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FOREWORD

The world has entered the urban millennium. Nearly half the world’s people are now city dwellers, and the rapid increase in
urban population is expected to continue, mainly in developing countries. This historic transition is being further propelled
by the powerful forces of globalization. The central challenge for the international community is clear: to make both urban-
ization and globalization work for all people, instead of leaving billions behind or on the margins.

Although globalization certainly affects rural areas, the impact of global economic change is largely centred on cities.
Globalization is changing the structure of employment; it is altering the demographic make-up of cities; and it is introducing
a strong international context to local concerns. At the same time, cities and their surrounding regions are themselves
shaping and promoting globalization by providing the infrastructure and labour upon which globalization depends, as well
as the ideas and innovation that have always emerged from the intensity of urban life.

The benefits of globalization are being spread unevenly. Cities present some of the starkest of these contrasts:
homeless people living in cardboard boxes, next to skyscrapers occupied by corporations whose budgets exceed those of
many countries; growing gaps between the salaries offered by labour markets and the housing costs determined by urban
land markets; enormous levels of consumption alongside great pyramids of waste that threaten the environment and human
health; and hitherto unseen patterns of segregation, with pockets of wealth at the centre and vast enclaves of poverty on the
periphery.

The combined processes of urbanization and globalization have thrust additional responsibilities on city governments.
Public administration and economic development are linked more and more to global markets and investment, but this is
also an opportunity: to entrench democracy at the local level and to build new partnerships with the private sector, citizens’
groups and other cities confronting similar challenges. National governments, for their part, will continue to play a key role
in the governance of cities, not only in terms of finance, but also in overall strategic planning and in crucial matters such as
justice, equity and social cohesion.

Cities in a Globalizing World: Global Report on Human Settlements 2001 is a comprehensive review of conditions in the
world’s cities and the prospects for making them better, safer places to live in an age of globalization. I hope that it will
provide all stakeholders — foremost among them the urban poor themselves — with reliable and timely information with
which to set our policies right and get the machinery of urban life moving in a constructive direction. At the United Nations
Millennium Summit in September 2000, world leaders pledged to achieve, by the year 2020, significant improvement in the
lives of at least 100 million slum dwellers. As we strive to meet this target and to implement the Habitat Agenda adopted at
the Istanbul conference in 1996, the United Nations system, including the United Nations Centre for Human Settlements
(Habitat), will continue to place its unique services at the disposal of all the world’s peoples.

Kofi A Annan
Secretary-General
United Nations



INTRODUCTION

The Global Report on Human Settlements 2001 chronicles human settlement conditions and trends since the second United
Nations Conference on Human Settlements (Habitat II) convened in Istanbul in June 1996, emphasizing both progress made
in the past five years and the issues that continue to confront a changing world. In addressing these issues, the structure of
the report follows the two main strategic themes of the Habitat Agenda adopted by Habitat II: adequate shelter for all and
sustainable human settlements development in an urbanizing world.!

The previous edition of the Global Report on Human Settlements, written prior to the Habitat II conference, contributed
to worldwide understanding of the human settlements issues that became the focus of the Habitat Agenda. The 1996 report,
entitled An Urbanizing World, characterized cities around the world as places of opportunity and presented a view of cities as
engines of growth.

Today, the trend of urbanization continues, although intertwined with globalization. Like urbanization, globalization
brings opportunities as well as problems, and its impacts are increasingly being observed worldwide, most clearly in the
cities. The challenge is to develop solutions to problems associated with globalization, while at the same time strengthening
its positive aspects. Human settlements can play a significant role in this process by fostering good governance and effective
partnerships.

Cities in a Globalizing World acknowledges the positive consequences of globalization: facilitated diffusion of
knowledge; facilitated spread of norms of democratic governance, environmental justice and human rights; increased city-to-
city exchanges of knowledge, experiences, best practices and lessons learned; and increased awareness in both citizens and
city managers of the potentials of peer-to-peer learning. The report also draws attention to many urgent and unresolved
problems.

In Africa, only one-third of all urban households is connected to potable water. In Latin America, urban poverty
stands at 30 per cent. In Asia Pacific, a mere 38 per cent of urban households are connected to a sewerage system. In Europe,
processes of social exclusion marginalize many low-income and minority households, while urban crime and the decline of
peripheral housing estates undermine the social cohesion of many communities. In North America, problems of residential
segregation, discrimination in housing markets and affordability persist, particularly in the larger cities, despite recent
economic growth. Worldwide, hundreds of millions of people live under conditions of abject poverty or experience highly
unequal access to resources.

Studies presented in this report indicate that, while some population groups have improved their housing conditions,
a disproportionate share of the world population has seen its situation deteriorate further. In many countries, real incomes
have fallen, the costs of living have gone up and the number of poor households has grown, particularly in urban areas. Sixty
countries have become steadily poorer since 1980. Many studies portray increasing economic disparities between nations,
cities, neighbourhoods and households, revealing strong increases in polarization and growing global inequality.

The growing demand for public services in many countries is increasingly being met by local authorities and, in some
cases, by the private sector, as these entities take on responsibility for functions previously ascribed to national governments.
Furthermore, as civil society becomes more organized, effective and politically active, municipal institutions are becoming
more democratic and adopting more participatory local structures.

Local political coalitions, together with representative groups from civil society, are attempting to shape their cities
and towns in ways that help to maximize the opportunities as well as to minimize the social and economic disadvantages
associated with globalization. Whether this involves campaigns against crime or plans to improve the local environment in
order to attract tourists, or whether it involves strategies to reduce local taxes or develop more comprehensive educational or
health systems, municipal officials and their partners are increasingly responsive to the potential benefits of competitive
strategies.

As a result, and as pointed out in this report, many cities have experienced a shift in the policies of urban government
from managerialism to entrepreneurialism. This entrepreneurial attitude views the city as a product that needs to be
marketed. The emphasis on marketing underpins the restructuring of cities so that they appeal to global investors. By the
same token, cities that do not always have the resources to attract outside interest and investment may find themselves
even more bereft and impoverished. Local capacity building is essential to reducing the risk of global polarization. In this
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connection, it is encouraging that international cooperation in the form of city-to-city exchanges is rapidly growing in
popularity. Public-private partnerships are also increasingly being broadened to include civil society groups and there is
increasing evidence of the potential of community-based networks based on direct people-to-people interactions. The
challenge at national and international levels is to create an enabling legal framework in which the various forms of commu-
nity-to-community cooperation can be intensified and strengthened.

Considering the trends that are reshaping the world’s urban structures, the report places emphasis on ‘metropoliza-
tion of the world economy’. It describes the archipelagic spatial structure of emerging global urban networks. Megacities,
comprising urban cores and associated hinterlands, are theoretically able to address all kinds of technical problems, including
urban service provision and environmental management. However, they are facing difficult governance challenges, owing to
obsolete municipal political structures and inhabitants who are more and more concerned with only their immediate
individual and local neighbourhood interests than with their common future as citizens of the same city.

Urban planners are inescapably caught up in this dynamic of the new urban political economy. Urban planning today
is less codified and technical, and more innovative and entrepreneurial. It is also more participatory and concerned with
projects rather than whole urban systems. Planning expertise is increasingly sought not only by states, but also by the corpo-
rate sector and civil society which seek to forge agreements through negotiation and mediation among contesting parties.
Urban planning is no longer the prerogative of national and local governments, who previously claimed to possess privileged
knowledge about the ‘public interest’. As pointed out in the report, what is controversial is not urban planning per se, but
how to reconcile its multiple goals of efficiency, equity and liveability.

Globalization not only increases competition but also fragmentation, with contradictory effects on cities. To compete
effectively, cities must act as a collective unit. However, their growing social, political, economic and physical polarization
hampers their capacity to build coalitions, mobilize resources and develop good governance structures. Given that metropoli-
tan areas are the chief arenas for global competition, it is necessary to strengthen them by giving them greater authority and
autonomy. However, the enabling and regulatory role of governments must be broader than just facilitating the functioning
of markets. It must also include responsibility for social cohesion, equity and conflict resolution.

This report reflects the significance of human settlements for sustainable social and economic development in a
globalizing world and focuses on key strategies to promote and facilitate the implementation of the Habitat Agenda, the
main policy document and plan of action signed by 171 member states at Habitat IL.

sy

Anna Kajumulo Tibaijuka
Executive Director
United Nations Centre for Human Seitlements (Habitar)

Note

| Report of the United Nations Conference on Human Settlements (Habitat Il) (Istanbul, 3-14 June 1996). AICONF.165/14.
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KEY ISSUES AND MESSAGES

To portray human settlements conditions and development trends is a challenging task for the Global Report series. Cities in
a Globalizing World looks at the liveability of human settlements and their development prospects in the context of globaliza-
tion. To encourage understanding of the dynamic nature of liveability, the following episode is presented.

On 11 July 2000, the collapse of a rubbish dump in Payatas, Manila, killed 218 people living in shanties at the bottom
of the site and left another 300 people missing under the rotting garbage. The tragedy of their burial underneath the trash of
a world city, off its edge and in the darkness of night, symbolizes the invisible, daily plight of innumerable poor people in
today’s globalizing world.

On 27 August 2000, the Housing Secretary of the Philippines and experts and slum dwellers from India, Indonesia and
Sri Lanka joined 7000 residents from the Payatas dump site community for a week of meetings and activities, during which
community leaders proposed plans for resettlement and showcased self-built model houses with details on construction costs
and site plans. The successful gathering celebrated the competence and capabilities of the poor, evidenced the potential of
international networks and demonstrated the enabling role of globalization-from-below.

The preceding episode captures in a microcosm several key findings of this report. First, and most obviously, the
landslide, triggered by heavy rains, is an example of the death and devastation brought about by natural and human-made
disasters. Those most affected are often the poor who live on steep hillsides, in low-lying riverbeds or other hazardous areas.
Chapter 15 documents for the first time the enormous human impacts of such calamities across the world and reviews
mitigating strategies and post-disaster reconstruction approaches.

At another level, the collapse of the Payatas garbage heap acutely illustrates what may happen when consumption
patterns, made possible by globalization, produce waste that accumulates in unmanageable volumes to threaten
environmental and human health. The scavenger families eked out a living from recycling the final discards of a global
consumer culture. They dwelled daily amid fumes from synthetic decomposition whose toxicity prompted the cessation of
emergency aid operations out of concern for the health of the rescue workers. This report stresses the importance of balanc-
ing the goals of globalization. It recognizes the importance of economic growth, but emphasizes that such growth must be
guided by criteria of social justice and environmental sustainability.

Finally and perhaps most importantly, the Payatas experience illustrates the positive power of people living in poverty
who adopt approaches that go beyond a confrontational face-off and who use astute initiatives to construct collaborative
partnerships as a means to improve their living conditions. The disaster received much attention on television and in the
printed media around the world. The initial response involved emergency aid and rescue actions. As bulldozers removed
mangled corpses, shock and compassion for the survivors prevailed. However, soon after, official reaction declared the victims
guilty. The Payatas residents countered this criminalization of their poverty with recriminations against the responsible
authorities. Some survivors filed a US§22 million class-action suit against the local government and private waste contrac-
tors for gross negligence and flagrant violation of environmental laws, zoning and health regulations. More noteworthy and
unusual, however, was the proactive response of other residents. Rather than getting trapped in a spiralling war of attrition,
the families used insights about how poor communities can make choices. They strategically timed their invitation to the
Housing Secretary to coincide with the ceremony for the prestigious Magsaysay award for International Understanding to
Jockin Arputham, a founder and president of Slum/Shack Dwellers International. With the support of international
networks, the slum dwellers created evidence of their own abilities, winning not only financial support but also earning
official recognition as a legitimate partner in the joint development of long-term policy options.

This report highlights the vital contributions that people living in poverty can make to improve their situation. It
acknowledges that lack of resources, insufficient institutional capacity and persistent corruption often greatly circumscribe
the problem-solving abilities of governments. Parts V and VI underscore that, in light of these limitations, it is crucial that
appropriate frameworks and strategies for cooperation are developed among governments, civil society and the private sector.

The Payatas episode illustrates the complexity of the message of this report. It is a message about poverty and prosper-
ity - and the differences between them. It conveys despair about wasted and lost lives, but it also brings hope and raises
expectations for the future.
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When looking at human settlements around the world today, one can observe gains in wealth, made possible by
globalization, in such forms as newly constructed luxury apartments, fashionable shopping malls, gleaming office towers,
trendy restaurants, stylish department stores, modern airports and high-tech parks. On the other hand, various alarming
trends must be of serious concern: in large regions, the number of poor people has increased and existing inequalities are
getting worse. The negative effects of spatial segregation and social exclusion are becoming more and more evident. What
are the implications of these contrasting developments for the planning, development and management of human
settlements?

There is increasing evidence that present human settlements policies and programmes in many countries do not effec-
tively address urgent problems of access to adequate housing, infrastructure and basic services, as documented in the
chapters that follow. There is also greater recognition that many current developments are not only harmful to the poor but
also detrimental to general economic growth and political health in the long run as well. The world cannot continue with
‘business as usual’ if it is to be successful in tackling the urban challenges of the new millennium. Support is growing for
new approaches that hold more hope for the future. In particular, this report calls for better appreciation of policies that
support the poor and help to develop their unrealized human capital potential, with benefits for the whole of society. The
question then becomes, which strategies hold most promise?

This report examines this question within the context of globalization. It starts with the observation that globaliza-
tion has brought valuable benefits, but that these benefits have been unevenly distributed. It stresses that this uneven
distribution of benefits (and costs) is not coincidental but a function of the dominant logic that drives current globalization
processes: the logic of market mechanisms, facilitated by advances in information and communication technologies and
liberalization policies. Market mechanisms can be effective for some purposes and are often viewed as the best way to
promote economic growth. However, market mechanisms do not perform well in several important respects. For example,
markets do not respond well when household incomes are too low to translate need into effective demand or for providing
universal access to public goods. Markets also tend to externalize costs to people living elsewhere or in future times, and
they are ill suited to strengthen societal integration or to steer development according to a long-term vision.

This report develops the argument that globalization must serve other goals besides economic growth, particularly
when this growth benefits some a great deal more than others. These other goals derive from the normative platforms that
emerged from the plans of action formulated at the United Nations conferences of the 1990s, discussed in Chapter 3. They
predicate provision of basic needs less on ability-to-pay and more on human rights. First and foremost, they accentuate
social justice and strengthen support for sustainable development.

Human settlements are important in the realization of these goals in that they link economic globalization to human
development. Cities can modulate the impacts of globalization and channel its associated processes to support development
scenarios evolving from local democratic practices. They can play key roles in supporting a globalization-from-below to
counterbalance present top-down processes. As constraints of geographical distance are becoming less important, the specific
features of human settlements are becoming more important in the locational decision-making of businesses and households.
This creates opportunities for local development choices. Rather than being at the mercy of global capital, cities can take
advantage of their unique qualities as they seek to attract investment and develop employment markets. Therefore, far from
exerting a deterministic, homogenizing effect, globalization can allow for local differentiation.

The capacity of cities to play a part in their own development, to exercise a degree of choice, makes them increasingly
strategic sites for contesting alternative claims by stakeholders pursuing different and sometimes conflicting goals. In order
to advance local urban agendas that give higher priority to social justice and environmental sustainability, urban policies
should support the transition of cities’ function as ‘engines of growth’ to their new important role as ‘agents of change’.
These changes require new political strategies for urban liveability and new forms of governance. Globalization has created
new conditions for decision-making: interdependent, complex, loosely linked actors and institutions that may have shared
purposes but no shared authority. Such governance requires that actors seeking mutual gains find ways to coordinate their
efforts.

What is envisioned is not a precipitous transformation, but a slow, long-term process of incremental, cumulative
changes that will increase the capabilities of citizens to address the problems they face. It is a process that involves a recon-
stituting of the relationships between the public and private sectors and civil society: the formation of broad-based
cooperative partnerships. It is important that such partnerships are not restricted to ad hoc arrangements, set up just to
realize a particular project, but are, instead, oriented to create lasting capacity for development.

It is also crucial that such partnerships include the poor as equal participants. This goal of inclusive capacity building
can be assisted by the horizontal, community-based exchange of information, experience and support through transnational
networks, as in the case of the Payatas community described above. The key roles played by women must be recognized, as
women work to improve living conditions not just for themselves, but also for their families and communities. Finally,
equitable ways to allocate funds that enable poor local communities to develop their own options have to be found.

From this background, several key points come to the fore, identified in the following summary and presented in
greater detail in this report:
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The Uneven Distribution of the Benefits and Costs of
Globalization

Without question, globalization has stimulated overall economic growth. However, the benefits and costs of this growth
have been spread unevenly. In many countries, real incomes have fallen, the costs of living have gone up and the number of
poor households has grown, especially in cities. Inequalities are getting worse, and high inequality sustains poverty, as
smaller shares of total income reach those at the bottom. Inequality weakens the impact of growth on fighting poverty.
Indeed, research shows that decreasing inequality can have as much impact on reducing poverty as increasing economic
growth. The challenge is to share the fruits of globalization more equally.

The Unbalanced Nature of Globalization

Advances in modern information and communication technologies (ICTs) have facilitated the opening of global markets.
Market-led processes are geared to economic growth, and accumulation of wealth has dominated globalization. However,
ICTs should also serve goals of social justice and environmental sustainability. This requires the strengthening of appropriate
governance and planning mechanisms. The challenge is to balance the goals of globalization and to blend the roles of govern-
ment, private sector and civil society in cooperative arrangements.

Human Settlements Link Economic Globalization to Human
Development

Globalization increases competition between, as well as fragmentation within, cities, with contradictory effects. Growing
fragmentation hampers the capacity to build coalitions, mobilize resources and develop sufficient governance structures.
Urban government has shifted from a managerial approach to entrepreneurialism that treats the city as a product to be
marketed. This marketing approach, and the emphasis on restructuring the city so that it appeals to global business, has led
to the dominance of economic interests in urban planning. The challenge is to develop enabling strategies that are not
narrowly restricted to the economic functioning of markets, but that also include support for the exercise of citizenship - of
‘the rights to the city’, including the realization of housing rights.

Decentralization and the Growing Role of Local Government

Decisions regarding development and management of infrastructure and services should rest with the level of government
closest to the community that is able to deliver these services in a cost-effective and equitable way while minimizing the
externalization of environmental costs. The extent of decentralization depends on the ability of central governments to
devise appropriate regulatory frameworks for central-local relations and their willingness to provide local authorities with
assets and intergovernmental transfers. Metropolitan areas are de facto pivotal arenas in today’s processes of global competi-
tion. This requires that they be strengthened by giving them more political legitimacy, responsibilities and resources.

[
Need for New Cooperative Frameworks
Governments have important roles, but limited abilities to address urgent challenges of shelter, infrastructure and services.
They need to develop broad-based cooperative partnerships with the private sector and civil society. Integrated implementa-
tion of the Habitat Agenda adopted by the second United Nations Conference on Human Settlements (Habitat II) also
requires effective, institutionalized coordination within the United Nations system. Further, it is necessary to strengthen the
capacity of local governments and low-income communities to participate as equal partners in human settlements develop-
ment. In addition, aside from the usual top-down decision-making, horizontal linkages through municipal international
cooperation and community-based networks need to be reinforced. In these arrangements, people in poverty and women
must be empowered to play key roles. In the end, the bottom line is a point that bears repeating: people living in poverty
represent unrealized human capital potential, and the eradication of their poverty will bring benefits to the whole of society.

L] L]
Strengthenmg the Policy Development Process
Effective policies require careful monitoring and evaluation. Information and communication technologies facilitate the
dissemination of such information through urban observatories and best practices databases. However, no matter how good
the practices are, they can never be more than a reflection of what is possible under the current circumstances. Therefore,
assessments of best practices against criteria derived from normative goals with measurable benchmarks are needed. Such
information must be collected at the individual and local level to capture differences by gender, locality and other relevant
dimensions. The transferability of approaches that work requires policy makers to distinguish between technical description
of successful prototypes diffused through simple replication, on the one hand, and more analytical lesson-drawing based on
prospective evaluations of differences in political, economic and cultural contexts, on the other.
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New Forms of Governance and Political Strategies for Urban
Liveability

Governance strategies relying on market mechanisms to coordinate multiple, interdependent interests and shared resources
and purposes ultimately fail to address critical governance tasks of steering and integration. The complementarity of civil
society and government is at the core of good governance. Urban liveability depends on the state’s capacity to perform as a
public institution and deliver the collective goods and services that cities and communities need, but it depends in equal
measure on the extent to which communities and civil society groups can build ties with people and agencies within the
state who share the same agenda. Non-governmental organizations (NGOs) without a community base lack legitimacy, and
communities that lack external ties are politically weak and parochial. Further, state agencies rely on political pressure from
communities to enact legislation and implement policies. The challenge is to adopt approaches for working in
interconnected, complementary ways in all aspects of human settlements development.



Frequency of
‘globalization’ in
publication titles,

HUMAN SETTLEMENTS
IN A GLOBALIZING WORLD

In 1996, the United Nations Centre for Human Settlements
(Habitat) produced its second Global Report on Human
Settlements, characterizing cities around the world as
places of opportunity. Aptly titled An Urbanizing World, it
presented a view of cities as engines of growth. The report
identified problems associated with urbanization but it also
revealed cities as holding the potential for solving these
problems.!

Today, the trend of urbanization continues? but,
more so than five years ago, it is intertwined with global-
ization, a process whose salience is reflected in recent
international events and publications, including the Human
Development Report 1999° of the United Nations
Development Programme (UNDP) and the World Bank’s
World Development Report 1999/2000.* An inventory of
research literature since 1990 reveals an exponential growth
of publications dealing with globalization. Figure 1.1 illus-
trates this sharp rise during the last decade, showing a
manifold increase.

In addition to the overall strong upward trend, it is
noteworthy that the growth rate of publications on legal
aspects of globalization is lagging behind that of publica-
tions on the subject in other fields (Figure I.1). The reason
may be that the tradition of law tends to be reactive -
rather than proactive - based on precedents which take
time to establish. At any rate, the striking disparity is
suggestive of an asynchronous and imbalanced relationship
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between the ongoing globalization of commerce and the
delayed development of normative frameworks to guide its
direction, generating pressing challenges with which Cities
in a Globalizing World concerns itself.

Like urbanization, globalization brings opportunities
as well as problems, both most clearly seen in cities. The
challenge is to develop solutions to the problems associated
with globalization, while at the same time realizing its
positive prospects.® Human settlements can play a key role
in this regard. Through good governance and effective
partnerships, they can help eliminate poverty and reduce
inequality. Their challenge is to function not only as engines
of economic growth, but also as agents of social justice.

A Globalizing World

Globalization is not a new phenomenon. The Silk Road is
but one example of an early economic and cultural linking
of diverse societies across large distances.”

Globalization is not a new phenomenon. However, what is
new is the speed, the scale, the scope and the complexity of
global connections today.

However, global connections today differ in at least four
important ways. First, they function at much greater speed
than ever before. Improved technologies enable much faster
transportation of people and goods and the instantaneous
transmission of information. Second, globalization operates
on a much larger scale, leaving few people unaffected and
making its influence felt in even the most remote places.
Third, the scope of global connections is much broader and
has multiple dimensions - economic, technological, politi-
cal, legal, social and cultural, among others — each of which
has multiple facets.® Linkages have proliferated to involve
multiple, interdependent flows of a greater variety of goods,
services, people, capital, information and diseases.
Significant in this expanded scope is the growing globaliza-
tion of human rights and the rule of law, which may
conflict with established commercial routines and political
practices. Fourth, the dynamic and often unmediated inter-
actions among numerous global actors create a new level of
complexity for the relationships between policy and practice.
It is important to acknowledge the positive conse-
quences of globalization. Indeed, it would be short-sighted
to ignore these benefits. Globalization has facilitated, for
example, the diffusion of medical advances that have



reduced mortality rates” and agricultural technologies that
have boosted food production.!” Globalization has also
enabled the spread of norms of democratic governance,
environmental justice and human rights, helping to provide
criteria against which the actions, policies and legislation of
governments can be judged.!” These valuable outcomes
must be recognized and further encouraged.

The world welcomes these successes of globalization,
but many urgent problems remain unresolved. In Africa,
only one-third of all urban households are connected to
potable water.'® In Latin America, urban poverty stood at 30
per cent in 1997, and the estimated quantitative housing
deficit for 19 countries with available data totalled more
than 17 million units." In Asia Pacific, a mere 38 per cent of
urban households are connected to a sewerage system." In
Europe, processes of social exclusion marginalize many low-
income and minority households,'6 while urban crime and
the decline of peripheral housing estates undermine many
communities.”” In the United States, problems of residential
segregation, discrimination in housing markets, and afford-
ability persist, particularly in large cities.!® Worldwide,
innumerable people live under conditions of abject poverty
or experience very unequal access to resources.

11

‘The central challenge we face today is to ensure that
globalization becomes a positive force for all the world’s
people, instead of leaving billions of them behind in
squalot’ - Kofi Annan, We the Peoples (2000) p 6

It is clear that benefits attributed to globalization have not
accrued to everyone alike. Indeed, studies indicate that,
while the conditions of many have improved, others have
seen their situation deteriorate. In many countries, real
incomes have fallen, the costs of living have gone up and
the number of poor households has grown, especially in
cities. Sixty countries have been getting steadily poorer
since 1980." Many studies report increasing economic
disparities between nations, cities, neighbourhoods and
households.?? The evidence reveals strong polarization,
with inequalities getting worse.

The world welcomes the successes of globalization,

but, at the same time, important challenges remain.

Pressing problems of poverty, inequity and polariza-
tion urgently demand action

This focus on social justice in an increasingly market-
oriented world is consistent with Article 11 of the
International Covenant on Economic, Social and Cultural
Rights,”! which ‘recognizes the right of everyone to an
adequate standard of living, including adequate food, cloth-
ing and housing, and to the continuous improvement of
living conditions.’”?

The international community has universally recog-
nized the right to an adequate standard of living,
including housing, and the fundamental obligation of
governments in the provision of shelter and the
improvement of homes and neighbourhoods

Prologue: Human Settlements in a Globalizing World

It is also in accordance with the Istanbul Declaration on
Human Settlements,”® in which States announce that they
will:

‘intensify (their) efforts to eradicate poverty and discrimi-
nation, to promote and protect all human rights and
fundamental freedoms for all, and to provide for basic
needs, such as education, nutrition and life-span health
care services, and, especially, adequate shelter for all’

while committing themselves to the objectives, principles
and recommendations contained in the Habitat Agenda’
and pledging to attain its goals of adequate shelter for all
and sustainable human settlement development in a urban-
izing world

Globalization and Human
Settlements

In recent years, several publications® and public
discourses”” have focused attention on various questions of
globalization and development. These reviews and discus-
sions have mainly dealt with aspects of macroeconomic
development and human development. The development of
human settlements has received much less attention. This is
unfortunate because the outcomes of economic and human
development are strongly linked to conditions and processes
in human settlements.?®

The processes of globalization have a distinct spatial
specificity. Their outcomes also show particular geographic
patterns. Although globalization certainly affects rural
areas,”” global forces are centred in cities. It is in cities
where global operations are centralized and where one can
see most clearly the phenomena associated with their activ-
ities: changes in the structure of employment, the
formation of powerful partnerships, the development of
monumental real estate, the emergence of new forms of
local governance, the effects of organized crime, the expan-
sion of corruption, the fragmentation of informal networks
and the spatial isolation and social exclusion of certain
population groups.

Human settlements form an important link in
processes of globalization and their economic impli-
cations for human development

The characteristics of cities and their surrounding regions,
in turn, help shape globalization; for example, by providing
a suitable labour force, making available the required physi-
cal and technological infrastructure, creating a stable and
accommodating regulatory environment, offering the
bundle of necessary support services, contributing financial
incentives and possessing the institutional capacity without
which globalization cannot occur.*

Thus, urban settlements mediate the reciprocal
relationships between globalization, on the one hand, and
economic and human development, on the other.

XXX1



Cities in a Globalizing World

XXXl

Making Choices:
Globalization as a Purposeful
Process

‘We know that the global dilemma of squalor amid
splendour is a creature of human agency, and that it can
be reversed by human agency’ - Kofi Annan, Address
to the World Bank Conference on ‘Global Knowledge
'97’, Toronto, 22 June 1997

Transportation and communication technologies are often
seen as the driving forces behind globalization.?! These
technologies, however, are neutral tools that merely make
globalization possible and that may be used to various
ends.* Purposeful actors produce globalization as they
develop and exploit technologies to their advantage. Among
these actors, transnational corporations (ITNCs) have been
dominant. Motives of private gain have propelled their
actions. Their chief purpose has been to maximize profit.
Policies favouring market expansion have supported this
purpose. Usually referred to as the neo-liberal platform,
these include Structural Adjustment Programmes (SADs) of
the International Monetary Fund (IMF)® and World Bank,
international financial rules of the IME trade rules of the
General Agreement on Trade and Tariffs (GATT) and more
recently the World Trade Organization (WTO),3 and invest-
ment rules under Bilateral Investment Treaties (BITs).%

To date, objectives of economic growth have
dominated the policy agenda. However, for development to
be successful, economic growth must be pursued in the
context of social justice and environmental sustainability.%

This sets up a conflict between the economic and
social components of globalization and a dialectic on what
the normative goals of globalization ought to be. There is
little that is neutral about the content on either side as each
seeks advantage by diminishing the effective power of the
other.?’ The normative goals of globalization deserve and
demand deliberate choices, informed by careful study of
facts guided by agreed upon principles and standards of
human living. The argument made in this report is that
globalization strategies, which, up to now, have been
dominated by economic interests, must give priority to the
well-being and quality of life of the billions of people who
are suffering increased hardship as a result of policies that
have promoted, first and foremost, the global expansion of
markets.

Need for New Institutional
Arrangements

During the era of industrialization, the introduction of new
manufacturing technologies affected the physical, economic
and social characteristics of human settlements. The benefi-
claries were first of all the capitalist investors and owners
of the means of production, seeking the accumulation of
wealth. Millions of workers and their families provided the
labour that produced this wealth. They lived in rapidly

growing cities under abominable conditions that have been
well documented.® Mobilization of various interest groups
led to new roles for national and local governments, which
assumed responsibilities for ensuring the public welfare; for
example, by requiring a minimum living wage, proscribing
the use of child labour, creating universal access to potable
water, greatly improved provisions for sanitation (drains,
sewers, garbage collection), basic health care and elemen-
tary education.

Similarly, during the present time of globalization,
the widespread application of newly emerging transporta-
tion and communication technologies is reshaping the
physical, economic and social fabric of cities everywhere.
The benefits and costs of these changes are unevenly
distributed. Homeless people are living in cardboard boxes
next to gleaming skyscrapers occupied by corporations
whose budgets exceed those of many developing countries.
Just as in centuries past, industrialization brought in its
wake advances and problems whose resolution demanded
new institutional arrangements, so also does globalization
at present.

Just as in centuries past, industrialization brought in
its wake advances and problems whose resolution
demanded new institutional arrangements, so also
does globalization at present

The Role of Government

As global forces have increasingly asserted themselves,
particularly in the form of TNCs, the sovereignty of
national governments has declined. The gap in serving the
public interest is being more and more taken up by local
authorities and, paradoxically, by the private sector as these
entities become responsible for functions previously
ascribed to national governments. This ‘hollowing out of
the state’ (upwards, sideways and downwards) can be
observed, in various forms and to different degrees, in many
countries around the world. However, this development
does not render national governments impotent or irrele-
vant. In contrast, as shown in this report, important
responsibilities remain and new roles are presenting
themselves.”

These new roles must be given form under difficult
circumstances. Not only do national governments face criti-
cal domestic issues, they are also constrained by major
international interests that favour solutions thought to
result from the workings of market mechanisms. The World
Bank and the International Monetary Fund,*’ among
others, have argued that the task of national governments
should be to remove barriers that prevent the smooth
functioning of markets. From their perspective, competition
between cities and regions is something positive, leading to
economic growth, which, in turn, is seen as the solution to
poverty. According to this viewpoint, governments should
eliminate regulations that hamper market dynamics and
play an active role in ‘levelling the playing field.!

However, research reported in Chapter 1 shows that
reducing inequality can have as much impact on reducing



poverty as does increasing economic growth. Moreover,
evidence, presented in this report and elsewhere, indicates
that the notion of completely free markets is a myth. In
reality, governments always shape market dynamics and
outcomes; for example, through tariffs on trade, quotas for
immigration, licensing requirements, taxation of income
and property, anti-trust legislation and regulation of the
supply of credit. An especially conspicuous contradiction is
the renewed drive for stricter border controls to keep out
immigrants and refugees, while at the same time lifting
restrictions to create border-free economic zones.*
Government intervention is often required to ensure that
the strong centripetal tendencies of unregulated markets do
not result in oligopoly or even monopoly that would
adversely affect the leading indicators of market effective-
ness: price and quality. These interventions reflect the
influences of contending interest groups on policy, and
they produce outcomes that benefit some a great deal more
than others.

Nor are ‘open’ markets a panacea. Indeed, there is
growing recognition that opening new regions for expand-
ing markets often creates or reinforces patterns of uneven
development, as investors prefer some locations to others.*
Acknowledging these concerns, the European Union, for
example, created the European Regional Development Fund
to promote infrastructure projects that enhance the produc-
tive capacity and strengthen the economy of disadvantaged
regions. It also established the European Social Fund in
support of vocational guidance and skill-improvement
programmes to help young people and the long-term
unemployed gain access to (better) jobs.*> Debate exists
about the adequacy of these initiatives, but research shows
that different public policies can produce different living
conditions in countries with similar experiences of global-
ization and technological change. It is clear that there will
be a continuing need for strong government involvement.*
This government role is shifting from that of provider to
that of enabler, with an emphasis on the ability to act as a
regulator, catalyst and partner. Markets, moreover, are not
inclusive. Households with low incomes often cannot
translate their needs into an effective market demand. It is
not evident how profit-seeking suppliers can guarantee
access to entitlements and assistance programmes without
which such households are left to the mercy of market
forces, unable to meet their basic needs for shelter, health
care and food.

Markets also fail to generate solutions to serious
environmental degradation, especially when powerful
producers and consumers exploit distant natural resources.
Economic calculations do not usually include the
disruptions of ecosystems whose implications are far into
the future or whose costs are borne by others rather than
the profit makers.”” Markets need to be regulated in ways
that internalize such externalities and balance short-term
private discount rates with long-term societal ones.*®

The connection between the logic of the market and
the logic of liveability is anything but automatic. The
markets that shape cities are first of all markets for land,
and land is a finite commodity.”’ More land cannot be

Prologue: Human Settlements in a Globalizing World
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produced in a particular place in response to increased
demand. When demand for land exceeds supply, price
increases are the likely result. Projection of a demand trend
into a future without countervailing regulatory pressure
results in the speculative valuation of land. A growing
proportion of urban dwellers face an impossible disjunction
between the wages generated by city labour markets and
the housing costs generated by the market for urban land.
At the same time, ‘marketable’ uses for land, like housing
for affluent individuals and commercial space for corpora-
tions, drive out non-marketable uses, like parks and green
space, making the city as a whole less liveable.””

‘Glocalization’, the Rise of
Civil Society and the
Changing Nature of Urban
Planning

A recent analysis of spatial development patterns in Pacific
Asia concludes that a strategy towards more resilient
economies calls for policies that Jocalize the potential for
development across national space rather than global
regions.”! Just as national governments are not impotent
onlookers on the global stage, but active participants with
continuing responsibilities, so also can local governments
play important roles. In fact, there is an inverse relationship
between the significance of distance and the significance of
place. As the constraints of geographical distance are
becoming less important, the specific features of particular
locales are becoming more important in the locational
decision-making of businesses and households. Locational
features impose certain restrictions but they also provide
opportunities for local development choices that can be
‘marketed’. Globalization necessarily materializes in specific
institutional arrangements in specific places, many of
which are in cities. ‘Glocalization’ is a term used to describe
the dialectic interdependence of the local and global dimen-
sions of economic, political and cultural processes. Local
development s tightly linked to global forces, but not
determined by machinations of international capital.”?
Therefore, far from exerting a deterministic, homogenizing
effect, globalization processes allow for local differentiation.
As will be argued later in this report, the outcomes of these
processes reflect the claims that different interests make on
urban places — more or less effectively. These interests
include representatives of global capital that use cities as an
organizational commodity to maximize profit, but they
also include disadvantaged local population groups who
need the city as a place to live. Cities are increasingly
strategic sites in the realization of these claims. Against this
background, the emergence of new forms of governance
and the formation of civil society organizations in the
interstices of existing arrangements reflect a ‘globalization-
from-below’ whose articulation happens in transnational
networks across urban nodes.”

The emergence of a new localism under globalization
can be seen in three important ways.* First, we can
observe a growing significance of organized civil society,
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particularly in countries of the developing world, but also
in the north.* Civil society organizations and social
movements emerged as central actors in Latin America
during the 1960s and 1970s, when more direct forms of
institutional demand making were not available. They left
in their wake a strong NGO network that is increasingly
working with municipal governments to improve services
and participatory structures for the relatively disadvantaged
majority. In the north, new attention to the local arises, to
a considerable extent, from growing concerns about
environmental risk and the consequences of uncontrolled
urban development.” In Africa, where civil society and
associational life has been slower to develop, with some
exceptions, global forces have created an informal sector
that fosters non-state initiatives at the local level in which
women play prominent roles.

Second, as civil society becomes more organized and
effective, municipal institutions have been democratizing.
There is some connection between these trends in that
more active civil society both requires, and responds to
more participatory local structures. Local elections with a
choice among multiple parties have become increasingly
common in Latin America, and in parts of Africa, South
Asia and Southeast Asia. In many cases — such as South
Africa, India and Brazil - this expansion of local democratic
government has been reinforced by constitutional reforms.
Although the full evidence is not yet in, there are encourag-
ing signs that municipal performance is improving in
response to democratization.”

Given an emerging civil society and democratic
municipal institutions, a third element of ‘the growing
importance of the local” has to do with how communities
make choices. Local political coalitions together with
important groups from civil society are attempting to shape
their cities and towns in ways that maximize what they
consider the opportunities to be gained from globalization.
Whether this involves campaigns against crime or plans to
improve the local environment in order to attract tourists;
or whether it involves strategies to reduce local taxes or
develop a more comprehensive educational system in order
to attract outside investment; in either case, municipal
officials and their partners are increasingly alert to the
potential benefits of competitive strategies.

As a result, in many cities there has been a shift in
the policies of urban government from managerialism to
entrepreneurialism. This entrepreneurial attitude views the
city as a product that needs to be marketed. The emphasis
on marketing underpins the restructuring of cities so that
they appeal to global investors and favours the dominance
of economic interests in urban planning. The particular
historical character of a city tends to be subordinated in the
quest for an international image, with local identity becom-
ing a public relations artefact designed to aid marketing (see
Chapter 2).

By the same token, cities that do not have the
resources to attract outside interest and investment may
find themselves even more bereft and impoverished. Local
capacity building is essential to reduce the potential for
such polarization. In this connection, it is encouraging that

international cooperation in the form of city-to-city
exchanges is growing in popularity. Public-private partner-
ships are also being broadened to include civil society
groups and there is increasing evidence of the potential of
community-based networks based on direct people-to-
people interactions. Decentralized cooperation further
supports local choices in urban development. These devel-
opments are reviewed in Chapter 14.

Globalization not only increases competition but also
fragmentation, with contradictory effects on cities. To
compete effectively, cities must act as collective units.
However, their growing social, political, economic and
physical fragmentation hampers their capacity to build
coalitions, mobilize resources and develop sufficient gover-
nance structures. Given that metropolitan areas are the
chief arenas for global competition, it is necessary to
strengthen them by giving them greater authority and
autonomy in resource allocation. However, the enabling
role of governments must be broader than facilitating the
functioning of markets and also includes responsibility for
social cohesion, equity and conflict resolution.

The term ‘metropolization of the world economy’
has been used to describe the archipelagic spatial structure
of emerging global urban networks.”® Megacities, compris-
ing urban cores and associated hinterlands, are theoretically
able to address all kinds of technical problems, including
urban service provision and environmental management.
However, they are facing difficult governance challenges,
owing to obsolete systems tailored to traditional cities and
inhabitants who are more concerned with their immediate
individual and local neighbourhood interests than with
their common future as citizens of the same city.”

Urban planners are inescapably caught up in this
dynamic. The new planning is less codified and technical,
more innovative and entrepreneurial. It is also more partici-
patory and concerned with projects rather than whole
urban systems. Planning expertise is increasingly sought not
only by the state, but also by the corporate sector and civil
society. Planners seek to forge agreements through negotia-
tion and mediation among contesting parties. Planning is
no longer lodged solely in urban government as a font of
privileged knowledge about ‘the public interest’. What is
controversial is not urban planning per se, but its goal:
whether it should be directed chiefly at efficiency, reinforc-
ing the current distribution of wealth and power, or
whether it should play a distributive role to help create
minimum standards of urban liveability.

As planning becomes more difficult to define as a
state-based process of intervention, it finds expression in a
greater diversity of forms, including the advocacy for and
mobilization of community-based groups that seek to assert
their rights to the city.5! This development places marginal-
ity at centre stage. It stresses a notion of urban poverty
that goes beyond monetary standards and consumption for
basic needs. It offers insights from within households to
show how poverty is a form of vulnerability and lack of
power that is multidimensional and, further, how efforts at
redress by households are not typically anti-systemic but
oriented towards gaining benefits from more favourable



inclusion in ongoing urban development processes.*? These
insights also provide a better understanding of the gendered
nature of poverty and the important roles of women in
attempts to eradicate it.%

Figure 1.2 is a visual summary of how societal sectors
interface at different scales vis-a-vis a range of issues. It
indicates how actors in the public and private sectors as
well as civil society, at all levels, may play a role in relevant
approaches to those human settlement concerns that
urgently demand attention. Foremost among these
problems is the rapid growth of urban poverty and polariza-
tion. The challenges presented by these trends exceed the
capabilities of governments. They require the formation of
partnerships with the private sector as well as civil society.
If such partnerships are to be effective, people living in
poverty, and women among them in particular, must be
empowered to deploy their unrealized potential as equal
participants in the development of solutions to the
problems that they experience first hand. It is clear, then,
that appropriate capacity building and cooperative govern-
ing are vital elements of strategies to improve urban
liveability for all people.

Whatever its merits as a representation of the multi-
ple facets of human settlements development policies,
Figure 1.2 cannot capture the complex dynamics of real-
world interactions, nor the distribution of resources and the
real costs and benefits experienced by people. It is precisely
these aspects that this report takes up.

Purpose of this Report

The purpose of this report is to review human settle-
ment trends in the context of globalization; to
analyse their implications for poverty, inequity and
polarization; and to develop recommendations for
planning, development and management policies and
practices in support of those most at risk

Notes
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Interfaces of societal
sectors

Against this background, one aim of this report is to
examine conditions and recent trends in human settlements
around the world. In doing so, it concerns itself particularly
with implications of globalization for poverty (the inability
to maintain a minimum standard of living), inequity
(poverty amid affluence and the unequal access to redress)
and polarization (inequities becoming worse). It also makes
recommendations from a perspective of advocacy on behalf
of those at greatest risk: typically the poor, women,
children, the elderly, the disabled, refugees, immigrants and
minority groups. Although it is critical to give special
consideration to these population groups, it is equally
important not to restrict the focus to their particular
characteristics which would have the effect of reifying
them as a priori ‘vulnerable categories’. Their vulnerability is
not a given. It does not exist in a vacuum. This makes it
essential to adopt contextual perspectives that direct atten-
tion to the factors that put these groups at risk. Without
such perspectives, efforts will be misdirected at symptoms,
rather than aimed at root causes.

| See UNCHS (Habitiat), 1996.
For an earlier view of cities as
engines of growth, see Klaassen
etal, 1989.

2 Brockerhoff, [999 reviews
projected and actual urban
growth rates in the developing
countries since 1970. His analy-
sis indicates a slow down of the
anticipated urban transition. In
the oft-cited case of Mexico
City, based on simple extrapola-
tion of a population increase
from 5.4 million in 1960 to 13
million in 1980, the United
Nations predicted a population
of 31.3 million in 2000, whereas
the actual number in that year
was only about 18 million.

