unit.
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first is the subsidy converted at the ruling exchange rate of the time. The second is the subsidy
expressed in terms of purchasing parity. The third is the subsidy converted at the ruling exchange
rate as a percentage of the dollar estimate of gross national income per person.
The table suggests that in 1998/9 South Africa offered by far the lowest level of subsidy whereas

Colombia was the most generous. However, it should be pointed out that inflation had cut the real
value of South Africa’s subsidy greatly and the 15,000 rand on offer in 1994 bought very much
more than the 16,000 rand available in 1999. Admittedly, the government belatedly redressed the
situation by raising the subsidy to 23,400 in May 2002, but this is still well below the 27,000 that
one observer claims would be needed to cover the impact of inflation (Dlakavu, 2002). Similarly,
in Chile the initial level of subsidy offered in the late 1970s was very much more generous than the
subsidy on offer today. In Colombia, the initial subsidy level was set much lower than that in
Chile and ‘‘because we had a stronger financial sector than they did’’ credit was expected to fill the
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Table 5

Subsidies approved relative to housing need in Chile, Colombia and South Africa

Number of subsidies approved per annum

Chile 1990–99 91,130

Colombia, 1990–2000 37,977–58,755a

South Africa, 1994–2000 196,030

Number of subsidies relative to the housing deficit

Chile, 1996 10.5–12.2%

Colombia, 1993 1.7–2.6%

South Africa, 1998 7.5%

Subsidies relative to national population/number of households

Chile 2.2%

Colombia, 1995 0.4–0.65%

South Africa, 1995 2.4%

Sources: Chile: MINVU web page 28/8/01; Astaburuaga (2000, p. 81); P!erez-I *nigo Gonz!alez (1999, pp. 22, 32); Almarza

(2000, p. 151); Rugiero Perez (1998, pp. 76–77); Colombia: Chiappe de villa (1997, p. 30); Budinich et al. (1999); South

Africa: Weekly Mail and Guardian, 23 February 2001; RSA Department of Housing (1995, p. 17).
aOfficial estimates do not agree on the numbers of subsidies delivered.

Table 6

Approximate subsidy value in Chile, Colombia and South Africa, ca. 1998

Chile, 1998a Colombia, 1998b South Africa, 1999c

Subsidy value at current exchange rate US$4,200 US$3,750 US$2,623

Subsidy value at PPP US$10,111 US$11,776 US$6,904

Subsidy value as % of GDP per capita 86% 175% 83%

aSubsidy for basic housing unit;
b25minimum salaries;
cR16,000.
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gap between the value of the subsidy and the price of the house.9 Over the years, differences in
inflation rates and changes in policy and the exchange rate in the three countries have clearly
modified the effects of those initial decisions.

4. The consequences of attempting to do too much with too little

If each country made different choices in the trade-off between breadth and depth and
dedicated different levels of resources to the task, we might expect the outcome of policy to have
been very different in each. And, while that is partially true, an examination of three experiences
shows that there are several vital parallels. Those similarities are the main focus of the following
discussion, which is premised on the basic question: is it possible to deliver housing subsidies
successfully in poor countries?

4.1. Queuing for subsidies

The first difficulty faced by all three programmes was the immediate development of housing
queues. In Chile, this problem ironically got worse over time. For, although there is widespread
agreement that the housing deficit is being cut, the number of families who would like to receive a
subsidy now exceeds the subsidies available by a staggering amount. In 1984, 55,000 families had
opened savings accounts; by 1990 the number had risen to 500,000; and by 1998 had reached
1,530,000 (Held, 2000, pp. 18–19). Consequently, the average wait for any kind of subsidy is 15.6
years and for a Basic Housing Unit 21.4 years (Astaburuaga, 2000, p. 73). Many families have
recognised that the queue is enormously long and, given that they are receiving interest at 2% less
than the market rate, they have been reducing their savings. As a result, the amount in each savings
book fell from the equivalent of US$420 in 1990 to US$250 in 1998 (Held, 2000, pp. 18–19).
In Colombia, rationing has always been necessary given the huge demand for subsidies. During

