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Metropolitan Cairo, the largest city of 
Africa and the Middle East, continues to 
be a major centre of Islamic and Arab cul
ture. Its peerless heritage of Islamic monu
ments and archaeological treasures, and 
the continuity of such institutions as Al
Azhar University, which predates Euro
pean equivalents, attest to an earlier prom
inence when Cairo's trade and influence 
linked it as far west as Spain and as far east 
as China. Still earlier, it traces its lineage to 
ancient Egypt which later became an inte
gral part of the classical world. More recent-
1y, Cairo has been the gateway for mod
ernity (educational, industrial and politi
cal) which, through action and reaction, has 
shaped the contemporary Middle East. 
Any assessment of contemporary Cairo 
must therefore begin by acknowledging the 
myriad influences in this complex heritage. 

These are expressed not only in the built 
environment that includes the Giza pyra
mids, ancient synagogues, Coptic churches 
and Islamic monuments of Mamluk or 
Ottoman origin, but also in traditions of 
rural life, of governance and bureaucracy, 
of culture and politics, of communal rela
tions and individual perceptions. Attitudes 
towards and within administrative systems 
are a crucial part of this heritage, which 
will retain its influence in the Cairo of 
tomorrow. 

But whatever contemporary Cairo may be, 
it does manifest at least three characteris
tics of urban environment: first, great 
physical mobility amongst its inhabitants; 
second, relatively vast movements of 
goods; and third, extraordinarily high 
population densities often housed in struc
turally unsound buildings frequently with
out water, electricity, sanitary sewers, and 
garbage collection and disposal. It has 
been said that the Cairo of today is locked 
inextricably in the grips of two major 
crises: transportation and housing. 

In Cairo, the provision of housing is prob
ably the most pressing and at the same time 
the most costly crisis facing the city. The 
problem reached crisis proportions long 
ago, and if, as seems likely, the city's 
population will grow by an additional six 
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million people by the year 2000, this prob
lem will have been compounded to a de
gree scarcely imaginable. 

Obviously a matter of such urgency and 
magnitude calls for an immense program
me whose burden cannot be easily 
assumed. Nevertheless experience has 
shown that housing is not a bottomless pit 
into which scarce resources must be poured 
unendingly. It is possible to provide adequ
ate and acceptable housing for the urban 
poor within their income constraints. In 
fact, seldom has income been the main 
constraint. The real constraint falls on the 
supply side: the lack of land, of public ser
vices and, most fundamentally, of a con
tinuing source of finance. 

Against this backdrop, I propose to discuss 
four themes: first, a macro perspective of 
the problem; second, the potential 
methods for attracting and lending funds 
for housing; third, an actual example of 
how one Muslim country is coming to grips 
with its housing problem; and finally, some 
conclusions that may be drawn from past 
experience. 

The Macro Perspective 

In his now classic study, Man's Struggle for 
Shelter in an Urbanizing World (1964), 
Charles Abrams summarised the housing 
situation for the developed and developing 
world as follows: "The slum exists because 
no nation is able to produce adequate 
housing at a cost workers can afford. It is 
the shelter that the industrial age provides 
for its rank and file. Housing has remained 
the Cinderella of the Industrial Revolu
tion, and the humble cover to which she 
has been indefinitely assigned." 

While one may quibble with Abrams on a 
few points, the growth in absolute poverty 
that he implies seems accurate on a global 
basis. If the assumptions underlying the 
"standard" projections of the World Bank 
are correct, the world's population by the 
middle of the next century would rise to 
about 10 bn as compared to 4 8 bn today. 

Seventy-five per cent of this increase has 
been or will be in the developing countries. 

This growth in population has enormous 
implications for the Cairos of this world, 
for they will have to absorb at least seventy 
per cent of this increase. Moreover, natu
ral increase, which cannot easily be con
trolled, now accounts for an increasingly 
significant proportion of the total increase. 
In the case of Cairo, approximately two 
thirds of the total population growth is due 
to natural increase. 