Brockerhoff’s review indicates
that observed trends warranting
downward adjustments of urban
growth rates are not limited to
a few large cities, but are
widespread in the developing
world. These changed trends
reflect the effects of relatively
weak expansion of urban indus-
tries and price shifts
unfavourable to manufactured
goods, population ageing and
migratory patterns.

UNDP, 1999.

World Bank, 1999a.

Data for Figure I.| come from
the following sources; ISI: Web
of Science, Social and Behavioral
Sciences, Institute of Scientific

Information (ISI)
(www.isinet.com/); WorldCat:
over 42 million cataloging
records created by libraries
around the world in 400
languages (available through
Online Computer Library
Center (OCLC)
(www.oclc.orgloclc/menu/home
|.htm), used by over 36,000
libraries in 74 countries);
ArtFirst: articles found in the
table of contents of nearly
12,500 journals covering
science, technology, medicine,
social science, business, the
humanities and popular culture
(source: OCLC); and Legal:
articles from legal journals,

yearbooks, institutes, bar associ-
ation organs, law reviews and
government publications origi-
nating in the United States,
Canada, Great Britain, Ireland,
Australia and New Zealand
(source: OCLC).

Commenting on ‘The Urban
Revolution’, Klaus Tépfer has
described cities as ‘home to a
wealth of cultural diversity,
political dynamism, immensely
productive, creative and innova-
tive’, while, at the same time,
noting that cities are ‘breeding
grounds of poverty, violence,
pollution, and congestion’ which
‘for many millions of people,
[have] become a nightmare’,
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thus creating a ‘tale of two
cities’ (Topfer, 1999).

See, for example, Foltz, 2000;
Laut, 1990; Liu, 1998.The Silk
Road is an interesting historical
precursor of modern globaliza-
tion; it has recently been used as
the name for a proposed money
system with low-cost electronic
communication protocols,
enabling small transactions,
without a central bank, in an
open system that supports
network resource management,
routing, interconnection with
the internet and other informa-
tion services, across trust
boundaries with competing
providers for all services (Hardy
and Tribble, 1995). The Australian
Department of Foreign Affairs
and Trade similarly referred to
the Silk Road in its recent
report on facilitation of interna-
tional trade through effective
use of the internet (Australia,
1999); cf Bloor, 2000. For histor-
ical perspectives on economic
globalization, see Henderson,
1999 and Chase-Dunn et al,
2000.

For example, economic global-
ization can include growth of
international trade as well as
increases in foreign investment.
Likewise, political globalization
can be seen in greater cross-
border cooperation between
national governments, but also
in the ‘twinning’ of municipal
governments (see Chapter 14)
and in the rise of international
networking of non-governmen-
tal organizations (NGOs) and
civil society groups.

Especially important have been
the benefits of antibiotics and
vaccination. The best-known
example is perhaps the eradica-
tion of the often fatal smallpox
disease. Unfortunately, these
gains stand along with setbacks
resulting from new diseases,
notably HIV/AIDS, which are
taking their toll while patent
protections limit the accessibil-
ity of medication on the basis of
ability-to-pay, recently
announced price cuts notwith-
standing. For a recent
examination of the link between
globalization, urbanization and
the spread of infectious disease,
see Pirages and Runci, 2000. See
also Lee and Dodgson, 2000 for
a historical examination of
cholera pandemics as a function
of globalization. Aside from the
spread of medication, notewor-
thy as well is the global work of
organizations such as the 1999
Nobel Peace Prize-winning
Médecins Sans Frontiers
(www.msf.org/), an independent
humanitarian medical aid agency,
founded in 1971 with a commit-
ment to providing medical aid
wherever it is needed, regard-
less of race, religion, politics or
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sex and raising awareness of the
plight of the people in need.

A recent example is the devel-
opment of high-yield,
mosaic-disease-resistant cassava,
the food staple of large numbers
of households in East Africa.
Optimism about these advances
is tempered by concerns about
unpredictable consequences of
genetically engineered food
products for environmental and
human health.

According to the Institute for
Democracy and Electoral
Assistance (www.int-
idea.se/index.ntm), since the fall
of the Berlin Wall, more than 50
countries around the world
organized elections for the first
time in their existence. See
Karatnycky, 2000, for a historical
review; cf Franck, 1992.The
Press Freedom Survey 2000
(www.freedomhouse.org/pfs200
0/) offers an assessment of
recent changes in restrictions
placed on printed and
electronic media.

Hulchanski and Leckie (2000)
provide a comprehensive
chronology of United Nations
activity concerning the human
right to adequate housing. The
Centre on Housing Rights and
Evictions (COHRE)
(www.cohre.org/), established in
1994 as a non-profit foundation,
offers an informative web site
with links to international
organizations and data bases on
economic, cultural and human
rights; see also the web site for
the Asian Coalition for Housing
Rights (www.achr.net/). Castells
(1996) has identified the growth
of a diversified, worldwide
women'’s movement as one of
the most important grassroots
developments under globaliza-
tion. In this regard, see also
Moghadam, 2000. For an excel-
lent internet gateway to human
rights, see www.hri.ca/. Adeola
(2000) provides a discussion of
a specific recent example of
international environmental
justice and human rights issues,
highlighted by the Movement
for the Survival of the Ogoni
People (MOSOP) in Nigeria. See
also Brooks, 2000, on the U'Wa
people of the Colombian Andes,
who have been fighting oil-
drilling on their land by
Occidental Petroleum.

UNCHS (Habitat), 1998.

See MacDonald and Simioni,
1999.

See note 13 supra.

European Commission, 2000
provides an in-depth study of
social exclusion in ten urban
neighbourhoods in eight
countries. See also Lawless et al,
1998; Madanipour et al, [998.
For social exclusion specifically
in relation to housing, see, for

20

2

22

23

24

25

26

27

example, Marsh and Mullins,
1998; McGregor and
McConnachie, 1995; Ratcliffe,
1998; Somerville, 1998; Taylor,
1998.

Power (1997;1999) provides a
wide-ranging examination of 20
crisis estates in Britain,
Denmark, France, Germany and
Ireland. Krantz et al (1999)
oriented a similar study to the
social and physical dimensions
of housing projects on the
periphery of cities in Britain,
Denmark, France, The
Netherlands and Sweden. Hall
(1997) offers a comprehensive
review and analysis of regenera-
tion policies for problematic
outlying British housing estates.
For segregation, see, for
example, Goering et al, 1997;
Carter et al, 1998; Briggs et al,
1999. Schwemm (1990) and
Yinger (1995) offer excellent
coverage of fair housing and
discrimination. See also the
special issue of Cityscape;
Journal of Policy Development and
Research (1999) 4(3), commem-
orating the 30th anniversary of
the Fair Housing Act. Treatment
of affordability questions can be
found in, for example, Joint
Center for Housing Studies,
2000 and the Journal of
Affordable Housing and
Community Development.

See UNDP, 1999.

Chapter | of this report
provides fuller discussion of
trends in inequality.

Adopted and opened for signa-
ture, ratification and accession
by General Assembly resolution
2200A (XXI) of 16 December
1966; entry into force: 3 January
1976, in accordance with article
27. Ratified by 142 states as of
15 May 2000. See
www.unhchr.ch/html/menu3/b/a
_cescrhtm.

This was a reaffirmation of
article 25(1) of the Universal
Declaration of Human Rights
adopted in 1948.

See
www.unchs.org/unchs/english/ha
genda/ist-dec.htm.

See
www.unchs.org/unchs/english/ha
genda/haghome.htm.

The Habitat Agenda is discussed
in Chapter 3 of this report,
which also examines related
policy platforms that have
resulted from other United
Nations summits. Chapter 16
reviews the human right to
housing.

See, for example, Axtmann,
1998; Cosgrove-Sacks, 1999;
Schuurman, 2000; Simmons,
1999; UNDP, 1999;World Bank,
1999a.

In the Spring of 2000, a six-
week long internet-based
discussion
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(www.worldbank.org/devforum/f
orum_poverty.html) of the pre-
publication draft of the
1999/2000 World Development
Report, ‘Attacking Poverty,
(World Bank, 1999a)
(www.worldbank.org/html/extp
b/wdr99.htm) attracted more
than 1500 subscribers and
participants from many
countries, who frequently
commented on aspects of
globalization. A subsequent
electronic forum on
‘Globalization and Poverty’,
(www.worldbank.org/devforum/f
orum_globalization.html) held in
May 2000, under the joint
auspices of the World Bank
(www.worldbank.org) and the
Panos Institute
(www.oneworld.org/panos/hom
e/homepage.html), involved over
4200 participants from more
than 120 countries, an
estimated 30 per cent of them
from the developing world. As
well, the UK Department for
International Development
(DFID), jointly with OneWorld,
conducted in Spring, 2000, an
electronic consultation
(www.oneworld.net/consulta-
tion/dfid/) to obtain feedback
on the draft of a White Paper
on the changes resulting from
globalization and the opportuni-
ties and challenges this presents
for faster progress in reducing
poverty and promoting sustain-
able development in the
poorest countries. This six-week
forum solicited input from
NGOs, academics, DFID staff,
development workers, ICT and
knowledge specialists, media
and interested members of the
public, in particular on informa-
tion and communication
technologies.

For example, see Burgers, 1996,
for a study showing how
national welfare state arrange-
ments and specific urban
histories are important mediat-
ing variables in the particular
local outcomes of international
economic restructuring.

For example, Structural
Adjustment Policies have led to
the growing of exportable
products to substitute for
subsistence farming, as in Ghana
where cocoa has taken the
place of plantain on a large
portion of available arable land.
Consequently, food now
accounts for one-third of its
imports, which has not helped
that country’s farmers (for a
grassroots generated, sustain-
able alternative to help address
problems related to imposed
cocoa cultivation, found widely
in West Africa, see work by the
Lend-a-Hand-Foundation in
Cameroon (www.lend-a-
hand.org/index.htm).
Globalization has also affected
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peri-urban development; see, for
example, Briggs and Mwamfupe,
2000, for a case study of an
African city (Dar es Salaam).
Losada et al (1998) review a
Latin American city (Mexico
City). Box 2.6 describes recent
developments in the peri-urban
zone of an Asian city, Manila. As
another example of how global-
ization influences rural areas,
modern information and
communication technologies are
increasingly harnessed in
agricultural production and
marketing (O'Meara, 2000).
Farmers in Sri Lanka are using
the internet to get information
about produce prices in
Colombo to negotiate better
rates with brokers, increasing
their income by as much as 50
per cent. In Papua New Guinea,
the internet is being used to
disseminate the knowledge of
village elders, who can forecast
storms weeks in advance by
observing physical changes in
plants and animals. In Africa, the
internet is helping to avert
famine by making farmers aware
of the state of crops through-
out particular regions or
countries (Schenker, [999).In
Pondicherry, India, project staff
of the Swaminathan Foundation
distribute highly practical infor-
mation in the local language
(Tamil) through a village
computer network, from the
visiting dates of mobile medical
clinics to warnings about wave
height and wind direction for
fishers in the Bay of Bengal,
downloaded from a US Navy
site (Dugger, 2000).

Although the focus in this
report is primarily on cities, it is
important to bear in mind that
the rural-urban distinction is a
fuzzy one and that there exist
numerous economic, social and
environmental connections; for
example, through food produc-
tion, migratory flows, kinship
networks, wage remittances,
production externalities, media
and institutional infrastructure.
Globalization tends to reinforce
this functional integration,
further illustrating earlier
notions of the rural-urban
continuum (Dewey, 960;
Duncan, 1957; Pahl, 1966) and
the ‘urban field’ (Friedmann and
Miller, [965). The extent and the
ways that globalization operates
through a hierarchical urban
pattern remains a largely empir-
ical question (see, eg Douglass,
2000).

See for example UNDP, 1999,
Chapter 2.

Globalization is not an
autonomous process. It does
not mechanistically ‘run its
course’, as some have written.
The literature is replete with
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obfuscatory phrasing, denoting
globalization as an independent
variable and obscuring the
significance of human agency.
The following passage is charac-
teristic:

‘Imagine a wondrous new

machine ... a machine that

reaps as s destroys. It is huge

and mobile, something like the
machines of modern agricul-

ture, but vastly more

complicated and powerful.

Think of this awesome

machine running over open

terrain and ignoring familiar
boundaries. It plows across

fields and fencerows with fierce
momentum that is exhilarating

to behold and also frightening.

As it goes, the machine throws

off enormous mows of wealth

and bounty while it leaves

behind great furrows of wreck-

age ... no one is at the wheel.

In fact, this machine has no

wheel, nor any internal gover-

nor to control the speed and
direction. It is sustained by its

own forward motion ... and it

is accelerating’ (Greider,

1997,p 11).

Most misleading is wording that
inverts causality — for example,
‘globalization unleashes forces’ -
found among proponents as
well as detractors of globaliza-
tion.

See www.imf.org/

See www.wto.org/

Barry Coates, Director of the
World Development Movement.
May 1,2000. ‘Globalisation,
Development and Poverty:What
Do We Know?” Introduction to
the on-line debate on
Globalization and Poverty
organized by the Panos Institute
and the World Bank Institute.
See Sen, 1999 and Evans et al,
2001 for compelling reasoning
in support of this argument.
Relatedly, in a historical exami-
nation of worldwide trade
patterns, Chase-Dunn et al,
2000 have argued that
‘economic globalization creates
a demand for political globaliza-
tion because markets are unable
to resolve the problems of
distributive justice and uneven
development that they create’,
leading to a consideration of
the role of hegemonic legiti-
macy (p 93). Fortunately, there
is nothing deterministic about
the ideological content of
globalization or the aspiration(s)
it serves. In principle, the same
technologies TNCs use to
further their private interests
can also be used to advance
public welfare. This point is
eloquently argued by Falk, 1999.
For a similar view, see Dirlik,
1998; Marris, 1998.

The proposed Multilateral
Agreement on Investment
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(MA), for example, seeks to
override social and environmen-
tal regulatory mechanisms
where they may become barri-
ers to commerce. For an
analysis of the campaign against
the MAV, including the role of
the internet in mobilizing global
opposition, see Wood, 2000.
See, for example, Booth, 1892;
Engels, 1872; Riis, 1891; Veiller,
1910.

This is recognized even by
proponents of classical liberal-
ism, who see a minimalist role
for national governments,
upholding property and
contract rules to provide a
framework within which private
actors interact freely on the
basis of a decentralized world
price mechanism (Sally, 2000).
See www.imf.org/.

See World Bank, 1999a.

See, for example, Sassen, 1999.
For example, labour unions seek
protection against unfettered
global competition that may
threaten existing wage levels
and global corporations lobby
to prevent rival companies from
cutting into their profit margins,
while environmental interest
groups press for regulations to
safeguard natural ecosystems.
See Hudson and Williams, 1999,
for a well-documented treatment
of uneven development in the
European Union and a persuasive
case for the continuing relevance
of national governments. See also
Rodriguez-Pose, 1999. In a recent
examination of the relationship
between European economic
integration and urban inequalities
in Western Europe, McCarthy
(2000) concludes that the
prospects for reducing the
already high income inequalities
between cities by means of
economic growth are not
promising because many situa-
tional characteristics that are
important for urban competitive-
ness and growth cannot be
improved through the policy
efforts of poorer local and
national governments alone and
the level of EU-funding is insuffi-
cient.

See Chapman and Murie, 1996;
European Commission, 2000.
Further, while research has
found a correlation between
open markets and economic
growth, the causality of this
relationship has not been estab-
lished. Successful economies
may open themselves up to
external trade, but open
economies are not necessarily
successful. Indeed, some of the
better-performing countries
have imposed their own terms
on their participation in global-
ization processes (eg China,
Singapore, South Korea).

Prologue: Human Settlements in a Globalizing World
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For a good discussion of these
points, see Hardoy, Mitlin and
Satterthwaite (2001), especially
Chapters 5 and 8. See also
Haughton, 1999, for a discussion
of principles and policy
approaches in support of
environmental justice and the
sustainable development of
cities, and Wirth, 2000.

For a fuller discussion of this
point, see Evans et al, 2001,
Chapter |.

See Polanyi, 1957.

This, in turn, may force those
seeking an affordable place to
live and work to ‘sprawl’ into
peripheral areas where land is
generally cheaper.

See Douglass, forthcoming.

See Douglass, 1998.

See, for example, Cheru, 2000;
Friedmann, 1998; Evans, 2000;
Pile and Keith, 1997.

The following paragraphs draw
on ‘Urban Governance And
Politics In A Global Context:
The Growing Importance Of
The Local’, a paper by Richard
Stren, University of Toronto,
November 1998.

This is particularly seen through
the environmental, women and
human rights movements.

For example, it is at the local
level that anxieties over unregu-
lated toxic emissions are
confronted by community
groups attempting to influence
municipal by-laws and regula-
tions. This is the case in the
developing as well as the more
developed economies. See, eg
Douglass and Friedmann, 1998;
and Evans et al, 2001. In the US,
Good Neighbor Agreements
(GNAs) have emerged as a non-
litigious method of dispute
resolution among companies,
their workers, environmentalists
and local communities in the
face of declining governmental
power and rising corporate
power. Facilitated by Right-to-
Know legislation and databases
(see www.rtk.net/), dozens of
GNAs have been proposed and
signed. For an analysis of the
establishment of an enforceable,
legally binding agreement that
holds a transnational corpora-
tion accountable to a local
community, see Pellow, 2000.
Urban sprawl has also become a
divisive issue in many local
communities, producing a spate
of citizen initiatives and
counter-reactions by developers
and builders. See, for example,
the web site of the Sierra Club
(www.sierraclub.org/sprawl/)
and the Initiative and
Referendum Institute
(www.ballotwatch.org/).
Chapter 4 reviews newly
emerging approaches to metro-
politan government and the
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challenges of democratization.
Chapter |3 focuses on decen-
tralized provision and
management of urban
infrastructure and services.
Veltz, 1996.

Barcelo, 1999.

Social welfare systems came
about as attempts to address
poverty through compensatory
systems of distribution tied
closely to employment status.

6l
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They are based on individual
rights and take no account of
community. Planning has become
identified with place-based
advocacy. See Marris, 1998.

See Douglass and Friedmann,
1998.

See Douglass, 1998.

On aspects of method and
measurement, see, for example,
Razavi, 1999a; Ruspini, 1999.The
UNCHS (Habitat) has an

ongoing Women and Habitat
Programme, which recently
published a synthesis of individ-
ual country reports from Africa,
Latin America and Asia on
women’s situation in human
settlements development; see
Miraftab, 2000. On women’s
roles in urban governance and
democratization, see Razavi,
2000; Beal, 1996. On gendered
impacts of globalization on

employment, population policy
and exclusion, see Perrons,
1999; Pathak, 1995; Kuumba,
1999; Gray and Kevane, 1999.
FEANTSA (Brussels, 2000)
produced a series of country
reports detailing homelessness
among women in the European
Union.



THE DEVELOPMENT
CONTEXT: I
CHANGES AND CHALLENGES

The Prologue of this report presented a view of globalization as a process with positive
as well as negative implications. It stressed that the distribution of the benefits and
costs of globalization is neither even nor random. Building on these observations,
Chapter 1 offers a review of trends that are a cause of alarm in cities worldwide. It '
provides evidence for widespread and growing poverty and pervasive patterns of
worsening inequality, producing trends of heightened polarization with wealth and
access to resources becoming more concentrated. It also describes several ways in which
modern information and communication technologies (ICTs) tend to deepen existing
economic and social divisions. However, while ICTs are an essential element of global-
ization, they do not predetermine its goals. Later parts of this report include a variety
of examples showing how ICTs can also be used for more beneficial results. The trends
of growing poverty and polarization form an essential perspective for gaining a better
understanding of the implications of globalization for urban settlements, which is the
subject of Chapter 2. It is in urban centres that global interests focus their activities
and whence their influences on surrounding regions originate. Therefore, the second
chapter examines implications of globalization more specifically for cities.

Human settlements are not powerless in the face of globalization, but, through
good governance and in effective partnerships, can play an important part in mediating
and directing its consequences for economic and human development in positive ways.
The challenge is to develop and implement policies that support not only the function
of cities as engines of economic growth, but also their role as agents of social change.

During the 1990s, a series of World Conferences held under the aegis of the
United Nations helped to galvanize support for goals of social justice and environmen-
tal sustainability. These summits led to Programmes of Action that stressed
rights-based approaches and democratic decision-making processes, and which gave
special attention to the situation of women, children, the elderly, people living in
poverty, minorities and others at risk. Chapter 3 concludes Part I of this report with a
brief overview and assessment of the human settlement aspects of these action plans,
including the Habitat Agenda in particular.

These agendas provide the outlines of a normative framework to guide the imple-
mentation of development policies that take advantage of the potential of globalization
to eradicate poverty, reduce inequality and improve the liveability of human
settlements.







DEVELOPMENT CONTRASTS
IN HUMAN SETTLEMENTS

Highlights

Contrasts in urbanization patterns

The world population is becoming predominantly urban.!
While the population of industrialized countries is already
largely urban, urbanization processes are still acute in devel-
oping countries. Today, 40 per cent of the population of
developing countries already lives in cities. By 2020, that
figure will have risen to 52 per cent. Latin America and the
Caribbean already has 75 per cent city dwellers, while in
contrast, only one-third of the population of Africa and
Asia live in urban areas. The greatest challenge will present
itself in Africa and Asia, where an explosive demographic
change is expected in the next quarter century. By 201,
153 of the world’s 358 cities with more than one million
inhabitants will be in Asia. Of the 27 ‘megacities’ with
more than 10 million inhabitants, 15 will be in Asia. There
are even indications of forthcoming megacities with 20 or
even 30 million inhabitants; urban agglomerations of a size
never known before in human history, most of which will
be in the developing countries.

Currently, three-quarters of global population
growth occurs in the urban areas of developing countries,
causing hypergrowth in the cities least capable of catering
for such growth. The present decade’s average annual
population increase in developing countries’ cities is
estimated at 64 million, or 175,000 persons per day. Half of
this increase is caused by natural population growth within
these cities. Additionally, urbanization processes in the
South do not merely recapitulate the past experience of the
developed nations. Contemporary urban growth and
rural-urban shifts in the South are occurring in a context of
far higher absolute population growth, at much lower
income levels, with much less institutional and financial
capacity, and with considerably fewer opportunities to
expand into new frontiers, foreign or domestic.

Contrasts in the wealth of cities

The urbanization contrasts described above are accompa-
nied by significant increases in the scale of poverty of
urban populations. While urban poverty exists and is
indeed growing in all cities of the world it characterizes
aspects of the rapidly growing cities in the developing
countries. There, urban poverty disproportionately affects
women and children; fuels ethnic and racial tensions; and

Box I.I En-gendering poverty

According to a World Bank estimate, in 2000 there were 1500 million people living below the
international poverty line of US$| a day. A majority of them are women.' Although a large
majority of people living in poverty is found in countries with developing economies, countries
with a high GNP have not eliminated poverty among women. Over the last five years, the
number of women in poverty increased in the US. In Canada, |9 per cent of adult women are
poor, a figure that has been climbing steadily since 1980; 56 per cent of women heading single-
parent households are poor.ii Clearly, strong economic performance is not sufficient.

Further, surveys of household expenditure tend to underestimate poverty among
women because such studies are usually based on assumptions about per capita income
without considering the (unequal) distribution of resources within households. Focusing on
monetary income also excludes other aspects of poverty, such as women's roles in public and
private decision-making, their access to food, education, health care, credit, transportation and
jobs, and their rights to own and inherit housing and land.

Preoccupation with the incidence of poverty has outstripped consideration of a far
more important question, namely how — through what social and institutional mechanisms —
people slide into poverty and stay there.The gender analysis of poverty needs to explain how
these mechanisms differ among men and women." In addition, policy approaches must recog-
nize and support the important work of international women’s movements and empower
women to participate fully in the development of their local communities."

Notes: i This is acknowledged even by critics of the oft-cited figure of 70 per cent; see Marcoux, 1998. i US Women
Connect (www.uswc.org/reportcards.html), 14 September 2000. iii Townson, 2000. iv See, for example, Kenworthy and
Malami, 1999; Razavi, 2000; Beall, 1996; Tinker and Summerfield, 1999. v Razavi, 199%a. For a useful discussion of the
feminization of poverty, see www.olin.wustl.edu/macarthur/working%20papers/wp-mclanahan3.htm#top. vi Noteworthy is,
for example, the work of the Huairou Commission and the Gender Unit of UNCHS. See also the discussion of The
Alliance in Chapter 14 and the Platform for Action adopted by the Fourth World Conference on Women, held in Beijing
in 1995.

condemns large sections, and sometimes the majority, of
urban dwellers to a downward spiral of marginalization,
social and economic exclusion and unhealthy living
environments. All of the above contribute directly or
indirectly to increases in social unrest and urban violence.
This situation also fuels aspirations to seek economic
opportunity outside national borders. Thus, the ‘urbaniza-
tion of poverty” is one of the most challenging problems
facing the world today.

Contrasts in competitiveness

As a result of fading distinctions between traditional politi-
cal spheres and other components of society, human
settlements, and large cities in particular, have come out as
a considerable actor in the global political economy arena.
In response to this change, shifts have taken place in
attitudes to urban governance: cities are now increasingly
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viewed as a product to be marketed at a regional and global
scale. Information and communication technology (ICT)
allows for internationalization of footloose investment
funding, resulting in vast increases in the volume and speed
of international capital flows of all types; ranging from
foreign direct investment (FDI) to short-term banking
activities. In such an environment, cities often have no
option but to compete on a global stage for these
investments, exploiting whatever comparative advantages
they may have; at times even to their own detriment. This
development has created a downward spiral of increased
subjugation of domestic, economic and social needs to
international competitiveness; an often painful phase after
the massive socio-economic transformations that character-
ized the entire 20th century.

Globalization has thus placed human settlements in
a highly competitive framework of inter-city linkages and
networks with a geographical context limited only by
planetary boundaries. This new constellation of globally
networked cities is sometimes referred to as ‘the urban
archipelago’. It implies that a city may have more relations
with some faraway place than with its hinterland and that
such cities act as energy nodes in a global force field. These
are processes with considerable potential, and the urban
strategies of many governments are now gravitating
towards providing an enabling environment for human
settlements to compete on the international stage. Many
cities now acknowledge that the current nature of funding
flows and investment capital demands an international
urban orientation over and above managing local issues.
Since the supply of international investment funding is
often driven by profit optimization through the identifica-
tion of areas with lower labour costs and standards, and
regulations that are more favourable for business, cities in
the developing world risk becoming transient points of
destination of predatory capital, with little or no prospects
for a sustainable future.

Contrasts in opportunities

Until recently, the success, decline and stagnation of cities
and other settlements were strongly and often uniquely
linked to territorial, geographic, resource or political
features. This is the case of settlements at the intersection
of important communication corridors, or facing
waterways and harbours, or grown around the processing
and/or commercialization of agricultural products or
mining resources. In a globalizing economy, these factors
are no longer the exclusive driving forces of urban economic
growth. There are no classic locational factors that can
explain the meteorical rise in prominence of ‘e-regions’ like
Silicon Valley and Seattle in the United States, or Bangalore
in India. The point is that location is not destiny. But an
important corollary is that all booming regions require a
minimum package of enabling conditions to develop and
sustain themselves. These conditions, whether directly or
indirectly, are shaped by the actions of central and local
government. This mix will vary from place to place, but it
is likely to contain incentives, tax expenditures, high-level

educational facilities, research centres and universities,
coupled with well-functioning infrastructure and urban
services, availability of housing, excellent communications,
and efficient transport systems. All these factors are, of
course, the foundation, the essential purpose and the
product of good governance.

Although the paradigm of the urban archipelago
reflects a very real urban evolution at the global level, the
relationships between rural and urban areas still include a
host of factors that do not necessarily depend on the inter-
national level. It is not simply the linkage to faraway places
that defines the nature of the urban archipelago, but rather
individual cities” ability to make efficient use of newly
available links to resources and markets offered by
networks of cities. Therefore, cities’ responses to globaliza-
tion are not to control this global phenomenon, but rather
to manage their own resources within a new global
context, including traditional links with the hinterland.
Thus, good governance is not simply a desirable goal; it is a
key prerequisite for taking advantage of new economic
unfolding for all cities and urban regions.

Contrasts in local and global priorities

As indicated in the Prologue, globalization is the end of
territorialism: the condition whereby socio-economic and
political space is reducible solely to territorial coordinates. It
has created an apparent paradox whereby polity — the
condition of civil order - is simultaneously becoming more
global and more local. This concept captures the notion
that the economic and information features of globalization
are penetrating even the remotest corners of Earth and that
each locality is now forced to participate in the new global-
ized world, while, at the same time, local concerns
increasingly spring to the foreground as major social and
political issues.?

On a more positive note, the world is no longer only
a community of states, but also an increasingly borderless
network of interconnected cities where power is being
shared more evenly and where governance is becoming
more democratic. Promising partnerships are evolving
between the public sector, the private sector and civil
society. There is a growing awareness of the needs and
rights of women, the indivisibility of human rights and the
need for participation and for social, economic and environ-
mental stewardship.

In many localities, people are overwhelmed by
changes in their traditional cultural, spiritual and social
values and norms and by the introduction of a cult of
consumerism intrinsic to the process of globalization. In
the rebound, many localities have rediscovered the ‘culture
of place’ by stressing their own identity, their own roots,
their own culture and values and the importance of their
own neighbourhood, area, vicinity or town. In political
terms this has translated into demands for self-government,
for effective participation in decisions affecting the commu-
nity, and in locally led initiatives to improve the livelihoods
for all. By this process, begun in the last decade but
markedly apparent since Habitat II, civil society has become



important in recasting national and local politics as a third-
sector actor — distinct from state and market - shaping
policies, norms and social structures. As is the case of all
transformation processes, some deal better with these
issues than others.

Contrasts within countries and regions

A major impact of globalization has been the reinforcement
of old socio-economic, and the emergence of new technol-
ogy-based disparities within countries. Even nations whose
economies are doing well, such as the United States, the
UK and China, recognize growing disparities in economic
performance and quality of life between booming regions
and lagging regions, prosperous urban centres and cities in
decline. This suggests a direct correlation between global-
ization and responses to urbanization processes. Most
booming regions, such as those along the western seaboard
of the United States, the south of England or the southeast
coast of China, are the ones that have seized the opportuni-
ties provided by globalization and are indeed driving it.
Invariably, and this is the crucial point in terms of human
settlements development, they are also the regions that
have invested most in physical infrastructure, environmen-
tal protection, housing markets, educational and health
facilities and communication networks. The question of
which factor drives the other may be the subject of a fasci-
nating debate, but the close interconnection between
investment in human settlements development and the
opportunities offered by globalization, particularly in terms
of economic growth, is incontestable.

Contrasts within urban areas

One clearly manifest feature of growing disparity is the
‘divided city’. Within cities in all regions of the world we
almost invariably see the growth of disparities between the
affluent and the dispossessed, exemplified by the
coexistence of thriving business districts, affluent
neighbourhoods and slums (in the case of most developing
countries) or ‘distressed neighbourhoods’ and derelict
quarters (in more affluent countries). This is the most
visible trait of the divided city. What is equally disturbing is
the presence of invisible barriers within the divided city. It
is entirely possible for a modern business executive to spend
months in any of today’s ‘world cities’, as well as in the
capital of a developing country, without ever coming into
visual contact with a slum or a derelict neighbourhood.
Similarly, affluent residents of virtually any city can spend
years without ever needing to, not to mention wanting to,
come into contact with less palatable sections of the city or
their inhabitants.?

The remaining two parts of this chapter explore in
more detail the issues raised above. First, as indicated in the
Prologue, ICTs are important instruments used to advance
globalization. It is important to be curious about how ICTs
can help to reduce and eliminate the problems of poverty
and inequality, especially within cities. Future approaches
to urban development will be more effective when they are
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informed by lessons that enable us to avoid mistakes from
the past. Therefore, it is also important to develop a keen
awareness of the role that ICTs can play in worsening
current conditions. This is the subject of the next section of
this chapter.

Second, it is clear that human settlements are a
product of broader socio-economic and political processes at
the international, national and local levels, while being at
the same time a source of some of these processes. When
these processes manifest themselves in the physical struc-
ture of cities and towns, they reflect both successes and
failures of the socio-economic and political strategies
pursued by different countries. Thus, in order to develop a
well-grounded understanding of conditions and processes in
human settlements in general, and within cities in particu-
lar, it is necessary to gain insight into relevant trends in
these broader contexts. Salient in this regard are changes in
the extent and patterns of poverty, inequity and polariza-
tion in society at large. These changes are reviewed in the
second half of the remainder of this chapter.

Uneven Development:
Impacts of Information and
Communication Technologies
on Human Settlements*

ICTs are often presented as ‘liberating’; emancipating
society from spatial constraints imposed by the limitations
of yesterday’s technologies. They enable businesses to
develop global markets and allow people to form communi-
ties of interest (‘Netvilles') that are based on shared values.?
However, while ICTs bring enrichment to some, they leave
others impoverished. Those who lack access are left behind.
The following section of this report takes a closer look at
how ICTs often worsen existing inequalities and patterns of
uneven development. Subsequent parts of this report
examine the positive potential of ICTs to help to eliminate
poverty and reduce inequality.

ICTs and contemporary urbanization: a critical
nexus

Two major trends help to define contemporary human
settlement development. The first is the most momentous
process of urbanization in human history. The second is the
extraordinarily rapid but highly uneven application of
digital information and communications technologies;
these technologies diffuse to connect growing portions of
urban economies, societies and cultures ‘on-line” and in ‘real
time’.6

Closer inspection reveals that these two trends are
closely interrelated. Against the widespread assumption
that electronic communications will undermine large
metropolitan regions, evidence suggests that the two are in
fact mutually supporting. Both are constitutive elements of
modern industrialization and globalization. In the
developed North and the developing South, as well as in
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newly industrializing and post-communist states, the appli-
cation of ICTs within and between cities, while an
intensely uneven process, constitutes a critical nexus in the
current development of human settlements.

ICTs are intensifying global urbanization in three
major ways. First, ICTs allow specialist urban centres, with
their high value-added services and manufacturing, to
extend their powers, markets and control over ever-more
distant regional, national, international and even global
hinterlands. ICTs support the accelerating and spiralling
contacts, transactions, communication flows and interac-
tions that help bind, integrate and add economic dynamism
to the vast, extended and multi-centred urban settlements,
corridors and regions of our age. Second, in a volatile global
economy, the growing speed, complexity and riskiness of
innovation in all sectors — even those that can theoretically
be developed entirely on-line - seems to demand a parallel
concentration in the cities with the assets and ‘innovative
milieux’ to sustain on-going competitiveness. This explains
why the greatest planning problem in many emerging
‘multimedia clusters” and digital growth centres in cities of
the North and South is transportation and car parking.
Workers still need to move their physical bodies to be ‘in
the thick of” the digital innovation process, even though
their products are then instantaneously sent on-line to
distant markets. Third, demand for ICTs — mobile and land
line phones, satellite TVs, computer networks, electronic
commerce, internet services — is overwhelmingly driven by
the growth of metropolitan markets. Large ‘global’ cities,
especially, are of disproportionate importance in driving
ICT investment and innovation.” This is because of cities’
cultures of modernization, their concentrations of capital,
their relatively high disposable incomes and their concen-
trations of internationally oriented firms and institutions.
As the economic product base of cities becomes increasingly
mediated by flows of electronic information, with the
progressive digitization of money, services, media, informa-
tion, education and logistics, this critical nexus between
cities and ICTs will only strengthen.

The complex intersection of human settlements and
ICTs is helping to forge new landscapes of innova-
tion, economic development, cultural interactions,
political dynamics and social inequalities within
cities and urban regions

The complex intersection of human settlements and ICTs,
defined as the dialectic between the ‘space of flows’ and the
‘space of places’, is helping to forge new landscapes of
innovation, economic development, cultural interactions,
political dynamics and social inequalities within cities and
urban regions.® Traditional monocentric cities are giving way
to an ‘all-pervasive and ever-present urbanization’ and urban
culture, strung together by vast complexes of technological
and communications systems.’ The fabric of many cities
and human settlements is now becoming so intertwined
with ICTs and other technological systems that some now
characterize them as ‘cyborg cities’. !’ Others talk of the
‘infinite city” made up of transnational urban corridors.

However, the societal diffusion of ICTs remains very
uneven at all scales. It is in the contemporary city that this
unevenness is starkest. Enclaves of ‘superconnected’ people,
firms and institutions, with their increasingly broadband
connections to elsewhere via the internet, mobile phones
and satellite TVs and their easy access to information
services, often exist cheek-by-jow!l with much larger
numbers of people with at most rudimentary access to
modern communication technologies and electronic infor-
mation. These spatial disparities are described more fully in
the next chapter. The social and economic cores and periph-
eries of the global information ‘age” are not only continents
apart, but can now also be found geographically adjacent to
each other within individual cities. Often, they are just a
short distance apart, but separated by gates, walls and
greatly unequal access to the crucial portals supporting
participation in electronic domains. Thus, while dominant
parts of the economic, social and cultural fabric of the
world are now being mediated with ICTs at an astonishing
pace, 80 per cent of the world has never made a phone call.
And, while it is growing very rapidly, the internet remains
the preserve of an elite of between 2 and 5 per cent of the
global population.

@ Challenges for urban analysis

The complex interconnections between cities and ICTs are
evolving within a broader context set by political and
economic liberalization, fast technological change, the
changing nature of nation states and an internationalizing
political economy. Together, these processes of change
create enormous challenges to traditional ways of under-
standing cities. They particularly challenge customary
views concerning land use, physical form, urban design and
transportation; ways of thinking about industrial-age cities
that have long neglected the importance of electronic
communications and technologies in urban life.!!

In response to such challenges, urban research on
ICTs is beginning to grow rapidly."? Still, many questions at
the intersection of ICTs and human settlements remain
largely unaddressed by urban researchers. How, for
example, do digitally mediated economic flows articulate
with city economies and urban systems in different places
and sectors within developed, developing, newly industrial-
izing and post-communist economies? What are the
relationships between the application of ICTs and broader
processes of social and geographical polarization, discussed
earlier in this chapter? How can urban analysis and policy
making grapple meaningfully with invisible and intangible
domains of electronic flow and real-time exchanges at
multiple geographical scales? And how can the policy
worlds of the city be brought together with those of
cyberspace and ICTs to foster creative policy initiatives that
harness the power of new technologies for positive urban
social and economic development?

Far from ushering us towards societies of reduced
inequality, ICTs often support new extremes of social
and geographical unevenness within and between
human settlements, in both the North and the South




The remainder of this chapter demonstrates that dominant
trends in ICT development, far from ushering us toward
societies of reduced inequality, often support new extremes
of social and geographical unevenness within and between
human settlements, in both the North and the South.
Other parts of this report will explore the prospects that
such stark ‘urban digital divides” might be ameliorated
through progressive and innovative policy initiatives. Boxes
4.3,4.4,14.6 and 17.5 provide a range of examples in a
variety of contexts.

Not the ‘death of distance’: why the dominant
logic of ICT-based development supports urban
polarization

Why is the application of ICTs supporting social and
geographical polarization within and between the world’s
cities and human settlements? At first sight, it might
appear that new computing and communications technolo-
gies offer tantalizing possibilities for transcending
traditional social and geographical barriers. Advertisements
and magazine articles endlessly suggest this, with their
portrayals of ICTs, and especially the internet, as a value-
free technological panacea offering instant, limitless access
to some entirely separate and disembodied on-line world. In
this ‘death of distance’ or ‘end of geography’ scenario, an
intrinsically equitable, decentralized and democratic world
is seen to be emerging. Within this, everything within the
global economic, cultural and social space becomes equally
accessible or ‘one click away’.!® ‘Cyberspace’ is cast as a
single, unitary and intrinsically unifying electronic space. It
is a space, moreover, that has somehow overcome in our
‘collective imagery’, the familiar social, economic, cultural
and geographical segmentations and inequalities of the ‘off-
line’, urbanizing world.

The reality, however, is very different and quite
alarming; there is growing evidence that the main trends
surrounding the application of ICTs support processes and
practices that intensify urban polarization. This is occur-
ring at every scale across the globe. The dominant logic of
ICT-based change seems to reinforce urban polarization,
the ‘disembedding’ of dominant economic, social and
cultural activities, and the social and technological distanc-
ing of the powerful from the less powerful. There are four
reasons why this is so. ICTs, as currently applied, tend to:

1 extend the reach of the powerful;
underpin intensified unevenness through tying
together international divisions of labour;

3 allow socio-economically affluent groups to
selectively bypass their local environment; and

4 be culturally and economically biased, especially in
terms of the wider development of the emerging
‘international information marketplace’.

® New technologies tend to extend the reach of
the economically and culturally powerful

The explosion in the use of ICTs overwhelmingly represents
an extraordinary extension in the social, economic, cultural
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and geographical powers of those groups and organizations
that are best connected, most highly skilled and most able
to organize and configure the on-line shift to their own
advantage. It is those particular groups, organizations and
places that are orchestrating the instantaneous and often
international mediation of money, work, service distribu-
tion, transport, leisure and media access. So far, they are the
key beneficiaries of the so-called ‘information revolution’.
Far from being a universally liberating stampede on-line,
‘the changed mobility and, hence, power patterns’ associ-
ated with new information technologies ‘may negatively
affect the control over place of some while extending the
control and power of others’.!*

@® Urban polarization and the internet

A case in point is the relationship between the extraordinary
growth of the internet and global urban polarization. The
internet is the fastest diffusing medium in history. But the
UNDP still characterizes it as a ‘global ghetto’ encompassing
only 2 per cent, or 250 million, of the most privileged and
powerful individuals of the global population, over 80 per
cent of whom live in Organisation for Economic Co-opera-
tion and Development (OECD) nations. In 1999, this
global 2 per cent tended to be wealthy: 90 per cent of users
in Latin America came from upper income brackets; 30 per
cent in the UK had salaries over US$60,000. They were
highly educated: globally 30 per cent had at least one univer-
sity degree; in China the respective figure was 60 per cent,
in Mexico 67 per cent and in Ireland almost 70 per cent.
Male users dominate: 62 per cent in the US, 75 per cent in
Brazil, 84 per cent in Russia, 93 per cent in China and 94 per
cent in the Arab States. Internet users also tend to be
young: under 30 as an average age in the UK and China, 36
in the US. Finally, dominant ethnic groups lead internet use,
as do English speakers: in 1999, 80 per cent of all global web
sites were in English while only 10 per cent of the world’s
population spoke the language.'®

The internet tends to extend the power of the
already powerful while further marginalizing the less
powerful within the same geographical areas — a logic of
growing polarization. As the UNDP observes:

"The Internet is creating parallel communications systems:
one for those with income, education and - literally —
connections, giving plentiful information at low costs and
high speed; the other for those without connections, blocked
by high barriers of time, cost and uncertainty and depend-
ent on out-dated information. With people in these two
systems living and competing side-by-side, the advantages
of connection are overpowering. The voices and concerns of
people already living in human poverty — lacking incomes,
education and access to public institutions — are being
increasingly marginalized."V?

More concretely, the global majority not connected to the
internet is disadvantaged by not having access to the
services and applications that depend on it. This is
especially so as electronic means of access to services are
growing progressively more dominant, leading to the
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downgrading or curtailment of traditional, face-to-face,
physical or paper-based ways of delivering them. People
without internet access can therefore face extra costs and
barriers. They tend to lack the skills, knowledge,
equipment, infrastructure access, capital, money, electricity
and telephone access necessary to access and fully exploit
the on-line resources. Even when the internet service itself
is ‘free’ - as is often the case these days in developed
nations - users still need a phone line, a computer, a
modem, electricity supply, software, skills and money to
pay for phone and electricity.

Urban societies are becoming more separated into the
‘on-line” and the ‘ff-line’ in complex tapestries of inclusion
and exclusion. Such trends are multiple, superimposed and
complex. They are clearly starting to affect the physical,
technological, social and economic structures of human
settlements in very important ways. Consider, for example:

* The position of people who remain stranded in the
worlds of physical cash or the informal economy,
while dominant service providers and consumers in
many cities migrate into electronic forms of conduct-
ing transactions (often withdrawing or restructuring
their physical offices and service-points in the
process).