the first phase of the programme, those eligible for subsidies amounted to a wholly unmanageable
73% of all the households in the country (Torres Ram!ırez, 1996, p. 57). Even though families had
to accumulate savings worth a minimum of 5% of the price of the house, some 150,000 families
were awaiting decisions by INURBE when the new administration took over in August 1994
(Salazar, 1994, p. 32; Giraldo, 1997, p. 185). In 2000, although some officials denied the existence
of a ‘queue’, the number of people eligible for subsidies greatly exceeded the subsidies available;
‘‘one hundred thousand families were chasing 3,300 subsidies’’ as one newspaper put it (El
Tiempo, 2000a). An Asobancaria study showed that, in 2000, INURBE subsidies covered only
37% of the subsidies requested and the forecast for 2001 was a mere 12%. By 2001, a severe
resource and credit problem had made the queue even longer but the mismatch between the
demand and the supply of subsidies is long standing.
In South Africa, even the delivery of 1.13 million subsidies by the end of 2000, failed to cut the

long list of applicants. ‘‘A recent survey showed that in the greater Cape Town metropolitan area
221,000 families are on the housing waiting list, with a further 26,000 joining every year’’
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9 In the earthquake relief programme subsidies are more generous. Owners of badly damaged properties get $12

million rather than $6.5 million.
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(Merten, 1999). Although Cape Town has received relatively fewer subsidies than other places,
even the Gauteng Provincial administration had to introduce special measures to tackle the
problem of queues. Early in 2000, the Housing chief announced the ‘‘Register Now and Await
Your Turn’’ campaign (Fuphe, 2000). National policy now appears to be moving towards the idea
of reducing the level of subsidies and concentrating on infrastructure delivery!

4.2. Targeting the poor and needy

If the number of potential beneficiaries greatly exceeds the subsidies available, how have the
three governments sought to distribute the subsidies? How have they balanced the needs of
owners versus tenants, female-headed households against ‘normal’ families, natives versus
migrants, nationals versus foreigners, those with adequate homes against those without, the poor
versus the less poor, all of the poor versus the deserving poor, land invaders versus tenants, urban
families against rural families, and so on.
Despite the difficulties involved in identifying those most deserving housing support,

governments in Chile, Colombia and South Africa have employed several similar criteria.
Subsidies have generally been directed towards the poor, to families rather than one-person
households, to those who wish to become homeowners, and to nationals rather than foreigners.
Those regularly omitted have been outsiders, single people, and tenants who did not wish to
become homeowners (McDonald, 1998).
Beyond these common targets and exclusions, however, each government has tended to favour

different groups. The Chileans targeted the ‘deserving’ poor, by giving high priority in the
allocation system to the willingness to save. Initially, the Colombian government did the same,
changed the criteria to reach a poorer cohort, and then reverted to something akin to the original
system. After 1998, Colombia also tried to reach women-headed households—an effort that
proved all too successful!10 Only in South Africa has help been promised to virtually every family
earning less than 3,500 rand.
Chile and Colombia have had real problems reaching the poorest families. Initially, Chile’s

subsidy programme favoured many middle-income families. And, although its targeting improved
during the 1980s, a survey carried out in 1990 showed that a relatively high proportion of housing
subsidies had gone to upper-middle income groups (MPC, 1996, pp. 166–167). Throughout the
military period, 14% of beneficiaries came from the top quintile of the income distribution,
compared with 18% from the poorest (Nieto, 2000, p. 37). After 1990, targeting improved and by
the standards of most countries the Ficha-Cas system of identifying the most needy workers
worked very effectively. Even so, ‘‘only 27% of beneficiaries came from the bottom quintile of
income earners in 1994–96 and 11% came the top quintile’’ (Nieto, 2000, p. 37). In addition,
larger families have received a relatively small proportion of subsidies; indeed, ‘‘almost 35% of
beneficiaries in 1996 were single person households’’ (Held, 2000, p. 17). Both are outcomes of the
high weighting given to the savings requirement in selecting beneficiaries. Those able to save
quickly get subsidies more quickly than those living in greater poverty or with larger outgoings.
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10The high number of female-headed households who received subsidies in Colombia seems to have surprised every

official I talked to. Some suspect that partners have deliberately separated so that the woman can become eligible for