The acceleration in the pace of urbanisa
tion has already been demonstrated. To
day, a total of some 760 m persons live in 
urban centres, of which more than 250 m 
live in slums or squatter settlements. Thirty 
years ago, only one city in the developing 
world had 5 m people living in it; by the 
year 2000, there will be forty. Eighteen of 
these cities will have 10 m or more inhabi
tants. One city may well have more than 30 
m inhabitants. And the population of the 
urban slums in these cities is doubling ev
ery 5 to 7 years. 

At 10 m inhabitants, Cairo itself now ranks 
among one of the dozen largest cities in the 
developing world, and it is projected to 
continue to grow at over 3.1 per cent a year 
until the end of the century What are the 
implications of these numbers on Cairo's 
housing needs? 

On the one hand, the demand generated 
by the increasing number of new house
hold formations musr be confronted. Cur
rent data suggest an existing housing short
age of middle- to lower-income standard 
dwelling units in the order of half a million, 
with an additional 1 9 m units needed by 
the end of the century. 

National policy responses to the urban 
housing shortage have been the continua
tion of rent controls in urban areas and the 
offering of below market interest rate loans 
to the middle-and lower-income groups, 
chiefly through the co-operative sector. 
Neither policy initiative has had a signifi
cant positive impact on housing availa
bility. 

The situation is further complicated by the 



respective roles, actual and perceived, of 
the public, semi-public and informal sec
tors, and the government policies within 
which they operate. 

There are also considerations of equity 
(horizontal as well as vertical), for the chal
lenge is not simply one of housing the poor 
or poorest. Rent controls have resulted in 
large "key money" payments which have 
created considerable problems of inequit
able access for younger families, while 
favouring sitting tenants. And even to the 
extent that these problems are resolved, 
the challenge of providing housing has im
plications in terms of the demand created 
for access to other urban services. 

Leaving aside the question of income dis
tribution per se, and concentrating on the 
question of resource mobilisation, the fol
lowing discussion attempts a tentative 
assessment of some of the differing 
methods for attracting and lending funds 
for housing. Some of the methods are quite 
old, nevertheless they can be adopted pro
fitably and ingeniously to new conditions, 
since new demands often result in in
creased understanding of, and interest in, 
neglected devices. 

Potential Methods for Attracting 
and Lending Funds 

Source of Funds and Forms of Saving 

Experience has shown that the pattern of 
need is similar around the world. Certain 
common denominators exist that make it 
possible to transfer experience, technical 
skills and approaches from country to 
country. The fact that sources of funding, 
administrative deficiencies, and the kind of 
income groups in need of assistance are 
similar everywhere has facilitated finding 
similar solutions to housing problems 
world-wide. 

The major obstacle to any housing con
struction programme is the availability of a 
continuing source of funds. Such funds are 
needed for the acquisition of land, site pre-
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paration, the purchase of materials, and 
the payment of labour and administration 
costs. It is also axiomatic that the need is 
for local currency rather than for foreign 
exchange. Like everywhere else, in Egypt 
public sources are usually uncertain and 
subject to the political and economic con
ditions of the country. There are also com
peting demands for the few scarce re
sources that are available. Moreover, the 
external agencies, whether bilateral or 
multilateral, can finance only a small por
tion of the necessary investments in hous
ing programmes and supporting urban ser
vices. As a general rule external assistance 
is limited to the foreign exchange compo
nent. 

For all practical purposes, this means that 
Egypt must look inward to its own re: 
sources. The need then is to mobilise 
domestic savings for housing, sup
plemented where needed, with limited 
assistance from government. 

Obviously, Egypt at this moment differs 
from any European country as does any 
European country from one in the Amer
icas. These differences, largely differences 
of degree, have proliferated a vast array of 
financing techniques. Not every financing 
technique has been used in all countries, 
nor are all of them suitable for every coun
try. Nevertheless, it is useful to be cogni
zant of various forms of financing that are 
available. 