*  The ways in which some roads in cities such as
Toronto, Melbourne and Singapore have become
commodified, rendering them accessible only to
those who have electronic transponders in their cars.

*  The landscapes of booming high-tech cities in the
South, such as Bangalore (India) and Bintan Island
(Indonesia). In such cities, huge efforts are being made
to configure industrial and technology parks and elite
housing areas with the best possible infrastructural
connections to distant places. At the same time, many
nearby informal settlements struggle to access
payphones, paved roads, sewerage or electricity.

@ The internet and the restructuring of US cities

In the cities of the North, it tends to be low-income and
ethnic minority communities that are most excluded from
the internet.!® In the US, for example, in 1997, 24 per cent
of whites had on-line access in major cities whereas only 7
per cent of blacks did. Fifty per cent of city residents
earning over US$75,000 a year had internet access but only
6 per cent of those earning less than US$10,000 did so."” It
should be remembered that telephone access, too, remains
highly uneven, even in the US. Only 50 per cent of female-
headed households living at or below the poverty line, and
43.5 per cent of families who depend totally on public assis-
tance, have access to even this basic technology.?’

It has been estimated that at present 60 per cent of
US jobs require skills with technology and that 75 per cent
of all transactions between individuals and the government
- including such government aid services as delivery of food
stamps, social security benefits and Medicaid information —
take place electronically. Increasingly, people without
technology skills or access to electronic communications
will be at a disadvantage.”!

It is certain that ‘the rich are going to be getting
richer in terms of information’; the concern is that ‘the
information poor will become more impoverished because
government bodies, community organizations, and corpora-
tions are displacing resources from their ordinary channels
of communication on to electronic ones’.?? Inner-city
communities, especially, face a concentration of poverty and
the deconcentration of opportunity; that is, there is a
ghettoization of non-connected groups within central cities
at the same time that ICTs are helping to support the decen-
tralization of growing information industries to ‘edge cities’.

The internet is therefore much more than an
unevenly diffused medium of communication and expres-
sion. In a complex relation of reciprocal dynamics, it now
plays a direct role in the restructuring of the same cities
that support its development. Certain urban areas,
especially in ‘world cities’ of the North, are emerging as
dominant powerhouses of global internet production: New
York, San Francisco and London to name but three.?> A new
type of economic enclave is emerging in such cities: the
gentrifying ‘cyber’ district. Such areas now propel the
production of internet services, web sites and the digitiza-
tion of design, architecture, gaming, CD-ROMs and music.

San Francisco’s so-called ‘Multimedia Gulch’ district
is a prototypical example. It is a fast-growing media and
internet cluster in the City’s ‘SOMA’ area. Here,
downtown neighbourhoods have been refurbished to
sustain the clustering demands of interlocking micro-,
small- and medium-sized firms in digital design, advertis-
ing, gaming, publishing, fashion, music, multimedia,
computing and communications. Over 2200 such firms
now provide over 56,000 jobs in these sectors, up by 105
per cent between 1996 and 1998, as capital has moved
north from Silicon Valley.”* This development set off a
spiral of gentrification, attracting investment from restau-
rants, retailers, property firms, ‘loft’ developers and
infrastructure companies, leading to escalating rents and
the eviction, displacement and exclusion of lower income
groups from this new ‘high-end’ area. Somewhat ironically
for an industry whose products can be sent on-line
anywhere on Earth, parking shortages have become critical.

Urban social and political conflicts have emerged as
‘dot.commers’, with their extraordinary wealth, along with
real estate speculators, have colonized selected districts.
Under the banner ‘The Internet Killed San Francisco’, one
description lists the following ‘symptoms’: commercial real
estate rates went up 42 per cent between 1997 and 1999;
the median price apartment was US$410,000 by August
1999; median rental for an apartment was US$2000 per
month; and homelessness rates were rising fast.”
Landlords, backed by the relaxation of rent controls and
tenant protection laws by the City Council in the 1990s,
have instigated a steep rise in evictions. The result is a
severe housing crisis, the expulsion of poorer people from
downtown, and accentuated landscapes of social and
geographical polarization, with pockets of the city being
repackaged as places of work, leisure or living for internet-
based businesses and entrepreneurs.?®



@ ICTs as supports to the restructuring of human
settlements: integrating international divisions
of labour

Digital capitalism is now free to physically transcend
territorial boundaries and, more importantly, 1o take
economic advantage of the sudden absence of geopolitical
constraints on its development.”’

There is a close connection between ICTs, global urban
polarization and the power of transnational corporations to
shape urban development. Against the rhetoric that
‘cyberspace’ is a purely virtual and disembodied world, the
radical growth of ICTs is closely related to the restructuring
of real places at all geographical scales.?®

ICT networks and the exploitation of geographical differences.
ICTs offer unparalleled choice and flexibility to mobile firms
and socio-economic groups, enabling them to exploit differ-
ences between places. This is done through the construction
of highly elaborate divisions of labour, which can then be
integrated in ‘eal time’ through ICTs. Currently,
international telecommunications tariffs are collapsing,
technological capabilities are growing exponentially and
mergers, alliances and acquisitions in telecom and media
industries are beginning to allow firms to offer global ‘one-
stop shops’ for international corporate ICT users.

Current trends enhance the capability of
international firms to separate their manufacturing,
financing, marketing and other operations, locating
them in cities and towns across the world according
to the most advantageous local environmental
regulations, tax laws, labour conditions and costs,
while maintaining overall control

These trends enhance the ability of corporations to separate
out the various functions within their operations (eg
finance, manufacturing, marketing) to cities and towns
across the world, while maintaining close control and
coordination. Transnational corporations and their affiliates
can thus now benefit from the seamless and instant
integration of plants located in globally spread networks of
specialized and very different urban sites, with very differ-
ent environmental regulations, tax laws, labour conditions
and costs. Broadly, ICTs are being used to tie together:

*  research and development centres in suburban
technopoles of the North and, to a lesser extent,
South; ¥

*  corporate headquarters and financial service houses
in select ‘global’ cities;»

¢+ cultural, media and multimedia sectors in the emerg-
ing ‘digital clusters’ of some Northern and a few
Southern cities;®!

*  cheap, mobile manufacturing plants on the periph-
eries of Northern cities and in the newly
industrializing cities of the South;*

*  decentralized call centres, data processing and e-
commerce management centres in newly emerging
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e-commerce enclaves across the world (including the
Caribbean, Philippines, Ireland, India, northern and
western UK);®

*  electronically integrated resource extraction activities
in minerals, forests, oil and fisheries; and

*  thelogistics, seaport and airport hubs that serve as
the point-of-transfer and export processing zones
that ‘lubricate’ internationalization.

The construction of ICT systems to support intensifying
divisions of labour is further supported by the growth of
local efforts to ‘package’ areas and zones with subsidies,
labour forces, infrastructures, services and security to
tempt mobile investment. Urban development agencies
strive entrepreneurially to configure their spaces with the
right local-global (or ‘glocal’) infrastructural connections
to allow them to emerge as a valued node in international
corporate networks. These efforts create a close nexus
between the local production of infrastructure and urban
space and globalizing networks of electronic and physical
flow (see, for example, Boxes 2.1, 2.2 and 2.3 on Sydney,
Singapore and London).

The global liberalization of telecommunications and the ‘cherry
picking’ of urban markets.

Mosaics of growing inequality mark city regions, as
providers seek to ‘cherry pick’ only the most lucra-
tive business and professional customers from across
the urban landscape

In the most liberalized telecommunications regimes, such
as the US and UK city regions are marked by mosaics of
growing inequality, as providers seek to ‘cherry pick” only
the most [ucrative business and professional customers
from across the urban landscape.* Upper income areas and
buildings with high computer ownership and communica-
tions expenditures are targets of vast, competitive,
investment in broadband infrastructure and services. In
mid-1999 about 86 per cent of all broadband internet deliv-
ery capacity in the US was concentrated in the prosperous
suburbs and business areas of the 20 largest cities. It is
becoming clear that:

The private sector builds where the high volume and the
money is. In most communities the fibre-optic rings circle
the business district. If you're in a poor suburban neigh-
bourhood or the inner city, you're at risk. What's more,
providers that have spent years building their infrastruc-
tutes don't come back and fill in the underserved
neighbouthoods. That may be a shrewd financial strategy.
But the social impact could be devastating.%

Such dualization is underpinned by the widespread shift
from standardized marketing by emerging telecom and
media conglomerates, to marketing targeted precisely at
socio-economically affluent groups and areas. AT&T, for
example, has recognized that it makes 80 per cent of its
US$6000 million annual profits from 20 per cent of its

9
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customers.” This targeting of innovation and investment
towards richer groups and areas is also supported by the
attempts of cross-media alliances to take advantage of
technological ‘synergies’ in offering high-value customers
whole baskets of services on a single contract.® In the US,
for example, the CEO of MCI recently stated that ‘we’re
going to change our focus from being omnipresent to the
entire market to talking to the top third of the consumer
market that represents opportunities in cellular, Internet
and entertainment’.¥

As profit-driven mergers between
telecommunications and media transnationals direct the
global roll-out of ICT infrastructure, investment concen-
trates on the market ‘hot spots’: the downtown business
districts, high-tech areas, media clusters and upper income
residential districts of prosperous, internationally oriented
and ‘global’ cities. The concentration of information,
communications and knowledge infrastructures and indus-
tries creates a very strong demand in the business cores of
such cities: in 1999, both New York and Tokyo had more
telephones than the whole of Africa (14 million).*” This
focused demand drives a frenzy of competitive activity and
investment by communication and media suppliers. The
centres of global cities like New York and London now have
six or more separate fibre-optic grids, offering the most
capable, reliable, competitive and cost-effective electronic
connections anywhere.

Driven by new start-ups that do not seek to serve
whole cities, regions or nations, many of these new city-
level fibre networks are limited to demand-rich parts of the
main business cities. Such networks are connected
seamlessly to each other via new transoceanic and
transcontinental fibre and satellite networks, creating a
global-local logic that bypasses both poorer parts of global
cities and the areas between them.

Reflecting and reinforcing the ‘global archipelago’ of
city cores, small high-capacity networks can mediate large
portions of global economic flows. For example, in 1998,
the WorldCom/MCI metropolitan network in London had
only 180 km of fibre. But it had already secured fully 20 per
cent of the whole of the UK’s international telecommunica-
tions traffic.*! Building similar networks in the major cities
of the US, Europe, Asia and Latin America, along with
dedicated transoceanic lines to connect them,
WorldCom/MCI and similar firms are able to bypass
incumbent carriers.*?

Developing cities such as Mexico City, Beijing and
S&o Paulo often face a competitive disadvantage in global
telecommunications links. They tend to be more dependent
on monopolistic, state-owned providers that are more
expensive, less innovative and offer a more limited bundle
of services. Global liberalization is changing this situation
and cities like Mexico City are rapidly, but unevenly, being
wired by Western telecommunications firms.#

Meanwhile, poorer parts of cities of the North — for
example low-income, African American and blue-collar
neighbourhoods in US cities — suffer from underinvestment
and deteriorating service quality, and are being dispropor-
tionately affected by the rising relative costs of local

communications.* Within the context of liberalized
markets and entrepreneurial planning and with the
withdrawal of local monopolies, infrastructure providers do
not target new investment, marketing and innovation in
poor communities and marginalized neighbourhoods; places
that already tend to face exclusion from formal financial
services, insurance, retailing investment and other
utilities.®

Marketing and infrastructure development strategies
reflect the patchwork geographies of fragmented cities. The
situation of Bell Atlantic in New Jersey is typical. By 1997,
it had rolled out high-capacity fibre-optic links and broad-
band internet services to ‘suburban business parks and large
corporations’ and ‘set a schedule for suburban neighbour-
hoods’. But it had ‘not yet made specific plans for the
thousands of poor people who live in the state’s largest
cities’. Nor had it wired the Enterprise Zones that the New
Jersey City Council was developing in the hope of attract-
ing new corporate investment. Worse still, it had ‘let its
network deteriorate in parts of Brooklyn and the Bronx,
where corroded wires led to scratchy lines and service
outages’.*® Physical offices, used by many poor people
without bank accounts to pay bills, have also been
routinely closed by US telecommunications firms, while
rates for directory assistance and local call charges have
been dramatically hiked to reflect ‘cost-reflective pricing’
and the withdrawal of social cross-subsidies.’ In a context
where bandwidth and connectivity are the lifeline of many
businesses, these practices prevent new on-line and e-
commerce-oriented small enterprises from competing
within less prosperous, peripheral towns and marginalized
inner-city areas.*

® ICTs, urban polarization and restructuring in
developing cities
New communication technologies and a metropolitan
transportation system allow people to stay selectively in
touch with those individuals/groups that they want to,
while disconnecting from the city at large.¥

ICTs allow affluent urban groups to overcome the barriers
of local geography by extending their access to distant
places and resources. Increasingly, such groups also use ICTs
to avoid real or perceived urban nuisances and dangers; for
example, traffic congestion and crime. ICTs like the internet
help their users to connect, without risk or fear, to people,
services and resources across local, national or international
boundaries. At the same time, ICTs make possible the selec-
tive dissociation of affluent groups from exposure to
differences arising from social mixing in more traditional
streets and neighbourhoods. Other phenomena, like the cat,
the mobile phone, the CCTV system, the privatized
shopping mall and the gated community, discussed in the
next chapter, further reinforce this fragmentation.”

ICTs thus facilitate a global economic system whose
dominant logic has had a fracturing and polarizing effect on
human settlements and cities. As Manuel Castells has
demonstrated, intensifying global connections between the



valued and powerful parts of cities, and the groups and
organizations who control and inhabit them, are combined
with a growing partitioning and disconnection at the local
scale within cities.”!

The uneven growth of ICTs and ‘cyberspace’ thus has
important implications for the restructuring of real urban
space. Walls, ramparts, security fences, electric fences, armed
guards and defensive urban design are the physical manifes-
tations of this urban restructuring in both Northern and
Southern cities. Once again, ICTs support the formation of
enclaves through ‘smart” home technologies, intelligent
utility metering, electronic finance and consumption
systems, and help to secure their safety through CCTV
systems, electronic alarms, movement and face-recognition
sensors, electronic gates and electronically tolled ‘smart’
highways that filter out the vehicles of the poor.

Cities are not only sources of innovation and the
transactional hubs of the modern, knowledge-based
economy. They are also the places where the contra-
dictions of ICT-mediated change are most salient.
The rapid expansion of cyberspace liberates the
privileged to take advantage of globalization. At the
same time, it reinforces the stark reality of spatial
barriers for those left behind

As cities across the world are restructured in this manner,
the common development model of the South - high-value
enclaves surrounded by landscapes of marginalization - is
re-emerging in the North.*? Cities, then, are not only sources
of innovation and transactional hubs of the modern, knowl-
edge-based economy. They are also the places where the
contradictions of ICT-mediated economic, social and
cultural change are most salient. The rapid expansion of
cyberspace liberates the privileged to take advantage of
globalization. At the same time, it reinforces the stark
reality of geographical barriers for those left behind.

Telecommunications and restructuring in developing cities. A
similar logic of global connection and local disconnection is
evident in developing, newly industrializing and post-
communist cities, where personal internet and telephone
access is much more limited than in cities in the North. In
the near future at least, such personal connections are likely
to remain beyond the reach of a large majority of
households in the developing world. Infrastructure
networks, too, are much less well developed, with many
national phone systems falling into a state of disrepair and
obsolescence. Even in late 1998 in over 70 developing
nations, no internet access existed at all. In many others,
text messages were the limit of the systems; multimedia
and even Web access were impossible.*®

When services do exist, they tend to be much more
expensive than in the North. In Lima, for example, despite
increased diffusion after the liberalization of telecommuni-
cations in 1990, less than half of all households have a
telephone and less than a fifth of the poorest 20 per cent of
the city’s households have access to a phone.”* When it
comes to computer access, the average is 7 per cent, with
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large differences between the richest fifth (50 per cent) and
poorest fifth (1 per cent) of households. With internet costs
at over US$40 a month, the diffusion of the internet is
restricted to the very rich. Thus, the issue of public internet
booths becomes critical.

In many developing cities, high-quality ICT
infrastructures are being packaged through entrepre-
neurial planning, public subsidies and defensive
urban design, into industrial parks for international
firms and ‘Euro-American’ style gated residential
enclaves for social and economic elites

In many developing cities, high-quality ICT infrastructures
are being packaged through entrepreneurial planning, public
subsidies and defensive urban design, into industrial parks
for international firms and ‘Euro-American’ style gated
residential enclaves for socio-economic elites. Consider the
following examples:

*  InThailand - a rapidly developing nation which has
more cellular telephones than the whole of Africa® -
the installation of fibre optics in the so-called ‘intelli-
gent corridor’ along the major arterial ring road of
Bangkok is reinforcing the linear expansion of the
city into exurban areas.”® A ‘leap frog’ strategy
‘provides households and firms with fibre-optic
services in high-income and high-value industrial
areas’ at the expense of the wider city.”

. In Sdo Paulo, Brazil, patterns of investment in
advanced telecommunications are starkly uneven.
Fortified enclaves around the Murumbi district of the
city are designed to meet the demand of growing
middle- and upper-income groups for perceived
security, thus supporting their withdrawal from their
surroundings.”® Offering integrated areas for
residence, work and consumption, these inward-
looking, insular communities turn their backs on the
public street while relying on veritable armies of
service personnel, the automobile, dedicated energy
and water connections and the most sophisticated
telecommunications links available in Brazil. Such
enclaves have benefited from investment strategies
that have concentrated on the ‘supply of
sophisticated infrastructural services for top income
groups in S&o Paulo’,” while the collapse of public
planning for energy, water and telecommunications
infrastructure, and the concomitant withdrawal of
cross-subsidies has left households of lesser means in
situations of disadvantage or worse.

*  In the export-oriented ‘flagship’ manufacturing
enclaves of Johor (Malaysia) and the Riau islands of
Batam and Bintan (Indonesia), Singaporean capital is
equipping each new development with the requisite
packages of infrastructural connections. The parks
are ‘conceived of as self-contained industrial
townships’; ‘each of these investment enclaves offers
linkage to the Singaporean economy while minimiz-
ing dependence on the wider Indonesian
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environment’.% For example, direct lines connect
into Singapore’s state-of-the-art telecommunications
infrastructure, completely bypassing Indonesia’s
poor-quality telecommunications infrastructure. As a
result, telephone calls from these enclaves across the
national border to Singapore are classed as ‘local’;
those beyond the enclave walls to the rest of
Indonesia, however, are classed as ‘international’.
The US$20,000 million Multimedia Super Corridor
(MSC) in Malaysia is a giant among the emerging
urban planning initiatives that engineer new indus-
trial and multimedia areas. Here, at the heart of the
Association of Southeast Asian Nations (ASEAN)
block in Southeast Asia, a whole national develop-
ment strategy has been condensed into a single plan
for a vast new urban corridor. The aim of the MSC is
nothing less than to replace Malaysia’s manufactur-
ing-dominated economy with a booming
constellation of services, I'T, media and communica-
tions industries by turning a vast stretch of
rainforest and rubber plantations into ‘Asia’s technol-
ogy hub’ by the year 2020. The MSC starts at the
centre of the capital, Kuala Lumpur, and ends 30
miles south at an immense new international airport,
strategically placed on the routes to Singapore. As
well as tax incentives, favourable cost structures and
high-quality made-to-order infrastructure, Malaysia
has developed custom-tailored laws for the MSC.
Incoming transnational firms will have free in-migra-
tion for ‘knowledge workers’ from all over the world.
A special set of ‘cyber laws’ surrounding intellectual
property rights has also been created to ensure that
firms can recoup their on-line investment costs.
However, there are dangers that the MSC will
result in a two-tier society with the workers provid-
ing the low-value added support for sealed-off
corporate zones operating in global networks. There
are also major questions over the fate of peripheral
regions and Kuala Lumpur’s marginalized urban
areas, outside the MSC. The prevailing discourse
implies that the whole country will benefit equally.
However, the construction of the MSC is displacing
plantation communities while developing new
communities for the corporate elite and their
families, able to afford the new, privately developed
‘wired” homes. Low-skill, low-wage service staff -
cleaners, security guards, gardeners — are being
brought in from outside the corridor. These dispari-
ties have prompted criticism in the national press.
Within Bangalore — ‘India’s Silicon Valley®" - the
heightened wealth inequalities associated with high-
tech growth have created a highly fragmented and
polarized urban structure. This situation reflects
‘participation in the information-intensive global
economy by a core elite, and non-participation by
the masses’.%? At the Electronics City complex, for
example, three-quarters of a mile from the centre of
Bangalore, several hundred acres of ‘offshore’ technol-
ogy campus have been configured to house
companies like Texas Instruments, IBM, 3-M and

Motorola. The Indian firm Wipro, another major
presence, exploits advanced communications as it
uses India’s low-wage software programmers to
service computers worldwide remotely from
Bangalore. All these firms ‘are insulated from the
outside world by power generators, by the leasing of
special telephone lines, and by an international-style
work environment’.%3

Singaporean capital has also constructed an
Information Technology Park on the outskirts of
Bangalore, equipped with dedicated satellite ground
stations, broadband telecommunications,
uninterrupted power supplies, back-up generators
and private water, sanitation and waste-disposal
services. Because of the poor quality of the regional
telecommunications infrastructure, the park also
serves as a regional hub link to global markets:
‘companies within 30 km of the park can simply
point their microwave antennae and connect by
satellite to clients anywhere in the world’.* The
park is integrated with highly luxurious residential
and leisure facilities, setting it even further apart
from the poverty in the shanty towns that house
most of the city’s migrant population, over 50 per
cent of whom are illiterate.

Initiatives like Bangalore’s technology parks compound the
polarization caused by the gradual withdrawal of social and
geographical cross-subsidies used by public telephone monop-
olies.% The present trend towards privatization appears to be
ending all such subsidies. In the absence of effective regula-
tion, privatization will likely result in efficiency gains and
better service for those who already have or who can afford
to get connected to the existing services. The urban poor,
however, will be further marginalized.””

While most public infrastructural investment in
Bangalore focuses on securing the new parks locally and
linking them globally, the municipality has bulldozed
‘illegal’, self-built housing in the name of a civic moderniza-
tion ‘clean-up’ programme. Conditions in the shanty town
are deteriorating and many residents have no or very limited
access to piped water, communications, energy, paved roads
and motorized transport; a sharp contrast to the modern
landscapes of the new technopolis parks, right in their
midst. Indeed, a broader infrastructure crisis is emerging for
the poor: power outages are common and a water shortage
is looming. Thus, it is clear that ‘the recent internationaliza-

tion of Bangalore has had a negative impact on the poor’.%

@ Cultural and economic biases of the
international information marketplace

Dominant applications of ICTs are heavily biased culturally.
Electronic power is being concentrated by a small number
of people, institutions and places, which dominate global
flows of technology, capital, infrastructure and intellectual
property rights, transcending the traditional authority of
nation states.%”

This process raises questions about geo-political
relationships, accountability, democracy, global citizenship,
the ownership of information and the means of cultural



expression. This is especially important given the extreme
asymmetries of North-South relations. In many developing
nations and cities, TV and internet media provide an
overwhelmingly Anglo-Saxon content as US culture in
particular is extended through the growth of electronic
connections.”’ The United States, as the world’s ‘informa-
tion super power’, aims to extend and intensify its
supremacy in telecommunications, internet backbone infra-
structure, e-commerce, multimedia, biotechnology,
education, research and development and digital content:
an industrial development strategy that has been called
‘bandwidth colonialism’”! Many nations now have better
and lower cost internet connections to the US than to
adjacent nations and regions.

The capital, technology, skills and finance of the
North thus play a dominant role in supporting the liberal-
ization and consolidation of telecommunications, media
and technology. Encouraged by the WTO and similar organ-
izations, these processes are meant to ‘open up’ and
integrate international trade and finance systems. They are
also going hand-in-hand with the creeping privatization of
scientific research, allowing corporations to control intellec-
tual property rights over matters ranging from media
content through software, information and knowledge, to
human genetic sequences and bio-engineered life forms.

This trend has caused concerns that ‘the dynamic of
the economic model of globalization may lead to a
‘ghettoized’ world organized around a few megacities in the
North, but occasionally in the South, serving as the nerve
centres of worldwide markets and flow.’? A further worry is
that a few media giants are structuring ICTs towards
commercial consumption in ways that hamper other applica-
tions. Users are relatively powerless in the configuration and
roll-out of digital media and communications systems.
‘Vertical’ communications back to the supplier and the
associated e-commerce affiliates tend to outweigh opportuni-
ties for engaging in ‘horizontal’ communication within the
community, and beyond, in support of ‘digital democracy’./?

Bridging the urban digital divide

The preceding discussion has reviewed how dominant
applications of ICTs tend to worsen urban polarization.
These trends are important. They provide useful insights
for efforts to use ICTs in support of equitable urban devel-
opment. However, the picture is by no means all gloomy.
ICTs are inherently flexible technologies. The ways in which
they are configured, diffused and applied are not set in
stone. The remarkable powers of ICTs for supporting new
types of information flow, communication, transaction and
cultural experience can be mobilized and shaped in ways to
greatly benefit people’s quality of life. ‘It is this enabling
capacity of ICTs - the fact that they allow the user,
whether individual or community, to take advantage of
them in ways that the individual or community chooses -
that gives these technologies their democratic and empow-
ering potential’.”*

The history of communications is not a history of
machines but a history of the ways in which new media
help to reconfigure systems of power and networks of
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social relations. Communications technologies are certainly
produced within particular centres of power and deployed
with particular purposes in mind but, once in play, they
often have unintended and contradictory consequences.”

Beyond the dominant application of ICTs, many
efforts are now emerging at the local, urban, regional,
national and international levels, which seek to exploit
these capabilities in support of development models that
are more equitable, democratic and sustainable. As diffusion
of ICTs widens, many more efforts to work ‘against the
grain’ of commodification and polarization become possi-
ble. Given the linkage between places and information
flows, social diversity, with its plurality of values and inter-
ests, is transforming the logic of the ‘space of flows’,
making it a contested space — a plural and diversified space,
with a blossoming of initiatives.”® These progressive initia-
tives in, and political contestation of, urban space are taken
up in subsequent parts of this report.

Human Settlements in a
Polarizing World: Poverty and
Inequity

There are many reasons why inequity and poverty occupy
centre stage in this 2001 issue of the Global Report on Human
Settlements. One of them is that poverty has increasingly
become the focus of multilateral and bilateral development
organizations, as well as of United Nations member states.
But there is one reason that is uniquely important to people
living in human settlements and cities. This reason is strik-
ingly simple: Today, poverty is more central than ever to
the human settlements discourse, for the plain fact that
decent housing and basic services are no more provided by
the public sector, but have increasingly become a commod-
ity to be accessed in the marketplace. Hence, people’s
(in)ability to pay market prices is absolutely crucial.

In today’s world, globalization is the most
significant socio-economic phenomenon, shaping the
economic fortunes of both nations and cities. In spite of
globalization, and sometimes because of it, extreme poverty
has persisted and inequality deepened in many countries. In
such countries, globalization has tended to fragment
production processes, labour markets, political entities and
societies. The main features of poverty today include falling
incomes, rising costs of living, especially within urban
areas, and inadequate access to basic services such as water
and sanitation. Poverty is also increasingly becoming an
urban phenomenon. The increase in the number of the
world’s poor has been accompanied by rising inequality and
polarization, between nations, within nations and within
cities. Most of these features of poverty are not limited to
the developing world, but also apply to more developed
countries.

Decreases in income and increases in cost of living

In recent years, the number of poor people has risen world-
wide. In some regions, the proportion of the poor has also
risen. The total number of people subsisting below the
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Population living on
less than US$1 per day
in developing and
transitional economies,
selected years,

international poverty line of less than US$1 a day has risen
from 1200 million in 1987 to 1500 million in 2000 and is
projected to grow to 1900 million in 2015. These increases
have taken place particularly in Latin America, South Asia,
the Middle East and North Africa.”” In many countries,
low-wage earners have experienced declines in real dispos-
able income.

‘Millions are experiencing globalization not as an oppot-
tunity, but as a force of distuption or destruction: as an
assault on their material standards of living, or on their
traditional way of life. And those who feel marginalized
i this way are growing more and mote numerous’ -
Kofi Annan, Address to the General Assembly, New
York, 21 September 1998

World Bank estimates of poverty show that very little
progress has been made in reducing income poverty levels
over the last decade. The Asian financial crisis partially
undid improvements made in East Asia and, compared with
1993, conditions have worsened in Eastern Europe, Central
Asia, Latin America, the Caribbean, South Asia, sub-
Saharan Africa, the Middle East and North Africa. Indeed,
in the aftermath of the crisis, the number of people living
on less than US$1 a day has risen. The new figures in
Tables 1.1 and 1.2 show that:

*  The decline in the numbers of the poor in Asia is
almost exclusively due to a reduction in the number
of poor people in East Asia, most notably in China.
But progress was partly reversed by the crisis, and
stalled in China.

*  InSouth Asia, the incidence of poverty (the share of
the population living in poverty) did decline moder-
ately through the 1990s but not sufficiently to
reduce the absolute number of the poor. The actual
number of poor people in the region has been rising
steadily since 1987.

*  In Africa, the percentage of people living in poverty
declined but the actual numbers increased. The new
estimates indicate that Africa is now the region with
the largest share of people living below US$1 a day.

*  Inlatin America the share of poor people remained
roughly constant over the period, but the numbers

1987-1998 increased.
Region Number of people (million)
1987 1990 1993 1996 1998 (est)

East Asia and the Pacific 4175 4524 4319 265.1 2783
(excluding China) 114.1 920 835 55.1 65.1
Eastern Europe/Central Asia 1.1 71 183 238 240
Latin America/Caribbean 63.7 738 708 76.0 782
Middle East/North Africa 9.3 5.7 50 50 55
South Asia 4744 495.1 505.1 5317 5220
Sub-Saharan Africa 2172 2423 2733 289.0 290.9
Total 1,183.2 12764 1,304.3 1,190.6 1,198.9
(excluding China) 879.8 915.9 955.9 980.5 985.7
Number of poor at $2 per day 2,549.0 27184 2,784.8 2,724.1 2,801.0

Source: The World Bank; Poverty Fact Sheets. Accessed on 31 May 2000, at
www.worldbank.org/html/extdr/pb/pbpoverty.htm.

*  In the countries of the former Soviet bloc, poverty
rose markedly — both the share and the numbers of
poor people increased.

At the same time, the costs of living have increased as
subsidies on basic goods have been reduced or eliminated
and interests rates have risen.

In many countries, real incomes have fallen, the
costs of living have gone up, and the number of poor
households has grown, especially in cities

Further, the spread of user fees means that the poor now
frequently have to pay for services, including health care
and education, that previously were provided for free or at
nominal cost. It is important to recognize that women and
children disproportionately bear the burdens of poverty (see
Box 1.1).

The urbanization of poverty

Poverty should not be seen narrowly in terms of income in
relation to costs of living. The ability to maintain a
minimum standard of living also depends on access to basic
services such as health care, safe drinking water, garbage
collection and sewerage. About 220 million urban dwellers,
13 per cent of the world’s urban population, do not have
access to safe drinking water, and about twice this number
lack even the simplest of latrines.”® Women suffer the most
from these deficiencies (see Chapter 10). Conceptualized in
terms of security by the Human Development Report
1999, poverty also includes exposure to contaminated
environments and being at risk of criminal victimization
(Chapter 17). Poverty is closely linked to the wide spread of
preventable diseases and health risks in urban areas, labelled
as an ‘urban penalty’ (Chapter 9). Further, within policy
frameworks aimed at ‘enabling’, being poor means the lack
of options, the absence of opportunities for meaningful
participation and inadequate support for capacity develop-
ment by low-income communities.%

Relevant as well is the concept of ‘housing poverty’,
introduced by UNCHS (Habitat) Global Report on Human
Settlements 1996, that is *...individuals and households who
lack safe, secure and healthy shelter with basic infrastruc-
ture such as piped water and adequate provision for
sanitation, drainage and the removal of household waste’.
The shortage of affordable housing for low-income urban
household in developing countries has resulted in a prolifer-
ation of slums and squatter settlements. One-quarter of the
urban housing stock consists of non-permanent structures,
while more than a third does not comply with local build-
ing regulations. Large numbers of people live in unsafe
housing. In addition, hunger is increasingly becoming an
urban problem, and the supply and distribution of food is
placing higher demands on cities (see Box 1.2). However,
urban housing poverty, food insecurity and
malnourishment are not restricted to the developing world.
Indeed, it is important to recognize that economic growth
and prosperity do not guarantee their elimination: several



million people are homeless in Europe and North America
(see Chapter 16).

All of these poverty-related problems tend to be more
prevalent in urban areas than rural areas.

More and more people in the developing world are
living in the cities. By 2020, the number of people living in
developing countries will grow from 4900 million to 6800
million. Ninety per cent of this increase will be in rapidly
expanding cities and towns. More than half the population
of Africa and Asia will live in urban areas by 2020. Already
more than three-quarters of the poor in Latin America live
in cities.®! In short, in the years to come, policy makers
need to reckon with an urbanization and feminization of
poverty whose extent and severity should not be underesti-
mated (see Box 1.3).

Inequality and polarization

Although absolute poverty is bad enough, it is worse when
it occurs amid conditions of plenty. Relative poverty
mirrors inequalities that raise important questions of
equitable access to rights and resources. Polarization
happens when these inequalities worsen over time and
inequities become accentuated and magnified. Inequality
across nations has steadily increased since 1980. The widen-
ing gap between rich and poor countries is easily seen in the
coefficient of variation of per capita gross domestic product
(GDP), shown in Table 1.3.

The growing inter-country inequalities that hinder
development and human settlement planning are
compounded by serious disparities that exist within
countries. Research has revealed a close relationship
between the degree of domestic inequality and the prospect
of eliminating poverty.
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Region Percentage of poor
1987 1990 1993 1996 1998 (est)

East Asia and the Pacific 266 276 252 149 153
(excluding China) 239 18.5 15.9 10.0 1.3
Eastern Europe/Central Asia 0.2 1.6 40 5.1 5.1
Latin America/Caribbean 153 168 153 156 15.6
Middle East/North Africa 43 24 1.9 18 1.9
South Asia 449 440 424 423 40.0
Sub-Saharan Africa 46.6 477 497 485 463
Total 283 29.0 28.1 245 240
(excluding China) 285 28.1 277 270 262
Percentage of poor at $2 per day 61.0 617 60.1 56.1 56.0

Source: The World Bank; Poverty Fact Sheets. Accessed on 31 May 2000, at
www.worldbank.org/html/extdr/pb/pbpoverty.htm.

Percentage of people

Research shows that decreasing income inequality
can have as much impact on reducing poverty as

does increasing economic growth living on less than

USS$| per day in devel-

Over the past decade, the amount of poverty reduction oping and transitional

resulting from a given rate of national economic growth has
varied in step with national income distribution.
Decreasing income inequality can have as much impact on
reducing poverty as does increasing economic growth.
Analysis of data for the 1990s shows that, on average, an
economic growth rate of 10 per cent reduced the percentage
of people living on less than US§1 a day by 9 per cent in
countries where income was fairly evenly distributed.
However, in countries where income was more unequally
distributed, a growth rate of 10 per cent reduced the
poverty headcount by only 3 per cent.®’

Some of the greatest domestic inequality exists in
the less developed and transitional economies of,
respectively, Latin America and Eastern Europe, impeding

economies, selected
years, 1987-1998

Box 1.2 Feeding the cities: urban food supply and distribution

Urban expansion and issues of food supply and distribution to and in the cities have four major consequences for urban food security. The first is the competition between
demands for land needed for housing, industry and infrastructure and land needed for agricultural production within and around cities. Agriculturally productive lands are

likely to be lost in this competition.

The second consequence is the increasing quantities of food that must be brought into cities and distributed within the expanding urban areas (see table). This
means more trucks coming into cities, contributing to traffic congestion and air pollution. It also means additional stress on existing food distribution infrastructure and
facilities, most of which are already inefficient, unhygienic and environmentally unfriendly.

The third consequence is the modification of consumption habits and food purchasing behaviours. Consumers in urban areas — who generally pay up to 30 per cent
more for their food compared with their rural counterparts — have less time to spend preparing food. Therefore, the demand for more convenience and processed meals

Expected level of food consumption in selected cities, 2000 and 2010 (1000 t)

City 2000 2010
Yaoundé 3,030 5,752
Nairobi 4,805 7,984
Isfahan 13,000 20,500
Karachi 41,800 63,900
Lima 19,276 24,567
Port-au-Prince 2934 4,450
Managua 2,782 4,075

Source: Food and Agriculture Organization of the United Nations, FAOSTAT and Food
into Cities (2000).
Note: Data are based on national food consumption averages.

increases, raising issues of food quality and safety in terms of the use of appropriate inputs,
particularly safe water, in food processing.

The final consequence for urban food security is the likelihood that low-income urban
households will reside further and further away from food markets, often in slums that do not
have water, roads or electricity. Since these households are also less likely to have refrigerators,
they face additional time and transport costs in accessing food daily.

As urban expansion continues apace, the overall cost of supplying, distributing and
accessing food is likely to increase further and, with it, the number of urban households that
are food-insecure. The challenge of feeding cities therefore lies in facilitating consumer access
to food and ensuring that required investments are forthcoming for increasing food production,
processing and distribution capacities and services under hygienic, healthy and environmentally
sound conditions.

Source: from a publication of the International Food Policy Research Institute (IFPRI) 2020 Vision for Food, Agriculture, and the Environment (www.ifpri.org/2020/welcome.htm) — an initiative to feed the world, reduce

poverty and protect the environment (Argenti, 2000).
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Box 1.3 The underestimation of the scale and nature of urban poverty

Most national and international estimates of the scale of poverty underestimate the scale and depth of urban poverty, because of unrealistic assumptions about the income
level that urban inhabitants need to avoid poverty. Most estimates for the number of ‘poor’ people or people living in poverty are based on defining a poverty line (an
income level that is said to be sufficient to meet a household’s consumption needs) and then seeing how many households have incomes below this line. Thus the number
of ‘poor’ people is greatly influenced by the income level at which the poverty line is set and governments and international agencies can increase or decrease the number
of ‘poor’ people by changing this income level.

Many nations still have one poverty line that is applied to all areas within the nation. This assumes that the income needed to avoid poverty is the same everywhere,
whether it is in rural areas, small urban centres or large cities. But in many urban settings, especially in the larger or more prosperous cities, the income needed by an
individual or household to avoid poverty is higher than in most rural areas or in less prosperous smaller centres, especially where official provision for water, sanitation,
education, health care and public transport are very inadequate and where the cost of buying, building or renting housing is particularly high (which is often linked to
bureaucratic constraints on increased supply of land for housing).

The criteria used to define the poverty line often also fail to recognize the income needed to pay for non-food items. Income-based poverty lines are generally based
on estimates of the cost of an ‘adequate’ diet with some minor additional amount added for non-food expenditures (for instance a 20 to 30 per cent upward adjustment
from the cost of a ‘food-basket” which is considered to constitute an adequate diet). This greatly underestimates the income needed to avoid many of the deprivations that
are part of poverty including the income needed for secure and adequate quality accommodation with adequate provision for water, sanitation and garbage collection and
also to meet the costs of transport, health care and keeping children at school. In many cities, renting a room takes 20-30 per cent of poor households’ income, even
though the quality of the accommodation may be inadequate. For city households who seek to keep down housing costs and live in informal settlements in peripheral
locations, fares on public transport can take up 10-20 per cent of their income. Many households have such inadequate access to water and sanitation that paying vendors
and paying for ‘pay as you use’ toilets takes up 5-20 per cent of income.

Most poverty lines also do not recognize the income needed to cover costs of education and health care. They often make no allowance for these costs, since they
assume that there is free public provision. Yet keeping children at school can represent a high cost for low-income households; for instance having to pay for private provi-
sion when there is no public provision; or the payments that have to be made even when entry into a government school is free; for instance the cost of uniforms, school
meals, school books and exam fees; or the informal payments often required from parents because public school funding is inadequate. Costs of access to health care and
medicines can take up a significant proportion of low-income households’ income, especially where public provision of health care is non-existent or of poor quality. And
perhaps not surprisingly, poverty lines do not take into account the income needed for the bribes that so many low-income households have to pay to prevent their houses
from being demolished or the goods they are selling on the street or in informal (illegal) stores being confiscated.

International poverty lines — such as the World Bank’s US$ | a day poverty line — are even more misleading in that these imply that the income needed to avoid
poverty is not only the same in all locations within a country but also the same across countries. This leads to a large underestimation as to the scale of ‘income-poverty’
since the income level needed to avoid poverty is much higher than US$ 1 a day in most large and/or prosperous cities.

A reliance only on income-based poverty lines to measure poverty also means that many other aspects of urban deprivation get missed or underestimated, including
the following:

J Inadequate, unstable or risky asset bases (although with a recognition that there are different kinds of assets that help people to avoid poverty or its effects including
assets that are important for generating or maintaining income, assets that help low-income people to cope with economic shocks or natural disasters — and avoid
the need to take on onerous debt burdens — and assets that are important for limiting environmental hazards that can have serious health and economic costs).

J Limited or no right to make demands within the political system or to get a fair response: ‘voicelessness and powerlessness’ (often within a framework that does not guaran-
tee civil and political rights — for instance the right to have representative government, the right to organize and to make demands and to get a fair response, the
right to justice — which includes protection against forced eviction and corruption).

0 Poor quality/insecure housing and lack of basic infrastructure including insecure tenure and inadequate provision for safe and sufficient water, sanitation and drainage
(with the immense health burden that this imposes and the high economic and other costs this also brings); although higher incomes generally allow households to
find more secure and better quality accommodation.

0 Inadequate basic services including good quality education, health care, emergency services and protection from crime and violence.

. Discrimination in, for instance, labour markets and access to services, political representation and justice. This includes the discrimination that women face in labour
markets and access to property, credit and services. It also includes the discrimination faced by certain groups based on their race or caste.

Source: Satterthwaite, background paper.
Notes: See for example Kanji, 1995; Pryer, 1993.

economic growth and the reduction of poverty. Table 1.4 America and the Caribbean. Inequality is high, as well, in

summarizes information from the World Bank many African nations and in the Russian Federation. In so

Development Indicators. The Gini Index is a commonly far as data permit, the next section further examines trends

used indicator of inequality.®® Although it presents an observed in various world regions.

overall picture, it is less effective in conveying what is

happening at the extremes of the distribution. Therefore, The developing countries

additional information is provided by figures showing the Data on poverty and inequality trends in the developing

proportion of income received by the highest and lowest world are scarce and incomplete. However, the information

deciles of the population. that is available indicates, on the whole, little improvement
The indicators in Table 1.4 confirm the generally or worsening of conditions. A recent study of the distribu-

high levels of inequality found in countries in Latin tional effects of IMF programmes in 39 developing



countries found a significant sharpening of income inequal-
ity and a deterioration of incomes of the poor in the
countries most in need of external financing to address
prior balance of payments problems.3*

In Latin America, a quarter of all national income is
received by a mere 5 per cent of the population, and the top
10 per cent own 40 per cent of the wealth. Income distribu-
tion, which had become more equal during the 1970s,
worsened considerably in the 1980s and remained stagnant
in the 1990s, despite positive growth rates throughout the
decade.® The region’s income distribution is the most
inequitable in the world, with the poorest 20 per cent
earning a mere 3.5 per cent of total income. The figure is
5.2 per cent in Africa and 8.8 per cent in Eastern Europe
and Southeast Asia.® Data from the United Nations
Economic Council for Latin America (UNECLA) show that
while the proportion of the urban poor in Latin America
and the Caribbean fell during the 1990s, in 1997 the propor-
tion of urban households in poverty and in extreme poverty
was still higher than it was in 1980 and the absolute
number of poor people living in cities increased. Over the
last 20 years, the number of the poor has risen by 40
million to 180 million, equalling 36 per cent of the popula-
tion. Of those, 78 million live in extreme poverty, unable to
afford even a basic daily diet. The poverty rate is 80 per
cent among the region’s 30 million indigenous people, who
are concentrated in Bolivia, Ecuador, Guatemala, Mexico
and Peru.¥” During the 1990, the Gini coefficient for urban
household income inequality increased in 12 Latin
American countries and declined only in Bolivia, Honduras
and Uruguay.®

Many African countries are also characterized by very
high levels of inequality. The continent faces difficult devel-
opment challenges. It is the poorest region in the world, with
an average income per capita of US$315 in 1997.% More than
40 per cent of Africa’s 600 million people live below the
internationally recognized poverty line of US$1 per day.
Deteriorating economic conditions during the 1970s brought
about declines in urban incomes. Subsequent Structural
Adjustment Policies (SADs) served to further impoverish a
majority of urban households and to newly impoverish a
new class of junior public sector employees. At the end of the
1990s, African output per capita was lower than it was 30
years before.”! During this period, its share of world trade fell
to just 2 per cent. Most African countries are still exporters
of primary commodities and are deeply indebted, with
foreign debt representing more than 80 per cent of GDP in
1997.% Investment and savings per capita have declined since
1970, averaging 30 per cent of GDP in the 1990s.”® Declining
wage levels and increasing prices of food and services have
combined to result in a widespread deterioration in standards
of living. However, the pattern is not uniform across Africa.
Broadly speaking, the countries of tropical sub-Saharan
Africa have experienced the severest declines, but in some of
these countries, drought and wars have been as or more
important than economic policies. About one in five Africans
live in countries formally at war or severely disrupted by
conflict.” The mortality rate is increasing and now stands at
165 per 100,000, compared with 107 in 1970.% AIDS is
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Year Coefficient of variation
1980 0.7575

1985 0.7867

1990 0.8083

1995 0.8291

1996 0.8294

1980s 0.7789

1990s 0.8210
Source: Kanbur and Lustig, 1999.