the subsidy.
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While some authorities today argue that ‘‘the majority of subsidies go to the poor’’ (Ducci, 2000,
pp. 155–156), others claim that the targeting mechanism needs to be modified so as to embrace the
very poor (P!erez-I *nigo Gonz!alez, 1999, p. 41; Rodr!ıguez, 2000, pp. 126–127).
The Colombians also had problems in reaching the most needy. A key problem in the first 4

years was that in order to access a subsidy a family needed to obtain credit. This was difficult
because so few banks were prepared to lend to the poor (Budinich et al. 1999, p. 24; Gilbert,
1998). When the Samper government changed the allocation system, a much higher proportion of
the subsidies reached families earning less than two minimum salaries (Colombia, DNP, 1994,
p. 8). The key change was to direct most subsidies to upgrading projects and allocate them
through collective application procedures. Whether this change benefited poor families in a
sensible way is debated vigorously in Colombia (C!ardenas et al., 1999). The main criticism levelled
against the approach is that it was bedevilled by fraudulent claims and populism.
South Africa kept its allocation system as simple as possible, offering a subsidy to all families

earning less than 3500 rand. Despite strong prompting from the World Bank (Gilbert, 2002a), the
Mandela government refused to include a savings element in the qualification process. The
Department of Housing claims that its approach has worked: ‘‘over 92% of subsidies granted
have gone to households earning less than 1500 rand per month’’ (RSA, Department of Housing,
2001). If there is little doubt that poor families have been the major beneficiaries, it is difficult to
evaluate the quality of the targeting because there is no system for checking on the incomes
declared. As one interviewee pointed out: ‘‘Everyone knows that the government will not check
whether every beneficiary is below 3500 rand. The beneficiary signs an affidavit that simply makes
them into liars.’’ If you get a subsidy by declaring yourself poor, and no one is going to check,
then many better off households will claim to be poor.

4.3. The physical quality of the housing solution

None of the three countries has managed to provide good quality housing for the poor—
whatever kind of housing they have chosen to deliver. This is hardly surprising given the
experience in so many developed countries and was perhaps inevitable in poorer countries like
Chile, Colombia and South Africa.
Chile has consistently produced the most complete housing product, an outcome of its higher

subsidy, its efforts to improve the efficiency of the construction industry, its superior level of
infrastructure provision and its refusal, at least until 1991, to contemplate self-help housing solutions.
Nevertheless, most of the homes produced have been very small, and the basic state house in Santiago
in 1990 was only 33–34m2 in size. While the average size rose during the 1990s, in 1998 every family
had only 9.3m2 per occupant (Nieto, 2000, p. 38). There have also been numerous complaints about
the quality of construction, particularly about poor design and the thinness of the walls (Ducci, 2000,
p. 162). Sometimes the poor quality of construction has led to ‘‘premature deterioration’’ (MPC, 1996,
p. 167). However, the quality issue only came to the fore in 1997, when heavy rains badly damaged as
much as 10% of the social housing stock (P!erez-I *nigo Gonz!alez, 1999, p. 37).11
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11The construction lobby has always favoured ‘higher’ standards and has been firmly opposed to self-help housing.

As a former Minister of Housing closely linked to the building industry puts it: progressive housing is: ‘‘bad,

uneconomic and, most seriously, unwanted by the people’’ (Poduje, 1997).
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In Colombia, the value of the subsidy for families earning two minimum salaries was originally
set low, at only 40% of the sale price of a house (Gutierrez-Bernal, 1996, p. 12). In a sense, this
resolved the problem of bad quality construction because the very poor could not gain credit and
consequently could not afford to buy a social interest house. Building standards were also set
rather high which served to exclude poor families from the formally constructed units because
they could not afford to buy them (Budinich et al., 1999). However, the poor and their patrons
found irregular ways round these barriers. Interviewees have told me how between 1990 and 1994,
alliances of municipal governments, politicians and builders claimed to have built houses with all
the necessary services when all they were providing was a site. This was one reason why the
Samper government shifted resources into urban upgrading. However, this change created a
further problem insofar as it proved difficult to evaluate the quality of urban upgrading. In 1998,
the Pastrana administration moved back to formal sector construction. There are few published
accounts of quality problems recently although many of the homes provided on Metrovivienda
plots in the southwest of Bogot!a are criticised for their small area: a frontage of 2.5m by 7.5m.
In South Africa, many beneficiaries have criticised the quality of the housing on offer