In the United States, the aggressive soli
citation of savings accounts is one of the 
hallmarks of success of the savings and 
loan associations. The experience with 
middle-income oriented systems had de
monstrated that given the proper institu
tions and relative incentives, people will 
save for a house, despite the cynicism that 
greeted earlier efforts. The argument of 
the absence of savings potential was the 
same one raised earlier against the now 
highly successful credit unions. 

To assume that low-income families have 
an ability to save, it could be argued, is 
none but optimism at its utmost. A purely 
visible observation of the low-income set
tlements around Cairo, however, is evi-
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dence of the savings that low-income fami
lies will provide to improve and expand on 
living quarters. 

The amounts that small savers tend to 
"save under the mattress" may be greatly 
underestimated. Their attitude may stem 
from their distrust of the bqnks of the weal
thy. It may also be caused by the aloofness 
of commercial banks toward the small sav
er. Yet the accumulated savings of many 
small wage earners might amount to con
siderable proportions. While individual 
savings will be smaller in view of the low
income, so too, will the individual loan 
requirements. 

It might be possible to duplicate the suc
cess of the middle-income savings and loan 
associations for the low-income levels. 
Some of the same preferential treatment is 
applicable: seed capital loans at conces
sional terms, tax benefits to attract the larg
er savers, savings deposits and mortgage 
insurance to provide security and help in 
the creation of secondary markets, obliga
tory deposits by industry to supplement 
savings, channelling remittance payments 
from workers abroad, and subsidisation of 
interest rates to pull in savings from institu
tional investors. 

The foregoing discussion deals primarily 
with the concept of free savings. Such a 
concept assumes, in principle, that an indi
vidual will deposit his money in an institu
tion without coercion and without the 
promise that he will receive a mortgage 
loan. There are other forms of savings, too. 

The use of contract savings has proved suc
cessful in many parts of the world, notably 
in Latin America: the saver enters into an 
agreement with the lender that if the saver 
accumulates a certain sum by a certain date 
in the lender's institution, he will receive a 
loan of a specified amount. This form of 
savings has great appeal since the saver 
has, or thinks he has, definite assurance of 
a loan. This concept has proved popular in 
Chile and Argentina, and has recently 
been implemented in Turkey. 

More and more countries are opting for 
legislated savings. Often, these funds are 
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collected in the form of payroll or other 
taxes by existing agencies, and are usually 
justified on the grounds that they improve 
income distribution. Turkey, Brazil, Mex
ico, El Salvador and Jamaica all have 
variations on this approach. 

Until recently, however, none seems to 
have adopted the technique of using such 
tax resources as an explicit subsidy to fi
nance differential interest rates in attract
ing secondary market loans, although such 
a system may offer distinct long-term 
advantages. Implicit subsidies in the form 
of allowing interest expense as a deduction 
from taxable income has long been a hall
mark in many European countries and the 
United States. In the battle for savings, 
protecting against inflation and decrease in 
purchasing power is a decisive factor in 
attracting resources. Savings systems can
not survive in an inflationary economy 
without some sort of protection against in
flation. Various countries have adopted a 
concept variously termed "linkage", "in
dexing", "monetary correction" or "read
justment". 

Periodically, the advantages and disadvan
tages of adjustable debts have been the 
basis for unsettled arguments among eco
nomists and political scientists. Indexing is 
not new, and has been tried or considered 
in France, Switzerland, Austria, Denmark, 
Iceland, Finland, Sweden and Luxem
bourg. On the other hand, the United 
States and England have rejected linkage 
on the grounds that it would accelerate 
inflation and impose indeterminate liabili
ties on the government. However, adjust
ment of savings and mortgage loans has 
proved effective in Chile and Brazil. 

Regardless of the pros and cons of linkage, 
the fact is that in certain developing coun
tries indexed savings accounts have, for a 
time at least, proved an effective way of 
channelling private savings into home con
struction. Nevertheless, the dangers inhe
rent in monetary correction should be 
understood so that in adopting such mea
sures, a government recognises that it is 
taking a calculated risk of a future political 
and economic liability. 

Housing Finance in Urban Development 

The Role ofInstitutions 

Except for very new countries, the source 
of funds for housing is the same: private 
lenders, government, savings and loan 
associations, insurance companies and 
various forms of banking institutions. 