Coefficient of variation

expected to reduce life expectancy by up to 20 years in the
most affected countries.”d Recession and adjustment seem to
have had less dramatic effects on Northern and Southern
African countries.”

Recent data on income distribution in Asian
countries are scarce. An IMF study of trends in selected
countries from the early 1970s through the early 1990s
showed some improvement in Indonesia, the Philippines
and Malaysia, but found considerable increases in income
inequality in Sri Lanka, Bangladesh, India, Singapore,
Thailand and Pakistan.”® A recent analysis of the impacts of
structural adjustment reforms in Pakistan reveals persistent
poverty and inequality and moribund social safety nets.”
These findings pre-date the Asian financial crisis at the end
of the 1990s, which has thrown existing inequalities into
sharper relief.

Since 1978, China has implemented influential
economic reforms. For example, export firms were allowed
to retain a proportion of foreign exchanges, which were
previously entirely controlled by the central government.
After 1980, Foreign Direct Investment (FDI) grew about 35
per cent per annum, making China in 1996 the second
largest recipient of FDI, after the United States. In 1998,
China’s foreign exchange reserve was more than
US$140,000 million, second only to that of Japan. The
export-oriented development strategy articulated by Deng
Xiaoping led to rapid economic growth. GDP more than
quadrupled. Per capita disposable incomes more than
tripled in the cities and almost quadrupled in the rural
areas.

However, rapid economic growth also brought about
growing income inequality, which slowed down poverty
reduction. Before the economic reforms that started with
the open-door policy in 1978, China was one of the most
egalitarian economies in the world.!" But between 1981
and 1995, the Gini coefficient, a widely used measure of
inequality, increased from 28.8 to 38.8.

of GDP per capita

across countries

® The countries with economies in transition

In the formerly centrally planned economies, ownership of
assets was concentrated in the state, earnings inequality in
the dominant state sector was low and public policies were
designed to limit income differences."! Inequality did exist,
based not on market dynamics but as a function of differen-
tially privileged positioning in channels of bureaucratic
resource allocation; the party cadre, the leading
intelligentsia, the upper echelon of the military and top
security officers, managers of large state enterprises and elite
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Country Gini Index Lowest 10%  Highest 10% Survey year Country Gini Index Lowest 10%  Highest 10% Survey year
Slovakia 19.5 5.1 182 1992¢,d Morocco 395 26 309 1998-99a,b
Belarus 217 5.1 200 1998a,b Yemen 395 23 308 1992ab
Austria 23.1 44 19.3 1987¢,d Mozambique 396 25 317 1996-97a,b
Denmark 24.7 36 20.5 1992¢,d Ethiopia 40.0 30 337 1995a,b
Japan 249 48 217 1993c,d Guyana 402 24 320 1993a,b
Belgium 25.0 37 202 1992¢c,d Tunisia 40.2 23 307 1990a,b
Sweden 25.0 37 20.1 1992¢,d Trinidad and Tobago 40.3 2.1 299 1992¢,d
Czech Republic 254 43 224 1996¢,d China 403 24 304 1998¢,d
Finland 25.6 42 216 1991c,d Guinea 403 26 320 1994a,b
Norway 258 4.1 218 1995¢,d Cambodia 404 29 338 1997a,b
Croatia 268 40 216 1998a,b Kyrgyztan 40.5 27 317 1997¢,d
Slovenia 268 32 207 1995¢,d Turkmenistan 408 26 317 1998a,b
Luxembourg 26.9 40 220 1994c,d United States 408 1.8 30.5 1997¢,d
Italy 273 35 218 1995¢,d Senegal 413 26 335 1995a,b
Romania 282 37 27 1994c,d Thailand 414 28 324 1998a,b
Bulgaria 283 34 225 1995a,b Turkey 415 23 323 1994a,b
Egypt 289 44 25.0 1995a,b Bolivia 4.0 23 317 1990c,d
Rwanda 289 42 242 1983-85a,b Uruguay 43 21 327 1989¢,d
Germany 300 33 237 1994c,d Saint Lucia 42.6 20 325 1995¢.d
Lao PDR 304 42 264 1992a,b Ecuador 437 22 338 1995a,b
Hungary 308 39 248 1996c,d New Zealand 439 03 298 1991cd
Pakistan 312 4.1 27.6 1996-97a,b Kenya 445 18 349 1994a,b
Canada 315 28 238 1994c,d Madagascar 46.0 1.9 36.7 1993a,b
Korea, Republic of 316 29 243 1993a,b Peru 46.2 1.6 354 1996¢,d
Latvia 324 29 259 1998¢,d Philippines 46.2 23 36.6 1997a,b
Lithuania 324 3l 256 1996a,b Costa Rica 470 13 347 1996c,d
Spain 325 28 25.2 1990c,d Gambia 478 1.5 376 1992a,b
Ukraine 325 39 264 19962,b Burkina Faso 482 22 39.5 1994a,b
The Netherlands 326 28 25.1 1994 Malaysia 485 18 379 1995¢,d
France 327 28 25.1 1995¢,d Panama 485 12 357 1997a,b
Ghana 327 36 26.1 1997ab Dominican Republic 48.7 17 378 1996c,d
Greece 327 30 253 1993¢,d Russian Federation 48.7 1.7 387 1998a,b
Poland 329 30 263 1996¢,d Venezuela 488 13 37.0 1996¢,d
Switzerland 33 26 252 1992c,d Zambia 498 1.6 392 1996a,b
Mongolia 332 29 24.5 1995a,b Nicaragua 50.3 1.6 398 1993a,b
Burundi 333 34 26.6 1992a,b Mali 50.5 18 404 1994a,b
Uzbekistan 333 3l 252 1993c,d Niger 505 08 354 1995a,b
Bangladesh 336 39 286 1995-96a,b Nigeria 50.6 1.6 408 1996-97a,b
Republic of Moldova 344 2.7 258 1992¢,d Papua New Guinea 50.9 1.7 405 1996a,b
Sri Lanka 344 35 280 1995a,b El Salvador 523 12 40.5 1996¢,d
Australia 352 20 254 1994c,d Honduras 537 12 4.1 1996c,d
Algeria 353 28 268 1995a,b Mexico 537 14 48 1995¢,d
Estonia 354 22 262 1995¢,d Lesotho 56.0 09 434 1986-87a,b
Kazakhstan 354 27 263 1996a,b Guinea-Bissau 56.2 0.5 42 1991ab
Israel 355 28 269 1992¢,d Chile 56.5 14 46.1 1994c,d
Portugal 356 3l 284 1994-95¢,d Zimbabwe 56.8 18 469 1990-91a,b
Ireland 359 25 274 1987¢,d Colombia 57.1 Il 46.1 1996¢,d
United Kingdom 36.1 26 273 1991c,d Paraguay 59.1 0.7 46.6 1995¢,d
Viet Nam 36.1 36 299 1998a,b South Africa 593 LI 459 1993-94a,b
Jamaica 364 29 289 1996a,b Guatemala 59.6 0.6 46.6 1989¢,d
Jordan 36.4 33 298 1997a,b Brazil 60.0 0.9 476 1996¢,d
Indonesia 365 36 303 1996¢,d Swaziland 60.9 1.0 502 1994c,d
Cote d'lvoire 36.7 31 288 1995a,b Central African Republic 613 0.7 477 1993a,b
Nepal 36.7 32 298 1995-96a,b Sierra Leone 62.9 0.5 436 198%a,b
India 378 35 333 19972 Source: Data selected from World Bank Development Indicators 2000. Countries not shown were
United Republic of Tanzania 382 28 30.1 1993a,b excluded for lack of data.
Mauritania 389 23 B9 19952 Notes: a Expenditure shares by percentiles of population. b Ranked by per capita expenditure. ¢
Uganda 392 26 312 1992-932,0 Income shares by percentiles of population. d Ranked by per capita income.

athletes were known to receive preferential treatment.'” would lead to greater income inequality.'™ However, not all

Income inequality by However, levels of income inequality were significantly countries follow the same trend.

country lower than in OECD countries.!®® Given the initial condi- The transition economies in Central and Eastern

tions at the start of the transition, it is not surprising that Europe have experienced contrasting outcomes regarding

liberalization and the introduction of market processes income distribution since the late 1980s. Some, like



Slovakia, have maintained the relatively equal income
distributions that were present at the beginning of the
transition with government policies offsetting unevenness
in wages. Others, like Russia, have seen dramatic increases
in income inequality, which have combined with declines in
total output to raise poverty rates sharply.'®® Causes of
growing inequality include:

. asset redistribution, chiefly through privatization;

*  liberalization of prices and, in some contexts, redis-
tribution resulting from inflation tax and
macroeconomic instability;

*  liberalization of wage setting, tolerance of unemploy-
ment and changes in labour market institutions;

*  shifts in the level and structure of public spending,
including spending on transfers, education and
health;

*  tax reforms, generally a reduction of tax rates, aimed
at raising incentives for firms and individuals; and

* trade liberalization, exposing technological obsoles-
cence and associated lack of skills among workers.!%

Recent studies of transition economies found that income
inequality is positively correlated with the share of output
in the informal economy, although the causality of this
relationship may operate in both directions. An increasingly
large informal economy may contribute to greater inequality
due to weakened social safety nets eroded by falling tax
revenues. This greater inequality wears away solidarity and
trust, which may lead people to hide formal economic activ-
ities from the government to avoid onerous regulations,
evade taxes, to engage in bribery, or other criminal activities
that undermine the legitimacy and functioning of the
system.!”” At the same time, trade liberalization and techno-
logical change have affected the relative demand for types of
labour. In this light, policies aimed at increasing adaptability
- for example, improving skills acquisition and the quality
of the educational system — become more important in
dampening wage inequality. However, developments in the
Central and Eastern European States (CEES) are in the
opposite direction, pointing to the probability of persistent
inequality in the future.!”®

® The industrialized countries

A comparison of wage inequality in OECD countries during
the 1980s and 1990s shows divergent patterns. The US and
the UK experienced sharp increases in inequality. There was
also a pronounced increase in inequality in New Zealand,
following substantial deregulation of that country’s
product and labour markets. There were modest rises in
inequality in Canada and Japan and declines in Sweden and
Germany.”” Various studies indicate that inequality in
earnings income among Australian households increased
during the 1980s and 1990s. However, research also
suggests that these increases in inequality in the distribu-
tion of market income over this period were fully offset by
increases in the progressivity in the tax/transfer system.!!’
The pattern of demand shifts for more skilled
workers appears to be relatively similar in more developed
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economies, although not all OECD nations have experienced
sharp increases in wage dispersion and educational wage
differentials similar to the US since the end of the 1970s.
Declines in the growth of relative skill supplies have been
more pronounced in countries with the largest increases in
educational wage differentials and overall wage inequality
(the US and the UK). Differences in labour market institu-
tions have also influenced the recent pattern of wage
inequality changes in OECD countries.!!! Countries where
unions, employer federations and government agencies play
a larger role in wage determination had smaller increases in
inequality than the US. A comparison with Canada is
instructive because the labour market impacts from changes
in trade and technology have probably been similar to those
in the US. The decline of relative skill supply in the US, but
not in Canada, offers a partial explanation for the larger
increases in wage inequality seen in the former. In addition,
the US has experienced much more deunionization. The
relationship between the decreasing influence of wage-
setting institutions and increasing wage inequality is also
apparent in the UK (declining unionization in the 1980s),
Sweden (shift from peak-level bargaining to more company-
and industry-based settlement in the mid-1980s), and Italy
(end of government intervention in wage setting through
the scala mobil, ensuring automatic cost-of-living
adjustments, in the early 1990s).!"2

The reason for the rise in inequality in the developed
countries is not a simple one. In general, there has been an
increase in the demand for skilled labour, relative to
unskilled labour. The underlying cause of this shift involves
aspects of globalization and technological change. In this
connection, greater opening up of trade can lead to greater
disparities. Many traded goods are intermediate inputs that
substitute for unskilled labour more readily than for skilled
labour, so that when trade lowers their prices, the demand
for unskilled workers falls relative to that for skilled
workers. Inequality is also increased by technological
change that raises the quality of capital goods and the
complementary need for skilled labour.!’3

The Human Development Report 1999''4 ranks Canada
first among 174 countries included in its Human
Development Index,'"” while the US is tied for second
place.!'6

During the recent period, the US and Canada have
experienced strong economic growth. However, this
economic growth happened at the same time that
poverty increased and existing inequalities deepened

Both countries fare very well according to most indicators
used to calculate the index. During the recent period, both
countries have experienced strong economic growth.
However, this economic growth happened at the same time
that poverty increased and existing inequalities deepened.!
Thus, both countries are also examples of how aggregate
numbers may reveal little and obscure much about large
differences underlying the summary statistics. Because the
US strongly influences the policies of other countries, it is
of interest to examine its own domestic situation in some
detail.
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The Center on Budget and Policy Priorities'!® is a
leading non-partisan research organization and policy insti-
tute that conducts studies of a range of government policies
and programmes in the US, with an emphasis on those
affecting low- and moderate-income households. In a recent
report, The Widening Income Gulf,""? analysing data from the
Congressional Budget Office (CBO),'?” the Center observes
that the after-tax income gaps between those with the
highest incomes and other households have widened sharply
since 1977 and reached the widest point in recent decades
(Figure 1.1).1%! The average after-tax income of the richest
1 per cent of the population more than doubled between
1977 and 1999, rising 115 per cent after adjusting for infla-
tion. But the average after-tax income for households in the
middle of the income scale increased by only 8 per cent over
this 22-year period, an average real gain of less than 0.5 per
cent per year, while the average income of the poorest fifth
of all households fell. The analysis found that the richest
1 per cent of households had as much after-tax income in
1999 as the 38 per cent with the lowest incomes.

The report also examined data on wealth in US
society and found that its distribution is even more skewed
than that of income.'?? For example:

100%
[ Atter-tax income, projected 1999
I Weatth 1995 84%
80
60
50% 50%
40 39%
20 13% 16%
0 .
Top one per cent Top 20 per cent Bottom 80 per cent

* In1995, the wealthiest 1 per cent of households
owned 39 per cent of the nation’s wealth. By
contrast, 1 per cent of US households with the
highest incomes received about 13 per cent of the
nation’s after-tax income. The share of the nation’s
wealth possessed by the top 1 per cent is thus three
times as large as their already large share of national
income.

*  The wealthiest 20 per cent of households owned 84
per cent of the nation’s wealth in 1995. By compari-
son, the 20 per cent of households with the highest
incomes receive a little more than 50 per cent of the
national after-tax income.

*  The bottom 80 per cent of households owned only
16 per cent of the nation’s wealth, significantly less
than half of what the wealthiest 1 per cent of the
population possessed.

* Wealth was more concentrated among the top 1 per
cent and top 20 per cent of households in 1995 than
at any time since the Depression.

The concentration of wealth and after-tax income is shown
in Figure 1.2.

Data from different sources produce similar findings
on income and wealth inequality, including a study by the
US Congress’s Joint Committee on Taxation,'”® and from
two recent reports by the nonprofit organization ‘United
for a Fair Economy’!%* entitled Shifting Fortunes: The Perils of
the Growing American Wealth Gap'® and Divided Decade:
Economic Disparity at the Century's Turn. %

What is noteworthy about the US situation is that a
strong economic expansion has gone hand-in-hand with
persistent poverty as well as widening economic disparities.
This is significant in that the US is greatly influential in
shaping international approaches to development. It is of
interest to review recent Canadian trends, which show
several similarities, but also important differences compared
with the developments in the US.

Falling Behind: The State of Working Canada 2000,"”" a
report by the Canadian Centre for Policy Alternatives,'?
highlights the following long-term socio-economic trends in
Canadian society, ranked first in the United Nations
Human Development Index:'%

*  Real, personal, disposable (after tax) income per
person fell by an average of (.33 per cent per year in
the 1990s; in 1999, real, personal, disposable income
per Canadian was 3.3 per cent lower than in 1989.

*  Between 1981 and 1995, only the top 10 per cent of
male earners experienced any increase at all in their
real annual earnings (up 6.2 per cent over the entire
period). The real annual earnings of the bottom 90
per cent of men fell, and they fell the most for lower
earners, with the real annual earnings of the bottom
10 per cent of men falling by 31.7 per cent.

*  Between 1980 and 1996, because of flat or falling
wages and rising unemployment, lower income
families came to rely more on transfer payments
from governments (unemployment insurance, social
assistance, public pensions, etc). Transfer payments



made up 59 per cent of the income of the lowest
income 20 per cent of Canadian families in 1996, up
from 46 per cent in 1980; and 25 per cent of the
income of the next 20 per cent of families in 1996,
compared with 14 per cent in 1980.

Transfer payments make a huge difference to income
inequality. In 1997, the most affluent 20 per cent of
Canadian families had 21 times the income of the
bottom 20 per cent when only pre-tax ‘market’
income (wages, salaries and investment income) is
considered, but just five times as much income after
taxes and transfers had redistributed income.

The overall poverty rate in Canada rose from 16 per
cent in 1980 to 17.5 per cent in 1997. However, this
was the combined result of declining rates of poverty
among the elderly (down from 34 per cent to 19 per
cent) because of improvements to public pensions,
and of increasing poverty rates for younger families
with heads aged 25 to 34 (up from 12 per cent to 19
per cent). As a result, the child poverty rate also rose,
from 16 per cent to 20 per cent. Child poverty rates
have remained stubbornly high even during the
1990s recovery because of deep cuts to social assis-
tance and unemployment insurance benefits.

Job growth in the 1990s was, until very late in the
decade, heavily tilted towards ‘precarious’ jobs.
Between 1989 and 1998, the total number of self-
employed workers grew by 40 per cent, part-time
paid jobs grew by 16 per cent, and full-time paid jobs
grew by just 2 per cent; 70 per cent of the increase in
self-employment was in ‘own account’ businesses
with no employees.

Between 1989 and 1997, the average ‘market’ income
of Canadian families from wages, salaries, self-
employment earnings and investments (adjusted for
inflation) fell from Can$53,937 to Can$50,672, and
average family income after taxes and government
transfers fell by 5.6 per cent from Can$48,311 to
Can$45,605. Poorer families experienced the most
serious decline in both market and after-tax/transfer
incomes. The real after-tax/transfer incomes of the
least well-off 40 per cent of families with children
fell by 12 per cent over this period.

Between 1990 and 1998, private health care spending
per person rose by 19.6 per cent to Can$733, while
public health care spending per person fell by 5.1 per
cent to Can§1680. As a result, the private share of all
health care spending rose from 24 per cent to 30 per
cent. Over the same period, undergraduate tuition
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Box .4 United for a fair economy and responsible wealth

The richest | per cent of the US population now own more personal wealth than the bottom
95 per cent combined. Responsible Wealth is a network of over 450 business people, profes-
sionals, investors and other affluent top income earners and asset holders, affiliated with
United for a Fair Economy, a nonprofit organization concerned about growing inequality. In
1997, they pledged the proceeds of their capital gains tax cut to support groups working for a
fairer tax system and economic justice and developing initiatives that improve access to health
care and education as well as programmes to help low-income households build assets that
will enable them to own a home or small business.

Since 1990, average worker pay increased 28 per cent, just slightly above inflation, while
CEO pay rose 481 per cent. In 1999 alone, average CEO compensation jumped 23 per cent,
while average, full-time worker pay increased a mere 3 per cent. Members of Responsible
Wealth have also embarked on a campaign filing shareholder resolutions to bring about a fairer
distribution of wages:

J Linking CEO and average worker pay according to a maximum ratio to reduce growing
disparities.

0 Freezing CEO pay during periods of downsizing and cost cutting.

J Conducting pay equity audits to identify and correct violations of pay equity legislation,
exposing discriminators to adverse publicity and legal liabilities.

0 Broadening ownership by increasing the number of shares held by employees, which

has been associated with both faster economic growth and lower worker turnover, and
which will help bridge the wage gap.

0 Reforming corporate governance by holding real elections with multiple candidates for
board positions, including representatives from employees and the community.

J Publishing corporate lobbying expenses and listing political contributions in order to
respect the shareholders’ right to know how their money is spent.

J Disclosing corporate welfare by reporting the extent and ways that a company’s profits

are tied to tax abatements, below-market financing and other government subsidies.

Source: Responsible Wealth (www.responsiblewealth.org), a project of United for a Fair Economy (www.ufenet.org/).

As can be seen from Table 1.5, unlike in the US, the rise in
Canadian family income inequality is not due to an
increase in the earnings of the highest paid, but reflects a
sharp drop in incomes among the lowest quintile.

Table 1.6 presents a comparison of the overall distri-
bution of disposable (after-tax and transfer) income for a
number of advanced industrialized countries for the most
recent years for which data are available."® The US clearly
emerges as the most unequal society, with the top decile of
households having incomes almost six times greater than
the bottom decile. By this same measure, the Scandinavian
and Benelux countries stand at the high-equality end of a
wide income distribution spectrum, with the UK and the
US standing at the other end. The US and the UK also have
a relatively much less well-off middle class. Further, the
table shows similar dramatic differences in the child
poverty rate, ranging from 2.7 per cent in Sweden to 22.7

fees rose by 126 per cent. per cent in the US.
1973 § 1984 § 1990 $ 1996 $ % change 1973-90 % change 1990-96
Bottom 5th
Table
Decile | 5204 2062 2760 435 47 -84 -
Decile 2 19,562 14930 16,599 11,535 +15 +31 Average Canadian
Top 5th family income before
Decile 9 71611 79,628 88,426 86,497 +23 -2 transfers, 1973-1996;
Decile 10 107,253 123,752 134,539 136,737 +25 +2 families with children
Source: Statistics Canada Survey of Consumer Finance data from Armine Yalnizyan, The Growing Gap, Centre for Social Justice, October, [998. (Can$1996)
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Top/bottom  Bottom as % Top as % Child poverty
decile middle middle rate (%)
us 6.44 34 219 227
Canada 393 47 185 139
UK 4.56 46 210 179
Germany (W) 3.84 46 177 87
France 411 45 185 75
The Netherlands 3.05 57 173 4.1
Sweden 278 57 159 27
Industrial country average 353 52 181 na

Source: Luxembourg Income Study data in Timothy Smeeding. ‘Income Inequality: Is Canada Different or Just Behind the
Times?” Paper presented to the 1999 meeting of the Canadian Economics Association.

National income
distributions compared

National poverty rates:
before and after the
impact of transfers

The distribution of income and poverty in countries is
determined by two main forces: the primary distribution of
income by the market and the subsequent reshaping of this
distribution by governments through taxes and income
transfers. Table 1.7 provides an indication of the different
roles played by the tax/transfer system in different
countries. It shows the proportion of the population who
fall below the poverty line, defined as half the median
income, before and after transfers. In the US, the poverty
rate of all households is reduced by less than one-third.
However, in Canada, the poverty rate is cut in half by
transfers, from 22.9 per cent to 11.2 per cent. In Germany,
France and Sweden, the transfers are even more significant,
reducing poverty rates by 75-80 per cent. Similar or more
striking reductions occur in families with children (Table
1.7). The pattern of rising wage inequality in the US is not
offset by changes in non-wage compensation favouring
low-wage workers.1%!

Assessment of trends

The data just presented are important. They illustrate a key
point: public policies can produce quite different living
conditions.

The record shows that different public policies
produce different living conditions in countries with
similar experiences of globalization and technological
change

All of the countries considered above operate in similar
contexts of globalization, including increased capital mobil-
ity, competition and trade liberalization. They all experience
more or less the same pattern of technological change. Yet,
as societies, they have created very different outcomes for
their citizens. Clearly, globalization is not a mechanistic

All households Two-adult working families with children

Before After Before After
us 253 17.7 154 127
Canada 229 112 126 6.4
Germany 221 5.5 31 1.5
France 345 82 18.7 2.1
Sweden 339 6.5 9.6 1.4

Source: OECD Economics Department Working Paper 189 Income Distribution and Poverty in Selected OECD
Countries (1998).Tables 5.4, 5.7. Poverty defined as income less than half median.

process with predetermined consequences. Greater inequal-
ity is not a foregone conclusion. Our task is to channel the
potential of globalization towards the elimination of
poverty, the reduction of inequality and the protection of
our natural environment. To date, market-led approaches
have failed to attain these goals. Elsewhere in this report,
reasoned arguments make clear that the prospect that
markets will be effective in the future is bleak at best.

New forms of governance must take advantage of the
combined capabilities and strengths of governments
at various levels, market mechanisms and civil
society networks. Such governance will not pit the
poor against the rich, but develop the unrealized
productive potential of the poor and recognize that
policies supporting people living in poverty also
benefit the rest of society

What we need, instead, are new forms of governance that
take advantage of the combined capabilities and strengths
of governments at various levels, market mechanisms and
civil society networks. Such governance will use strategies
that do not pit the poor against the rich, but that develop
the unrealized productive potential of the poor and recog-
nize that policies supporting people living in poverty also
benefit the rest of society. People living in poverty have
shown that they have the capacity to establish their priori-
ties, mobilize resources and negotiate the terms and
direction of local development with external public and
private interests. Our first priority must be to support this
capacity, especially by strengthening poor people’s security
of land and housing, assisting them in mobilizing these
assets, and by improving their access to basic services such
as safe water supply and sanitation.'?

The World Bank estimates that the economies of
developing countries will grow at 4 per cent per capita per
annum until 2015. What are the implications of this
growth rate for meeting the OECD’s Development
Assistance Committee (DAC) income-poverty target? As
Figure 1.3 shows, if the 4 per cent growth rate is accompa-
nied by low income inequality then the DAC target is easily
met, and poverty is halved by 2006. If, on the other hand,
high income inequality accompanies growth then the DAC
target is not achieved. The 4 per cent growth rate forecast
is optimistic to begin with.!%3

Higher rates of growth help, but only to a limited
extent. The same figure shows that shifting from a high
inequality to a low inequality growth path has a greater
effect on poverty reduction than adding an extra 1 per cent
to the growth rate. In fact, in the high-income inequality
scenario it would require an extra 5 per cent growth (to
make a total rate of 9 per cent) per capita per annum to
meet the target. This growth rate would be without histor-
ical precedent. Even the Southeast Asian economies only
grew 5.5 per cent per annum between 1965 and 1997.13+

Recent econometric studies also appear to invert the
conventional wisdom that inequality is good for growth. A
review of this research develops the argument that inequal-
ity is bad for growth for three reasons. To begin with,



conditions of inequality restrict the opportunities for
productive investment by the poor, especially in human
capital, more than they increase such opportunities for the
rich. Inequality also discourages effort by poor borrowers.
Finally, it creates credit cycles that amplify macroeconomic
volatility. ' The same viewpoint was recently expressed by
World Bank president James Wolfensohn who stated that:

‘Growth did not reduce poverty (in Latin America and the
Caribbean), and had little impact on inequality. High
inequality sustains poverty, as smaller shares of total
income reach those at the botiom. Inequality weakens the
impact of growth on fighting poverty.”%6

‘High inequality sustains poverty, as smaller shates of
total income reach those at the bottom. Inequality
weakens the impact of growth on fighting poverty’ -
James Wolfensohn, Address to Western Hemisphere
Finance Ministers Meeting, Cancun, 3 February 2000
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Chapter 15 in Part V discusses approaches to fight poverty
and inequality. However, it is important here to make
several observations to set the stage for later discussions.
These observations include the incontrovertible facts that

*  today, large numbers of people live in abject poverty
and squalor;

*  unprecedented economic growth has done little to
reduce their number; and

*  in many places, inequalities have sharply increased.

We cannot continue with business as usual if we are serious
about tackling the root causes of poverty and inequality.

We cannot continue with business as usual if we are
serious about tackling the root causes of poverty and
inequality. For the development of human
settlements, the implication is that we must broaden
our view of cities as engines of economic growth to
include and emphasize a perspective that sees cities
as agents of social change

The preceding discussion has been concerned with provid-
ing a general socio-economic background within which to
situate the more urban-focused analyses of subsequent
chapters. It identified a number of significant trends
relevant to poverty within cities which are highlighted by
the following points:

*  Inmany countries, real incomes have fallen, the costs
of living have gone up and the number of poor
households has grown, especially in cities. It is clear
that future urbanization in developing countries will

be accompanied by a shift in the concentration of
poverty from rural to urban areas, a phenomenon
which has been described as the ‘urbanization of
poverty’. Already, more than three-quarters of the
poor in Latin America live in cities; other developing
world regions are likely to follow the same path.

*  Poverty should not be seen narrowly in terms of
income in relation to costs of living. The ability to
maintain a minimum standard of living also depends
on access to basic services such as safe drinking
water, sanitation and waste collection and disposal,
all of which have important effects on health.
Millions of urban dwellers do not have access to
these services. In view of this, it is clear that the
effectiveness with which urban infrastructure and
services, and human settlements in general, are
managed has significant implications for poverty
eradication.

*  Urban poverty, including food insecurity and
malnourishment, are not restricted to the developing
world. Therefore, it is important to stress that
economic growth does not guarantee their elimina-
tion. Despite a booming economy, hunger and
homelessness in the US have increased. Research has

shown that decreasing income inequality can have as

much impact on reducing poverty as increasing
economic growth.

For the development of human settlements, the implication

of the above trends is that we must broaden our view of
cities as simply engines of economic growth to include and
emphasize a perspective that sees cities as agents of social
change. Such a perspective entails first the articulation of
appropriate new normative agendas. The United Nations
world conferences of the 1990s, reviewed in Chapter 3,
were an important catalyst in this regard. Now is the time
for implementation of these agendas.

Global poverty in 2015:
effects of growth and
inequality

Source: Maxwell and
Hammer, 1999
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URBAN IMPACTS OF

GLOBALIZATION

Globalization, Urban Planning
and Democracy’

There are two strands to the argument regarding the
relationship between economic globalization and urban
planning. First, decision-makers in cities take a view of
globalization in which they see cities as competing for
globally footloose investment and hence requiring particu-
lar priorities in urban policy. Second, their response results
in a concentration of power in a city elite and a lack of local
democracy. As argued in this report, a less deterministic
approach to globalization will provide better opportunities
for greater local political choice and participation, leading to
a wider discussion of priorities in urban planning.

Globalization is a contested concept. The view that
has provided the dominant paradigm over the last decade,
and the context for much thinking about urban policy, is
sometimes referred to as the ‘hyperglobalist’ perspective.?
Those holding this view, largely informed by management
and business schools, tend to believe that the increasing
globalization of the economy is inevitable. They also
consider that globalization is beneficial and that it will
eventually have advantages for all parts of the world. This
is the ‘trickle down’ concept on a global scale. In this
scenario, the nation state is seen as losing its role in a world
that chiefly involves interactions between transnational
business and city or regional governance. Economic global-
ization is seen as a natural process and city government
should ensure that its citizens derive the maximum benefit
from it. Cities should adapt their policies to conform to the
imperatives that the process demands.

However, there are other views of globalization.
Some see the concept as an ideological construct to give
neo-liberalism greater spatial dominance, and consider that
there is nothing fundamentally new in the way that the
world economy operates. This perspective provides a useful
corrective in stressing the ideological potential of the
‘hyperglobalist’ stance, although it underplays the changes
in both intensity and spatial penetration that have taken
place in the world economy.

There is a third view that accepts such changes but
does not agree that they have a natural, inevitable, dynamic
of their own.? In this third view, it is claimed that there are
choices to be made about whether to enhance, block or
mediate these global economic forces. The nation state is
considered still to have some role in determining policy

over such matters. However, the nation state itself is seen
as undergoing restructuring as part of the globalization
process. Some of its functions are moving upwards to
supranational regional levels (eg the European Union),
while others are decentralizing to subnational regions or
cities. The result can be described as a multilayered system
of governance, which interacts in different ways with the
processes of economic globalization, which is itself multi-
faceted. This more complex interpretation allows local
variation in the response of the different political actors to
broadly shared global contexts.

In many places, there has been a shift in the
attitudes of urban government from a managerial
approach to entrepreneurialism. This entrepreneurial
stance views the city as a product that needs to be
marketed. This marketing approach, and the empha-
sis on restructuring the city so that it appeals to
global business, has led to the dominance of
economic interests in the decision-making process of
urban planning

In recent years, city governments have been adapting to
their new global environment. For example, in Sydney,
Singapore and London (three cities that are examined in
Boxes 2.1, 2.2 and 2.3), it has been assumed that to gain
comparative advantage it is necessary to beat their competi-
tors in the game of attracting investment from the leading
sectors of the new globalized economy. In many places,
there has been a shift in the attitudes of urban government
from a managerial approach to entrepreneurialism.* This
entrepreneurial stance views the city as a product that
needs to be marketed. For economically advanced cities, this
marketing effort is aimed at attracting the headquarters or
regional branches of international companies, particularly
in the financial sector. This city marketing approach adopts
the ‘hyperglobalist’ view of the globalization process,
accepting its imperatives and adapting city policy in order
to compete and survive. This results in several
consequences: a particular form of city decision-making,
specific urban planning priorities and projects, and social
polarization.

This marketing approach, and the emphasis on
restructuring the city so that it appeals to global business,
has led to the dominance of economic interests in the
decision-making process of urban planning. A coalition
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Box 2.1 Globalization in a regional capital: Sydney

The major cities of Australia have a long history of competing with each other.This tradition has provided a foundation for the wider
geographical competition of recent years. Sydney has now established itself as the leading Australian city. It is the major international air hub
and the most important financial centre in the country. During the growth in Asian economies, it has extended its role to become a location
for many transnational corporations wanting to service Southeast Asia. The State of New South Wales undertakes the strategic planning of the
Sydney metropolitan region.

In 1988, a Liberal-National coalition won the state election. It formed a government with an ideology of limited government, cuts in
state finances and privatization. The new state government was keen to attract global activities to Sydney but found it difficult to provide infra-
structure and tax concessions, as the main revenue-raising powers were held by the Federal Government. As a result, the major tools available
to the state government to attract global investment were its land holdings and urban planning and development powers. In 1995, the state
government produced a new metropolitan strategy called Cities for the 2 st Century. It was heralded as a new approach to strategic planning
that was more broadly based and more flexible: ‘as we move into an age of more rapid change and diverse global influences, a metropolitan
planning strategy needs to be dynamic rather than rigid’' One of its policies was ‘the promotion, nationally and internationally, of central
Sydney as a corporate headquarters and financial centre and also as a tourism centre, and the development of planning and management in
support of these roles’.

Thus by the mid-1990s, Sydney was orienting its land use strategy towards a global market, orchestrated by the state government. Part
of this strategy involved the identification of key sites for world city functions. However, the state met reaction from the local authority level,
which was not always happy to accept such decisions. The City of Sydney was subject to local community pressures and opposed many of the
ideas for the development of the CBD, particularly when this involved the demolition of buildings with heritage value. It is, therefore, interest-
ing to see how the state government sought to implement its globally oriented policy in the face of adverse local views.

The first important tool at its disposal was the planning power to intervene in any development decision that had strategic
significance. The state used this power on numerous occasions during the 1980s and 1990s. In some cases, it contravened the controls agreed
in the local plans of the City of Sydney. In order to try and circumvent these democratically formulated local plans, a special Central Sydney
Planning Committee was established in 1988, dominated by state appointees. This committee had responsibility for the preparation of local
plans for the City and for decisions on all developments with a value of over Aus$50 million. Another ploy adopted by the state was to change
the boundary of the City of Sydney to try and ensure a local council sympathetic to global city development.A further example of the bypass-
ing of local opposition took place around the state’s decision in the early 1980s to develop Darling Harbour as a major recreation and
convention centre with a linked mono-rail. This had to be built in time for the 1988 bicentennial year, but the requirement to conduct an
environmental impact assessment created an obstacle in this tight timetable. So, the state passed a special act of parliament to give planning
powers to a new Darling Harbour Authority that would not be subject to local council controls or planning laws. When professional and
community opposition developed over the proposed mono-rail, these special powers were extended to also cover this aspect of the project.

In 1995, the Labor Party returned to control the state. It judged that the Cities for the 21st Century strategy did not sufficiently explore
the international context and so it commissioned a new study. In the foreword to the study report, entitled Sydney as a Global City, the
Minister for State and Regional Development says ‘we must ensure that planning for Sydney supports a competitive and efficient economy ...
planning for new and efficient road and rail networks, supporting existing employment locations and providing a continuing supply of sensibly
located land are key elements in this focus’.i The report presents a thorough analysis of the factors that influence Sydney’s potential as a
world city and the implications for planning. In 1997, the state produced a new review of strategic planning, called A Framework for Growth and
Change." It adopted many of the approaches of the previous plan and had an expanded section on fostering a competitive and adaptable
economy, drawing on the work in Sydney as a Global City. New roads and airport expansion were proposed. A framework for Growth and Change
pointed out that the state would continue to use its powers to make decisions over major projects as this helped to attract major inward
investment and ‘encouraged major companies to locate regional headquarters and facilities in the region’.”

In 1997,2 new body was established called The Committee for Sydney, officially launched by the Premier of New South Wales. It
comprised business and community leaders and was chaired by the director of the successful Olympic bid. Its major aim was to give Sydney a
higher international profile and it argued that ‘we have to think smarter, work harder and plan better if we are to build a viable future for our
city in an intensely and increasingly competitive regional and world economy’.¥! It placed considerable emphasis on the need for a plan or
vision and said that ‘many of the world’s major cities — such as Barcelona, Berlin, London, Paris, Rome and Venice — are showing the way, having
developed clear visions of their future and applying long-term strategic plans to realise them'.¥i It clearly implied that Sydney was falling behind
in the competitive urban development game and that existing strategic plans were not sufficient. So it was no surprise that, in 1998, they
commissioned a study entitled Sydney 2020 to ‘determine what is needed to develop and enhance Sydney’s future as a world city’."i

The main instigator of the planning strategy in this example has been not the City of Sidney, but the State of New South Wales. The
collaboration between the state and the Committee for Sydney with its strong business representation has strengthened the global orienta-
tion. Changes in political party have had no effect on the direction of the strategy. Meanwhile, the resultant projects, in the shape of new office
developments in central Sydney and the conference- and casino- oriented Darling Harbour development, met with local opposition.To deal
with this, the state used a number of instruments to bypass the local democratic process. The Sydney example shows how important the
global environment has become in the strategic planning of the city. Competition, not only with other cities in the same country, but with
cities across the world, has become the motivating force.

Source: Thornley, 2000.
Notes: i Department of Urban Affairs and Planning, 1995, p12; i Ibid, p92; iii Searle, 1996, pv; iv Department of Urban Affairs and Planning, 1997; v Ibid, p59; vi Committee for Sydney,
1997, pp|-2; vii Ibid, p 5; viii Committee for Sydney, 1998.
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Box 2.2 Globalization in a city-state: Singapore

The British founded Singapore as a trading post early in the 19th century. Until its independence in 1965, these trading interests dominated
the government of the city. In 1965, the new state was cut off from its hinterland and set about pursuing a survival strategy. Communication
based on trade provided a useful foundation. It was decided that industry needed to be developed to secure a sound economic future. The
state took the lead in organizing this economic strategy. New institutions such as the Development Bank of Singapore were created to facili-
tate, develop and control the foreign direct investment. The Jurong Town Corporation developed the new industrial estates. Further, one of the
most important bodies was the Economic Development Board (EDB), an arm of government that developed strategies to attract potential
investors. Thus, from this early period, the Singapore government was actively involved in deciding the city’s economic role and promoting it.

By the 1980s, the limits on the size of the work force and the restricted land area, made the government realize that it was becoming
increasingly uncompetitive in labour-intensive industry.An Economic Committee was established to advise the government on a new direction.
It concluded that Singapore should focus on developing as a service centre and seek to attract company headquarters to serve Southeast Asia,
develop tourism, banking and offshore-based activities. The government set up a specific initiative, the Operational Headquarters Program, to
attract regional offices of multinational corporations.

In 1990, the Deputy Prime Minister stated that ‘Singapore seeks to be a hub city for the region and the world in a growing interde-
pendent global economy’.The land provision for this new orientation had already started in the early 1970s when the government realized
that it lacked the banking infrastructure for a modern economy.A new banking and corporate district, known as the ‘Golden Shoe’, was
planned, incorporating the historic commercial area.' This became the location for the major international companies and various government
financial agencies. Major expansion has also taken place at the airport to make it one of the hubs of world air traffic. Recently, the government
has seen its neighbouring cities, such as Jakarta and Kuala Lumpur, develop as financial and office centres. It believes it needs to keep one step
ahead of trends and is now promoting Singapore as the ‘intelligent island” with a focus on computer and telecommunication technology. Thus,
since independence, the economic role of Singapore has been very consciously planned.

The centrally planned state economic strategy is closely linked to land use and development planning. The EDB has a key influence on
the strategic land use plans that are prepared by another arm of government, the Urban Redevelopment Authority (URA).The private sector
is also involved in the planning process. It is invited to give its opinions in the committees set up to advise these government boards. In
preparing its plans, the URA responds to the views of the various advisory committees and the boards and ministries of government, in which
the EDB plays an important agenda setting role. The URA translates these discussions into land use and development terms through its prepa-
ration of the Concept Plan, a strategic plan for the whole island.

The latest Concept Plan, completed in 1991, is clearly and openly oriented towards the attraction of business. It seeks continued
economic growth through ‘restructuring the city’, ensuring that the facilities needed by future business are planned; this includes transport and
telecommunication infrastructure, land and environmental quality. After conducting studies of other world cities, a major extension of the
existing financial district is planned through a land reclamation scheme. This attempts to replicate the vitality of other cities with waterside
central areas such as Sydney and San Francisco. Part of this area has already been developed as a conference and exhibition zone and the rest
will be used for CBD expansion, housing and entertainment.

One of the new features of the latest plan is a broader conception of what contributes to economic success. This conception includes
high quality residential areas, a good environment, leisure facilities and exciting city life. Thus, there is more provision for low-density housing,
often in waterfront communities linked to beaches and recreational facilities. Another major land reclamation scheme is planned for these
functions, stretching from the CBD to the airport. The environmental policy is oriented to the ‘beautification’ of Singapore; for example, creat-
ing green zones between settlements and along transport corridors. It is linked to the prime objective of assisting in attracting business
through the provision of golf courses, beaches and pleasant setting for luxury housing.As a one-party city-state, Singapore has a particular
ability to take a positive and coordinated approach to city planning.A major role of government has been to determine the economic strategy
for the city, which has moved from industry through regional office headquarters and financial services to computing and technology.
Throughout, these strategies have been formulated within a conscious understanding of the city’s relationship with the rest of the world.
Global communications and networking have been a central feature. This dominant role by state government has been supported by strong
interaction with the business community through various advisory mechanisms.