(Tomlinson, 1999a). The size of the units has been a particular target since initially the average
floor space was only 25m2 and the houses had no partitions. One survey found that one in every
six households had reduced the size of its household to fit the ‘subsidy house’ (BESG, 2000, p. 5).
One newspaper reported how ‘‘the cement brick homes are so small that many residents joke that
they have to step outside to change their mind’’ (Merten, 1999). Faced by criticism about the size
of the units, the national Department of Housing responded by insisting that the floor area of
state-subsidised houses be at least 30m2. Many criticisms have also been made about the quality
of construction. In Cape Town, RDP houses have been accused of acting as ‘‘a breeding ground
for TB’’ by creating an internal environment far worse than informal shacks, which ‘‘are warmer,
drier and better ventilated’’ (Cape Argus, 30/1/2001).12 Despite new legislation to overcome these
kinds of problem, the discordance between high expectations and the quality of the product
continues (Isandla Institute, 1999). In fact, these criticisms are largely unjustified insofar as the
Department of Housing never promised finished homes; the subsidised product was intended as a
substantial step on the way to obtaining a quality home.

4.4. The location of subsidised housing

A common criticism of the housing provided in all three countries has been its poor location.
The distribution of subsidies between regions has been uneven and most of the homes built in the
larger cities have been located far from the main centres of employment. Some critics have even
alleged that the policy has accentuated social segregation.

4.4.1. Distribution of housing within countries
In Chile, it proved difficult to provide homes in the countryside and even in some of the smaller

cities (Mercado, 1992a, p. 158). Too few builders knew how to build according to the rules of the
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Consumers Protection Measures Act. This requires that all homebuilders register with the National Home Builders

Registration Council (NHBRC) and to cover all new homes under the NHBRC’s defect warranty scheme.
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new programmes and too few state resources were targeted at rural areas. The Aylwin government
increased the numbers of subsidies for rural areas (Silva Lerda, 1997, p. 124) but there were still
problems.
In Colombia, the regional distribution has always been uneven and, in the early years, some

departments received ten times as many subsidies per capita than others (Hommes, Montenegro,
& Roda, 1994, p. 167). This has remained a problem and, in 1999, Atl!antico received ten times
more subsidies per capita than Valle.13

In South Africa, the programme has been much more successful in some regions than others.
Between April 1994 and March 2000, Gauteng produced one house per 22 people, four times
better than that the Eastern Cape or Northern Province. Within provinces, similar disparities have
emerged. In the Western Cape, ‘‘housing delivery has taken place on a significant scale in the small
and medium towns, but in Cape Town and immediate surrounding areas delivery is poor’’
(Thurman, 1999, p. 2).

4.4.2. Distribution of housing within cities

None of the study countries has made special provision to reserve land for low-income housing
development and market forces have been allowed to operate freely in each country. In Chile, the
government even sought to encourage market forces by limiting the power of planners, albeit with
rather limited success (Trivelli, 1987; Garcia, 1991). With land prices rising in real terms over most
of the last decade, every housing developer has faced difficulties finding cheap land on which to
build. The land that has been available has either lacked services or been located far from the city
centre. In Santiago, with ‘‘the rich at one extreme the poor at the other’’ (Rodr!ıguez, 2000, p. 123),
‘‘the available figures indicate that public investment in housing has contributed to the social
segregation of our cities’’ (Nieto, 2000, p. 43; see also Jordan, 2000, p. 100). Making segregation
worse is the fact that municipal expenditure in the poorer parts of the city is more limited than in
the richer areas (Collins & Lear, 1995; Richards, 1994).
In Colombia, the same tendency has been apparent although it has been less marked than in