The housing bank concept is probably the 
most common institutional framework 
used for financing housing construction. It 
is both an old institution and a new device, 
and exists in both socialist countries and in 
Western Europe. 

Egypt also has its own variation of a hous
ing bank. Because such institutions have 
public funds, they can, in theory, experi
ment with various forms of financing, such 
as attracting contract savings, acting as 
primary lenders, or engaging in secondary 
market activities. In practice, these are 
highly traditional institutions with a con
servative management style. 

An alternate approach might be the de
velopment of smaller savings and loan in
stitutions which would seek savings from 
the income groups that they would serve. 
Or, if not linked to income levels, perhaps 
to certain urban quarters. For example, 
they might be chartered to operate only in 
the north-east expansion corridor thereby 
supporting the development of the Al
Obour township, or for that matter, in the 
south-west along the 6th of October corri
dor. Such an approach could provide the 
institution with an explicit vested interest 
that would serve to reinforce the govern
ment's policy of diverting urban growth on 
the desert land. 

Another approach might be to develop an 
institution which is not directly involved in 
lending. Such an institution might charter 
and supervise privately owned home credit 
institutions, and provide them with liquid
ity and a secondary source of money for 
expansion. Canada, France and Tunisia, 
for example, have variations of this 
approach. 

Still another possible approach might be to 
create multi-purpose banking institutions 
(public, privately-owned or mixed) which 

can experiment with forms of financing, 
whether they be variations of contract sav
ings, free savings or legislated savings. 

The Potential for Non-conventional 
Lending 

Conventional lending can be as applicable 
to low-income families as it is to middle
income families. Such innovations in con
ventional mortgage financing as the vari
able interest mortgage, price-level ad
justed mortgage, renewable mortgage or 
graduated payment mortgage, if not overly 
complicated, can be understood by low
income families and help bring shelter 
within their reach. 

For those income groups at the lowest 
level, credit union-type assistance, person
al property pledges, non-collateralised 
loans and incremental loans offer a depar
ture from formal banking methods that 
low-income groups can readily understand, 
and that may better fit their limited, uncer
tain needs. These must still, however, car
ry with them a concept of repayment. 

In order to institutionalise savings and 
loans for the low-income groups, it is 
necessary to destroy the myth that low
income families are bad credit risks. If 
loans are to be made with the concept of 
repayment in mind, proper credit checks 
and collection practices must be enforced. 

There is no doubt that the record of re
paying debts to governments has been bad. 
This, however, is due to causes other than 
income level. Even in middle-income hous
ing there is a tendency to default on loans 
where the government is the creditor. This 
is attributable to a number of factors: poli
tics, demagoguery, and a philosophy 
among some government housing agencies 
that their main objective is a construction 
record at the expense of proper lending 
and collection procedures. 

There is nothing sacrosanct about the 
home mortgage. It is merely a convenient 
evidence of indebtedness and a means of 
foreclosure in the event of default. De-



pending on local tradition and institutions, 
the process of deed preparation, notary 
fees and registration of title can be costly 
and oppressive, especially to low-income 
families. The same function may be better 
served with other forms of documentation. 
This could include such non-conventional 
techniques as communal indebtedness, 
open-ended mortgages, single mortgage 
co-operatives, lease-purchase agreements, 
collaterised and non-collateralised mort
gages. 

In short, there must be common sense and 
a knowledge of local practices and pre
judices in establishing savings program
mes. Obviously, not all techniques are suit
able for Egypt, but they should neverthe
less be examined for their effectiveness and 
possible applicability. 

One example is offered by Turkey where 
the recently introduced housing finance 
scheme could be considered as a radical 
departure from past practices. As will be
come apparent, such techniques as private 
sector participation, implementation of a 
secondary market concept, mobilisation of 
savings through legislated and contract 
schemes, and the provision of a graduated 
payment mortgage plan are all being im
plemented in one form or another. 

The Case of Turkey 

Despite the introduction of tight money, 
high interest rate policies and the gradual 
abolition of any kind of state subsidy, the 
government of Turkey has just launched a 
gigantic housing programme. 