Once the economic vision has been established, the land use and development strategy is expected to translate this into physical
reality by creating the necessary sites and infrastructure. Local democracy has not played a major part in this decision-making approach.
Rather, the support of citizens is sought through high quality, subsidized, social provisions, such as in housing, public transport and health.A
majority of people live in housing built by the state but privately owned. This combination allows the state to determine the nature of the
housing and its allocation while generating the stakeholding characteristic of ownership. The state’s control of allocation has been used to
bring about ethnic and social mix in each housing area, thus avoiding social polarization and gentrification, but also impeding the formation of
shared interest groups, with the potential of mobilizing dissenting voices. In so far as integration has been achieved, it has happened not
through local democracy, but through the provision by a benevolent state of high-quality material and social conditions. An interesting question
for the future will be whether this approach can be maintained with the growing stress on quality of life, individual choice, limited low-density
housing, and an economy built on education and the ‘information age’.

Source: Thornley, 2000.
Note:i Chua, 1989.
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Box 2.3 Globalization in a world city: London

London was a relative latecomer to the business of city promotion, handicapped by its lack of any city-wide government after the abolition of the
Greater London Council (GLC) in 1986.The only strategic policy for London after the GLC was produced by national government. In tune with
the non-interventionist ideology of the Thatcher period, the central government strategic guidance for London in 1989 was only a few pages long
and merely set out the main parameters, such as supporting the private sector, within which the local authorities should operate.

As a result of the ideology of neo-liberalism and institutional fragmentation, very little London-wide thinking took place. The 33 local
authorities within London had a joint committee, the London Planning Advisory Committee (LPAC), which produced strategic policies, but these
had a very limited impact on central government.

Earlier, in 1980, central government had established the London Dockland Development Corporation to undertake the regeneration of a
large area of land left unused after the move downstream of the London Docks. The Corporation was a body appointed by central government
and it took over the responsibility for the area from the local authorities. The communities living in that area therefore lost their local democratic
procedures, producing considerable local resentment. The Corporation was given the brief to promote the area and attract investment from the
private sector. It took over land that previously belonged to the local authorities and was given the finances to provide infrastructure. Tax breaks
were offered and planning constraints removed. One of the results of this approach was the development of the Canary Wharf office project.

However, from the early 1990s there was increasing pressure for a more concerted approach. The City of London, a small local authority
covering the financial district and having unique institutional arrangements based on a medieval charter that privileged the business community,
had been active in commissioning reports. One of the conclusions of such work was that London needed a single voice in order to promote
itself. A similar conclusion was expressed in a consultant’s report entitled London:World City Moving into the 2 st Century, which surveyed leading
international business opinion on how London could retain its competitive position.

In 1992, central government set up the London Forum to promote the capital, which, the following year, merged with London First, a
similar body set up by the private sector. This set the pattern of private sector leadership with central government backing that was to dominate
strategic thinking in London over the next five years. In 1994, the central government announced another initiative, London Pride, involving the
orchestrating of a vision for London that would help the city to be more successful in its competition with other world cities, and the prepara-
tion of a prospectus of future priorities and action to coordinate the public, private and voluntary sectors. Its aim was the consolidation of
London’s position as the only world city in Europe. It sought to achieve this through three interrelated missions: a robust and sustainable
economy drawing on a world-class workforce; greater social cohesion;and a high-quality provision of infrastructure, services and good environ-
ment. The main emphasis was on measures to support business and attract inward investment, such as adequate provision of good sites,
telecommunication facilities, a suitably trained labour force, promotional activity, improved access to the airports and better public transport.

Meanwhile, central government had become more directly involved in strategic planning for the city, as the problems of fragmentation
continued. It established a Minister for London, a Cabinet Sub-Committee for the capital, the Government Office for London which coordinated
the different Ministries with interests in London, and produced a new enhanced Strategic Guidance for London Authorities that extended to 75
pages.' In 1995, it also established the Joint London Advisory Panel to advise the Cabinet Sub-Committee. This new body consisted of the same
membership as the London Pride Partnership, and was again led by London First. This arrangement illustrates once more the close working
relationship between central government and the private sector. The priorities of the partnership had a significant influence on central govern-
ment thinking through the Joint London Advisory Panel and its input into the revised strategic guidance for London. This new guidance stated that
‘the promotion of London as a capital of world city status is fundamental to government policy’. It warned that rival cities such as Paris, Frankfurt,
Barcelona and Berlin were ‘fighting harder than ever to attract investment and business opportunities’.’

The London case shows that the fragmentation of decision-making that was a feature of the neo-liberal policies of the 1980s meant that
London was poorly placed to promote itself in the globalized economy.This led to pressure, particularly from the business world and local
authorities representing strategic development locations, to create some kind of leadership to promote the city. Many suggestions were made at
the time but in the end the lead was taken by central government in partnership with the business-led London First organization. The London
Pride Partnership created a vision document and the local authorities and training agencies were drawn into this, as the implementers. This vision
then influenced central governments strategic guidance for London and local authorities were statutorily obliged to follow it.

However, in 1997 a major change took place in British politics when the Labour Party under Tony Blair won the national election after 18
years of Conservative rule.This outcome had a significant impact on the institutional context for strategic planning in London.A completely new
political arrangement, the Greater London Authority, was devised. For the first time in history, this included an elected mayor for the whole of
London. The elections for the mayor and a Greater London Assembly took place in May 2000.

A major theme for the new authority is the coordination and integration of policy. It is responsible for drawing up a new plan for the
coordination of land use and development across the whole city. It is also required to produce an integrated transport strategy, an air quality
management strategic plan, a waste management strategy, regular state of the environment reports, a strategy for culture, media and leisure, and
an economic development strategy. This economic development strategy, the focus for promoting competitiveness and attracting inward invest-
ment, will be produced by the new London Development Agency.

A second theme of the new authority is to foster transparency of decision-making. This will be achieved through the elected mayor, the
debates in the Assembly and an annual public hearing. It remains to be seen how this new arrangement, with its greater local democracy, will
affect the priorities for the planning of the city. Previously, these were dominated by a coalition between central government and the private
sector in an institutional environment that was highly complex and difficult to penetrate. In theory, the new situation should generate debate
and discussion as the various strategies are formulated. The priority to pursue competitiveness and inward investment will be advocated by
the London Development Agency but this will be one voice among many within the purview of the mayor. A more open debate could occur
with opportunities for citizens to express their opinions. The result may be a less deterministic reaction to the imperatives of globalization.

Source: Thornley, 2000.
Notes: i Government Office for London, 1996; i Ibid, p3.
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develops between externally oriented economic interests
and elements of city government that benefit from the
attraction of ‘world city” functions. The economic interests
include international companies, financial organizations
and sectors with a global reach such as computing or
tourism, while the government elements represent strategic
locations such as the central business district (CBD), new
areas with potential for ‘world city’ functions or airports.
These interests can be viewed as forming a new kind of
elite dominating the agenda of city governance. The
concept of the ‘growth machine’ has been developed to
designate a particular coalition of economic interests
dominating city governance in the US.? Such coalitions
centre on real estate owners but may also include city
politicians, media, utility companies and academia. Over
the years, this concept has been further developed, particu-
larly through cross-national research, and made more
sophisticated, for example in ‘regime theory’.® If we extend
this work and broaden the economic interests in the coali-
tion accordingly, focusing on those with global concerns,
many aspects of the growth machine formulation retain
their relevance. The overriding push for growth still
provides the stimulus for the coalition, the highly focused
goal leads to the formulation of a sympathetic elite, and the
other agencies are drawn in because of the need for infra-
structure and legitimacy.

However, as suggested by recent ‘regime theory’ liter-
ature and shown in the case studies of Sidney, Singapore
and London, city governance is not confined to the local
level. Higher level political actors also play a significant role
in this new ‘global growth coalition’. This role becomes
particularly relevant when, as in Sydney, the political
boundaries hinder the development of consensus behind the
coalition. The importance of supra-city politics supports
the third view of globalization, which suggests that, in our
global world, governance is undergoing a process of restruc-
turing in which the distinction between the previous
political levels is becoming more complex. It runs counter
to the ‘hyperglobalist’ view, which suggests that the nation
state is becoming redundant.

The ‘global growth coalition’ will seek to push the
policies of the city in a particular direction. This will be
given legitimacy by arguing that the forces of globalization
are inevitable and that the city, if it is to survive in an
environment of competition with other cities, has to create
a strategy to maximize its ability to benefit from global
economic forces. This approach usually involves the formu-
lation and propagation of some kind of ‘vision’ for the
future of the city, oriented to reassuring potential investors
that their needs will be met. The aim is to ensure that this
vision informs other policies of the city, including the
strategic land use plan, and expenditure priorities.

The global city’s orientation places much emphasis
on communications, including airport expansion and links
to strategic office locations. The desire to attract global
companies leads to the provision of attractive, well-serviced
and favourably located sites for state-of-the-art office devel-
opment. In the top world cities, this approach has produced
New York’s Battery Park, London’s Canary Wharf and

Tokyo’s Waterfront. Smaller versions can be seen in many
cities around the world. Luxury housing, dining establish-
ments, and entertainment amenities are also required to
attract the professional personnel for these global activities.
Tourism, whether for business or pleasure, and leisure have
also become major economic growth sectors in the global
economy. As a result, many of the recent urban projects
have included trade centres, conference centres, hotels,
casinos, urban theme parks and sports complexes.
Development projects oriented to these global activities not
only provide physical needs, but also contribute to the
‘image’ of the city. This is important in marketing any
product and can help in advertising and making the product
visible. In the case of a city, an exciting and dynamic
impression can be given through the use of spectacular
architecture. The Sydney Opera House provided an early
example. In more recent years, there has been a prolifera-
tion of eye-catching buildings from the Guggenheim
Museum in Bilbao’ to London’s Millennium Dome.®
Evidence suggests that global cities around the world
have become increasingly polarized in recent years. The
‘Dual City’ label has been used to describe the disparities
between rich and poor. As shown later in this chapter,
contemporary social dynamics are more complex than such
a bi-polar division and the variations in the social
programmes of local and national states also generate diver-
sity. Nevertheless, a great deal of research links the
processes of economic globalization to social polarization.”

The influx of global organizations into a city can
create a highly paid workforce whose standard of
living and salary levels are determined by global
comparisons. On the other hand, the workers who
service them through such activities as cleaning,
providing food or routine office work, are typically
poorly paid

The influx of global organizations into a city tends to
create a highly paid workforce whose standard of living and
salary levels are determined by global comparisons. On the
other hand, the workers who service this workforce
through such activities as cleaning, providing food or
routine office work, are typically poorly paid. Government
hopes for the higher productivity and efficiency of foreign-
owned companies to Tub off” on local industries have been
questioned by research. For example, a recent study based
on data from UK companies in the first half of the 1990s
found that on average there were no wage and productivity
spillovers to domestic firms as a result of foreign presence,
seriously calling into doubt one of the justifications for the
huge packages of financial assistance and tax breaks that
have been offered by successive British governments. "’
These economic and social differences have a
geographical dimension and concentrations of rich and poor
have become increasingly evident. The process of gentrifica-
tion is much in evidence, as the wealthy look for distinctive
urban locations, often displacing existing residents. Such
disparities can produce resentment, social instability and
conflict. The kind of projects described above can also



generate alienation, as many local people find little for
themselves in [uxury shopping centres, casinos and conven-
tion centres. Indeed, many of the new projects may worsen
the city residents’ quality of life through increased noise or
congestion, or the loss of the opportunity to use the limited
supply of key urban sites for other uses. Scarce public
resources may be allocated in support of mega-projects
intended to project a positive city image but with little
value in the residents’ daily lives. In many cases, the
projects create islands of activity, oriented to those of
means, surrounded by areas of poverty. This phenomenon
has been called the ‘bubble effect’.!! Many of the people
who visit these sites are tourists or visitors from wealthier
residential areas, often in the suburbs. In a related vein,
growth promoters put pressure on and support cities to
host international mega-events with uncertain benefits at
best for a majority of the urban population.”?

New projects may worsen the city residents’ quality
of life through increased noise or congestion, or the
loss of opportunity to use the limited supply of key
urban sites for other uses. Scarce public resources
may be allocated in support of mega-projects
intended to project a positive city image but with
little value in people’s daily lives

A recent review of such hallmark spectacles suggests that
displacement of poor households should be viewed as an
expected result of this form of urban restructuring as these
glamorous events are used to bring new people, new facili-
ties, and new money to cities at a rapid pace; these goals
are rarely evaluated in an open, democratic manner."

There is considerable debate over the causal factors
behind social processes. Cities have always contained rich
and poor areas. A case can be made, as with globalization
more generally, that the speed of change, its pervasiveness,
and greater public awareness, now create a situation signifi-
cantly different from the past. However, the important
point is that globalization, and the response of city govern-
ment, can have variable impacts on different groups of
citizens. Urban decisions are highly political.

If a consequence of the local response to globaliza-
tion is to restrict the determination of priorities to a
small elite, then there is little opportunity for the
political issues to be discussed and decided through
local democracy

An important message of this report is that there are
encouraging examples of countervailing trends that
reveal cities as active agents, attentive to concerns of
social justice and environmental sustainability

If a consequence of the local response to globalization is to
restrict the determination of priorities to a small elite, then
there is little opportunity for the political issues to be
discussed and decided through local democracy, as
illustrated by the case studies of Sydney, Singapore and
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Box 2.4 Globalization of land and housing markets:

the Mexican experience

Most studies have linked the ‘global’ real estate cycle of the late 1980s to the source of net
capital outflows in developed countries (especially Japan) and an international switching of
portfolio investment that has targeted real estate investment in the US, Europe and Australia.
While the ‘emerging markets’ of Latin American finance have become closely tied to the global
economy, there are insufficient data for a definitive assessment of how Latin American
countries have been drawn into this cycle; no research has systematically looked into how Latin
America’s major cities are linked to international property markets.

However, data on the destination of foreign direct investment (FDI) flows to Mexico
show that only I.1 per cent is destined for the construction sector, suggesting that ‘deterritori-
alization’ of land and housing markets may still be some way off. Nevertheless, closer linkages
are signalled by new workings of the real estate markets.

The peso crisis of 1994-1995 and its ‘solution’ provide the first insight into the global-
ization of real estate in Mexico. The devaluation of the peso against the US dollar, caused by the
inability of the Salinas administration to allow the value of the peso to slide in an election year,
with an economy vulnerable to foreign portfolio investment and rapid credit expansion, was
occasioned by a loss of confidence among institutional investors.! In order to prevent currency
free-fall, domestic interest rates were sharply increased. As the Salinas reforms had sought to
develop a secondary mortgage market and pension-based financial instruments, and middle-
income households had borrowed large sums over the previous few years and invested in real
estate, the results were catastrophic. Some reports had households attempting to give
property away rather than service the debt. Prices and turnover in the formal segment of the
market appear to be increasingly sensitive to events on the ‘domestic’ stock markets and to
fluctuations in real interest rates, which are themselves more sensitive to events in New York
and London.

Source: Gareth Jones, 2000 (see Background Papers).

Note: i see Renaud, 1997; ii see Burki and Edwards, 1996. Portfolio investment was negative during the 1980s but rose
sharply to account for about 80 per cent of foreign investment during the 1990s, becoming negative US$10,000 million in
1995. FDI has increased more steadily; iii In 1994 there was a glut of secondary and prime property in Mexico City and
prices had reached a plateau from a threefold increase in dollar prices from 1989.A number of stock-real estate funds that
could have smoothed for fluctuations in one market had only just been set up.

London. In the longer term, this lack of accountability can
be a threat to the social sustainability of the city. An impor-
tant message of this report is that there are encouraging
examples of countervailing trends that reveal cities as active
agents, participating in processes of globalization while
attentive to concerns of social justice and environmental
sustainability.

Physical Reflections of
Globalization'®

The changing relationship between manufacturing and
service sector activities is sometimes taken as a hallmark of
globalization. Its impact on settlement patterns is obvious
and profound: cities that had been the hub of bustling
manufacturing enterprises in the period of rapid urbaniza-
tion have been losing their industrial employment base, and
instead are becoming the seats of concentrated clusters of
commercial financial and management activities; FIRE,
finance, insurance and real estate are prominent among
them. Manufacturing plants have been moved to the
suburbs, sometimes to rural regions, and to a significant
extent away from older, industrially more developed
countries to less developed ones. Where the move has been
to less developed economies, the direction of development
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Box 2.5 Globalization, real estate markets and the drug trade

Among the lesser-known impacts of globalization on real estate markets has been the inflow of
funds from the global drug trade.This is most clearly the case for Colombia where the repatri-
ation of drug money has been laundered through real estate markets and as a ‘legitimate’
investment thereafter. In Medellin, for example, a rapid influx of drug funds in the late 1980s
sparked a boom in the construction industry, raising local employment by 28 per cent in six
months and causing severe inflationary pressure in the materials sub-sector. Drug funds have
created a parallel finance system, making the relationship between the volume of mortgage
finance and the quantity of new construction highly inconsistent. In Mexico, drug money is
associated with a number of high-profile construction projects on the border, the dollarization
and dramatic increase in land prices in cities such as Guadalajara, and the appearance of ‘narco
architecture’ in Baja California Sur. It is unclear whether the inflationary impacts of drug funds
have affected the ability of low-income households to acquire land, or whether the segmenta-
tion of land and housing markets can mitigate such pressure.

is ultimately often similar to that in older countries: Sao
Paulo, for instance, the relocation target of major automo-
bile plants 50 years ago, is now seeing them leave for
regions in the interior of Brazil and instead is watching its
cluster of internationally oriented commercial high-rise
office buildings proliferate. The Asian Tigers (for example,
Hong Kong, Singapore and South Korea) are similarly facing
competition for industrial labour from other less developed
Asian economies and are seeking to maintain their position
by shifting towards higher tech production as a matter of
deliberate policy to develop human capital reservoirs as a
means for propelling economic growth (for example, see the
case of Singapore, described in Box 2.2).

The shift from manufacturing to services only in
part represents technological progress. The total
amount of manufacturing activity in the world is
increasing, not decreasing, whether measured in
value or in employment

These developments are not the simple consequences of
technological advances. They are in large part determined
by changes in the organization and concentration of wealth
and the policies of government, which in turn determine
how (and where) new technology will be used. The shift
from manufacturing to services, for instance, only in part
represents technological progress. The total amount of
manufacturing activity in the world is increasing, not
decreasing, whether measured in value or in employment.
Its relocation from older cities — often the locus of past
worker organizing efforts, strong trade unions and high
wages — to other areas where greater profits can be made
with a cheaper work force and less restrictive regulations is
not a function of technology, but of the quest for higher
profits. Advances in communications technology facilitate,
but do not mandate, centralization of command functions.
The particular constellation of power dictates the use of
these technologies, rather than something inherent in these
technologies themselves.!®

It is the complex intertwining of technological
capabilities, economic resources and political power
that produces the consequences of globalization

It is the complex intertwining of technological capabilities,
economic resources and political power that produces the
consequences of globalization that this report identifies as
important concerns. On the other hand, these factors also
provide the potential for positive outcomes brought about
by processes of democratic governance informed by our
accumulating knowledge of constructive models of urban
development.”

Cross-border activities can have unfavourable effects
that are easily seen. The impact of increased air traffic, for
instance, is one of the most visible consequences of global-
ization. It has resulted in serious noise and air pollution in
those cities near airports. Where airports are further from
the city, as in New York City or London, problems of traffic
congestion are heightened. Equally important are the impli-
cations of the growth of air commerce on regional forms of
habitation. The clusters of ‘airport cities’ that have sprung
up around major hubs, such as Frankfurt or Dallas/Fort
Worth, have siphoned off business activity, and with it
commercial life, from many downtown areas and severed
connections of these activities from the fabric of urban life.
The ability to develop mega-projects, such as the skyscrap-
ers that are becoming an essential component of the image
of any city that wishes to call itself global, would not be
possible in most cases without cross-border financing.'® In
further pursuit of that image, many cities produce a
uniform architecture, aspiring to a standard of international
stature but often more characterized by plushness and
pretentiousness than by its aesthetic quality.

Inequality and the quartering of urban space

The previous chapter documented the deepening inequality
associated with current globalization. The process leading
from globalization to inequality is clear; it results from the
use of advanced communications and transportation
technology to enable the concentration of wealth in the
hands of a few, to the comparative, and often absolute,
detriment of most. The increasing mobility of capital, and
the increasing span of control that is newly possible, have
resulted in an increasing concentration of wealth at the top,
and an increasing gap between the holders of that wealth
and the poor of the world. The poorest 20 per cent of the
world’s population has seen its share of global income
decline from 2.3 per cent to 1.4 per cent in the past 30
years, while the share of the richest 20 per cent increased
from 70 per cent to 85 per cent."” Social welfare policies
significantly affect the level of inequality; thus the states
traditionally associated with such policies, from Sweden
and The Netherlands to Singapore, show lower levels of
inequality than more market-based societies, but even in
these countries the gap between rich and poor is increasing.

These two major aspects of globalization, the
restructuring of manufacturing and services, and widening
inequality or polarization, have their reflections in the
shape of cities and the activities they harbour. An especially
striking urban concomitant of globalization is the expres-
sion of inequality in patterns of segregation of people and
land uses. The most fundamental of these is in the quarter-
ing of urban space.
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Box 2.6 Planning to prevent ‘unbalanced’ development in Manila’s mega-urban region

In Southeast Asia, much developmental effort has been focused on establishing attractive venues for foreign direct investment in manufactur-
ing, services and infrastructure. Global capital flows, however, tend to concentrate within national core regions, mainly in and around capital
cities that represent the principal nodes of connectivity between national and global economic spaces.

One result of this spatially differentiated integration into the global economy has been the reworking of urban cores, as office towers
and middle-class landscapes of consumption emerge according to globally recognizable templates.A second consequence has been the devel-
opment of extended metropolitan regions. Dense populations in wet-rice cultivating areas preclude the need for urban agglomerations to
provide labour supply and market access. Studies of these mega-urban zones areas have emphasized their dynamism as the key engines of
national economic growth.

Recent research in the extended region around Manila, however, suggests that tensions exist within such landscapes, creating a
dynamic that leads to the domination of urban land uses over residual agriculture, rather than their juxtaposition and co-existence. Like other
Asian cities, Manila and its surrounding regions command the lion’s share of global investment in the national economy.

The consequence of this pattern of investment is that much of the Philippines’ national economic dynamism in the last decade has
been focused on the urbanizing region around Manila, creating exactly the mixed-use landscape described elsewhere in Southeast Asia. In
particular, the landscape of neighbouring provinces is becoming a patchwork of residential subdivisions, industrial estates, commercial develop-
ments, golf courses and theme parks, all existing within what was, until recently, an almost exclusively agricultural economy.

Planning frameworks for the greater Manila region have tended to emphasize the need to maintain agricultural activities alongside
industrial development, for reasons of both food security and the relatively universal access to employment in farming sectors. Planning
documents too have aimed to foster ‘balanced’ agricultural and industrial growth.

While such goals are laudable, the social dynamics of development in mega-urban regions suggest that residential and industrial land
uses and their associated socio-cultural implications are in conflict with agricultural production and rural life. Four sources of tension can be
identified: economic, environmental, social and political.

J Economic tensions arise due to changes in labour and land markets in urbanizing contexts. The absorption of labour by urban and
industrial activities has pushed up agricultural wages to a point where rice farming becomes barely profitable. Frequently, agricultural
labour demand can only be met through engaging migrant bands of workers from other provinces. Land conversion, meanwhile, has
presented tenant farmers with tempting compensation packages to entice them to surrender their tenancy rights.

. Environmental conflicts arise around issues of water supply and waste disposal. Irrigation canals may be silted up by eroded soil from
nearby construction sites.After construction is completed, where waste disposal from new residential estates is inadequate, household
refuse frequently finds its way into irrigation channels, again blocking and contaminating the water supply to remaining farmland.

. Social changes in urbanizing contexts present the perennial problem of keeping the younger generation ‘down on the farm’. New
employment opportunities arise in factories, offices and even overseas. There is often little interest in following the parents’ footsteps
in agricultural employment even when they are without work. Furthermore, because of household cash incomes boosted by waged
employment or overseas remittances from other family members, there is less necessity to take such ‘undesirable’ work.

. All of the circumstances above encourage farmers to get out of agriculture and sell their tenancy rights. While legislation is designed
to prevent fertile irrigated farmland from being lost in this way, local politics frequently facilitates the circumvention of such legal
provisions. At one level, pressure from the owner to sell the land is difficult for tenant farmers to resist. In a broader sense, the vested
interest of local politicians in land conversion means that zoning and planning regulations are frequently circumvented.

Thus residual farmland is placed under great pressure from advancing urbanization in the extended metropolitan region. For individual farmers
there is little incentive to continue cultivating when economic, environmental, social and political pressures are all pushing towards the conver-
sion of land. Indeed, such conversion often occurs well ahead of actual demand for residential or industrial land, as landowners seek to
remove tenant farmers and secure convertible land for speculative purposes.

The corollary on the regional scale is that unless careful planning and zoning rules are implemented, the extended metropolitan region
will not remain a mixture of agricultural and urban land uses, and will instead see the gradual ‘squeezing out’ of agriculture and the creation of
a diffuse urban agglomeration. Retaining agricultural activities on the other hand would provide for a diversified economic base and labour
market at a local level in urbanizing villages and, at a national scale, ensure food security for urban populations.

Source: Kelly, 2000a.
Note: For additional references, see Kelly, 1999;2000b.

The link between inequality and urban space is not so much
the division of society into two simple parts, that of the rich
and that of the poor, as in the 19th century, but the
quartered, divided or partitioned city of today. It is the
indirect, but essential, product of current globalization.
Inequality, in this broader sense, has been extensively
documented as a worldwide phenomenon known as polar-

ization. It has four distinct aspects: an increase in the
relative numbers of those who are rich and those who are
poor; an increase in the financial distance between them; a
greater differentiation among the groups between the richest
and the poorest, so that one may speak of a four- or five-part
division of classes rather than a simple division into two; and
sharper differentiation among the groups from each other.
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The four aspects of this process of polarization are
reflected in the physical space of cities, particularly in the
partitioning of the residential areas of cities, in a pattern we
may call quartering. The enclave, whether as citadel of
power, gentrified neighbourhood, exclusive suburb or
immigrant quarter, is the most typical form of quartering.
Harking back to the origin of the term in the enclaves of
the imperial powers in the colonies, the enclaves accompa-
nying globalization similarly represent the effort to wall
some in and keep others out.

There is growing evidence of five, increasingly
separate residential cities - one mobile, four in
separate quarters - each with a parallel city of
business and work

The resulting residential pattern consists of five residential
cities: one is ‘non-spatial’ in the sense that it floats freely?!
in multiple locations in and outside the city; the other four
are based on traditional neighbourhood quarters. Each
residential city has its source in a parallel (although not
always congruent) city of business and work. This economic
differentiation is induced by globalization, and each type of
city has its own form of separation from the others, and its
own dynamics of development. For business, the spatial
patterns include areas in which people of many
occupations, classes and levels of status live in many differ-
ent residential areas, but work in close proximity. These
five formations of parallel residential and business cities
include:

*  the luxury city and the controlling city;

*  the gentrified city and the city of advanced services;
*  the suburban city and the city of direct production;
*  the tenement city and the city of unskilled work;

*  the abandoned city and the residual city.

® Mobile citadels of wealth and business

The luxury areas of the city, the residences of the wealthy,
while located in clearly defined residential areas, are at the
same time not tied to any quarter of the city. For the
wealthy, the city is less important as a residential location
than as a location of power and profit. The restructuring of
cities has led to an increased profitability of real estate,
from which the already wealthy disproportionately benefit.
They profit from the activities conducted in the city or
from the real estate values created by those activities; they
may also enjoy living in the city, but have many other
options. If they reside in the city, it is in a world largely
insulated from contact with non-members of their class,
with leisure time and satisfactions carefully placed and
protected. Some 75 per cent of the chief executives of
corporations with their headquarters in New York City
have been estimated to live outside the city.?? This pattern
is repeated throughout the world.

The controlling city, the city of big decisions, includes
a network of high-rise offices, brownstones (three-storey,
upper middle class townhouses) in prestigious locations and
old colonial mansions of the imperial powers in developing

countries. It includes yachts for some, the back seats of
stretch limousines for others, aeroplanes and scattered
residences for most. It is less and less locationally circum-
scribed, but it is not spatially rootless. Its activities take
place somewhere, secured by walls, barriers and conditions
to entry.

The controlling city tends to be located in the high-
rise centres of advanced services, because those at the top of
the chain of command wish to have at least those who
work below them close at hand and responsive. Citibank in
New York City wants its next level of professionals directly
accessible to its top decision-makers; credit card data entry
operations may move to South Dakota but not banking
activities that require the exercise of discretion. Those
locations, wherever they may be, are crucially tied together
by communication and transportation channels which
permit an existence insulated from all other parts of the city.

The controlling city parallels the luxury areas of the
residential city in many ways, but not necessarily in physi-
cal proximity. When together, they form an age-old
phenomenon, now in its market incarnation: the citadel. In
the citadel, the mobile luxury residential city and the
controlling city of business come together in space. Here
also the phenomenon of walling (in and out) is at its most
extreme.

The citadel is where those at the top of the economic
hierarchy live, work, consume and recreate in
protected spaces of their own

The citadel® is where those at the top of the economic
hierarchy live, work, consume and recreate in protected
spaces of their own. For many years its residents have
sought to protect their separate space in the city by public
instruments such as zoning** Today, private, high-rise
condominiums all have their own security, and elsewhere
real walls and gates protect the enclaves of the rich from
intrusion. A growing number of such citadels are found
from New York City to Tokyo, Vancouver to Shanghai,
Johannesburg to London and Paris to Moscow.

@ The quarter of gentrification

The gentrified city™ serves professionals, managers, techni-
cians, yuppies in their 20s and college professors in their
60s: those who may be doing well themselves, yet work for
others.

Gentrified areas are chosen for their environmental
or social amenities, for their quiet or bustle, their
history or fashion and their access to white-collar
jobs

The frustrated pseudo-creativity” of their actions leads to a
quest for other satisfactions, more related to consumption
of specific forms of ‘urban’ culture, devoid of original
historical content, than to intellectual productivity or polit-
ical freedom.?” The residential areas they occupy are chosen
for environmental or social amenities, for their quiet or
bustle, their history or fashion, their access to white-collar



jobs; gentrified working class neighbourhoods, older middle
class areas and new developments with modern and well
furnished apartments, all serve their needs. Locations close
to work are important because of long and unpredictable
work schedules, the density of contacts and the availability
of services and contacts they permit.

The city of advanced services parallels the characteris-
tics of the gentrified residential city. It consists of
professional offices tightly clustered in downtown areas,
with many ancillary services internalized in high-rise office
towers, and is heavily enmeshed in a wide and technologi-
cally advanced communications network. It is the most
rapidly growing quarter of cities on an international level.
The skyscraper centre is the stereotypical form. It is located
at the edge of the city centre, as in Frankfurt/Main; outside
the city, as in Paris at La Defense, outside Rome or the
Docklands in London; or scattered both inside and outside a
city with good transportation and communications, as in
Amsterdam. Social, ‘image’ factors also play a role; the
‘address’ as well as the location is important for business.
Whether in only one location or in several in a given city,
there will be strong clustering, and the city of advanced
services will be recognizable at a glance.

@ Suburbanization inside and outside the city

The suburban city of the traditional family, suburban in tone
if not in structure or location, is sought out by better paid
workers, blue and white collar employees, the ‘lower middle
class’ and the petite bourgeoisie. It provides stability, security
and the comfortable world of consumption. Most prefer
owner-occupancy of a single family dwellings (depending on
age, gender and household composition), but cooperative,
condominium or rental apartments can be adequate, particu-
larly if subsidized and/or located close to transport. The
home as a symbol of self, exclusion of those of lower status,
physical security against intrusion, political conservatism,
comfort and escape from the work-a-day world (thus often
incorporating substantial spatial separation from work) are
characteristic. Because the home functions as financial
security and inheritance as well as residence, the protection
of residential property values is important.

The city of direct production parallels, but is not
congruent with, in either space or time, the residential
suburban city. It includes not only manufacturing but also
the production aspect of advanced services, government
offices and the back offices of major firms, located in
clusters and with significant agglomerations, in varied
locations within a metropolitan area. These locations are
not arbitrary or chaotic; they are positioned to enable
clients to be in quick and easy contact, preferably in inner-
city locations. Examples in New York City include the
industrial valley between Midtown Manhattan and the
Financial District for the printing industry, or between
Chinatown and the Garment District for textile
production.

For mass production, locations will be different. Here
the pattern has changed dramatically since the beginning of
the Industrial Revolution. At first, factories were near the
centre of the city; indeed, to a large extent they led to the
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growth of the city around them, as in the industrial cities
of England or the manufacturing cities of New England.
But more modern manufacturing methods require vastly
more single-storey space, with parking for automotive
access rather than paths for workers coming on foot, and
many more operations are internalized. Land costs have
become more important than local agglomeration
economies, and suburban or rural locations are preferred.

@® The old working class quarter and the
immigrant enclave

The tenement city serves as home for lower paid workers,
workers earning the minimum wage or little more, who
often have irregular employment, few benefits, little job
security and no chance of advancement. Their city is much
less protective or insular than the suburban, gentrified and
luxury cities. In earlier days, the residents of these so-called
slum neighbourhoods were perceived as unruly and undisci-
plined; they often were the victims of slum clearance and
‘urban renewal’. Today, they experience abandonment,
displacement, service cuts, deterioration of public facilities,
and political neglect.

Because low-paid workers are needed for the
functioning of the city as a whole, they have some
ability to exert political pressure

However, because they are needed for the functioning of
the city as a whole, they have some ability to exert political
pressure to get public protections: for example, rent regula-
tion and public housing exist largely because of their
activities. However, when their quarters are wanted for
‘higher uses’, they are frequently moved out, by urban
renewal or by gentrification. The fight against
displacement, under the banner of protecting their neigh-
bourhoods, has given rise to some of the most militant
social movements of our time. Urban protests in Paris in
the 1960s received broad recognition, and anti-displacement
activities, whether in San Francisco, New York City,
Toronto, Frankfurt, Capetown or Hong Kong, have been
worldwide. They were a major focus of attention at
Habitat II in Istanbul in 1996 and a concern included in the
current UNCHS Global Campaign for Secure Tenute.
Relatedly, ‘Cities Without Slums’ is an ambitious initiative
to improve the living conditions of millions of people living
in poverty through a joint effort of UNCHS (Habitat) and
the World Bank in partnership with cities and major devel-
opment organizations.”®

The city of unskilled work includes the informal
economy, small-scale manufacturing, warehousing, sweat-
shops, technically unskilled consumer services and
immigrant industries. These are closely intertwined with
the cities of production and advanced services and thus
located near them, but separately and in scattered
clusters.” Their locations are determined in part by
economic relations, and in part by the patterns of the
residential city. Because the nature of the labour supply
determines the profitability of these activities, the residen-
tial location of workers willing to do low-paid and unskilled
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work has a major influence. Thus, in New York City sweat-
shops locate in Chinatown or the Dominican areas of
Washington Heights, in Miami in the Cuban enclave, and
generally in the slums of cities throughout the world.

The economic city of unskilled work parallels the
tenement city. In the more industrialized countries,
residence is separate from work. For older ‘smokestack’
industries, that is also true in developing countries. Major
automobile plants in Brazil and China draw on pools of
workers from various residential areas, often from large
informal settlements and squatter colonies, located near the
factories. For other types of work, such as textiles and
forms of light manufacturing, home work is again coming
into vogue as a cheap and flexible form of production,
combining place of residence with place of work and avoid-
ing the necessity of investing in a separate workplace
entirely.*’ The ensuing separation of such workers from the
core of the city is thereby further accentuated.

® Abandonment and the new ghetto of exclusion

The abandoned city is the place for the very poor, the
excluded, the never employed and permanently
unemployed and the homeless. In older industrialized
countries, it will have a crumbling infrastructure and
deteriorating housing. The domination by outside imper-
sonal forces, direct street-level exploitation, racial and
ethnic discrimination and segregation and the harassment
of women are everyday reality. The spatial concentration of
the poor in such areas is often reinforced by public policy.
For example, public housing becomes more and more
targeted at the poorest of the poor, turning into ghettoized
housing of last resort. In some countries, they are the worst
units, left after the better part of the stock has been priva-
tized. Drugs and crime are concentrated here, education
and public services neglected. In less industrialized
countries, the excluded live on the fringe of the city; often
in informal accommodations. They often lack proper sewer-
age, water supply or other basic infrastructure, and often
subsist without protected legal tenure.

Whether in developed or less developed countries,
the residential areas of the excluded are abandoned
by the formal structures of government and denied
the public services considered normal in other parts
of the city

Whether in developed or less developed countries, the
residential areas of the excluded are abandoned by the
formal structures of government and denied the public
services considered normal in other parts of the city.

Here is also, in economic terms, the residual city, the
city of the less legal portions of the informal economy. In
the developing countries, it will overlap with the
abandoned city: its residents derive income from marginal
and illegal work. In industrialized countries, it is the city of
storage where otherwise undesired facilities, such as
manufacturing buildings are located. Many of the most
polluting and environmentally detrimental components of
the urban infrastructure, necessary for its economic survival

but not directly tied to any one economic activity, are
located here: sewage treatment plants, incinerators, bus
garages, AIDS residences, shelters for the homeless, juvenile
detention centres, jails. Recognition of the resulting equity
problems is evident in the adoption by several cities and
regions of so-called fair share regulations to help ensure a
more equitable distribution of what has been described by
various acronyms: LULUS (locally unwanted land uses),
TOADS (temporarily obsolete and derelict sites), NIMBY
(not in my back yard), BANANA (build absolutely nothing
anywhere near anyone) and NIMTOO (not in my term of
office). Although a step forward, the enforcement of such
regulations leaves considerable room for improvement.

Social exclusion is a characteristic of the abandoned
and residual city in more industrialized countries. The
excluded ghetto is widespread in the US.*! Two separate
streams of analysis have contributed to the discussion,
differing in their starting points and emphases, but not
necessarily inconsistent with each other. One places the
central emphasis on race, the other on economic change
and class. The former has been developed, logically enough,
in the US;*? the latter has greater linkages to European
experience. The term ‘underclass’ stresses the role of
economic change and its relationship to class; however, the
structural underpinnings of this concept have been
weakened by the imputing of behavioural connotations.
Substitution of the term (new) ‘ghetto poor’ for
‘underclass™® suggests the linkage between race and class
and their spatial components.3*

The ostracized marginal settlements and the
apartheid township are the older parallels in the developing
economies. The presence or absence of the excluded ghetto,
or the apartheid township, s in significant part a function
of the social and economic policies of government. Thus,
although residents from the former Dutch colony of
Surinam tend to cluster in certain areas in Amsterdam, and
distinct immigrant quarters exist in Stockholm, while
Turkish is the dominant language in certain sections of
Frankfurt, the local and national policies in these countries
preclude the type of ghettoization found in the US* which
strongly isolates poor, inner-city African Americans.® The
Index of Similarity in European cities will hover around
0.35, whereas in the US this measure of isolation more
typically is in the 0.5-and-up range. Census data show an ID
of 0.68 for Hispanics in Newark, New Jersey, for example,
and 0.83 for African Americans in Milwaukee, Wisconsin.
The dangers of this pattern are visible around the globe, but
they are recognized and countered with much greater will
and effort in some countries than in others.

Putting the lines of residential and business division
together, a general pattern emerges in which the lines of
separation are more or less congruent, and the social,
economic, political and cultural divisions largely (but not
completely) overlap. One may thus speak of five distinct
cities co-existing within the single ‘city’ of municipal
boundaries.

The lines of separation in this five-part division are
complex. In the less desirable areas, both in the residential
city and the economic city, there is a disproportionately



large number of immigrants and households headed by
women whose access to better areas is closed off because of
discrimination or costs.

Urban patterns of residential differentiation are not
simply a function of ‘lifestyle’ preferences or ‘special
needs’, but reflect positions in a hierarchy of power
and wealth in which some decide and others are
decided for

Race, class, ethnicity and gender create overlapping
patterns of differentiation: invidious differentiation, for
there is no doubt that the differences are not simply a
function of ‘lifestyle’ preferences or ‘special needs’, but
reflect positions in a hierarchy of power and wealth in
which some decide and others are decided for. The lines of
division, and the spatial and physical reflection of economic
polarization, are sharpest and most visible at the two
extremes of the scale: the citadel and the ghetto. For
example, in Sdo Paulo, the separation of citadels of business
into high-rise clusters connected by helicopter to the gated
and patrolled residential communities both within and
increasingly far outside the city, and the favelas of the poor
confined to the far outskirts of town and to little ghettos
within it, increasingly characterize a partitioned city.” In
Shanghai, the shining international skyscrapers of Pudong,
designed by and housing global firms, stand in stark
contrast to the small ground-level homes of the poor local
households that are being replaced. How sharp and how
visible such lines of division become in cities around the
world will depend both on the intensity of the impact of
globalization and on the extent to which the various actors,
in government and without, move to counter their negative
features.

® Walls between the quarters

The poor are walled in by social convention - the stigmati-
zation of their neighbourhoods, often subsidized housing,
which has become more and more housing of last resort for
the very poor. In large cities around the world, the rich wall
themselves in, forming gated communities and walled
enclaves in high-tech protected high-rises in security zones
in the central cities. For the poor, the demarcation of
boundaries may be along the lines of streets, slopes of hills,
freeways or open (usually deserted or undermaintained)
spaces; they may be artificial or natural barriers (highways
or railroad tracks, hills or rivers), or architectural barriers
and indicators (the forms of housing, the placement of
public facilities). The meaning of the walls of both the
wealthy and the poor are recognized by all sides.

In between, the residents of the enclaves of the
gentry, the middle class and the working class of the formal
labour market also seek to separate themselves out from
‘the others’, each from those below them, and all from the
very poor and excluded. In the US, gated communities and
(aptly called) Common Interest Developments (CIDs) for
affluent households now constitute the fastest growing
segment of the housing market.
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By imposing fines and attaching liens to residents’
homes, the governments of ‘privatopias’ enforce
restrictions regarding property and codes of conduct
that are rigid and often repressive. They seek to
eradicate any behaviour that might conceivably pose
a threat to property values, creating regulatory
nightmares

These ‘privatopias’ house more than 32 million people in
more than 150,000 such projects across the country. Their
residents are required to belong to homeowner associations,
pay monthly fees and live under the rule of private residen-
tial governments. These governments perform functions
that are ordinarily the province of local government: police
protection, waste collection, street maintenance, snow
removal, landscaping and lighting. By imposing fines and
attaching liens to residents’ homes, they enforce restrictions
regarding property and codes of conduct that are rigid and
often repressive. These private governments can regulate
people’s daily lives in great and personal detail. They are
known to have banned spouses below a certain age, pets
above a specified weight and children altogether. They have
cited a grandmother for kissing a friend goodbye at her
front door and ordered a family to stop using their back
door because they were wearing an unsightly path. They
have forbidden children from playing with metal toys
because the rules prescribed wood and they have levied
fines for displaying election signs (although this was
overruled by the Supreme Court). Appeals are heard by
boards whose members may be the very same people who
report the alleged violations; a blending of prosecutor and
judge unacceptable in democratic society. Although the US
constitution protects individuals against state action, the
court views homeowner associations as voluntary, private
organizations. In this vacuum, they seek to eradicate any
behaviour that might conceivably pose a threat to property
values, and they have become regulatory nightmares.

A recent study of these types of privatized quarters
warns of the residents’ diminished sense of civil responsibil-
ity to the larger community. Thus residents have organized
as interest groups demanding tax refunds from local and
state government on the grounds that they are already
paying for the privately provided services. These develop-
ments further accentuate existing patterns of segregation.”