Chile or South Africa. In Bogot!a, the subsidy policy has not made inequality worse albeit for a
thoroughly undesirable reason; very little social interest housing has been built because so little
land has been affordable (1997, p. 35).
In South Africa, ‘‘national housing subsidies based on a capital grant to low-income households

are insufficient to cover either the costs of higher density development or higher land costs in well-
located areas’’ (Todes, Dominik, & Hindson, 2000, pp. 235–236). As a result, most projects have
been located close to the old Black or coloured areas (Bond & Tait, 2000b, p. 295; Huchzermeyer,
2001; Jenkins, 1999b; Thurman, 1999; Todes et al., 2000; Tomlinson, 2000). In Pretoria, ‘‘all new
low-cost housing programmesy have been built at a distance of 20 km to 45 km from the historic
centre’’ (Schoonraad, 2000, p. 220); in Gauteng most ‘‘housing and infrastructure grants between
1994 and 1997y went to the outer boundaries of existing townships’’ (Tomlinson, 1999b, p. 290);
and, in Cape Town, ‘‘by and large the projects are being developedyin the less desirable parts of
town’’ (Thurman, 1999, p. 4).
The process of segregation has been exaggerated by the fact that transport in South Africa is

heavily subsidised and, because of apartheid policies, areas a long way from the central areas have
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been provided with infrastructure. And, even when efforts have been made to develop subsidised
housing in areas closer to the centre, neighbouring communities have frequently opposed
development (Tomlinson, 2000; Schoonraad, 2000, p. 226). In Durban, NIMBY-ism ‘‘has meant
that that one of the few ways in which densification and integration within the core was beginning
to occur by the early 1990s has been curtailed’’ (Todes et al., 2000, p. 231). Such opposition to new
developments has been noted in many cities and has come from both white and Black
communities.
The fact that subsidised housing has been driven to the urban periphery should surprise no one.

The fault lies less with capital housing subsides than with the land market. Nevertheless, the
quality of the subsidised housing produced in each country has been negatively affected by high
land prices and, under the circumstances, new methods of allocating subsidised housing have done
nothing whatsoever to reduce social segregation.

4.5. The creation of slum neighbourhoods

Because the subsidy policy has been operating longer in Chile, more criticism is heard about
deterioration in areas of social interest housing. By grouping poor families together, ‘‘the housing
programs are creating neighborhoods that deteriorate rapidly, where life is unsafe, and where lack
of expectations is common’’ (Ducci, 2000, p. 169). Social capital has been undermined because
families have been ‘‘relocated to the outskirts of the city, away from friends, relatives, and the old
neighborhood’’ (Ducci, 2000, p. 163). The small size of the new homes has helped destroy the
concept of the extended family.
Deterioration has been hastened by the fact that few families have been able to move out of

their new neighbourhoods (Gilbert, 1993; Richards, 1994). Even though two fifths of the
population interviewed in one survey wanted to move, there was virtually no movement (Cade
Consultores, 1995, p. 2). As in low-income areas in other Latin American cities, the difficulty of
obtaining mortgages to buy used housing means that the real estate market barely functions
(Gilbert, 1999). Even though the government introduced a programme in 1996 to encourage
greater movement, this had little effect in its first three years of operation (Held, 2000, p. 20).
In South Africa, many commentators have criticised the new kinds of official slum being

created by the subsidy programme. The government’s success in providing housing for the very
poor has produced ghettos of unemployment and poverty. Many of the new owners cannot afford
to maintain the accommodation or pay the charges for their water and electricity. Unlike the new
‘slums’ of Chile, however, the South African problem is that many households have decided to
move out. If the Chilean government is concerned about the lack of movement, the authorities in
South Africa are worried about the speed with which beneficiaries are leaving their new
neighbourhoods.14 While proper documentation is lacking, the frequency with which this problem
has been mentioned in both interviews and the press reports suggests that it is very real (Business
Day, 2000; Huchzermeyer, 2001; Isandla Institute, 1999, p. 23; Meyer and Ka’Madlala, 1999;
Cape Times, 2000c). Views differ as to the cause of this movement. While some criticise the new

ARTICLE IN PRESS

14The government has already taken action to address this problem. The Housing Amendment Bill seeks to restrict

the sale of housing provided via use of the government subsidy by preventing people from selling houses below market

rates or within 8 years unless they are sold back to the municipal council under defined conditions.
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owners for trading in the subsidy for quick cash, others believe that the cause lies in the fact that
the beneficiaries cannot actually afford to live in the new housing. Unlike many shack areas, all of
the new housing is fully serviced and inhabitants are expected to pay for the services. Given the
extraordinarily high rates of unemployment in South African cities, many families simply cannot
afford the sums involved.