The roots of Turkey's housing problem lie 
in the rapid urbanisation of the last three 
decades. Urban popUlation has grown by 
six per cent annually since 1950, largely as a 
result of massive migration from the rural 
areas. The cities are now home to nearly 
half the country's population, while twen
ty-five years ago, only a quarter lived in 
urban areas. 

Migrants commonly built simple dwellings 
for themselves out of whatever material 
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Table 1 Mass Housing Fund: Table of Mortgage Terms 

Size of 
Dwelling 
Unit 

Cost Down 
Payment 

Collective Housing 
Zone 

Regular Housing 

(Sq m) (US$) Interest Terms Terms Terms 
Rate (%) in Yrs. Rate (%) in Yrs 

15 Up to 60 
61-80 
81-100 

101-150 

Up to 4600 
add'Il300 
add'I1300 
add'I1300 

up to 1300 
add'1 650 
add'l 800 
add'IUOO 

20 

they found on empty land. The Turkish 
word for slum gecekondu literally means 
"built overnight". 

Gradually these squatters bargained suc
cessfully with municipal authorities for ac
cess to electricity, water and roads. Today, 
squatter settlements form labyrinthine sub
urbs encircling Turkey's major cities. In 
Ankara, the nation's capital, 70 per cent of 
the population lives in these slum areas, 
creating complex problems of ownership 
and infrastructure. 

25 
35 

The economic crisis of the late 1970s 
brought a new dimension to the housing 
problem; real incomes of the low- and mid
dle-income groups dropped sharply. Con
struction costs skyrocketed. Relaxation of 
interest rate ceilings forced the middle 
class to develop new ways of saving and 
investing. The already meager savings of 
lower-income groups moved further away 
from the housing sector. Housing starts in 
1981 (around 144,000) barely reached half 
the 1979 level. As the housing market 
shrank in volume, real estate prices fell and 
rents jumped to astronomical levels. 

After winning the local elections in March 
1984, the new government set out to launch 
its housing programme. Amendments were 
made in April 1984 to the existing housing 
law, creating new revenue sources and a 
new government agency called the Mass 
Housing Fund for the administration of a 
national housing programme. The legisla
tion provided for interest rate differential 
payments on funds lent to municipalities 
for land purchases, housing-related project 

15 20 15 
15 25 15 
15 30 15 
10 40 10 

expenditures (including community facili
ties such as schools, health centres, etc.), 
municipal infrastructure investments (util
ity works, roads, water, sewerage, storm
water drainage, power and telecom
munications) tourism infrastructure, and 
expenditures for the issues of stocks, tax 
payments and similar items. 

Some of these funds will also be earmarked 
for transfer to a public participation fund 
created for promoting privitisation 
schemes. Funds will also be available to 
support construction materials' industries 
as well as relevant research and develop
ment activities. 

The amendments established three new re
venue sources for the Fund: 

1) up to 15 per cent of the factory price of 
beverage and tobacco products; 
2) up to 15 per cent of the refinery prices 
of petrol, diesel, oil, kerosene and fuel oil; 
and 
3) a fixed tax of up to US$100 levied from 
Turkish citizens travelling abroad. 

Fall 1984 estimates indicate that resources 
flowing into the Fund have totalled about 
TL 15 bn (US$41 m) and are growing at the 
rate of TL 8 bn (US$22 m) per month. 

The Fund is administered by the Collective 
Housing Fund and Public Partnerships 
Administration (Toplu Konut Fonu ve 
Kamu Ortagligi Idaresi) functioning under 
the Office of the Prime Minister. Its opera
tions with regard to housing credits and 
interest rates were established by the 
Council of Ministers and published in the 
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Official Gazette dated June 23,1984. The 
operations of the Fund are roughly mod
elled on the present encouragements sys
tem. Local municipalities specify settle
ment areas which they classify as either 
collective housing zones preferred de
velopment areas) or regular housing (out
side the collective zone but still within 
municipal limits ). A developer, be it pub
lic, private or co-operative, will prepare a 
project in one of these areas and will orga
nise potential buyers. The developer will 
then obtain a certificate of conformity from 
the Fund certifying that the project is 
acceptable in terms of physical and social 
infrastructure. The next step is for the de
veloper to arrange construction finance. 