The new architecture of shopping malls, skywalks,
and policed pedestrian malls is an additional striking physi-
cal mirror of social separation. Downtown skywalks, for
instance, symbolically and physically permit the men and
women of business and shoppers with money to spend to
walk over the heads of the poor*” The market serves as the
desired stratifying force. Thus retailing is geared to the
different market levels of each quarter, and public services
such as schools also reflect the characteristics of their locale.
For example, schools in locally funded districts with higher
revenue bases can purchase better equipment (eg comput-
ers), offer enriched curricula and attract more and higher
qualified staff by paying higher salaries. However created
and walled, the movement towards the hardening of
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boundaries between the quarters of the city is visible every-
where and can be mapped; for example in newspaper
accounts showing the curfew lines after the civil unrest in
Los Angeles or in ads showing the security zone around the
office clusters in the centre of Johannesburg.

The awareness of this process has led several govern-
ments to attempt counter-measures, sometimes with
significant success. In The Netherlands, the upgrading of
areas with high concentrations of poverty has been a delib-
erate policy, as it has in other welfare states in Western
Europe. The danger, of course, is that the upgrading may
lead to gentrification and its concomitant displacement.
This concern now pervades Harlem in New York, for
example, where the goal - neither ghetto nor gentrified
enclave - remains elusive.

The debasing of the urban cultural environment

The particular historic character of a city often gets
submerged in the direct and overt quest for an inter-
national image and international business. Local
identity becomes an ornament, a public relations
artefact designed to aid marketing

The particular historic character of a city often gets
submerged in the direct and overt quest for an international
image and international business. From Shanghai to
Johannesburg, from Buenos Aires to Melbourne, from Hanoi
to St Petersburg, an international business class fashions
downtown offices, stores, hotels, resorts and condominiums
in its own image. Local identity becomes an ornament, a
public relations artefact designed to aid marketing.
Authenticity is paid for, encapsulated, mummified, located
and displayed to attract tourists rather than to shelter conti-
nuities of tradition or the lives of its historic creators.
Cultural critics speak of the international ‘Disneyfication’ of
entertainment and recreation, but the process affects the
built form of cities as well. Ubiquitous fast food franchises
with their trademark architecture, malls of greater and
greater scale, chain stores and international franchises dot
the urban landscape, in the suburbs as well as downtown
areas.*! In fact, there is convergence in the cultural subur-
banization of the central areas of cities, proceeding in
parallel with the urbanization of the periphery, to change
regional form from concentric to multi-centric to shapeless,
while remaining dependent on a single centre for key finan-
clal, governmental and control functions.

Such developments have both favourable and
unfavourable sides. The favourable ones are perhaps more
obvious: McDonald’s brings fast food and pleasure to many
people, and the success of the Disney stores indicates a
market for what they sell. The unfavourable aspects are
found in what is lost by this addition to the range of
choice: a submergence of identity, a loss of cultural tradi-
tions, and a feeling of powerlessness that has contributed to
the growth of ‘identity politics’ around the world.*? The
line between reclaiming identity and separatism akin to
tribalism is a thin one.

Local governments must seek a meaningful multi-
culturalism between submergence of identity in
assimilation to the majority, on the one hand, and
primacy of separate identity in enclavization, on the
other

Many governments recognize this, and there is an ongoing
quest for a meaningful multi-culturalism between submer-
gence of identity in assimilation to the majority, on the
one hand, and primacy of separate identity in enclaviza-
tion on the other. Several decades ago, the Indian
government sought to present the new town of
Chandigarh as a showcase to the world, worthy of foreign
investment. ‘Unfettered by traditions of the past’, in
Nehru’s words, it built a modern city planned by Western
experts. But something went wrong. Neighbourhoods
planned to be self-contained with one of each of different
kinds of stores now have many stores carrying the same
merchandise because residents in Chandigarh like to do
comparative shopping and bargain; cattle lounge in the
middle of the streets, even though it is illegal for most
residents to own them; sidewalk vending is outlawed, yet
you cannot walk on one without stumbling over peanut
vendors, shoe repairmen and turban washers; and there is
an expansive park, called ‘Leisure Valley’, yet few people
take their leisure there.”? In a more recent example of the
relationships between local cultural aspects and larger
economic considerations, in Ho Chi Minh City, blighted
tracts within the inner city were unwelcome sights
because it was feared that they would deter international
investment by undermining the image of an economically
strong and healthy modern city that officials wished to
project.* A recent case study of two communities in Viet
Nam and China offers further insight into peri-urban
development under the influence of economic
globalization.

The declining public orientation of the state and
the distortions of land use by the market

While the economic aspects of globalization explain a great
deal of the patterns just described, these developments
could not happen without the support of state policies
which reflect the political balance of power that influences
as well as mediates globalization.

The emphasis on the ‘competitiveness of cities’ has
the effect of apotheosizing the private market

The emphasis on the ‘competitiveness of cities’ (as if a
‘city” were competitive, rather than just particular
businesses and other stakeholders), that is taken as essential
for a city’s ability to thrive in a global age, has the effect of
apotheosizing the private market. The private market will
naturally segregate; it abandons brownfield sites, wastes
land in speculation, pollutes, sprawls, builds four petrol
stations at one road junction, creates deserted malls all over
and dead centres in the middle. Only with effective govern-



ment action can such wasteful results be avoided. It takes
public action to produce a measure of equality in the use of
urban space, but public policy working in that direction is
less and less evident. This was shown in the case studies of
Sydney, Singapore and London, presented earlier.

What is controversial is not urban planning, per se,
but rather the direction of local governmental activ-
ity. Should it be directed solely at efficiency,
reinforcing the current distributions of wealth and
power, or should it play a redistributive role, creat-
ing a minimum standard for quality of life for all of
its residents?

The extent of government’s role in shaping cities is an
ideologically controversial topic. The fact that without a
very active governmental role, cities could not exist is
hardly in issue: traffic could not move, the danger of fires
would be uncontrolled, health hazards would multiply,
cities would be unliveable. What is controversial is rather
the direction of local government activity: whether it should
be directed solely at efficiency, reinforcing the current
distributions of wealth and power, or whether it should
play a redistributive role, creating a minimum standard for
quality of life for all of its residents. Attacks on public
planning, epitomized by the policies of the Thatcher and
Reagan administrations, often question the redistributive
aspects of such planning, rather than the planning itself.

In response, the tendency is to call for the separation
of planning from (potentially redistributive) politics, to
technocratize it, place it in the jurisdiction of a specialized
bureaucracy and remove it from public scrutiny. There are
planners who resist this trend, individually or
collaboratively, and seek to occupy a professional crossroads
to mediate the global and the local.* However, the matter
is first of all a political one. It is important to recognize
local and community-based protest in the name of equality
and of democracy, with varying effect depending on the
issues involved in different countries. The move to greater
local initiative and greater local participation, strongly
encouraged by Habitat, in general supports the redistribu-
tive direction of governmental action. It is critical that this
role of government is also explicitly emphasized in models
of good practice identified by Habitat.

The residualization of social housing

In no country in the world does the market provide
adequate housing for those unable to make payments
for it at the prevailing rates of return; nor would the
market be expected to do so

The place of social housing in cities may be taken as a
litmus test for the extent of inequality in its residential
structure. In no country in the world does the market
provide adequate housing for those unable to make
payments for it at the prevailing rates of return; nor would
the market be expected to do so. This is true regardless of
globalization. However, globalization has added to the
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Box 2.7 The conservation of historic centres: for whom?

From a total of 552 World Heritage Sites recognized by UNESCO (April 1998), 71 are in Latin
America and 24 of these are historic centres. Most countries have had legislation to protect
these centres for many decades, largely without being able to prevent deterioration. But in the
last few years coordinated efforts have been made at conservation. In Bogotd, Cartagena,
Havana, Mexico City, Puebla and other cities, dedicated agencies have been established to either
conduct conservation work or to draw in private finance through fiscal incentives, suspension of
urban regulations and technical assistance. These agencies have been supported by international
organizations such as the Getty Conservation Institute, Junta de Andalucia and PACT-ARIM. In
Quito, the Inter-American Development Bank has committed US$41 million to set up a joint
venture company to ‘commercialize’ the conservation process within a discrete zone.

In terms of the architectural conservation of ‘public’ space, notably monuments,
religious buildings, museums and squares the results of these efforts have been impressive. But,
the private sector has been reluctant to invest until measures are in place to remove street
traders, food markets, bus depots and red light districts. If done, there is evidence of growing
private sector investment. In cities such as Cartagena, where the conservation of a large
property can cost upward of US$500,000, ‘new money’ has moved in. More commonly, middle-
class groups have been reluctant to commit themselves to residence as understood by the
gentrification process in the United States, Canada or Europe. Rather, the preference is to
‘reconquer’ the centre for the display of cultural tastes through prominence of cafes, antiques
shops, art centres and private universities. This need to reassert a middle-class identity may be
linked to the economic crises of the 1980s and a fear of ‘Americanization’. Regeneration has
not been limited to physical space therefore but to symbolic spaces and images, including
Spanish rather than indigenous or mestizo associations. The result is ‘historic centres’ that may
be socially, and ethnically, more exclusionary than in the past.

Source: Bromley and Jones, 1999; Jones and Varley, 1999.

perennial problem of translating need into demand: an
increase of inequality and a process of exclusion have made
the plight of those at the bottom of the economic ladder
even more difficult. Governmental action is thus needed to
protect those the market does not serve. In the years
immediately following the Second World War, most govern-
ments took energetic action to secure adequate housing for
their populations, the extent varying with resource avail-
ability. Whether for returning war veterans or in devastated
communities, the need was dire, and acknowledged. In
many countties, the dominant force in housing construc-
tion was public, and broad sections of the population were
eligible for government supported housing. Today, that
situation is still true only in a handful of countries. The
pattern is rather that of privatization of social housing, the
reduction of government’s role in housing provision. This
trend is most strikingly evident in the formerly state social-
ist countries of Eastern Europe, where the income gap is
also growing rapidly, but it can be seen as well in most
other countries. The result has been a residualization of
social housing in the developed countries and a stratifica-
tion of its occupants in less developed countries. The
unwillingness to subsidize ‘unproductive’ investment in
housing is a consequence, at least in part, of the pressures
felt by governmental leaders from perceived global competi-
tion; it has led to heightened segregation and inequality in
housing provision around the world.

In summary, major unfavourable urban impacts of
globalization include an increase in inequality, and its
reflection and reinforcement in the quartering of the spatial
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structure of cities. Alongside this rise in spatial separation
are other unfavourable consequences: the restructuring of
central business districts, creating mismatches between job
and housing markets; the debasing of older cultures with
homogenization of new culture; and the residualization of
social housing, as part of the general movement away from
the use of government in a socially redistributive capacity
towards a more technocratic and efficiency-oriented mode.
However, there are also countervailing trends.

Countervailing Favourable
Trends

The democratization of decision-making

The single greatest positive feature of the develop-
ment of cities in the last 30 years has been the
increasing participation of their residents in
decisions concerning their future

The single greatest positive feature of the development of
cities in the last 30 years has been the increasing participa-
tion of their residents in decisions concerning their future.
Citizen participation in planning and local government has
been on the increase almost everywhere in the world. It has
rightly been a major thrust of Habitat's efforts over the
years. Participation, of course, is not necessarily the same
thing as influence, and certainly not the same thing as
decision-making; yet it is an essential element in each. How
far participation will develop to change decision-making
depends on the existing relationships of power, which, in
many ways, globalization has served to reinforce. But the
movement is undeniably there.

Decentralization of powers from national
governments to cities, a characteristic policy of many
countries, is ambiguous in this regard: since the resource
base of national economies is not effectively tapped at the
local level, if responsibility is devolved without a parallel
devolution of resources, decentralization may increase
inequality more than reduce it.

Since the resource base of national economies is not
effectively tapped at the local level, if responsibility
is devolved without a parallel devolution of
resources, decentralization may increase inequality
more than reduce it

The impact of globalization on resident participation is
still unclear. Two opposite tendencies can be discerned.
On the one hand, the domination of a mass media,
increasingly multinational in its ownership, homogeneous
in its content and centralized in its control, permits a
manipulation of popular opinion that the established
holders of power are well able to exploit. On the other
hand, the speed and ubiquity of communications technol-
ogy facilitates the organization of social movements, helps
citizens’ groups to hammer out agendas, makes possible
better coordination of protests and, above all, enables the

distribution of the information necessary for effective
action. By the same token, while the mobility of capital
far exceeds that of labour, the internet has provided a
channel of communication worldwide that has allowed
local groups, organized around particular local problems,
to share information with other groups having
encountered similar problems. It also permits citizens’
protest to be organized on a global basis, and a global
public opinion to be formed that may exert a countervail-
ing influence to globally organized established power. A
case in point is the successful mobilization of support for
the boycott of cargo originating from Liverpool by
dockworkers in ports around the world, acting in solidar-
ity with British colleagues. The Liverpool dockworkers
were on strike to protest against deregulation and the
introduction of more casual and less secure working
conditions by Mersey Docks and Harbour Company, who
were seeking an edge over global competitors.*’ Another
example is the effective collaboration of activists in India
and the US in opposition to the opening of a DuPont
Nylon factory, resulting in the project being scrapped after
disclosure of shortcomings in its environmental record.*

Three social movements go well beyond individual
cities, but have strong local implications. The women’s
movement, movements of ethnic groups organized around
issues of civil rights and environmental movements, all
have supra-urban bases but important impacts on cities.
The women's movement has put in the forefront the
question of the impact of urban developments of globaliza-
tion generally on human welfare, with disproportionately
negative implications for women. Not only are women'’s
pay scales still substantially below those of men for equal
work, and not only is much of women’s work still entirely
unpaid and unrecognized, but also, in the distribution of
public facilities and urban services, women's needs tend to
be subordinated to those of the business community and
the men who dominate it. Issues of child care, of security in
the streets, of accessibility - of rights to the city - have all
been effectively raised by women.

Globalization heightens the salience of urban
identity politics, alluded to above. An important factor is
the flow of immigrants into cities, which is expected to
continue given labour market requirements and
demographic trends and augmented by refugees requesting
political asylum. These urban influxes often comprise
minority populations without citizenship rights. Because
inequality in income, education and political power is so
often directly related to ethnicity and race, campaigns
against discrimination are in general also campaigns for
greater equality. Affirmative action, long a progressive
slogan in the US, may be on the defensive there, but
elsewhere it is increasingly recognized as a necessary
accompaniment to efforts to reduce inequality. The forms
it should take are matters of discussion in most of these
places, but it involves explicit recognition of ethnicity and
race as bases of inequality.

The environmental movement has probably most
explicitly dealt with the unfavourable consequences of
globalization, both in natural areas and in cities.
Environmental quality and human equality are closely



connected: pollution, lack of clean water, inadequate
sewage disposal, polluting industries and lack of green space
are all more typically characteristics of poor communities.
The escape of the rich to environmentally more friendly
suburbs in protected enclaves only reinforces the inequality
in the distribution and location of environmental
detriments and benefits. This relationship between environ-
mental concerns and inequality has been clearly brought
into focus, on a global basis, by various international
meetings, including the Habitat conferences in 1976 and
1996. Figure 2.1 illustrates the role of these events in bring-
ing these issues to the fore.*®

The figure shows how the number of legal publica-
tions concerned with environmental justice increased
significantly after the United Nations Conference on
Environment and Development (UNCED), held in 1992 in
Rio de Janeiro. The legal output on environmental justice
then dropped off, only to rise again after UNCED +5.

Although these data are but a limited indicator of
impact, they seem to signal that the United Nations global
summit meetings help to crystallize and concentrate profes-
sional awareness and activity on selected key issues.

United Nations global summit meetings help to
crystallize and concentrate professional awareness
and activity on selected key issues

The advance of knowledge

At the beginning of the third millennium, the technical
knowledge exists to deal with the unfavourable urban
manifestations of globalization that have been described
above. The social knowledge to put that technical knowl-
edge into practice also exists. We have the scientific
knowledge to avoid and to control environmental degrada-
tion; we have the planning competence to improve
housing, to plan cities well, to equalize educational oppor-
tunity and to open the doors to a better quality of life for
all of the residents of cities throughout the world.
Globalization has significantly increased both our technical
and our social know-how. More and more, this knowledge
is being shared, allowing learning about, if not transfer of,
successful policies and programmes. Habitat has provided
the lead in the documentation of best practices.”

Best practices often illustrate only the best that can
be done under existing national policies and decision-
making processes; what is further needed is a set of
‘best policies’ and ‘best decision-making processes’
for wide dissemination. Elaboration of normative
‘first’ principles will allow ‘audits’ or assessments of
how well practices conform to stated goals and how
they might be improved

The development of such databases produces valuable
resources that help to build a cumulative body of know!-
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edge. But best practices often illustrate only the best that
can be done under existing national policies and decision-
making processes; what is further needed is a set of ‘best
policies’ and ‘best decision-making processes’ for wide
dissemination. Elaboration of normative first’ principles
will also allow ‘audits’ or assessments of how well practices
conform to stated goals and how they might be improved.
In a related vein, with private and public sector support,
UNCHS (Habitat) has established the Global Urban
Observatory Programme®! to put in place a reporting
system for urban indicators meant to assist in the monitor-
ing of policy implementation. However, inequalities of
power, magnified by contemporary globalization, hamper
the uses of that knowledge and information for beneficial
public purposes. In more cases than not, interests favouring
accumulation of private wealth prevail over groups that
give greater priority to social justice and environmental
sustainability. Fortunately, there are encouraging examples
of more positive outcomes.!

Globalization has significantly increased both our
technical and our social know-how. More and more,
this knowledge is being shared, allowing learning
about, if not transfer of, successful policies and
programmes. However, inequalities of power, magni-
fied by contemporary globalization, hamper the uses
of that knowledge for beneficial public purposes. It is
important to identify ways to channel globalization
into alternative and more positive forms

Although it is important to start this report by recognizing
the pressing problems of human settlements associated
with current globalization, it is equally important to
identify ways for channelling globalization into alternative
and more positive forms. Doing so will help to inform and
guide the future development of our cities around the
world. It is to this task that the remainder of this report
NOW turns.

Legal publications on
environmental justice,
1990-1999
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The ill-starred dome venture, with it slavish start-up budget, was pushed
past a sceptical cabinet and treasury opposition, and has become a political
albatross (Sunday Times, 2000).
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See, for example, Judd, 1999.
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district of France with an unemployment rate of |5 per cent among a
largely immigrant population living in deteriorated housing, lacking public
services and facing multiple, serious neighbourhood problems (Le Figaro,
1998, pp 1,8, 9; see also Swardson, 1998, p Cé).Toronto's bid for the 2008
Olympic Games has caused concern among a coalition of groups, aptly
named Bread Not Circuses (http://www.breadnotcircuses.org/home.html).
See Olds, 1998.

The following section is drawn from Jones, 2000.

The following discussion is drawn from ‘Implications of Globalization for Cities’,
a background paper prepared by Peter Marcuse, Columbia University.

The greater facility at creating forms of entertainment and distributing them
widely could as well be used to support a proliferation of diverse cultural
experiments as a homogenization of culture; however, as an example, the
domination of US movies on international television is not a function of the
medium, but of the messengers.

Significant in this regard is the development of best practices databases and
research on policy transfer, see www.bestpractices.org

See Olds, 1998.

From UNDP, 1996a.

See, for example, Demissie, 1998; Ha, 1998; Lee and Murie, 1999; Murdie and
Borgegard, 1998; Musterd et al, 1999;Withers, 1997;Auyero, 1999; Caldeira,
1996a.A recent special issue of Progress in Planning 52 (1999) includes an
examination of divided cities from an historical perspective. See also Harris,
1984.

Manuel Castells (1996) has coined the phrase ‘space of flows’ as non-place
based spaces. However, as Saskia Sassen (1994) has pointed out, those
spaces need to be based in specific places (she argues global cities, but all
cities are to some extent globalizing) and what we here call the luxury city
and its business correlate, the city of control, are among those places.
Possible locations are limited, but the mobility available to them is far more
extensive than for the activities in other parts of the city.

Steven Brint, in Mollenkopf and Castells, 1991, p 155.

The term was first used in this context by John Friedmann 30 years ago.
Toll, 1969.

The term is used here, not in its narrower sense, as a portion of the city in
which higher class groups have displaced lower class (see definitions in
Marcuse, 1985), but in the broader sense of areas occupied by, or intended
for, the professionals, managers and technicians, and thus may include newly
constructed housing as well as housing ‘gentrified’ in the narrower sense of
the word.

The reference here is not to creative artists, to what in earlier days would
have been called Bohemians, who cannot generally afford the prices of the
gentrified city, and are more likely to live somewhere between the
abandoned and the tenement city. To the extent that they tend to congre-
gate in specific neighbourhoods, they may serve as precursors of
gentrification (see Rose, 1984, who differentiates sharply among different
categories of gentrifiers).

Hausermann and Siebel, 1987. See also Marcuse, 1991.
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preserves local character; detractors oppose it on the grounds that it
unfairly restricts competition, allowing local business to charge higher prices.
See, for example, McNeill, 2000, for a study of the tension between Basque
national identity and globalization represented by the establishment of the
Guggenheim museum in Bilbao, Spain.
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to protest against the dismissals. The dispute intensified when 400 dockers
employed by the MDHC refused to cross the picket line and were fired en
masse. MDHC was able to take advantage of Britain’s Thatcherite labour
laws designed to prohibit traditional forms of working class resistance such
as secondary strikes, also making it possible to sack workers without any
right of redress and to replace them with casual, scab labour. British port
employers engaged in a concerted drive to employ workforces that would
be fully utilized, low cost and available on a just-in-time or ‘as needed’ basis.
They wanted to employ only atomized workers who were isolated from
each other, competed with each other for work and could be called to the
docks at short notice, a system allowed by deregulation and facilitated by
modern information and communication technologies. However, the strikers
used the same technologies to mobilize support among fellow dockworkers
around the world who recognized the similarity between their respective
struggles. Detailed information on the emergence of the international
dockworkers movement and their effective use of modern communication
technologies can be found on the web at
www.labournet.net/docks2/other/dockhome.htm

See Jenkins and Goetz, 1999.
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See, for example, Evans et al, 2001 for a series of fine case studies of strug-
gles for progress.
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FRAMING NORMATIVE POLICY

PLATFORMS

‘Ultimately, global society will be judged on how well -
ot how pootly - it treats its weakest and most disadyan-
taged. With one-tenth of humanity living at the margin
of survival, our record is not one that can be celebrated.
We must change it. We must act collectively and
decisively to bring about this change’ - Kofi Annan,
Address to the Eighth Annual Ministerial Meeting of
the Least Developed Countries, New York, 28
September 1998

The troubling trends reviewed in the preceding two
chapters have elicited responses from United Nations
organizations. A number of them held summit meetings
during the 1990s, and each resulted in political consensus
on, and adoption of, a global plan of action. Table 3.1 lists
those conferences whose themes are significant in relation
to human settlements and which are reviewed in
subsequent sections of this chapter.

What emerged from these conferences are the
contours of a normative framework for development
policies that take advantage of the potential of globaliza-
tion as a tool to attain goals of social justice and
environmental sustainability. The crucial question now is:
How can this potential be better realized?

What emerged from the United Nations conferences
are the contours of a normative framework for devel-
opment policies that take advantage of the potential
of globalization as a tool to attain goals of social
justice and environmental sustainability. The crucial
question now is: How can this potential be better
realized?

Antecedents and Context

The normative frameworks that the global conferences of
the 1990s helped to establish did not come about in a
vacuum. A brief background of the historical antecedents
and context of the emergence of these new norms is of
more than just passing historical interest. Insights and
understanding in this regard will assist us in their
implementation in the future.

Global conferences were not unique to the 1990s.
Indeed, many of the subjects addressed — human rights,
population, women — had been the subject of international
conferences during previous decades. These precursors

offered valuable fora to discuss and search for global accom-
modation and consensus when the two superpowers had
stopped meaningful communication with each other for
extended periods. Although these earlier conferences helped
to spread new ideas, their momentum dissipated during
‘the lost decade’ of the 1980s, overshadowed, if not
hamstrung, by the Cold War, structural adjustment policies
and conservative political realignments, as pursued by the
Reagan and Thatcher administrations. Also, notwithstand-
ing important progress, further advances stagnated, as
participating countries remained mired in blocs.

The Helsinki Accords of 1975 were followed by a
period of detente during which many Western Europeans
travelled to the Eastern Bloc, realizing there was no threat
of a communist invasion but also seeing first-hand evidence
of Soviet denial of human rights and the oppression of
dissent. NATO’s decision to deploy a new generation of
nuclear missiles in Europe in the early 1980s met with
popular protests on a massive scale.

These unprecedented public actions stressed the link
between peace, democracy and human rights. Millions took
to the streets of the capital cities and signed the European
Nuclear Disarmament (END) Appeal, which called on its
signatories not to ‘be loyal to East or West, but to each
other’. The end of the Cold War signalled new opportuni-
ties to engage major issues of the time by collaboration
across national boundaries. Willingness to create and use
those opportunities was stimulated by forms of
transnational civil society that had emerged from a dialogue
between peace movements in Western Europe and human
rights movements in Eastern Europe.!

The global conferences of the 1990s were
qualitatively different from their predecessors. These recent
summits were truer world conferences in the sense that
they were driven more by awareness of a single world that
shared pervasive common problems. These later conferences
helped to promote global cooperation on a less confronta-
tional basis and yielded frameworks for problem solving
based more on principles of joint responsibility.”

In the aftermath of the Cold War, the international
community began to reconceptualize security more
in terms of security of people, and less of states

After its civil war, in 1952, Costa Rica redefined its national
security as it abolished its army, deciding that the best
interests of its population would be better secured by
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Characteristics of
selected United
Nations conferences,
1990-1996

Year Title Location Participating NGO Principal themes Resulting documents
governments  presence
1990 World Summit for Children ~ New York, USA 159 45 Goals for the year 2000 for World Declaration and Plan of Action on the
children’s health, nutrition, Survival, Protection and Development of
education, and access to safe Children
water and sanitation
1992 United Nations Conference  Rio de Janeiro, 172 2400 Environment and sustainable Agenda 21, the Rio Declaration on
on Environment and Brazil development Environment and Development, the Statement
Development of Forest Principles, the United Nations
Framework Convention on Climate Change
and the United Nations Convention on
Biological Diversity
1993 World Conference on Vienna,Austria 171 >800 The promotion and protection of  The Vienna Declaration and Programme of
Human Rights human rights Action
1994 International Conference on  Cairo, Egypt 179 1500 Population, sustained economic Programme of Action of the ICPD
Population and Development growth and sustainable development
1995 World Summit for Social Copenhagen, 186 4500 Social development with three Copenhagen Declaration on Social
Development Denmark core issues: eradication of poverty, Development and Programme of Action
expansion of productive
employment and reduction of
unemployment, and social
integration
1995 Fourth World Conference  Beijing, China 189 2100 The advancement and The Beijing Declaration and Platform for
on Women empowerment of women in Action
relation to women's human rights,
women and poverty, women and
decision-making, the girl-child,
violence against women, and
other areas of concern
1996 Second United Nations Istanbul, Turkey 171 2400 Sustainable human settlements Habitat Agenda, Istanbul Declaration on

Conference on Human
Settlements

development in an urbanizing Human Settlements

world; adequate shelter for all

Source: United Nations Department of Public Information, 1997.

investments in national health care and education than by
military expenditures. Similarly, in the aftermath of the
Cold War, the international community began to reconcep-
tualize security more in terms of security of people, and less
of states, acknowledging that there were also many people
at risk in secure states. Although the North-South divide
remained as salient as before, there was an increased
realization that characteristics of the South are also found
in the North, and vice versa. There are sections in New
York with child mortality rates worse than in many devel-
oping nations, homeless people in London unable even to
afford the cheapest local housing, and in Latin America,
where poverty is widespread and increasing, there are
people who rank among the world’s most affluent elite.?

The emergence of global norms through the United
Nations summits cannot be traced to a single factor. It
involved the mobilization of civil society, the political will
of governments and the initiative of private sector interests;
not necessarily agreeing on the contents of the norms, but
jointly moving in the direction of greater global discourse
and action. This movement was facilitated by the same
information and communication technologies used by
owners of capital to enlarge their wealth. The process
entailed negotiations that did not proceed without inter-
ruption. Certainly, progress was slow and non-linear, and
results did not happen overnight.

The articulation and implementation of new global
norms is a slow and long-term process, involving
contestation by multiple actors in governments, civil
society and the private sector

The articulation of new global norms involves contestation
and claims by multiple stakeholders, and their implementa-
tion advances through disputes and arguments. And just as
the evolution of norms is a long-term process, their imple-
mentation will also take time. These realizations about past
developments can help to inform future approaches.

The rest of this chapter develops a fuller understand-
ing of this background, the more substantive aspects of
which are elaborated in Parts II, Il and IV. The insights
thus provided guide the discussion of prospective develop-
ments and policy options in Parts V and V1. Before
considering the priorities and outcomes of selected United
Nations summits during the 1990s in relation to human
settlement development, it is appropriate first to review
briefly a major prior UNCHS initiative, developed during
the 1980s: The Global Strategy for Shelter to the Year 2000.

Global Strategy for Shelter to
the Year 2000*

In 1988, the United Nations General Assembly adopted the
Global Strategy for Shelter to the Year 2000 (GSS).” This
action marked a major shift in housing-related policies of the
United Nations as well as those of other multilateral and
bilateral development assistance organizations. By the end of
the 1970s, it had become clear to housing policy makers that
simple replication of model projects did not work, and that
they had to seek new ways to increase the scale in the provi-
sion of housing, whether through public or private sector
efforts or some new combination of the two. What became
the new policy focus and why was there a change?




Before the 1980s, human settlement policies almost
exclusively focused on providing housing for the poor. Most
international aid agencies and national governments
concentrated on squatter settlement upgrading, and sites
and services programmes to help the poor obtain housing.
According to nearly all accounts, the ‘housing-for-the-poor’
strategy had not worked. Administrative and financial
problems had thwarted the widespread replication of squat-
ter settlement upgrading programmes. Sites and services
programmes had fared no better, with only a few examples
for which the output of the programmes had come close to
matching the housing needs of the poor. Problems with
replicability and implementation, as well as the sheer scale
of housing needs of the poor, had revealed the limitations of
the housing-for-the-poor strategy. The GSS called for a
scaling up of housing programmes, going beyond the tradi-
tional pilot project approach.” It further noted that
investments in housing sector development are important
productive contributions to economic growth®

The GSS replaced sites and services and squatter
upgrading policies with the ‘enabling approach’,
focused on reforms to improve the efficiency and
effectiveness of housing markets

The GSS replaced sites and services and squatter upgrading
policies with a totally different policy initiative referred to
as the ‘enabling approach’. This new directive, articulated
by the United Nations, the World Bank and other multilat-
eral and bilateral agencies concerned with housing, focused
on implementing reforms to improve the overall efficiency
and effectiveness of housing markets. Instead of direct
interventions to improve squatter housing conditions or
provide sites and services, the enabling approach was intro-
duced to revise or eliminate policies or regulations that
impeded the provision of housing. Overly restrictive land
and housing development regulations were seen to prevent
housing supply from responding to demand pressures. It
was argued that many land use planners did not consider
the cost and affordability implications of the master plans,
zoning ordinances and subdivision development controls. If
standards were set too high, low- and middle-income
households would be forced into the informal housing
sector, where housing development is unregulated.

According to the GSS, as the basis of a workable
housing strategy, governments should review existing legis-
lation and regulations and their impact on shelter
production and improvement, and remove those that
clearly appeared to be pointless and largely unenforceable.
Governments should deploy their own resources in strategic
areas such as the provision of trunk infrastructure, the
development of land, the regulation of construction and the
promotion of a variety of housing finance institutions.”
GSS placed greater reliance on private and individual initia-
tives to produce housing. It also argued for integration of
women’s needs and roles in housing and human settlement
development.!® As a result, international development assis-
tance agencies began to concentrate on providing technical
assistance and policy-based lending to developing countries
aimed at enabling housing markets to work better.
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For example, in sub-Saharan Africa and parts of Latin
America, land titling and land registration systems are often
absent or non-functioning, making it extremely difficult
and expensive to obtain land with secure title. Without
secure titles, owners cannot obtain financing for the
construction or upgrading of housing and are reluctant to
invest personal resources. Also, without a well-developed
housing finance system, it is difficult for housing markets
to work efficiently. In response to these policy and institu-
tional impediments, the GSS encouraged governments in
developing countries to undertake a range of institutional
reforms, including:

*  Clarifying and strengthening property rights related
to the ownership and transfer of land and real
property.

*  Developing housing and construction finance institu-
tions to mobilize and disperse capital for housing
construction and purchase.

*  Rationalizing subsidies for housing and infrastruc-
ture to make them more transparent, better targeted
and affordable.

*  Improving the provision of infrastructure by better
coordinating service delivery, rationalizing financing
and cost recovery, and targeting service delivery to
underused and vacant parcels in existing urban areas.

*  Reforming land and housing development
regulations to better balance costs and benefits.

*  Promoting competition in the housing construction
and building materials industry.

*  Developing a market-oriented institutional
framework for implementing enabling reforms that
combine public, private and non-governmental actors.

The main objective of GSS was to facilitate adequate
shelter for all by the year 2000, a target date chosen to be
close enough to command immediate action but also suffi-
ciently far away to allow enough time for the
implementation of necessary changes and reforms.! The
United Nations General Assembly designated UNCHS
(Habitat) as the agency responsible for the coordination of
implementation of GSS. UNCHS was to monitor progress
on a continuing basis according to rigorous global indica-
tors. Although progress has been made, as later chapters of
this report make clear, many millions remain without
adequate shelter or lack any shelter at all.

The enabling approach represented an important
shift in international housing policy. It stressed the
role of the market, not the government, in housing
delivery, and it focused on regulatory and
institutional reform, not on direct housing produc-
tion. Current strategies have introduced more
rights-based approaches

The enabling approach characteristic of the Global Strategy
for Shelter to the Year 2000 represented an important shift
in international housing policy. It emphasized the role of
the market, not the government, in housing delivery, and it
focused interventions on regulatory and institutional
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reform, not on direct housing production. It sought a blend
of state and private sector roles in housing provision
oriented to deregulation so as to enable markets to work
and to enhance market efficiency."” Its genesis, and more so
its implementation, were linked to liberal development
approaches geared to opening markets, such as those
advocated by the World Bank and the IMF in their
Structural Adjustment Policies, and were part of the
dominant orientation of economic globalization, discussed
in the Prologue of this report.

In comparison, current strategies, as advocated in this
report, favour more rights-based approaches, while taking
advantage of the potential of housing markets. This new
strategy, as stated in a recent report of the Secretary
General, promotes globally relevant norms and standards on
secure land tenure and adequate housing and services, using
an integrated approach of complementary action of research
on norms and standards, capacity building, and direct inter-
vention through field projects at the national and local
levels."® These elements receive attention in subsequent
parts of this report. This chapter now turns to a brief
discussion of the major United Nations conferences of the
1990s, concluding with Habitat II in Istanbul in 1996.

Human Settlements Policy
Issues in United Nations

Development Agendas in the
1990s

The United Nations development agendas of the 1990s
have direct and indirect implications for the development of
human settlements. These implications are reflected in the
declarations and plans of action endorsed by summits and
world conferences, which were held with active and wide
participation of governments and non-governmental organ-
izations (Table 3.1). In relation to the central concerns with
human settlements in this report, two themes are especially
pertinent. They focus on the urgency of eradicating poverty
and reducing inequality, and the articulation of new policy
approaches based on human rights to develop solutions to
these problems. In addition, the summits centred attention
on related issues of empowerment and gender equality."

The focus on poverty and human rights

Poverty and inequality were important in all of the United
Nations conferences of the 1990s. The first of these, the
World Summit on Children, held in 1990, focused on children,
who represent not only a significant proportion of the
overall population, but make up more than 50 per cent of
the population in many of the world’s poorest communities
and are at greater risk from the adverse effects of poverty,
such as those resulting from malnourishment, inadequate
sanitation, unsafe water, environmental contamination and
homelessness."” The first to specify measurable goals for the
next decade, this summit adopted the Declaration on the
Survival, Protection and Development of Children and a
Plan of Action with goals for improving child survival;

protection from disease, death, unsanitary conditions and
exploitation; and development. Its precursor, the 1989
Convention on the Rights of the Child is ‘the world’s most
rapidly and widely ratified human rights instrument’.!6 The
principles contained in this Convention directly relate to
human settlements, offering the world ‘a vision of ...
children and adolescents living in stable and nurturing
homes and communities where, with adult guidance and
protection, they have ample opportunities to develop the
fullness of their strengths and talents, and where their
human rights are respected’.” The Convention stressed
equal rights and opportunities for all children, including
street children.'®

The United Nations Conference on Environment and
Development of 1992 adopted Agenda 21 as ‘a wide-ranging
blueprint for action to achieve sustainable development
worldwide’."” It included a chapter on combating poverty,
which noted that ‘the eradication of poverty and hunger,
greater equity in income distribution and human resource
development remain major challenges everywhere’ (para
3.1). It set broad goals for action, many of which emphasize
local-level action to enable the poor to achieve sustainable
livelihoods. Despite the noble objectives, Agenda 21s five-
year review concluded that poverty was increasing in many
places and that poverty eradication had to be understood as
an overriding goal. It stated that ‘“The enormity and
complexity of the poverty issue could endanger the social
fabric, undermine economic development and the environ-
ment and threaten political stability in many countries’ and
it established several goals related to human settlements:

1 Improving access to sustainable livelihoods, entrepre-
neurial opportunities and productive resources.

2 Providing universal access to basic social services.

3 Progressively developing social protection systems to
support those who cannot support themselves.

4 Empowering people living in poverty and their
organizations.

9 Addressing the disproportionate impact of poverty
on women.”?

The Vienna Declaration that came out of the World
Conference on Human Rights of 1993, recognizes that human
settlements provide a context in which human rights are
both exercised and abused. Part I relates the physical
environment of human settlements to human rights when
it states that the dumping of toxic and dangerous products
and waste threatens the rights to health and to life
(para.11). It also invokes social aspects of human
settlements in its condemnation of extreme poverty as
inhibiting the enjoyment of human rights (para. 14,25,30).
It further urges states to cease any measures that impede
the realization of human rights, ‘in particular the rights of
everyone to a standard of living adequate for their health
and well-being, including food and medical care, housing
and necessary social services’ (para 31).

In the aftermath of the Vienna Conference, some
officials expressed disappointment with the Vienna
Declaration and Programme of Action (VDPA), which failed
to specify the right to housing. In particular, the Special



Rapporteur on housing rights, appointed by the
Commission on Human Rights, stated that

‘as fundamental as housing is in any society to the well-
being of citizens, to the security and health of the population
as a whole and even to the economy, very often housing

rights are forgotten within the human rights domain’*!

The NGO forum that accompanied the World Conference
issued a report that dealt extensively with the human right
to housing and the practice of forced evictions.?? Five years
later, the follow-up review did mention protection of the
right to adequate housing (para. 32).% It also condemned
an ‘economic growth-centred approach to development’
(Part IV, para. 29), and noted the risk for many of being
marginalized and effectively excluded from the benefits of
globalization (Part IV, para. 29).

The Programme of Action adopted at the
International Conference on Population and Development (ICPD)
of 1994 offered a number of recommendations concerning
poverty with implications for human settlements, including
steps to promote the integration of the urban poor into the
formal economy (para. 9.15) and the financing of
infrastructure and service provision in an equitable manner
(para. 9.16). It also praised the work of local community-
based organizations, which ‘are rooted in and interact with
constituencies that are poorly served’ (para. 15.2). It
advocated that grassroots movements be given greater
recognition, including at the local level, as valuable partners
for implementing the programme of action (para. 15.4).
Consistent with these recommendations, the five-year
follow-up review of 1999 urged governments to improve
service delivery and to ensure adequate financial resources
for meeting the needs of all citizens, including the urban
poor, while continuing to promote collaboration with
community-based organizations.”

The eradication of poverty was one of the core issues
at the World Summit for Social Development of 1995. Its
Programme of Action observed that:

‘urban poverty is rapidly increasing in pace with overall
urbanization. It is a growing phenomenon in all countries
and regfons, and often poses special problems, such as
overcrowding, contaminated water and bad sanitation,
unsafe shelter, crime and additional social problems’
(Chapter 2, para. 21).

Government leaders committed to focusing on the root
causes of poverty and ensuring that the poor have equal
access to productive resources, including credit, land, educa-
tion and training, technology, knowledge and information,
as well as to public services, and the opportunity to partici-
pate in decision-making. The summit’s policy
recommendations expressed support for community devel-
opment projects, and the involvement of the poor in setting
the goals, implementing and assessing such projects (paras.
26h, 28a, 28f). Recommendations also stressed the impor-
tance of establishing and strengthening financial and
technical assistance for community development projects,
and the local groups who undertake them (28f, 31f).
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Additional recommendations urged actions to
increase the quality and availability of transport, communi-
cation and energy in poor communities, especially in
isolated or marginalized settlements; improve opportunities
for productivity and income generation (31a); promote
public and private investment in housing, water and sanita-
tion; and improve the supply of affordable and adequate
shelter (34c, 36m). The report also identified several distinct
populations of the urban poor whose needs should be
addressed, including the displaced, the homeless, street
children, single mothers, people with disabilities and older
persons (34h, 3%) and encouraged cooperation by a range
of actors in urban planning and development (34g).

Critics of the Summit’s outcomes rejected its endorse-
ment of free market forces, the priority it accorded to
economic growth, the undemocratic nature of structural
adjustment policies, and the failure to recognize the primacy
of human rights.? Various international NGOs and activist
networks drafted the Copenhagen Alternative Declaration,”
which criticized the official Declaration, pointing out the
contradictions of its underlying agenda and suggesting alter-
natives that they considered more equitable.”®

The official Declaration resulting from the follow-up
in 1999 re-affirmed the anti-poverty objectives stated five
years eatlier and pledged to halve extreme poverty by 2015.
However, critics pointed to the lack of firm commitments
and argued that support for a market-led development
model, as advocated by the IMF and the World Bank, would
benefit wealthy elites and multinational corporations rather
than ensure provision of basic services for the poor. United
Nations Secretary-General Kofi Annan warned that ‘a
backlash against globalization’ would emerge ‘if the needs
of people in developing countries are not addressed’.”?

The Fourth World Conference on Women of 1995 focused
on gender-related issues in 12 areas of concern, with the
feminization of poverty foremost among them. It
extensively and explicitly considered the causes and types
of poverty among women, including unequal access to
resources and discriminatory rules, laws and practices
regarding property. Although giving little attention to
specific aspects of housing and human settlements, the
Platform for Action produced numerous recommendations
for ameliorative policies and programmes.®

The emphasis on empowerment and gender
equality

The emphasis that the summits of the 1990s placed on
rights-based approaches to problems of poverty brings into
focus the importance of participatory processes. This signif-
icance is evident in official documents:

*  The World Summit for Children portrayed children as
‘active and involved bearers of rights’ rather than
‘passive recipients of protection’. *!

*  The United Nations Conference on Environment and
Development led to the goal of ‘empowering people
living in poverty’

* The World Conference on Human Rights emphasized the
critical role of NGO and grassroots organizations in
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implementation of the right to development.®

o The International Conference on Population and
Development heralded the work of community-based
organizations and grassroots movements and urged
governments to integrate these partners in their
decision-making.**

o The World Summit for Social Development expressed
support for community development projects and
the involvement of the poor in setting the goals for
implementing and assessing such projects.®

o The Fourth World Conference on Women built on a series
of prior declarations to re-affirm women’s equal
rights to resources, including access to housing, land,
inheritance, credit and technical assistance.30

The summits of the 1990s also considered the gender-
related aspects of the issues that were taken up. At times,
mention of women seems perfunctory, listing them as one
of a larger number of population groups meriting ‘special’
attention, including ‘children, minorities, the disabled, the
poor, and the elderly’. Nonetheless, there was increased
recognition of the implications of intra-household dynamics
for measuring poverty; the feminization of poverty; the
seriousness of violence against women, from domestic
assault to international trafficking in women and prostitu-
tion of girls; and the significance of women’s roles in family
functioning, community development and governance.
International women’s movements were instrumental in
gaining a place for these issues on the conference agendas.
Almost needless to say, there are significant dispari-
ties between the words that emanated from the world
conferences and the actions that have followed them. The
rhetoric has often fallen far short of the deeds. None the
less, the agreed-upon language contains elements that, over
time, have begun to cohere as a narrative that shows the
outlines of a new normative policy platform. This platform
builds on core commitments to eradicate poverty and
reduce inequality; it also highlights problem-solving
approaches that are based on human rights and that
empower people living in poverty as full participants, while
recognizing and supporting women as equal partners.