4.6. Access to credit

Faced by the need to stretch the limited resources as far as possible, all three governments have
committed themselves to improving the poor’s access to housing finance. Decent homes can only
be provided if credit is added to the small subsidies and more subsidies can be distributed if more
loans are taken out. Leverage of this kind has been blessed by the international agencies,
especially when it has been linked to increasing the involvement of both private banks and NGOs
(Ferguson & Heider, 2000; Mayo, 1999; Datta & Jones, 1998; Mitlin, 1997).
Unfortunately, all three countries have faced major problems in convincing the banks to lend to

the poor. Most banks regard lending to the poor as both an unprofitable and a problematical
exercise. During the early years of the subsidy programme in Chile, the level of disinterest among
the banks was so great that the State Bank was forced to provide credit for basic housing units
(Figueroa y Lavados, 1983, p. 170; Persaud, 1992, p. 8; Rojas & Greene, 1995, p. 35). The fact
that few of these loans were paid back reinforced private sector disinterest in lending to the poor
(Held, 2000, p. 11; Persaud, 1992).
The lack of housing credit for poor families has also been a recurrent complaint in Colombia.

In 1994, the head of INURBE blamed the lack of housing finance for his agency’s failure to
deliver many housing subsidies (Salazar, 1994, p. 31). By the late 1990s, the credit problem had
been further complicated by very high interest rates; although credit was available few families
could afford the repayment charges (Camacol, 2000a, p. 10). The failure of the banks to reach the
poor is ironic insofar as the Colombians offered lower subsidies than the Chileans because of the
strength of their housing finance sector. The situation has worsened recently because of a financial
crisis and by the pronouncements of the Constitutional Court. Even though there is currently
hope that new systems will encourage banks to lend to the multiplying ranks of independent
workers, the current difficulties of the finance system make that unlikely (Chaparro, 2000).
In South Africa, great hopes were placed on involving the banks in the new housing process

(Bond, 2000b, p. 266). The famous social contract signed at Botshabelo in October 1994,
extracted a promise from the private sector, and particularly the banks, to support the programme
(RSA, 1994). Since two-fifths of South Africa’s banking assets were in the form of residential
mortgage loans, a very high figure compared to the situation even in most developed countries,
spreading some of those funds into poor Black neighbourhoods was deemed to be essential
(World Bank 1994, p. 27). The government sought to reassure the banks that the people would
repay the loans by approving the Mortgage Identity Scheme and setting up Servcon (Tomlinson,
1995, p. 20). The ANC went out of its way to make sure that people would pay their rates and
service charges through Masakane and also established institutions like the National Housing
Finance Corporation and NURCHA to encourage the development of retail finance.
In practice, the banks have been widely condemned for not fulfilling their promise. Thurman

(1999, p. 58) refers to the ‘‘anger and frustration with what many interviewees refer to as the
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unwillingness of banks to serve the lower income market, even those in the higher income bands.’’
Even the Minister of Housing has ‘‘lambasted the banks for violating agreements elaborated in
the 1994 Record of Understanding; y discriminating against people on the basis of gender, race,
social class and location; and failing to perform their ‘social responsibility’ (Isandla Institute,
1999). The recent approval of the Community Reinvestment Act is one sign of this
disappointment.
Perhaps private banks and traditional mortgages for low-income households are incompatible.

According to Tomlinson (1999c) ‘‘while traditional mortgage bonds are very successful in the
conventional market, they are, by and large, inappropriate lending instruments for the low-
income consumer. Formal banks can’t operate in this market; the absence of collateral combined
with limited disposable income heightens the risk.’’ Insofar as governments have tried to square
the circle of targeting the very poor with offering low subsidies, the fact that the banks have not
provided the necessary loans has posed a major difficulty.