If the developer is building within a collec
tive housing zone, he can apply to the com
mercial bank of his choice, negotiating a 
credit in line with his needs. Conversely, if 
the developer is building outside a collec
tive housing zone (i.e., classified as regular 
housing), he must apply for construction 
finance from the national housing bank, 
Emlak Kredi Bankasi (EKB): In either 
case, the bank is responsible for reviewing 
and monitoring the technical and financial 
aspects of the project, and will notify the 
Fund once it has accepted the project. 

The commercial bank or EKB, will extend 
credit by mortgaging the building site as 
collateral. For projects located within the 
collective housing zone, the amount of 
construction finance is. limited to 50 per 
cent of the estimated cost, with a term of 
three years at an annual interest rate of 35 
per cent. In the case of regular housing, the 
amount of construction finance is reduced 
to 40 per cent of the estimated project cost, 
with a term of three years at an annual 
interest rate of 40 per cent. Land acquisi
tion costs, other than for municipalities, 
are not eligible for financing. 

It is the Government's stated policy that 
priority for mortgage finance will be given 
to workers in the lower-income groups, to 
civil servants who do not now own a house, 
to retirees and merchants. In order to qual
ify for a mortgage, the buyer is required to 
open a non-transferable "buyers share 
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account" by depositing 25 per cent of the 
estimated cost of the house in the same 
bank from which the developer has 
obtained the construction finance. The re
maining down-payment is deposited in in
stallments agreed upon between the buyer 
and the developer. The designated bank, 
on agreement, notifies the Fund which in 
turn mortgages the house and issues a re
lease order to the Central Bank. The Cen
tral Bank is the repository for the Fund. 

The specified mortgage terms and interest 
rates charged on house purchases by mass 
housing purchasers, co-operatives, unions, 
social organisations, and individuals are 
shown in Table 1. To encourage construc
tion of smaller size houses. the mortgage 
terms clearly favour dwelling units of 60 sq. 
m. and under. 

The three noteworthy features of this 
scheme are: 
• decentralising to the local level by giving 

the municipalities greater responsibility 
and autonomy; 

• encouraging private sector developers to 
enter the housing construction business; 
and 

• providing the banking system with a 
source of liquidity to finance housing 
construction. 

The emphasis on the size of dwelling units 
is a step in the right direction; interest rates 
for construction finance (between 35-40 per 
cent) are close to the existing level of infla
tion. 

In order to put mortgage finance within the 
reach of the lower-income groups, the 
Fund has also introduced a graduated pay
ment mortgage plan. Under this program
me, the mortgage carries the same fixed 
interest rate, but the amortisation sched
uled is predicated on smaller monthly 
payments in the early years, and an in
creasing amortisation in later years. The 
theory is, of course, that incomes will rise 
in time and enable a mortgage to make up 
earlier deficiencies. 

Time alone will determine just how suc
cessful the Turkish housing programme 
will be. 

Conclusions 

In the final analysis, the problem of con
tinuity of housing production, be it high-, 
middle- or low-income, is basically one of 
generating savings. The elements for 
attracting savings and re-Iending those sav
ings for housing should include, at the very 
least, simplicity, flexibility, understanding, 
facility of depositing and repayment, low
cost of administration, terms long enough 
to permit feasible monthly debt service but 
short enough to result in rollovers and a 
sense of security in ownership. 

Some conventional measures used in de
veloped countries are applicable to de
veloping countries, even for low-income 
families, and should not be brushed aside 
arbitrarily because they have never been 
tried in the developing world. In some in
stances, techniques which would be re
garded as non-conventional, and therefore 
risky, by one country might be feasible in 
another. There is sufficient commonality of 
need and solutions, and of conditions to 
allow for a substantial transference of 
mechanisms and techniques. 