The new normative policy platform, emerging from
the United Nations summits of the 1990s, builds on
core commitments to eradicate poverty and reduce
inequality; it also highlights problem-solving
approaches that are based on human rights and that
empower people living in poverty as full participants,
while recognizing and supporting women as equal
partners

A consistent theme throughout the declarations and
programmes of action, adopted at the summits, has been an
acknowledgement that the scale and severity of extant
problems exceed governments’ capabilities and resources.
This acknowledgement has prompted calls for the develop-
ment of enabling policies, capacity building and
broad-based partnerships with the private sector and civil
society.

A consistent theme throughout the declarations and
programmes of action, adopted at the summits, is the
acknowledgement that the scale and severity of
extant problems exceed governments’ capabilities
and resources. This acknowledgement has prompted
calls for the development of enabling policies, capac-
ity building and broad-based partnerships with the
private sector and civil society

These elements were shown in the Key Issues and Messages
and Prologue in this report and characterize the main
conclusions emerging from the chapters that follow. They
also form the background for the final section of this
chapter, which briefly reviews the lead-up to the United
Nations Conference on Human Settlements of 1996,
describes some distinguishing aspects of the event itself,
and evaluates the Istanbul Declaration and Habitat Agenda
it produced.

United Nations Conference

on Human Settlements
(Habitat II) (Istanbul, 1996)3

The Habitat I (Vancouver) Conference of 1976 achieved
nominal consensus in five areas: land, water, transport,
shelter and institutions. The main principles then articu-
lated concerned equity, social justice and solidarity. The
Deputy Secretary-General of that Conference stressed the
need for a radical change in local government structure and
in the system of flows of resources and services between
different levels of government. He also emphasized the
importance of participation to mobilize human resources.

The idealism that characterized the Vancouver
Conference in 1976 was subsequently tempered by world
events and field experience with shelter and urban develop-
ment programmes over two decades. Despite the discussion
of important issues at Habitat I, the level of governments’
commitment to its recommendations for national action
was minimal.

In 1996, the Secretary-General of the Habitat II
Conference recalled the principles on human settlements
that came out of the Vancouver conference and noted that
there was little that unified them. Most were prescriptive
and patronizing in tone. They resulted from a ‘vigorous
negotiating process which may be inimical to the very idea
of globality’, reflecting less than universal values.®

It is perhaps not surprising, therefore, that in the
intervening 20 years, the principles adopted at Habitat I did
not lead to decisive policy action. No country had an
explicit national policy on human settlements and none
could be expected to endorse one, given that policies
respond to the interests of economic and political power
and given the ‘grotesque contrasts between extremes of
wealth and poverty, between concentrated power and
repression’.*”

After the Vancouver Conference of 1976, human
settlements problems not only remained but also multiplied



manifold in size and scope. In an attempt to progress
beyond past inadequacies, Habitat II framed the issues
differently, with draft declarations and platforms featuring
civil engagement, sustainability and equity.

Habitat II took place in Istanbul, Turkey, on 3-14
June 1996. In addition to representatives from 171 govern-
ments and some 2400 NGOs attending the conference, the
parallel NGO Forum attracted about 8000 people. Also
known informally as The City Summit, the event was the
last in the series of major United Nations conferences held
during the 1990s. It brought together many of the main
themes taken up in these conferences in a blueprint for
future policies and practices concerning human settlements.
The Habitat Agenda, resulting from the summit, was
meant to provide not just a vision for sustainable human
settlement development but a practical roadmap for the
years ahead, taking into account linkages with the natural
environment, human rights, social development,
demographic trends, population groups at risk and other
issues.

The Habitat Agenda was meant to offer a vision and
a practical roadmap for sustainable human
settlement, taking into account linkages with the
natural environment, human rights, social develop-
ment, demographic trends and population groups at
risk

Innovations

Habitat I presented several innovations in its format.
While most of the earlier summits gave NGOs access to the
conference process, Habitat II also involved NGOs, local
authorities, the private sector and other groups in the delib-
erations for the eventual plan of action. Negotiations in the
Conference Committee among national governments
received recommendations from the ‘Partnership
Committee’ which considered reports from more than 500
mayors and key municipal leaders (organized in the World
Assembly of Cities and Local Authorities), as well as input
from the World Business Forum, the Professionals and
Researchers Forum, the Parliamentarians Forum, the Labour
Unions Forum and the Forum on Human Solidarity, among
others.

Habitat II also stressed the importance of building
cumulative experience with problem-solving approaches by
providing opportunities for exchanging information. In
particular, it showcased ‘best practices’: initiatives and
programmes that had proved to be effective in areas such as
poverty eradication, managing the urban environment and
providing access to land, shelter, finance and community
infrastructure and services.

The Istanbul Declaration and Habitat Agenda

Two documents resulted from the Conference. In the first
the Istanbul Declaration on Human Settlements, govern-
ments agreed to address seven priorities:*’

)
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1 unsustainable consumption and production patterns,
particularly in industrialized countries;
unsustainable population changes;

homelessness;

unemployment;

lack of basic infrastructure and services;

growing insecurity and violence;

increased vulnerability to disasters.
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Although expressing concern about the deteriorating situa-
tion of human settlements in most parts of the world,
governments subscribed to the widely embraced view that
cities and towns are centres of civilization, generating
economic development and social, cultural, spiritual and
scientific advancement. They acknowledged the need for
concerted action in development financing, external debt,
international trade and transfer of technology and agreed to
strengthen the institutional and financial capacity of local
authorities to implement the Habitat Agenda. They also
agreed to seek the participation of public, private and non-
governmental partners to ensure legal security of tenure,
protection from discrimination and equal access to housing,
and called for urban policies that expand the supply of
affordable housing by enabling markets to perform
efficiently in a socially and environmentally responsible
way ¥

The second document, the Habitat Agenda,* was
intended as a call for action at all levels. It contains a state-
ment of goals and principles, a set of commitments to be
undertaken by governments and strategies for implementa-
tion.

@® Goals and principles

The goals and principles cover a broad spectrum of issues
related to human settlements. They interface significantly
with concerns addressed at the earlier world conferences:

*  equitable human settlements where all have equal
access to housing, open space, health services and
education, among others;

*  poverty eradication in the context of sustainable
development;

*  the importance to quality of life of physical condi-
tions and spatial characteristics of villages, towns
and cities;

*  the need to strengthen the family as the basic unit of
society;

*  citizens' rights and responsibilities;

*  partnerships among all countries and among all
sectors within countries;
solidarity with disadvantaged and vulnerable groups;

*  increased financial resources;

*  health care, including reproductive health care and
services to improve quality of life.

® Commitments

The conference resulted in over 200 commitments organ-

ized into the following categories:*
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Adegquate shelter for all. Within the overall context of
the enabling framework, this includes governments’
obligation to take appropriate action in order to
promote, protect and ensure the full and progressive
realization of the right to adequate housing (para
61). Adequate, in this connection, means more than
a roof over one’s head: it also includes adequacy
regarding privacy, space, physical accessibility, safety,
security of tenure, structural stability and durability,
lighting, heating and ventilation, basic infrastructure
such as water supply, sanitation and waste manage-
ment facilities, environmental quality, health-related
factors and location with respect to work and basic
facilities, all of which should be available at afford-
able cost (para 60).

Sustainable human settlements. The high density of
urban life worsens environmental threats to the
quality of air and water and problems of waste
disposal. Recognizing these problems, governments
committed themselves to objectives that combined
concerns regarding the carrying capacity of natural
ecosystems and stimulating economic growth. The
latter would require job creation and better access to
work and services by improved public transport.
Enablement and participation. This commitment
includes the goals of democratic rule, effective gover-
nance, decentralization of authority and resources,
and ensuring availability of education.

Gender equality. Governments agreed to integrate
gender perspectives in human settlement legislation,
policies and programmes, and to strengthen policies
and practices to promote the full and equal participa-
tion of women in human settlements planning and
decision-making.

Financing human settlements. Based on the recognition
that housing is a productive sector of the economy,
governments committed themselves to developing
innovative approaches for strengthening financial
management at all levels and promoting equal access
to credit for all people.

International cooperation. This commitment includes
participating in multilateral, bilateral and regional
programmes to further the goals of the Agenda;
promoting exchange of appropriate technology; striv-
ing to fulfil the agreed target of 0.7 per cent of GDP
of the developed countries for official development
assistance to developing countries; and promoting
international cooperation between public, private,
non-profit, non-governmental and community
organizations.

Assessing progress. Governments agreed to monitor
progress towards attaining the Agenda’s goals in
their countries.

@ Strategies

Adequate shelter for all. The cornerstones of this are
policies that enable effective and efficient shelter
delivery systems, interdependent with
macroeconomic, environmental and social develop-
ment systems. While having to address increasing
demand for housing and infrastructure, such policies
should also emphasize increased use and
maintenance of the existing housing stock through
ownership, rental and other tenure options; encour-
age and support people who individually or
collectively act as producers of housing; and respond
to the diverse needs of disadvantaged and vulnerable
groups (paras 60-98).

Sustainable human settlements in an urbanizing world.
Broad-based strategies are required, aimed at
‘economic buoyancy, social vibrancy, and
environmental soundness’ (para 101). These include
planning for sustainable land uses based on social
and environmental impact analyses; eradication of
poverty, creation of productive employment and
social integration; consideration of the implications
of demographic developments for sustainable human
settlement development; elimination of unhealthy
living conditions; prevention of environmental degra-
dation and mitigation of the effects of disasters,
among others (paras 99-176).

Capacity building and institutional development.
Strategies in this category are seen to be interrelated
with those in other areas and refer, for example, to
decentralization; combating corruption;
establishment of systems for effective information
sharing and frameworks for cooperative actions;
popular participation and civic engagement; and
human settlements management training
programmes (paras 177-193).

International development and cooperation. This requires
an enabling context with additional financial
resources and higher priority for human settlement
issues, especially in the developing countries; promo-
tion of technology transfer and information
exchange; and greater technical and institutional
cooperation (paras 194-211).

Implementation and follow-up. It is recognized that the
impact of the commitments made by governments
will depend on action at all levels. Performance evalu-
ation will require regular monitoring based on
appropriate indicators and documentation of best
practices. The United Nations Centre for Human
Settlements was assigned responsibility for providing
assistance with the development of guidelines for
monitoring and evaluating the implementation.
Capabilities for the collection and analysis of data
were to be strengthened, especially at the local level
(paras 212-241).

The Agenda describes several strategies to attain the agreed
goals and commitments. They fall into the following
categories:

Evaluation

The official follow-up review and appraisal of progress in
implementation of the Habitat Agenda will occur during a



Special Session of the United Nations General Assembly
scheduled in June 2001. Country reports have been
prepared according to a universal format developed by
UNCHS (Habitat). In advance of the overall review, a
comprehensive assessment is not possible but several obser-
vations can be made.

To begin with, among the positive contributions of
Habitat Il is a broad conceptualization of the issues, atten-
tive to their interrelationships and wider context, rejecting
the narrow sectoral perspectives that have proven to be
unproductive in the past. The Summit also stressed the
importance of decentralized and democratic decision-
making; the need to put priority on vulnerable population
groups; the need for coordinated action involving broad-
based partnerships; and the potential of information and
communication technologies. It came out in favour of the
right to adequate housing and highlighted questions of
poverty and inequity across gender, race, ethnicity,
economic status, age and other relevant dimensions. The
conference produced recommendations for action towards a
wide range of goals. It set out a comprehensive and very
ambitious agenda.

The Habitat Agenda presented a broad conceptual-
ization of the issues and recommended a range of
actions that stressed the importance of decentralized
and democratic decision-making, promoted coordi-
nated action, highlighted the needs of vulnerable
groups and the potential of ICTs, while reaffirming
the right to housing

There is great value in the bold conceptualization of goals
and the proposing of innovative means towards achieving
those goals. Indeed, official declarations aside, Habitat II
succeeded admirably in bringing together important stake-
holders, opening up communication channels and
encouraging partnerships among them, and suggesting a
cooperative vision of future urban development that
combines mediation and negotiation with the use of techni-
cal expertise guided by norms resulting from democratic
and inclusive discourse. Its presentation of ‘best practices’
was a valuable stimulus to foster learning about problem-
solving experiences. All this was no small feat. However,
the same comprehensiveness and ambitiousness of the
Habitat Agenda, by their very nature, inevitably raise some
issues that are controversial and that, therefore, were
largely skirted at the Summit in the interest of attaining
consensus.

Further steps must be based on more explicit recogni-
tion that human settlement development is not a ‘grab-bag’
of goodies. The Agenda repeatedly states that human settle-
ments must be ‘economically buoyant, socially vibrant, and
environmentally sound’; few will disagree. However, when
seeking to translate these and other lofty goals into specific
actions, decision-makers often face the need to make hard
choices between competing options. Their task is not
helped by the internal inconsistency of a dominant
paradigm that favours competition in the economic realm
but does not welcome as readily the political contestation
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of alternative goals through democratic processes. The
tenor of prevailing policy outlooks favours a kind of
openness that paradoxically is mostly closed to open
discourse on competing normative frameworks for develop-
ment. This situation is conducive to ambiguity from which
the Habitat Agenda cannot escape.

For example, the Agenda supports public transport as
a means of decreasing pollution, conserving environmental
resources and increasing people’s access to jobs and services.
What the Agenda does not engage, however, is the implica-
tions of this stance for changes in policies affecting
investments in systems that are currently greatly dependent
on the production and use of private cars (see Chapter 11).

In a similar vein, the Agenda champions the cause of
decentralization, recommending 16 actions in paragraph
180, all of them relevant but none of them addressing basic
questions of resource transfer. If it is important to advocate
appropriate devolution of authority and democratic
decision-making, then it is inevitably important that the
next step involves a concern with the resources required to
carry out the responsibilities for which authority is being
devolved. Decentralization must proceed within an agreed
normative framework, as proposed by the draft World
Charter of Local Government, discussed in Chapter 14.

Likewise, the Agenda identifies the needs of popula-
tion groups at risk as high priorities. In this connection it
notes that ‘vulnerability and disadvantage are mainly
caused by circumstance, rather than inherent characteristics’
(para 93, emphasis added). This is a very important obser-
vation to prevent bad policies that, based on false a priori
assumptions, reinforce the perception of certain population
groups as reified categories, whereas in fact, it is specific
structures and processes in society that create them. The
Agenda does not, however, take the next step to pursue an
analysis of what these abstract ‘circumstances’ are and how
they come about, an exercise bound to be somewhat
controversial. As well, the Agenda urges the stepping up of
efforts to combat discrimination, but it does so without
probing the aetiology and dynamics of market-based and
institutional discriminatory practices.

In short, the Agenda does address urgent problems,
but its coverage more often offers extensive description of
the manifestation of these problems than trenchant analy-
sis of their causes and resolute prescription for their
solutions. The suggested way forward is characteristically
seen to arise from a perspective of enlightenment, based on
the assumption that progress follows first from eliminating
ignorance; whether due to biases of, unequal access to or
the absence of information. When properly enlightened,
policy makers would become concerned enough to propose
and implement rational actions to redress bad situations.
The root causes of problems are usually couched in notional
categories. The Agenda is perceptive in its description of
what ‘is;” it is also forward-looking in its articulation of
what ‘ought to be;’ but it did not sufficiently realize oppor-
tunities for greater specification of ways to get from the
former to the latter. Hence, the ensuing recommendations
remain chiefly limited to referencing necessary but insuffi-
cient ameliorative actions. The Agenda did not focus on,
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but leaves room for, demonstrating future leadership in
evolving approaches that give more attention to the poten-
tial of communicative and related planning methods to
arrive at decisions and action on development scenarios
that can emerge as negotiated outcomes through informed
and broad-based participatory processes.

‘You have succeeded brilliantly in encouraging States to
accept new norms of international behaviour. Now we
need to see those norms implemented’ - Kofi Annan,
Keynote Address to the Millennium Forum, 22 May
2000

Formulation of the Habitat Agenda was a noteworthy
accomplishment. However, in the end, its value stands or
falls with its implementation. In this regard, progress is
hampered by three constraints. First, the commitments
made by governments are non-binding. There are no impli-
cations of failure to make satisfactory progress towards the
agreed goals. In fact, in many cases, it has been difficult
even to obtain national reports on implementation of the
Habitat Agenda. We need to guard against the danger that
follow-up activities, institutionalized through the +5 and
+10 processes, will become inconsequential routines and
pro forma rituals that merely drain resources and create
inertia, when the challenges facing us demand daring and
dynamic approaches.

Second, the absence of a mandate and mechanism for
enforcement of the Habitat Agenda is made worse by the
lack of adequate provisions to ensure critical evaluation of
reported progress. Certainly, the emphasis on monitoring
and best practices is a significant step in the right direction.
However, no matter how good, best practices are still
limited in the sense of never being more than a reflection of
what is possible under the current circumstances. What are
also needed are assesstents of best practices against criteria
derived from normative frameworks that include goals with
measurable benchmarks projected into the future.
Indicators facilitate but do not guarantee such evaluations;
their application has remained largely restricted to use as a
descriptive tool. This should be expanded so they can also
serve as an aid in analysis and assessment. Broadening the
scope of best practices to include good policies, legislation,
and plans of action will help as well.

No matter how good, best practices are never more
than a reflection of what is possible under the
current circumstances. We also need assessments of
best practices against criteria derived from normative
frameworks that include goals with measurable
benchmarks

Finally, implementation of the Habitat Agenda has been
impeded by the lack of an effective institutionalized
arrangement to ensure coordinated actions. Such coordina-
tion is crucial, between United Nations agencies and with
other relevant partners, because the issues are multi-
sectoral: the right to an adequate standard of living and
right to development; access to basic services; social integra-

tion and social equity; gender and equality; and
environmental sustainability. These issues cut across the
jurisdictional boundaries of established organizations and
go beyond existing governmental arrangements. This cross-
cutting becomes amplified through globalization. In the
words of United Nations Secretary-General, Kofi Annan,
‘problems without passports require blueprints without
borders’.® Just as today’s issues are shaped in new ways, so
also must our approaches be innovative. Fresh challenges
demand creative approaches. Effective strategies will require
more extensive cooperation and new forms of governance.

In today’s globalizing world, problems without
passports require blueprints without borders

The point is not to criticize current approaches, but to
build on recognition of their limitations in order to estab-
lish the structures and processes necessary for the
implementation of stated policy goals. Part IV of this report
returns to these important points when it takes up
questions of cooperative frameworks and emerging forms of
governance.

Implementation of the Habitat Agenda will require
an effective institutionalized arrangement to ensure
coordinated actions

The Habitat Agenda in broader context

It is essential to consider human settlements as a
crucial context for the principles and goals
formulated at the United Nations conferences of the
1990s. The Habitat Agenda offers the potential for
integrating their diverse but interrelated elements

Situating the Habitat Agenda vis-a-vis the sequence of
United Nations conferences and their broader background is
important for three reasons. First, human settlements are
the necessary environments for people’s day-to-day lives -
where they socialize, play, work and teach - in homes,
streets, markets and other public spaces, factories and
sweatshops, schools and clinics, offices and shops. Human
settlements provide the stage where these lives are enacted
and where problems become apparent. They also form a
very important context that shapes attempts to solve these
problems. The thematic frameworks of the United Nations
conferences of the 1990s guided the formulation of many
principles and goals that concern human settlements but
without due consideration of their interrelationships in this
essential context.

Second, the Habitat II Conference of 1996, the year
that concluded the series of United Nations world confer-
ences begun in 1990, was to provide an opportunity for
actions to improve living conditions in human settlements
across sectoral lines and was seen as a vehicle for turning
many of the principles and resolutions that emerged from
these conferences into reality.*” Habitat II and its Plan of
Action thus provide the potential to help to integrate the



contributions of the global conferences whose significance
is seen to arise from:

*  increasing public awareness of pressing problems
shared by countries around the world;

*  mobilizing national and local governments and non-
governmental organizations to take action on major
global problems;

*  establishing international standards and guidelines
for national policy;

¢ serving as a forum where new proposals can be
debated and consensus sought;

*  promoting the development of long-term
frameworks for international cooperation;

*  setting in motion a process whereby governments
make commitments and report back regularly to the
United Nations.

‘A normative agenda is probably the best protection that
the United Nations can offer the urban poot’ - Klaus
Topfer, First Substantive Session, Preparatory
Committee Istanbul + 5, Nairobi, 8 May 2000

Third, a key theme on the Habitat Agenda, adequate shelter
for all, is essentially founded on governments’ commitment
to the full and progressive realization of the right to
adequate housing and official recognition of governments’
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reflects the globalization and growing influence of the
values and practices espoused by human rights movements.
It also resonates with the emphasis on human rights
permeating other United Nations summits.*® Further, it is
consistent with Habitat's mandate for setting normative
standards.*’ The Global Campaign for Secure Tenure is
Habitat’s strategic angle on fulfilment of the right to
adequate housing.

The other major initiative of the UNCHS, the Global
Campaign for Urban Governance, is likewise anchored in
the Habitat Agenda and is closely linked to a continuing
worldwide push for decentralization, democratization and
more participatory forms of urban governance; goals that
also feature prominently in the Programmes for Action
emanating from the other world conferences held under the
aegis of other United Nations organizations.

Habitat II thus helped to crystallize important themes
cross-cutting the other summits and brought into focus the
critical need to develop normative frameworks and strategic
foci for coordinated policies and actions.

Habitat II helped to crystallize important themes
cross-cutting the other summits and brought into
focus the critical need to develop normative frame-
works and strategic foci for coordinated policies and
actions

obligations in this regard. This rights-based approach
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EMERGING APPROACHES TO
URBAN GOVERNANCE AND
POLITICS

The rapid growth of urban poverty and deepening inequalities in cities are the chief
concerns permeating this report. Market mechanisms are ill-suited to redress these
problems without effective regulation. Effective regulation requires good governance.
Solutions to today’s urban problems, therefore, call for good urban governance and
appropriate political strategies, whether the issues concern infrastructure, housing,
service provision, environmental quality or violence. Under globalization, urban gover-
nance faces new challenges and opportunities.

Contemporary governance involves multiple stakeholders, interdependent
resources and actions, shared purposes and blurred boundaries between the public and
private, formal and informal, state and civil society sectors, greater need for coordina-
tion, negotiation and building consensus. Consequently, three key tasks involve
coordination, steering and integration of diverse and sometimes conflicting interests. To
these ends, governance arrangements draw on market-based strategies arising from the
private sector, hierarchical strategies articulated by the public sector and networking
strategies emerging from the public sector.

Many national governments have devolved responsibilities that they had
traditionally assumed to lower levels of government, while seeking to enhance the
competitiveness of cities. The increased competition that characterizes globalization is
accompanied by urban fragmentation, producing two conflicting trends: to compete
effectively, cities must act as a collective unit; however, growing social exclusion,
spatial segregation and economic polarization are divisive and hamper the ability of
cities to build coalitions, mobilize resources and develop good governance.

Given that metropolitan areas are the chief arenas for global competition, it is
necessary to strengthen them by giving them greater authority and autonomy in
resource allocation. However, the enabling role of governments must be broader than
facilitating the functioning of markets and also includes responsibility for social
cohesion, equity, conflict resolution and support for citizenship in the sense of rights to
the city.

The success of initiatives and reforms in government at the subnational level is
closely linked to the ways and extent that national systems embrace and incorporate
democratic processes. In this connection, it is important that a government grants its
citizens political rights by permitting them to form political parties that represent a
significant range of voter choice and whose leaders can openly and safely compete for,
and be elected to, positions of authority in government. It is also important that
governments uphold their citizens’ civil liberties by respecting and protecting their
religious, ethnic, economic, linguistic, gender, family and other rights, including
personal freedoms and freedoms of the press, belief and association. The vital




importance of these links between good governance and democratic practices is well-
illustrated by recent experience in Latin America, reviewed in Chapter 4, but of broader
interest to developments elsewhere as well.

Globalization necessarily materializes in specific institutional arrangements in
specific places, many of which are in cities. ‘Glocalization’ is a term used to describe the
dialectic interdependence of the local and global dimensions of economic, political and
cultural processes. Far from exerting a deterministic, homogenizing effect, globalization
processes allow for local differentiation. The outcomes of these processes reflect the
claims that different interests make on urban places and the power they can wield to
advance those claims. These interests include representatives of global capital that use
cities as an organizational commodity to maximize profit, but they also include disad-
vantaged local population groups who need the city as a place to live. Cities are
increasingly strategic sites in the realization of these claims.

The withdrawal of the state and limitations on institutional demand making have
combined to create new spaces for political contestation. This development signals
emerging opportunities for civil society to engage government and the private sector in
new forms of cooperation that enable the low-income communities to participate as
empowered partners. More broadly, this development is about authentic citizenship,
meaning the rights and responsibilities of the urban citizenry.

Low-income communities, taking advantage of modern communications
technologies and less bound by local constraints, have begun to reconstitute themselves
as overlapping, sometimes transnational networks with shared interests. The unlocking
of their unrealized potential through participation in shared governance is essential to
improving urban liveability for all people.
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THE CHANGING CONTEXT AND
DIRECTIONS OF URBAN

GOVERNANCE!

The Human Development Report 1999 concerned itself with
the uneven outcomes of globalization. It urged careful
attention to appropriate governance to eliminate poverty
and reduce the inequality associated with processes atten-
dant to globalization.? Human settlements, and cities in
particular, are important nodes in the new forms of gover-
nance that are currently emerging. These forms of
governance are being developed in the context of globaliza-
tion processes that create new conditions under which
decisions must be made; interdependent, complex, loosely
linked actors and institutions with shared purposes but no
shared authority. This requires that actors seeking mutual
gains find ways to coordinate their efforts.

To this end, this chapter first describes the key tasks
of governance and the repertoire of basic governance strate-
gies. This discussion stresses that the different strategies
serve different goals. It points to the need for blending the
supplemental roles of the public and private sectors, as well
as civil society, in broad-based partnerships to build the
capacity required to address today’s urgent urban problems.
(Chapter 14 further develops the theme of capacity building
and forming partnerships.) The discussion then shifts focus
to the paradox, associated with globalization, that cities are
increasingly operating as territorial units in competitive
processes (and are encouraged to do so by current develop-
ment dogma), while at the same time cities are becoming
more and more fragmented: socially, economically, physi-
cally and politically. Cities thus face two contrary
developments whose management requires effective gover-
nance. Against this background, this chapter describes four
newly emerging forms of government and offers six recom-
mendations for policies that enable local areas to capitalize
on their special strengths. The concluding section argues
that the success of initiatives and reforms in government
and governance at the subnational level is closely linked to
the ways and extent that national systems embrace and
incorporate democratic processes. In this regard, it
examines the recent experience of Latin America with a
view to the lessons it may hold for other parts of the world.

The Repertoire of
Governance Strategies®

Today, governance involves multiple stakeholders, interde-
pendent resources and actions, shared purposes and blurred
boundaries between the public and private, formal and

informal, state and civil society sectors, greater need for
coordination, negotiation and building consensus.* It must
address three key tasks:

1 Coordinating a more complex and fragmented govern-
ment landscape.
2 Steering interdependent activities through new
bargaining systems and institutions such as
public—private partnerships or regional
confederations in order to achieve desired outcomes —
specifically, public goods - by bringing the necessary
actors to the table and then moderating differences
and negotiating cooperation.
Integrating and managing diverse networks rather
than focusing primarily on internal affairs.

(@8]

Governance processes address three key tasks:
1 Coordinating

2 Steering

3 Integrating

To this end, the repertoire of strategies for distributing the
costs and benefits of making and carrying out decisions
includes markets, hierarchies and networks > These three
strategies have typically been associated with, respectively,
the private sector, the public sector and civil society.

In a global context, none of these strategies can be
presumed to be privileged or outdated; all three are viable
governance strategies, depending on the shared problems
and purposes at stake. In different ways, they reduce the
costs of making decisions while increasing the capacity to
act. The question of ‘how’ governance is exercised is
crucial:9 the choice of governance strategies influences who
is likely to be included or excluded. Thus it should be asked:
Under what conditions do different governance strategies
work effectively and for which purposes?

The repertoire of governance strategies includes
matkets, hierarchies and networks

Markets

Markets use price competition as a central coordinating
mechanism. Under many conditions, this is an effective
means of coordinating decisions if not generating coopera-
tion. But in a globalizing context of interdependence,
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relying on market mechanisms controlled by the private
sector is often inadequate. As argued in the Prologue of this
report, governance through market strategies tends to lead
to short-term and ad hoc responses rather than the long-
term strategic guidance necessary when dealing with
multiple stakeholders, public goods, tangled networks and
the need for negotiated decisions.

Governance strategies relying on market mechanisms
to coordinate multiple, interdependent interests and
resources and shared purposes ultimately fail to address
critical governance tasks of steering and integration. In
particular, they fail to integrate ‘at-risk’ groups into global
society and to draw on their human capital potential. For
markets to be more effective under the new global condi-
tions, they need more responsive institutional structures in
which to operate. The regulation of market conditions
becomes a crucial task.

Governance strategies relying on market mechanisms
to coordinate multiple, interdependent interests and
shared resources and purposes ultimately fail to
address critical governance tasks of steering and
integration

Hierarchies

Hierarchies rely on rule setting, norms and institutional
design to ensure cooperation and to coordinate decisions.
The capacity to create hierarchical strategies rests in the
public sector even though the governance arrangements
created by these strategies need not be limited to public
actions. They provide the traditions, norms and practices
that shape or constrain policy alternatives. Bureaucratic
hierarchies are familiar mechanisms for coordinating
through administrative practices that balance competing
values of efficiency and equity.

Hierarchical, top-down governance strategies
continue to be important in a global era. For example, the
use of rules and creation of new rule-setting bodies at
different regional and transnational scales, such as interna-
tional agreements on ocean resources or bi-national
environmental commissions in North America, internalizes
the costs associated with making decisions under contem-
porary conditions. Similarly, decentralization policies and
‘direct democracy’ provisions require formal government
changes that create new sub-authorities and allow for refer-
enda and initiative procedures. Although governance
through hierarchy retains a significant role in a global era, it
is criticized for lacking flexibility and adaptability.

Networks

Nettworks use informal coalitions, trust, reciprocity and
mutual adjustment to produce cooperation and coordinate
decisions. These processes are rooted in civil society
although they are shaped as well by public and private
sector configurations. Historically, these processes were
labelled as ‘community” and were presumed to be defined
and circumscribed by territorial boundaries. In a global era,

modern information and communication technologies facil-
itate the formation of coalitions and networks from the
bottom up, forming non-territorial communities centred on
shared problems and purposes. It is such networks, rather
than governments or markets, that increasingly link global
and local processes.

The Globalization Paradox

Globalization is changing the scale of international regula-
tion, not only at the global level, but also at the
subnational level. A few decades ago, before globalization
accelerated and intensified, the nation state was the main
pilot of societal change. Today, its place at the centre of
society is being challenged by several developments. First,
increasing globalization sets the regulation level of society
at various scales, the state or national one being only one
among others. Second, decentralization is pulling the
regulation level downwards (to regional, municipal and
intra-municipal levels). Third, regionalization at the sub-
world level is pulling regulation upwards; the growing
importance of the European Union is a good example of
this phenomenon.

In that context,’ cities are emerging as new territo-
ries of regulation, that is, as territories relevant to address
crucial issues, notably the increasing territorial competition
that globalization entails.® However, to regulate does not
mean to govern.’ Cities are at the forefront of competitive
processes whose successful management requires an effec-
tive capacity to govern a territory. Cities must work as
collective actors; that is, they must mobilize their
economic, social and political resources in order to develop
their assets and to reduce their weaknesses; what is

commonly described as building coalitions and regimes.

Globalization increases competition as well as
fragmentation, with contradictory effects on cities.
To compete effectively, cities must act as a collective
unit. However, their growing fragmentation hampers
their capacity to build coalitions, mobilize resources
and develop good governance structures

However, several studies!! have cast doubt on the capacity
of cities to function as collective actors. This scepticism is
based on evidence that urban territories are becoming more
and more heterogeneous, as a result of the growing social
and economic differentiation of urban society.'? This
phenomenon is better indicated by the expression
‘fragmented city’."®

To begin with, social fragmentation is increasing. This
is readily demonstrated by the growing socio-spatial inequali-
ties in urban areas. Also politically, the fragmentation of
power is growing. Many countries are witnessing the break-
ing up of traditional political parties into a greater number.
Moreover, political parties seem to be less and less capable of
acting as mediators between civil society and the political
powers that be. Where political parties do serve as channels
of mediation, they do so in ways that are more sectoral,
more issue-oriented and more linked to specific segments of
society (eg related to gender, ethnicity, religion, etc).



Institutional organization is also becoming more
fragmented and more complex. Almost everywhere the
number of local authorities and ad-hoc bodies in functional
metropolitan areas is increasing. The issue of territorial
solidarity, previously largely taken care of by the state, is
seriously challenged by local structures as shown by the
difficulties of establishing cooperation at the area-wide level
and the desire for local communities to secede. In many
nations and cities, the declining role of the state in its tradi-
tional areas of responsibility has increased the importance
of NGOs and the voluntary sector, but in the process there
has been a dramatic increase in the fragmentation of the
capacity for collective action.

There is also a trend of economic fragmentation. The
traditional structures of representation of economic inter-
ests (chambers of commerce, local business associations,
etc) are being contested because they do not represent the
emerging economic interests such as the small- and
medium-sized firms and those of the ‘new economy’.
Further, they are usually organized in ways that are less and
less effective in territorial competition. Therefore, while
some traditional bodies are being reformed (like the
chambers of commerce in Italy or in France), new associa-
tions of business are created, adding to the already complex
systems through which economic interests represent
themselves.

In consequence, cities face a paradox. On one hand,
they must act as a collective unit since they are more than
before confronted with competition and less able to rely on
higher levels of government to assist them in that process.
On the other hand, they are encountering increasing diffi-
culties in mobilizing their resources, which hampers their
capacity to build the necessary coalitions of actors or struc-
tures of governance. This is all the more damaging in places
where changes are dramatic and require more control, more
anticipation and greater decision-making capacity, as is the
case in many metropolitan areas of the developing countries.

Emerging Elements of
Governance

Among the various changes that have occurred in the last
decade to address the ‘globalization paradox’, we can
identify four emerging elements of governance:

Decentralization and formal government reforms.
Participation of civil society.

Multi-level governance.

Process-oriented and territorially based policies.

SO DO —

Some of these elements are not new or innovative, such as
decentralization or metropolitan government reform, but
their rationale differs from earlier periods."* These emerging
elements of governance do not necessarily replace more
traditional arrangements (eg top-down, hierarchical
schemes with a strong presence of the state). Their relative
importance in decision-making processes also varies greatly
among countries.
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Decentralization and formal government reform
at the area-wide level

Decentralization is devolution of power — responsibilities,
resources and legitimacy - to subnational levels, ranging
from regional bodies to intra-municipal structures.’® One
major reason for decentralization is so-called ‘governing
failures’,' meaning that the state is no longer able to
diagnose and solve problems so that these problems and
issues are better dealt with at the local level. In some
countries, decentralization is viewed negatively as a way for
the state to shift away the responsibility for developing
solutions to intractable problems, typically without a corre-
sponding transfer of resources required to address the
issues. Decentralization trends now occur in most
countries, including regionalization in the UK (eg devolu-
tion given to Scotland and Wales and creation of regional
development agencies in England), Italy and Spain (the so-
called regionalist states of Europe), the strengthening of
municipalities in many Latin American and some African
countries (eg South Africa) and the establishment of intra-
municipal levels of government like the neighbourhood
councils in Amsterdam and Bologna. Chapter 13 reviews
recent developments regarding decentralization more specif-
ically in relation to urban infrastructure management
capacity. The draft World Charter of Local Government,
discussed in Chapter 14, is an initiative to develop and gain
acceptance of a constitutionally anchored framework for
local self-government on the basis of internationally recog-
nized principles.

There have also been attempts at formal government
reforms at the metropolitan level. The general purpose of
these reforms has been to create new governmental struc-
tures with area-wide responsibilities in strategic planning,
economic development, management of services (notably
networks like public transport, water systems, etc) and,
more recently, the environment. The rationale for these
reforms has changed since the 1970s. The logic of function-
alism remains; that is, for instance, the metropolis is still
considered to be a relevant functional territory for
infrastructure building and the provision of urban services.
However, additional rationales, like the necessity to develop
and implement policies regarding environmental protection,
social inclusion and the fight against violence, are now the
dominant reasons for creating these new entities. Examples
of such reforms abound. They range from the creation of
strong local government units, such as the new Greater
London Authority, the Verband Regio Stuttgart and Metro
Toronto, to less powerful authorities like the recent metro-
politan structures in South Africa.'” The process is still
unfolding in many places in Europe (eg Italy, The
Netherlands) and Latin America (eg Bolivia, Venezuela).!

New governmental forums can increase the voices of
marginalized groups, particularly where ethnic
minorities are geographically concentrated.
Implementation of the Popular Participation Law in
Bolivia, for example, created municipal councils
where Quechua and Aymara representatives now
play a role in allocating resources
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Box 4.1 The Digital City: an electronic forum for citizen interaction

Amsterdam’s Digital City (http://www.dds.nl) was launched in January 1994 to place information about the city and its services within direct reach of the people, to stimu-
late political discussion among citizens and to explore the possibilities and limitations of a local virtual community.

Amsterdam has a strong tradition of community activism. In the early 1990s, the municipal government was troubled by signs of increasing political apathy and
cynicism among the city’s voters. On the eve of local elections in 1994, the Amsterdam City Hall decided to support the Digital City as a |0-week social experiment to
stimulate the interest and involvement of citizens in local public affairs. Within a week, the network’s 20 phone lines were overloaded around the clock and the new ‘city’
had more than 3500 ‘residents’ and thousands more visits by ‘tourists’.

Five years later, the Digital City is a growing network of small virtual communities with more than 100,000 regular participants and tens of thousands of tourists.
The project, which has received no public funding since 1995, has influenced the extension of not-for-profit internet access throughout The Netherlands, has been replicated
by other cities throughout the country, and has spawned many imitators in cities across Europe.

The Digital City is constructed in the image of a real city with ‘squares’ corresponding to different themes or areas of interest (the environment, government, art,
sports, Europe, alternative lifestyles, women’s issues, music, etc). Each square offers space for a fixed number of ‘buildings’ which can be rented by businesses, nonprofit
organizations or other information providers. The squares also feature billboards (advertisements), cafés (chat rooms and specialized discussion groups), kiosks (collections
of on-line newspapers and magazines related to the square’s theme) and side roads (related links).

Although most of the Digital City’s contents are in Dutch, anyone is welcome to visit. Each resident has a free email account, the right to participate in discussion
groups and space to create a ‘home’, or personal Web page. The homes are situated in residential areas between the squares and may not be used for commercial purposes.

The ‘city’ metaphor reinforces the idea of the Digital City as a public domain, a forum where citizens can meet and express themselves freely. This metaphor was
also chosen to make the Digital City easier to navigate: citizens intuitively grasp that they must stop in at the post office to send and receive (electronic) mail or visit the
City Hall for information on political affairs. Although the Digital City does not correspond to the layout of the real Amsterdam, its structure lets it easily accommodate all
aspects of life there. A digital bike path was added so that biking enthusiasts can meet and exchange information, reviews of newly released films can be found at the cinema
square and a cemetery has even been added for the commemoration of loved ones.

Despite the project’s autonomy from political influence, the ‘city’ metaphor also makes explicit the political dimension that its founders have wanted for the project
from the start. The government neighbourhood is one of the Digital City’s most popular areas, and visitors there can read the fine print of proposed laws and upcoming
referenda, email city officials directly and argue with their elected representatives on the issues of the day. Subjects such as a controversial plan to extend Schipol Airport,
upkeep of the city's parks, whether to ban cars from the city centre, the proposed conversion of Amsterdam from city to province and other local political issues have been
debated. Politicians frequently participate in more structured discussion formats as well.

The Digital City has become a true city, dynamic and creative, where houses, buildings and squares are constructed, demolished or abandoned every day.And it is
this organic quality that distinguishes Amsterdam’s Digital City from many of its counterparts elsewhere. Digital city projects in the United States, for example, tend to be
more rigidly structured and primarily serve as clearinghouses of information for the city and its service providers. The organizers of Amsterdam’s Digital City see their
project more as an ‘open city’ than as an organized virtual community. In the Digital City, residents are not passive consumers of information and services but interacting
and participating citizens. The successful Clean Clothes campaign against the local sale of clothes produced by child labour in Asia is one example of how ordinary citizens in
Amsterdam have been able to use the format provided by the Digital City to inform their fellow citizens and bring about change on both local and global levels.

The political results of the Digital City are, however, still far from the electronic democracy for which its founders were hoping. The real influence of virtual debates
on traditional politics has been minimal. Most visitors are young, well-educated and highly computer-literate, a profile which corresponds to only a relatively small segment
of society. Although the project’s direct political impact is not yet what its planners envisioned, the Digital City has helped bring Dutch citizens on-line, enabled them to find
other citizens with similar interests or concerns and provided them with a format for exchanging information and taking action.

Source: adapted from Del Vecchio, 1999.

Strategies creating new governmental forums can increase Civil society participation in policy making
the voices of marginalized groups, particularly where ethnic
minorities are geographically concentrated. Implementation
of the Popular Participation Law in Bolivia, for example,
created municipal councils where Quechua and Aymara
representatives now play a role in allocating resources.!” In
1993, India passed a Constitutional Amendment reserving
seats for women in local government. But even supporters
agree that more women in government may not be enough.
Mandating representation of women in new governmental
forums appears to increase their inclusion but not necessar-
ily their voice: despite mandated representation,
empowerment of women is often constrained by
traditional gender relations.”?

Civil society participation infuses policy making with
greater legitimacy and helps to compensate for
failures of central governments to provide basic
infrastructure and services

Participation by civil society may be direct (eg through the
electoral process) or indirect (notably through the participa-
tion of community-based organizations in policy making).
In most countries and cities there is growing support for
greater involvement of civil society. There are several
reasons. First, as in the case of decentralization, there are
governing failures at the national and local levels. Resident
participation is necessary to elaborate and implement
policies in ways that are more responsive to local problems
and needs. In this regard, the internet can facilitate citizen
involvement in local public affairs (eg see Box 4.1) and help

Despite mandated representation, empowerment of
women is often constrained by traditional gender
relations




inform voters (eg see Box 4.2). In addition, civil society
participation helps to legitimize local policy structures of
government and consequently would make public policies
more efficient, especially in cities where people have had to
organize because of the inability of public institutions to
provide basic services like water and sewers (see, for
example, Box 10.4 on Dar es Salaam).”!

There are numerous examples of civil society partici-
pation. In more developed countries, most government
programmes to fight social exclusion and induce economic
development now require the involvement of communities,
such as the Single Regeneration Budget (SRB) and the New
Deal for Communities (NDC) programmes in the UK, and
most of the Policy for Cities programmes in France. In the
developing world, the involvement of civil society is more
significant since governing failures are more frequent and
salient. Therefore, community participation often occurs in
planning (eg the Rebuilding and Development Programme
in Cape Town), water production (eg Haiti and Yaounde),
environmental issues (eg implementation of Local Action
Agenda 21 programmes in Uganda and Bolivia)?? or budget
setting (eg Porto Alegre). Chapter 14 brings out the impor-
tance of civil society capacity building to enable effective
participation by community-based groups in development
initiatives.