5. Conclusion

The main attraction of the capital subsidy in the three countries was that it provided a new
approach to a housing policy that was generally regarded as manifestly bad. In Chile, the new
approach emerged under military rule and survived for more than a decade before its basic
philosophy was accepted by the three subsequent civilian regimes. Colombia learned much from
Chile and introduced the policy in 1991 as part of its neo-liberal reform programme. Capital
housing subsidies have now survived for 12 years, admittedly with significant shifts being made by
each incoming administration. South Africa was the last to adopt the capital housing subsidy
approach but did so on a massive scale, managing to distribute more than one million subsidies
during the latter half of the 1990s.
Capital subsidies have allowed Chile, and arguably South Africa, to reduce their national

housing deficits, something that has been virtually unknown in other less developed countries.
Many consider the Chilean housing model to have been a huge success, although some outsiders
now hold it in lower regard than its Costa Rican offspring (Ferguson et al., 1996; Guti!errez and
Vargas, 1997; Held, 2000; Jenkins & Smith, 2001). The Colombian experience has fewer admirers,
although no one would want to go back to the earlier ICT model. The South African experiment
has been widely denigrated inside the country even though the housing performance has been far
superior to that in other priority social areas, education, health and employment.
The capital subsidy has also permitted each of the governments to limit its spending, perhaps

the principal rationale behind the policy. In an environment of neo-liberal economic orthodoxy, a
major attraction of the capital subsidy was that it offered a way of helping poor families obtain a
house, without letting public expenditure get out of hand. And, in broad terms, each of the three
governments has stuck to the script. It is true that second subsidies have been on offer to some in
each of the three countries as local governments have tried to produce better housing solutions by
offering free land or services. Nevertheless, central government expenditure on housing has been
very carefully controlled.
Unfortunately, if the policy has fitted neatly into the broader neo-liberal economic strategy,

that success has revealed the Achilles Heel of all subsidy policies—too many families in search of

ARTICLE IN PRESS

A. Gilbert / Habitat International 28 (2004) 13–40 33

https://www.researchgate.net/publication/5007209_Politicas_de_viviendas_de_interes_social_orientadas_al_mercado_experiencias_recientes_con_subsidios_a_la_demanda_en_Chile_Costa_Rica_y_Col?el=1_x_8&enrichId=rgreq-67150962686d30aafc49dacad9283323-XXX&enrichSource=Y292ZXJQYWdlOzIyMzI3NDQ0NztBUzoxNjUyNTA4MDAzMDAwMzZAMTQxNjQxMDI2OTkyMA==
https://www.researchgate.net/publication/262962669_An_Institutional_Approach_to_Analysis_of_State_Capacity_in_Housing_Systems_in_the_Developing_World_Case_Studies_in_South_Africa_and_Costa_Rica?el=1_x_8&enrichId=rgreq-67150962686d30aafc49dacad9283323-XXX&enrichSource=Y292ZXJQYWdlOzIyMzI3NDQ0NztBUzoxNjUyNTA4MDAzMDAwMzZAMTQxNjQxMDI2OTkyMA==


too few subsidies. The resource gap has been the fundamental cause of the weaknesses in
performance identified in this paper. And, although governments in all three countries have found
ingenious ways of papering over this fundamental crack, none has ever managed to hide it.
In an environment of limited resources, the subsidy was deliberately set at a relatively low level

in Colombia and South Africa, and fell in value over time in all three countries. With a less than
generous subsidy, it would have made sense to reduce the standards of the housing solution. But
none of the governments were keen to embrace a second best solution. Each insisted at one stage
or another that the poor be provided with formal housing. The government of Chile was
particularly hostile to ‘progressive housing solutions’ and only adopted some kind of aided self-
help after some years of struggling with formal approaches. The national government in South
Africa accepted the inevitable, although several of the provincial governments that were to
implement the policy tried very hard not to. Colombia reached the seemingly obvious conclusion
after 4 years, but then took a step back again.
By sticking to formal or semi-formal housing solutions, while offering limited subsidies,

housing standards were inevitably compromised. The standard of the housing product suffered
and in places was roundly criticised by the beneficiaries. Some of the new housing estates are
arguably showing signs of becoming the slums of the near future. But the real difficulty lies in
where most of the new homes have been constructed. The logic of the land market has dictated
that most of new estates have been built in peripheral areas, far from the places where most of the
inhabitants look for work.
If the state of governmental finances dictated that the value of the subsidies be kept low, the

only way to maintain quality was by linking the subsidy to credit. If the value of the subsidy were
topped up by a mortgage and personal savings, poor families would be able to buy an adequate
home. Unfortunately, few private banks have responded warmly to repeated requests to provide
that credit. The state was forced to provide credit in Chile, and the limited numbers of loans
reaching the poor has been a recurrent complaint in Colombia and South Africa. Since all three
countries had relatively well-developed housing-finance systems, what chance does mortgage
lending for the poor stand elsewhere?
What is beyond doubt is that, unlike many earlier public housing programmes, many of the

subsidies did reach the poor. South Africa was quite effective in this regard, perhaps too effective
given the number of families reputedly moving out of their subsidised homes. Indeed, the South
African experience raises the question whether the very poor should be given a brick-built house
rather than aid in some other form? In Chile and Colombia, targeting was initially less than
effective, in part because the savings requirement put the deposit beyond the reach of the most
needy. But with the introduction of more sophisticated eligibility tests and more rigorous points
systems, the quality of the targeting has undoubtedly improved, particularly in less corrupt and
more efficient Chile.
But accurate targeting is only of partial help when funds are so limited. Should more resources

have been found? At one level the answer is obviously no. There are many claims on the budget in
poor countries and given the standards of monetary and fiscal prudence expected by the IMF and
other officials of the international economic police force, governments in all three countries were
expected to keep spending down. In this regard, governments in Colombia and South Africa have
arguably failed. Colombian government spending as a proportion of GDP rose alarmingly during
the 1990s and, despite leftwing criticism of its parsimony, South African spending since 1994 has

ARTICLE IN PRESS

A. Gilbert / Habitat International 28 (2004) 13–4034



remained relatively high as a proportion of GDP. As might have been expected from the pioneer
of Chicago economics in the Third World, Chile did very well in keeping expenditure in check.
But both Chile and Colombia provide illustrations of how resources are miraculously made
available at moments of severe political crisis. In Chile, billions of dollars were given to banks and
their borrowers to resolve the financial crisis of 1982 (Meller, 1991). And, in Colombia the crisis
that threatened to bring down the whole financial system in 1999 was partially resolved by
compensating middle-income families in default on their mortgage payments. A financial bail-out
in Colombia in 1999 diverted US$2.5 billion in debt relief to 800,000 middle-class mortgage
holders. When it is recalled that the Colombian government was providing housing subsidies to
poor families of only US$75 million per annum, the limited resources devoted to the housing
subsidy programme becomes obvious.
The limited expenditure on the housing of the poor reflected its location in the list of

government priorities. Only in Chile can it be argued that it was given high priority, how else can
we explain the offer of subsidies worth up to 75% of the cost of a home? By contrast, despite the
delivery of more than one million subsidies in South Africa, the limited share of the budget given
to housing shows that the ANC gave housing relatively low priority. In Colombia, the small sums
expended showed that housing was almost off of the Richter scale of political importance.
But the fundamental reason why resources were limited in all three countries is that the basic

premise on which the capital housing subsidy was introduced was to reduce government spending.
While every minister of housing was anxious to increase both total expenditure and the subsidy
level, every minister of finance tended to say no. Only moments of severe political crises would
threaten the latter’s resolve.
Given the level of political expectation, each government was tempted to stretch its limited

resources as far as possible. Each offered more subsidies by cutting the value of the subsidy. Each
relied on credit to fill the gap between the cost of housing and the value of the subsidy, and invented
ingenious new ways of delivering that credit when the private banks did not keep to the agreed
script. And in order to maintain their share of the budget, each housing ministry had to offer more
‘value’ from their programme. More expenditure on housing would be a valuable addition in the
struggle to generate work, to stimulate business investment, to win votes and to stem poverty.
Needless to say, housing subsidies could not satisfy such a diverse range of goals and, politics

being what it is, few were prepared to stand up and admit it. The undoubted weaknesses of the three
programmes and the growing body of criticism aimed at them are testimony to that fact. In an
environment of acute poverty and neo-liberal economic management, there are severe limits to what
housing policies can achieve. Unfortunately, aspiring candidates to electoral office are always
tempted to exaggerate what can be achieved. In the current political and economic environment,
capital housing subsidies may be superior to providing housing through public agencies, but they
are totally powerless to overcome the fundamental contradictions underpinning their adoption.
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