Multi-level governance and partnerships

Multi-level governance is a commonly used term to
describe a whole set of joint practices: partnership, contrac-
tualization, institutional forms of negotiation procedures,
co-funding, etc. They may involve public institutions as
well as private entities at various levels. In some countries
(eg France and Italy) multi-level governance is mostly
restricted to public institutions, while in others (eg UK and
India) the voluntary sector, NGOs and the private sector
are frequently included.

Where multi-level governance is limited to public
institutions, the origin of this restriction derives from histor-
ical traditions in these countries, according to which central
and local government are considered to be the only actors
able to represent the general interest and act on its behalf.
The emerging need to involve various levels of government
in policy making is explained by the increasing overlapping
of responsibilities among these levels of government.
Further, there is a need for co-financing services, projects
and programmes, related to decentralization and the imple-
mentation of a matching fund system in, for example, the
US, and in Europe related to the increasing importance of
the European Union.?® Good examples of this type of multi-
level governance are the Italian accords di programma, which
involve the state, the regions, the provinces, the municipali-
ties and their relevant public companies, and the French
‘Contrats de Plan Etat-Régions’ (Programme Agreements
between the State and the Regions), which involve the EU,
the state, the regions, départements and municipalities in the
field of territorial development at the regional and metropol-
itan levels (see Boxes 4.3 and 4.4).

In many countries and cities, multi-level governance
also includes non-public actors. Often the private sector is
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Box 4.2 Politicking on the Web

In a time when many candidates who are running for office have little chance of being elected
if they are unable to capture their policy platforms in sound bites of less than 30 seconds,
voters are increasingly turning to the internet to read speeches, peruse past voting records
and examine position statements. Political hopefuls are responding by setting up listserves and
web sites to provide information, to sell campaign products and to elicit financial contributions,
raising millions of dollars on-line. Others are establishing commercially sponsored sites that
offer news and analysis.

On one site, www.selectsmart.com, each day some 30,000 people take a quiz that
matches their answers with those of the candidates to questions on issues ranging from
abortion to taxes and then calculates a suggested candidate whose views align best with those
of the quiz taker. Voxcap.com, recording more than 300,000 visits a2 month, aims to promote
personal activism through nonpartisan commentary and a series of links to advocacy groups,
think tanks, elected representatives and government agencies. It has also created an electronic
clipping service and email newsletters. Further, it set up an e-drive to raise funds for hunger
prevention, matching Oxfam International and other nonprofit organizations with donors who
can make contributions via real-time secure credit card transactions.

Although the internet holds potential for increasing political engagement among
citizens, there are undisclosed biases of ‘infomercials’ and ‘decoy’ web sites that hinder the
transparency necessary for constructive discourse. There are also serious concerns about the
ways in which increased reliance on the internet for informed democratic functioning
reinforces existing patterns of social exclusion (see Box 4.1).

involved because of privatization policies (for example, the
water systems in many African countries). Community-
based organizations may be involved because of their
legitimacy in representing people and because of their
knowledge of local problems. NGOs can also play an impor-
tant role because of their knowledge of programme
management or an implicit transfer of responsibilities from
the state. Multi-level governance is very often the result of
practical situations but is increasingly considered as a new
way of policy making. The UK experience of public—private
partnership is probably the most extreme example of
partnerships becoming new institutions,” with many
urban and regional policies now carried out by
public-private-voluntary sector partnerships (eg the new
Regional Development Agencies; see also Box 2.3 on
London).?> But the same logic is also being applied in devel-
oping countries such as the Philippines (eg the Urban Basic
Services Programme of Cebu City)® and India (eg the Slum
Networking Project of Ahmedabad),”” among others.
Partnerships are more fully discussed in Chapter 14.

Decision-making structures

The emerging polycentric governance forms, with
multiple actors, need to establish legitimacy for their
policies through new processes for building consen-
sus according to appropriate procedures

Today’s governance takes place in a more polycentric
system of actors in which the state is less dominant than
before. The multiplicity of actors complicates policy
making since no single actor is legitimate enough to direct
societal change. Consensus is no longer a given by virtue of
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Box 4.3 The Agency for the Sustainable Development of the

North Milano (ASNM) area and the involvement of
civil society: lessons from a failure?

The ASNM was created in 1996 to produce sustained development in an area of industrial
decline in Northern Italy. To that end, the Agency created a development forum from the
members of ASNM (four municipalities, the Province of Milan, the Lombardy Region, the
Chamber of Commerce and the industrial companies owning the area’s brownfield sites) and
parts of civil society (various associations of firms, unions and co-ops). Despite some significant
success for the ASNM, notably in professional training and in the development of an economy
centred on SME in the ‘new economy’ sectors, the development forum never took off. Two
major reasons have been put forward to explain this failure:

| Civil society was not very interested in ASNM problems; although ASNM had excellent
access to resources in the Milano area, it dealt with firms and employees on issues that
concerned the whole metropolitan area, rather than just the ASNM area. Consequently,
civil society members did not participate actively in the forum.

2 The private sector was too fragmented for ASNM to develop a dialogue with it. There
was no clear interlocutor representing the private sector; instead, there were various
leaders, representing different and sometimes competing interests. Without a common
voice on behalf of the private sector, it was difficult to evolve a coherent economic
development strategy.

The ASNM example holds two lessons. First, participants of civil society should represent
organizations that identify with a particular area, although they may not have many resources,
rather than organizations that, although rich in resources, see their interests elsewhere.
Second, it is important to have an effective structure of interlocutors; in their absence, develop-
ment agencies should develop such a structure.

legitimacy granted to the state’s action, but must be
socially constructed. This requires alliances, coalitions and
compromises. It also requires negotiation, debates and
discussion, which, in turn, requires appropriate procedures.
[t is a new way of achieving decisions in which policy
content is, at least in part, a function of the decision-
making process itself.

These new forms of collective action cannot take
place at the central level anymore. Territorial regulation has
replaced national regulation because of the limited ability of
the state to solve problems and address issues at lower
levels and because of the increasing integration of diverse
elements that efficient public policies require. This is a
major reason for the development of so-called area-based
initiatives.

This development is well illustrated by most
European Union programmes regarding territories in general
and metropolitan areas in particular. The objective of
‘Territorial Pacts’, for instance, is to produce territorial
development. In order to get funding, national and local
actors must work together and produce a set of priorities
and specific actions arrived at after a long process of negoti-
ation and debate. The same operational logic exists in the
Rebuilding and Development (RDP) programme of Cape
Town,” in some social programmes in Latin America” and
in spatially smaller programmes in various Western
countries (eg the US, UK and France) where urban areas are
divided according to specific funding procedures and socio-
economic features.

Lessons and Analyses

Globalization is often seen as a one-way process, homoge-
nizing people’s way of life, their problems, as well as
appropriate remedies’ such as deregulation, privatization
and decentralization. However, there is now growing
acknowledgement that the specific territorial characteristics
of each region and country are important. There is no single
functional response to globalization because, for example,
the national and local political history and culture help to
shape public-private relationships and decision-making
processes. Therefore, globalization should also be analysed
as a heterogenizing process, especially since territorial
competition accentuates the differences between locales. It
is possible to base several recommendations for strengthen-
ing urban governance on the recognition that it is
important to enhance the particular development advan-
tages and assets that are local to a given area.

Formal public institutions are crucial actors in
urban governance

Public institutions must remain responsible for
issues that concern society as a whole

Despite some failures of governmental initiatives and
policies, despite the difficulties of metropolitan government
reforms and despite the slowness of area-wide authority
building, public institutions must remain the central
element in the governance of cities. In many developing
countries, and to a degree in some developed countries,
public institutions have explicitly or implicitly transferred
several of their responsibilities to civil society, especially to
NGOs in sectors such as education, health and welfare.
Deregulation and privatization policies have given more
importance to the private sector in urban governance.
However, civil society cannot deal with several vital issues
that are essential responsibilities of legitimate, public (ie
democratically elected) institutions. The setting up of long-
term urban agendas, strategic planning, sustainable
development, social cohesion and so on, are issues and
actions that concern the future of societies and metropoli-
tan areas. As such they must be the subject of debates and
decisions made by entities representing the population as a
whole: that is, public institutions whose legitimacy derives
from a territorially based population.

Only governments have the legitimacy and capabil-
ity to steer and integrate the activities of multiple
stakeholders by acting beyond single purposes. Steering
entails bringing the necessary actors to the table and then
moderating differences and negotiating cooperation.
Integrating tasks includes managing diverse interests to
ensure that wider public goals are met by putting more
narrowly defined interests in a larger context. Priorities set
by new decentralized units, for example, may compete
with those in other areas or conflict with national goals.
Achieving leverage over a complex, fragmented system with
expertise in the small units involves a process of setting and
implementing appropriate norms.*’



New key role for the state in urban governance

Notwithstanding observations about the so-called ‘hollow-
ing out of the state’, central government remains an
important, even essential actor in the governance of cities.
It still holds crucial powers, not only in terms of economic
and financial resources but also in terms of normative legit-
imacy. By tradition, it still generates the cognitive
framework for most local collective action and policy
making. Of course, this presence of the state varies greatly
from one country to the other, between strong states and
weak states, unitary and federal states; in some developing
countries, the state may seem almost nonexistent. Also, in
many situations, the state is fragmented, especially in the
policy sector, and unable to speak with a single voice. None
the less, it would be misleading to assert the demise of the
role of the state in urban governance.

Globalization, however, does imply a change in the
role of the state.?! Even in countries where the state is still
strong, as in France and the UK it no longer has the politi-
cal and economic resources needed to carry out its
traditional functions of societal governance on its own. In
the 1980s, the Thatcher government in the UK described its
changed role by applying to itself the label of ‘enabling
authority’; other countries have used similar expressions
like facilitating authority” or ‘animating state’. Whatever
the terms employed, the idea remains the same: the new
role for the state has become to create frameworks and to
facilitate collective action, rather than to intervene directly.

The enabling role of national governments must be
broader than the facilitating of market functioning
and include responsibility for social cohesion, equity,
conflict resolution and support for the exercise of
citizenship - of ‘rights to the city’

It does not diminish the significance of recent decentraliza-
tion policies to point out that local actions can rarely solve
major urban problems. The state must retain a major role,
giving coherence to local actions and mediating between
local actors and between supra-national and subnational
levels, thus giving a much broader meaning to ‘enabling’
than merely facilitating market functioning.®? The state has
a legitimate intervention role, first, in matters of national
interest and, second, in local matters when they affect
wider interests or when local actors prove too incapable or
dysfunctional.

Partnerships cannot be a comprehensive form of
urban governance

Partnerships can be effective to help address urban
management problems, but they are inappropriate
for addressing issues whose resolution requires
democratic decision-making

Partnerships, whatever their forms and their membership,
cannot be full-fledged solutions to the governance problems
of urban areas. Too often, their action is piecemeal and
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contributes further to the already existing fragmentation of
the territory, either because they focus on a specific area, or
because they concentrate on a single policy sector, or both.
They cannot effectively assume responsibility for the tasks
that fall within the purview of public institutions (see
above). There are several reasons for this. The partnerships
are often short-lived and have a fluctuating membership.
Private enterprises frequently opt out of participation.® Civil
society is often not a stable partner, with changing represen-
tation through community-based organizations that tend to
represent particular interests and lack the knowledge, skills,
or motivation to view the city as a single collective entity.
Partnerships also pose a problem of democracy since they are
very often characterized by a lack of accountability and
oversight by the population itself or by elected officials.* In
short, partnerships are useful and necessary, but they are
more appropriate for solving management problems (in
urban services for instance) than for addressing issues that
require democratic decision-making.

Area-based policies and actions are not a panacea

Area-based approaches seem the logical solution when the
state can no longer deal with issues on a comprehensive
basis. However, this newly popular form of territorial
policy can have negative impacts on urban governance.
First, as noted, it worsens existing fragmentation because it
typically operates on the basis of discrimination according
to the distinguishing characteristics of different areas, such
as their ethnic, social, cultural or economic composition,
rather than what they share in common. Second, area-
based approaches may stigmatize a neighbourhood and its
residents.

Area-based policies do have obvious positive aspects
as they focus on the specific local manifestation of
problems. However, to address these problems effectively,
they must also connect to a comprehensive development
strategy at the metropolitan level.® The specific form for
such strategic vertical integration will necessarily vary from
country to country and there exists no magic formula that
can apply universally.

Political leadership is a key element of governance

The mere presence of governance is certainly not an
automatic cure-all to redress problems arising from global-
ization. Some metropolitan areas function more ably as
collective actors than others. One key element is political
leadership. It is essential because governance is not a
process free of conflict. Globalization changes political
power arrangements. It supports the emergence of new
political elites whose strategies and norms are different
from the traditional elites.?® These new political elites rely
less on clientelism and party politics. Rather, their
legitimacy derives more from their capacity to act, than
their allegiance to a traditional ideology or political
constituency. Globalization represents an opportunity for
these emerging elites: first, because it opens the political
system to new actors and, therefore, challenges the incum-
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Box 4.4 The French ‘Contrats de Plan Etat-Régions’ (CPER)
and metropolitan areas

Established in 1986, CPER are the instruments for regions and the state for the joint planning
and financing of regional infrastructure and services in France. They receive about one-third of
their funding from the European Union.The 1999 Act on National Planning and Environment
established that urban areas of more than 50,000 people could get funding from the state only
if they present an area-wide strategic plan that considers social inclusion and sustainable devel-
opment. Once approved, the urban authority signs an ‘agglomeration agreement’ (contrat
d'agglomération) with the state, describing the various elements to be financed during a six-year
period. In order to avoid potential conflicts between the priorities of the regions and of the
state at the regional level and between the priorities of local governments and the state at the
local level, such ‘agglomeration agreements’ must be signed within the CPER framework. This
means that they will have to be discussed and approved also by the region and other local
authorities, but on a subsidiary basis.As an example, the Region Nord-Pas de Calais has used
this process to implement actions against social exclusion in poor neighbourhoods.

bent elite; second, because it brings with it a change in the
issues to be addressed and in the ways of addressing them.

It is the responsibility of the state and also interna-
tional organizations to support these emerging urban elites
because this strengthening is a condition for effectively
addressing the new challenges that globalization produces.
However, this support must be cautious (see below) and
based on the development of structures and procedures to
ensure local democracy because the accountability of these
new political elites cannot be taken for granted.”’

The political strengthening of metropolitan areas

Globalization has increased the role of metropolitan areas
by placing them at the forefront of territorial competition.
They have become an essential place for the regulation of
relations between the local and the global. This makes it
necessary and legitimate to strengthen them politically,
granting them the responsibilities, resources and political
legitimacy they require to function as strong governmental
units.

Metropolitan areas are de facto pivotal arenas in
today’s processes of global competition. This
requires that they be strengthened by giving them
more political legitimacy, responsibilities and
resources

This strengthening of the economic and political roles of
metropolitan areas and emerging political elites, discussed
above, raises questions concerning power relationships at
the subnational level: that is, regions versus metropolitan
areas. In this regard, when providing political legitimacy
and allocating national resources, the state (and supra-
national entities) must avoid creating imbalances. To this
end, multi-level governance can serve as a useful framework
for articulating all levels of government in subsidiary ways,
as illustrated by the ‘Contrats de Plan Etat-Régions’ in
France (see Box 4.4).

The Democratic Challenge:
Insights from Latin America

Chapter 1 situated current trends in poverty and inequality
in the context of globalization. Solutions to these problems
require good governance and good governance is inextrica-
bly linked to human settlements.*’ It is important to
recoghize that the success of initiatives and reforms in
government and governance at the subnational level is
closely linked to the ways and extent that national systems
embrace and incorporate democratic processes. In this
connection, it is important that a government grants its
citizens political rights by permitting them to form political
parties that represent a significant range of voter choice and
whose leaders can openly and safely compete for and be
elected to positions of authority in government. It is also
important that governments uphold their citizens’ civil
liberties by respecting and protecting their religious, ethnic,
economic, linguistic, gender, family and other rights, includ-
ing personal freedoms and freedoms of the press, belief and
association.*! The vital importance of the links between
good governance and democratic practices is well illustrated
by developments in Latin America, where effective political
rights are more widespread today than at any time in its
history. With few notable exceptions, national governments
are chosen through relatively free, fair and competitive
elections. Moreover, as attested by the short-lived (lasting
just a few hours) military coup in Ecuador in January 2000,
and the failed attempt by Peruvian President Alberto
Fujimori to win the first round of presidential elections
through undemocratic means in April 2000 (and his subse-
quent flight and resignation in November 2000), efforts to
subvert democratic electoral processes are likely to be met
by significant national and international pressure. This
reflects the fact that current democratic regimes are the
result of political struggles involving considerable levels of
popular mobilization and organization during the 1970s
and 1980s.*? Not surprisingly, regional public opinion
surveys have found that political democracy enjoys an
unprecedented level of legitimacy.*®
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It is important to recognize that the success of initia-
tives and reforms in government and governance at
the subnational level is closely linked to the ways
and extent that national systems embrace and incor-
porate democratic processes

Despite these undeniably positive trends, recent research
shows that the region’s democratic regimes will remain
fragile unless political inclusion is broadened and reinforced
by efforts to address other forms of exclusion that still
predominate throughout Latin America.* This reflects the
particular kind of democracy that has emerged in the region:
neopluralist democracy.® Notwithstanding its own particulari-
ties, the present situation in Latin America is also of broader
interest, considering the oft-assumed (causal) relationship
between open economic systems and open political systems.
A careful examination of developments in Latin America
suggests that this relationship is not a simple one.



Neopluralist democracy

Neopluralism revolves around the belief that the best
balance of interests and values within a given polity
is produced by competition among individuals in the
rational pursuit of their self-interest. Ultimate politi-
cal authority is decided on through a free market of
votes. But once elected, officials have few checks on
their power and frequently bypass representative
democratic institutions

Neopluralism is a market-centred pattern of political incor-
poration. It has replaced the state-centred pattern of
incorporation associated with corporatism and the develop-
mentalist state that dominated Latin America through the
1970s, and is closely associated with current market-based
economic policies emphasizing free trade, open markets and
a minimal role for the state in both the economy and
society. The pluralist aspect of neopluralism revolves
around ‘the belief that the best balance of interests and
values within a given polity is produced by some form
(however limited) of free competition among individuals in
the rational pursuit of their self-interest’.*6 What
distinguishes neopluralism from the more traditional plural-
ist model*’ is its marked authoritarian bent. Ultimate
political authority is essentially decided on through a free
market of votes. But once elected, officials have few checks
on their power and frequently bypass representative
democratic institutions.*® Moreover, a variety of unelected
(and unaccountable) power holders, particularly the
military, exercise control over key state decisions.”

Three aspects of Latin America’s neopluralist democ-
racy highlight the nature of the region’s democratic
challenge:

1 economic insecurity

2 crime rates and the dominant responses to them
3 fragmentation of civil society

Three aspects of Latin America’s neopluralist democracy
highlight the nature of the region’s democratic challenge.
The first is increased economic insecurity. This is a direct
result of neopluralism’s reliance on the market for
determining the best allocation of resources and opportuni-
ties for all members of society. Labour codes throughout the
region have been modified to generally make it easier for
firms to hire temporary workers and fire current employees.
Governments increasingly informalize themselves vis-a-vis
their own laws in their quest for even more foreign invest-
ment by creating special production zones that exempt
foreign firms from labour legislation and taxation policies
applicable in the rest of the nation.”” Where remaining
workers’ rights are not taken away outright, their system-
atic violation is often ignored.

Labour movements, the principal representatives of
the lower classes in Latin America, have been weakened
throughout the region. Workers in the informal sector and
most free trade zones are only rarely organized.”! Declining
union membership and organizational fragmentation have
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combined to reduce the collective bargaining power of
organized labour, independently of legal changes designed
to have a similar effect.” Increasingly, organized labour has
become a narrowly self-interested actor, competing with
other groups in civil society in the pursuit of the particular-
istic interests of its reduced membership. Labour leaders
have often bargained with elected governments over
concessions to preserve their own individual status and
institutional position in exchange for labour’s acquiescence
to legislative changes curtailing organized labour’s effective
power.” This has further weakened organized labour and
contributed to a growing distance between the union rank-
and-file and their leaders.

The consequences of this have been significant. Latin
American economies grew approximately 15 per cent in the
first half of the 1990s, yet unemployment also rose and real
wages fell. This is in part because 90 per cent of all new
jobs created in the 1990s were in the informal sector.”
Poverty levels have remained steady at approximately 35
per cent of the population, or roughly 150 million people.
Moreover, economic inequality has remained stagnant after
sharply increasing during the 1980s, making Latin America
the most unequal region in the world.”

‘An educated electorate is a powerful electorate ... An
informed citizenry is the greatest defender of freedom ...
An enlightened government is a democratizing govern-
ment’ — Kofi Annan, Address to the World Bank
conference ‘Global Knowledge '97’, Toronto, 22 June
1997

All of these are reflected in the region’s problematic educa-
tional system.” Teachers and administrators remain largely
unaccountable to the communities they serve. Educational
systems have become skewed in favour of imposing unifor-
mity and rewarding mediocrity rather than encouraging
innovation. In many countries, more than 90 per cent of
total educational budgets goes towards salaries, reflecting
the continued strength (and self-serving nature) of many
teachers’ unions. The result is generally poor quality educa-
tion at a relatively high cost. The poor quality of education,
in turn, makes it a less attractive alternative to entering the
labour market for young people from low-income families.
While school attendance during the early years of schooling
is comparable to other regions in the world, Latin America
stands out due to its high and more rapid dropout rates
among the poor. This creates highly stratified educational
systems which ‘do not constitute a mechanism for social
mobility, or for reducing income differences, as is true in
other areas of the world’.”’

Rising crime rates and the predominant responses to
them are a second aspect of neopluralism threatening exist-
ing democratic regimes. Crime rates, in part fed by growing
economic insecurity, have risen substantially in almost every
country in the region.” To deal with rising crime rates, the
poor are often targeted by police efforts to control crime in
what amounts to criminalizing poverty.” Despite recent
transitions to democracy and a substantial reduction in the
systematic violation of human rights by the state (with the
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exceptions of Peru and Colombia due to ongoing civil wars),
the overall level of state violence has generally not declined.
Instead, it has undergone a qualitative change, as it is no
longer directed against the political opposition, but the poor.
In some cases, the criminalization of poverty is even formal-
ized to law.% For example, the dramatic rise in the crime
rate after the transition to democracy in El Salvador led to
the passage of the Emergency Law Against Delinquency
(Ley de la Emergencia Contra la Delincuencia) and the Law
for Social Defence (Ley para la Defensa Social) on 19 March
1996. The laws, portions of which were eventually declared
unconstitutional, stipulated that individuals were to be
considered potential criminals subject to imprisonment and
the loss of basic rights simply because of their appearance.
The unemployed, the poor, young people or simply people
who dressed differently were targeted by laws that ignored
the equally serious (but largely white-collar) problems of
organized crime and official corruption.® Yet because the
poor are also the principal victims of crime, these laws
enjoyed overwhelming popular support.

Repressive responses to crime often receive
widespread support among the poor.”? This is in part due to
the fact that the poor remain the principal victims of crime.
It is also due to a very low level of public confidence in
legal institutions. This lack of confidence reflects not only
the continued distrust of state institutions caused by high
levels of abuse under authoritarian regimes, but also the
fact that such practices often do not end with the transi-
tion to democracy. People become accustomed to pursuing
extra-legal remedies for their grievances and are reluctant to
cooperate with law enforcement agencies. This lack of
cooperation leaves few alternatives to applying more
violence because effective law enforcement and crime
prevention are dependent on community involvement. Yet
repressive police measures ultimately do little to improve
the image of law enforcement agencies, threatening to
create a vicious circle.

The criminalization of poverty and resort to repres-
sive police methods also reflect the widespread
marketization of the rule of law. Basic civil rights are in
effect allocated according to people’s ‘buying power’.
Although equal protection under the law exists on paper,
the poor cannot access it because of their limited economic
resources. The state is incapable (because of corruption and
its own lack of resources) of filling the void. Instead, legal
systems serve to further reinforce structural problems of
inequality and social exclusion.® At the same time, there is
an increasing privatization of law enforcement throughout
the region as the relatively well-off purchase personal
security by contracting private police forces. For those who
lack the economic resources to hire armed guards or pay
corrupt judges and police, taking justice into one’s own
hands in the form of vigilantism or ‘popular justice’ is a
growing phenomenon.®

Third, neopluralist democracy has contributed to the
fragmentation and atomization of civil society. Popular sector
organizations often remain small and dependent on external
(state and/or non-governmental agencies) largesse. Their
efficacy thus remains severely circumscribed. This fragmen-

tation reflects a variety of factors associated with neoplural-
ism, including the demobilization of popular sector
organizational activities during democratic transitions.
Efforts to reform both the state and society to conform more
closely to market principles have often exacerbated this
problem. Social welfare reforms, for example, emphasize
helping people to participate in the market by targeting those
most in need for assistance until they can resolve their situa-
tion through participation in the labour market. This can
generate political apathy as people’s efforts increasingly are
devoted to finding even low paying jobs, and they have less
time and perceived need to become politically active. State
agencies frequently play popular organizations off against
one another in a competitive scramble for limited resources,
particularly when social welfare budgets remain tight, in
order to curtail government spending.% Decentralization of
social welfare services can further fragment social
movements, restricting popular sector organizational activity
to narrowly circumscribed communities.
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Recent public opinion polls show that only 27 per
cent of Latin Americans have confidence in existing
democratic institutions

Together, these various aspects of neopluralism contribute
to a very low level of citizen satisfaction with how their
democratic regimes actually function. For example, recent
public opinion polls show that only 27 per cent of Latin
Americans have confidence in existing democratic institu-
tions.”” Apart from voting, which on average 53 per cent of
respondents felt allowed them to influence political
outcomes, the majority of Latin Americans had little sense
of political efficacy according to Latino barémetro survey
data from 17 countries in the region collected in 1996.%
Only 43 per cent of respondents felt that the political
tendency with which they most identified was as likely as
other tendencies to assume power. Even more serious, an
average of just 14 per cent of respondents felt that politi-
cians offered solutions to their problems. These statistics
reflect widespread perceptions of exclusion from political
power and alienation from formal politics. Political elites
seem disconnected from society.

The need for inclusion

Latin America in many ways faces an opportunity that is
historically unique: the unprecedented importance of
democratic elections throughout the region offers the possi-
bility that structural problems of socio-economic exclusion
can be addressed. At the same time, this ‘opportunity’
carries a real danger: if democratic governments prove
incapable and/or unwilling to address the principal
concerns of their citizens, democracy itself risks becoming
irrelevant as people search for ways to create better lives for
themselves.” If democratic institutions can effectively
address the increasingly obvious limits of neopluralist
democracy, a type of democracy that is more faithful to its
own underlying normative justification may be able to
consolidate itself in a region long known for often violent



authoritarian rule. But if today’s democratic institutions
fail, Latin America may again fall into a spiral of social
polarization and violence.

To realize its democratic potential, Latin America

needs to become more inclusive, allowing the

electoral process to define fiscal responsibilities in

social terms.

Policies to this end will require:

¢+ effective law enforcement and judicial
processes, especially legal reform

*  compliance of work environments with interna-
tional labour laws

+  strengthening of social safety nets

*  support for educational reform

To realize its potential, Latin America will need to become
more inclusive. While such a development inevitably will
require some redistribution of national resources towards
disadvantaged groups, it is not a question of returning to
the overly intrusive developmentalist states of the past,
with their fiscal and monetary excesses. In contrast, what
such social change would entail is a reinterpretation of the
so-called ‘Washington Consensus’ to encompass socially
defined fiscal and monetary responsibility as determined
through democratic electoral processes.”

As part of this process of change, state policies
should be directed towards four priority areas:

1 The investment of more resources in effective law
enforcement and judicial processes, particularly legal
reform. The criminalization of poverty and marketiza-
tion of the rule of law must be reversed. Only
through the effective enforcement of civil rights can
electoral democracy realize its potential to empower
disadvantaged groups. Moreover, it is essential for
the effective regulation of markets,’! and is perhaps
the most effective way to regulate workplace
environments in order to minimize abuses in Latin
America.”?

2 The regulation of workplace environments can also be
strengthened through effective compliance with
labour market norms embodied in various
International Labour Organization (ILO)
conventions. Critics of ‘globalization’ all too often
neglect the positive aspects of international
structures for addressing employment concerns in
developing countries. Enforcement of existing ILO
norms regarding, for example, workplace
environments and collective bargaining rights can
help to empower workers. The ILO can also provide
a forum for expanding the collective rights of
workers, helping to compensate for the inherent
advantages enjoyed by business interests in the inter-
national economy.

3 Social safety nets need to be strengthened in order to
cushion workers from the inevitable periodic
economic dislocations that flexible labour markets
and expanded exposure to international trade
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entail.” This should include unemployment insur-
ance. Just as Chile provided a model for many of the
market-based social policies currently favoured by
policy makers, its current unemployment insurance
project, to be funded by employee and employer
contributions, may provide a model.

4 Finally, education reform must be viewed as the princi-
pal long-term basis for greater inclusion. Additional
resources in many cases will be less important than
ensuring that existing resources are used more effec-
tively. To achieve this, educational reforms should
focus on increasing the accountability of teachers
and local school administrators to parents and local
communities who have an interest in ensuring that
children are well educated.” Bolivia’s current
programme of educational reform, emphasizing
increased community involvement and introducing a
multi-ethnic dimension to the curriculum, offers a
particularly useful model for improving educational
quality and reducing class dropout rates.”

Beyond these basic policy priorities, what is perhaps most
important is the need to recapture the momentum of
mobilization that began during transitions. This involves
taking advantage of the potential of existing democratic
institutions to empower civil society by providing institu-
tional mechanisms to pursue the expansion of basic rights
and government accountability. It is a challenge to adapt
the organizational experiences developed in many
countries as part of the struggle against authoritarian rule
to a democratic context, where there is no dictator to
mobilize against and other socio-economic trends make
organizing more problematic. The organizational capacity
of disadvantaged segments of Latin American societies
needs to be strengthened in order to overcome civil
society’s atomization.

As a starting point, the possibility of utilizing the
national and international human rights apparatus that
emerged during the period of authoritarian rule to help to
secure effective civil rights and build stronger civil societies
under democratic rule should be explored. ‘Human rights’
might even be best understood as citizenship rights in a
democratic context. Past efforts to curtail state political
repression could be redirected towards curbing police and
judicial abuse. The expertise gained in organizing the myriad
of human rights groups under dictatorships similarly could
be applied to help distinct groups within civil society to
organize themselves so that they can begin to define and
defend their interests through democratic institutions.

The state has an important role to play here, too. One
obvious role is in providing material and technical assistance
to emerging groups within civil society. Only the state has
the necessary resources to enable society’s disadvantaged to
participate effectively. What is often needed, aside from
political will, is the necessary imagination to devise strategies
by which the state can play the same kind of role in Latin
America that it has historically played in the West in helping
to build civil society’s organizational capacity.”® A less
obvious role for the state is in identity affirmation, particu-
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larly to counter the largely negative images of disadvantaged
groups in the mass media. Efforts need to be undertaken
systematically at the grassroots level to begin to empower
people by helping them to be proud of who they are regard-
less of their social class, gender, ethnicity, religion and so on.
Studies have demonstrated the success that such efforts can
have in overcoming people’s symbolic exclusion.””

The challenge facing Latin America is clearly a large
one, with very high stakes for all concerned. Yet the oppor-
tunity provided by existing political rights and the
organizational experiences gained through the political
struggles to achieve those rights mean that it is by no means
an impossible or utopian challenge. Moreover, although the
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POLITICS OF THE GLOBAL CITY:
CLAIMING RIGHTS TO URBAN

SPACES

Each phase in the long history of the world economy raises
specific questions about the particular conditions that make
it possible. One of the key features of the current phase is
the ascendance of information technologies, the associated
increase in the mobility and liquidity of capital, and the
resulting decline in the capacities of nation states to
regulate key sectors of their economies. This is well illus-
trated by the case of leading information industries, finance
and advanced corporate services; these industries tend to
have a space economy that is transnational and to have
outputs that are hypermobile, moving instantaneously
around the globe.

The master images in the currently dominant
account of economic globalization emphasize precisely
these aspects: hypermobility, global communications, the
neutralization of place and distance. There is a tendency in
that account to take the existence of a global economic
system as a given, a function of the power of transnational
corporations and global communications. But the capabili-
ties for global operation, coordination and control
contained in the new information technologies and in the
power of transnational corporations need to be produced. By
focusing on the production of these capabilities we add a
neglected dimension to the familiar issue of the power of
large corporations and the new technologies. The emphasis
shifts to the practices that constitute what we call economic
globalization and global control: the work of producing and
reproducing the organization and management of a global
production system and a global marketplace for finance,
both under conditions of economic concentration.

A focus on practices draws the categories of place
and production process into the analysis of economic
globalization. These are two categories easily overlooked in
accounts centred on the hypermobility of capital and the
power of transnationals. Developing categories such as
place and production process does not negate the centrality
of hypermobility and power. Rather, it brings to the fore
the fact that many of the resources necessary for global
economic activities are not hypermobile and are deeply
embedded in place.

Further, by emphasizing that global processes are at
least partly embedded in national territories, such a focus
introduces new variables into current conceptions about
economic globalization and the shrinking regulatory role of
the state. That is to say, the space economy for major new
transnational economic processes diverges in significant

ways from the global/national duality presupposed in much
analysis of the global economy. The duality of national

versus global suggests two mutually exclusive spaces: where
one begins, the other ends. This is fundamentally incorrect.

By necessity, the global materializes in specific places
and institutional arrangements, a good number of which, if
not most, are located in urban territories. ‘Glocalization’ is
a term commonly used to describe the hybrid economic,
political and cultural structures and processes associated
with the growing interdependence of local and global
dimensions.” This condition, in turn, creates the possibility
of a new type of politics of the global: a grassroots politics
that localizes in the network of global cities. Recapturing
the geography of places involved in globalization allows us
to recapture people, workers, communities and, more
specifically, the many different work cultures, besides the
corporate culture, involved in the work of globalization.
The global city is a nexus where these various trends come
together and produce new types of politics.

An important background condition that strengthens
the possibility of these new types of politics and political
actors is that globalization has had the effect of unbundling
some of the components of power of the nation state. This
in turn has created voids/openings where these other types
of actors can emerge.

By necessity the global materializes in specific places
and institutional arrangements, a good number of
which, if not most, are located in urban places. This
condition creates the possibility of a new type of
politics: a grassroots politics that localizes in a
network of global cities

Nation States and New
Political Actors

One of the impacts of globalization on state sovereignty
has been to create operational and conceptual openings for
other actors and subjects. Various, as yet very minor, devel-
opments signal that the state is no longer the exclusive
subject for international law or the only actor in interna-
tional relations. Other actors who become subjects of
adjudication in human rights decisions are increasingly
emerging as subjects of international law and actors in
international relations. These non-state actors can gain
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visibility as individuals and as collectivities, and come out
of the invisibility of aggregate membership in a nation-state
exclusively represented by the sovereign. More generally,
the ascendance of a large variety of non-state actors in the
international arena signals the expansion of an
international civil society.

The ascendance of a large variety of non-state actors
in the international arena signals the expansion of an
international civil society

There is an incipient unbundling of the exclusive authority
over territory and people we have long associated with the
nation state. The most strategic instance of this
unbundling is probably the global city, which operates as a
partly de-nationalized platform for global capital and, at
the same time, is emerging as a key site for the most
astounding mix of people from all over the world, including
immigrants, refugees and minorities.

There are two strategic dynamics here: (a) the incipi-
ent de-nationalizing of specific types of national settings,
particularly global cities; and (b) the formation of concep-
tual and operational openings for actors other than the
nation state in cross-border political dynamics: in particular,
the new global corporate actors and those collectivities
whose experience of membership has not been subsumed
fully under nationhood in its modern conception, eg minori-
ties, immigrants, first-nation people and many women.?

The national as container of social process and power
is cracked.* This cracked casing opens up possibilities for a
geography of politics that links subnational spaces. The
large city of today emerges as a strategic site for these new
types of operations. It is one of the nexus where the forma-
tion of new claims materializes.

One question this engenders is how and whether we
are seeing the formation of a new type of transnational
politics that localizes in these cities. One instance of this is
the variety of networks around women’s and immigrant
issues now operating across borders. For example, the Asian
Coalition for Housing Rights,” started by under-privileged
women in slums fighting for housing, has gone beyond Asia
and incorporates a growing number of cities, including
cities in Latin America and South Africa.’

L]
Recovering Place
Including cities in the analysis of economic globalization is
not without consequences. Economic globalization has
mostly been conceptualized in terms of the national-global
duality where the latter gains at the expense of the former.
And it has largely been conceptualized in terms of the inter-
nationalization of capital and then only the upper circuits
of capital. Introducing cities in this analysis allows us to
reconceptualize processes of economic globalization as
concrete economic complexes situated in specific places.
Place is typically seen as neutralized by the capacity for
global communications and control. Also, a focus on cities
decomposes the nation state into a variety of subnational
components, some profoundly articulated with the global

economy and others not. It signals the declining
significance of the national economy as a unitary category
in the global economy.

Recovering ‘place’ in our analysis of globalization
allows us to see the multiplicity of economies and
work cultures in which the global information
economy is embedded

Why does it matter to recover place in analyses of the
global economy, particularly place as constituted in major
cities? Because it allows the recovery of the concrete, local-
ized processes through which globalization exists and to
argue that much of the multiculturalism in large cities is as
much a part of globalization as is international finance.
Further, focusing on cities allows the specification of a
geography of strategic places at the global scale, places
bound to each other by the dynamics of economic global-
ization. This is a new geography of centrality. Is there a
transnational politics embedded in this centrality of place
and in the new geography of strategic places that cuts
across national borders and the old North-South divide?

In so far as economic analysis of the global city
recovers the broad array of jobs and work cultures that are
part of the global economy (though typically not marked as
such), it allows us to examine also the possibility of a new
politics of traditionally disadvantaged actors operating in
this new transnational economic geography. This is a
politics that arises out of actual participation as workers in
the global economy, but under conditions of disadvantage
and lack of recognition.

The centrality of spatial location in global processes
produces openings for the formation of new, transna-
tional economic and political claims to cities. These
claims are made by interests representing global
capital, using cities as an organizational commodity,
but also by disadvantaged local population groups
who need cities as a place to live

The centrality of spatial location in a context of global
processes makes possible a transnational economic and
political opening for the formation of new claims and hence
for the constitution of entitlements, notably rights to place.
At the limit, this could be an opening for new forms of
‘citizenship’. The city has indeed emerged as a site for new
claims: by global capital which uses the city as an ‘organiza-
tional commodity’, but also by disadvantaged sectors of the
urban population, whose presence is frequently as interna-
tional as that of capital. The de-nationalizing of urban
space and the formation of new claims by transnational
actors, raise the question, Whose city is it?

This is a type of political opening that contains
unifying capacities across national boundaries and sharpen-
ing conflicts within such boundaries. Global capital and the
new migrant workforce are two major instances of transna-
tionalized actors that have unifying properties internally
and find themselves in contestation with each other inside
global cities. Global cities are the sites for the over-valoriza-



tion of corporate capital and the devalorization of disadvan-
taged workers.

The leading sectors of corporate capital are now
global in their organization and operations. And many of
the disadvantaged workers in global cities are those whose
sense of membership is not necessarily adequately captured
in terms of the national, and indeed often evince cross-
border solidarities around issues of substance. Both types of
actors find in the global city a strategic site for their
economic and political operations.

Immigration, for instance, is one major process
through which a new transnational political economy is
being constituted, one which is largely embedded in major
cities, in so far as most immigrants, whether in the US,
Japan or Western Europe are concentrated in major cities. It
is one of the constitutive processes of globalization today,
even though not recognized or represented as such in
mainstream accounts of the global economy.” The ascen-
dance of international human rights illustrates some of the
actual dynamics through which this operational and
conceptual opening can be instituted.® International human
rights, while rooted in the founding documents of nation-
states, are today a force that can undermine the exclusive
authority of the state over its nationals and entitles individ-
uals to make claims on grounds that are not derived from
the authority of the state.”

A New Geography of
Centrality and Marginality

The global economy can be seen as materializing in a
worldwide grid of strategic places, uppermost among
which are major international business and financial
centres

The global economy can then be seen as materializing in a
worldwide grid of strategic places, uppermost among which
are major international business and financial centres.!”
This global grid can be seen as constituting a new economic
geography of centrality, one that cuts across national
boundaries and across the old North-South divide. It has
emerged as a parallel political geography; a transnational
space for the formation of new claims by global capital.

This new economic geography of centrality partly
reproduces existing inequalities but also is the outcome of a
dynamic specific to the current forms of economic growth.
It assumes many forms and operates in many terrains, from
the distribution of telecommunications facilities to the
structure of the economy and of employment. Global cities
are sites for immense concentrations of economic power
and command centres in a global economy, while cities that
were once major manufacturing centres have suffered
inordinate declines.

The most powerful of these new geographies of
centrality at the inter-urban level binds the major interna-
tional financial and business centres: New York, London,
Tokyo, Paris, Frankfurt, Zurich, Amsterdam, Los Angeles,
Sydney and Hong Kong, among others. But this geography
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now also includes cities such as Sao Paulo, Buenos Aires,
Mumbai, Bangkok and Mexico City."! The intensity of
transactions among these cities — particularly through the
financial markets, in services and investment — has
increased sharply, and so have the orders of magnitude
involved. At the same time, there has been a sharpening
inequality in the concentration of strategic resources and
activities between each of these cities and others in the
same country.

The growth of global markets for finance and special-
ized services, the need for transnational servicing networks
due to sharp increases in international investment, the
reduced role of the government in the regulation of interna-
tional economic activity and the corresponding ascendance
of other institutional arenas, notably global markets and
corporate headquarters: all point to the existence of
transnational economic processes with multiple locations in
more than one country.

Alongside these new global and regional hierarchies
of cities is a vast territory that has become increasingly
peripheral, increasingly excluded from the major economic
processes that fuel economic growth in the new global
economy. A multiplicity of formerly important manufactur-
ing centres and port cities have lost functions and are in
decline, not only in the less developed countries but also in
the most advanced economies. This is yet another meaning
of economic globalization.

Also within global cities we see a new geography of
centrality and marginality.!” The downtown areas of cities
and key nodes in metropolitan areas receive massive invest-
ments in real estate and telecommunications while
low-income city areas and the older suburbs are starved for
resources.'® Financial services produce superprofits while
industrial services barely survive. These trends are evident,
with different levels of intensity, in a growing number of
major cities in the developed world and increasingly in
some of the developing countries that have been integrated
into the global financial markets.!

The new urban economy is problematic. This is
perhaps particularly evident in global cities and their
regional counterparts. It sets in motion a whole series of
new dynamics of inequality. The new growth sectors —
specialized services and finance - contain capabilities for
profit making vastly superior to those of more traditional
economic sectors. Many of the latter remain essential to the
operation of the urban economy and the daily needs of
residents, but their survival is threatened in a situation
where finance and specialized services can earn super-
profits and bid up prices.! Polarization in the profit-making
capabilities of different sectors of the economy has always
existed. But what is happening today takes place on
another order of magnitude and is engendering massive
distortions in the operations of various markets, from
housing to labour.

The dynamic of valorization is increasing the
distance between the valorized, indeed overvalorized,
sectors of the economy and devalorized sectors, even when
the latter are part of leading global industries. This deval-
orization of growing sectors of the economy has been
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embedded in a massive demographic transition towards a
growing presence of migrants in the urban workforce.!6
Large cities in the more highly developed regions of
the world are the terrain where a multiplicity of globaliza-
tion processes assume concrete, localized forms. A focus on
cities allows us to capture, further, not only the upper but
also the lower circuits of globalization. These localized
forms are, in good part, what globalization is about. Cities
with growing shares of disadvantaged populations can be
seen as strategic sites for conflicts and contradictions
associated with the internationalization of capital.

‘Glocalization’: The
Localization of the Global

Economic globalization needs to be understood in its
multiple localizations. The global city can be seen as
a dominant instantiation of such multiple localiza-
tions, creating a strategic terrain for local and global
stakeholders, all claiming rights to the city

Economic globalization, then, needs to be understood also
in its multiple localizations, rather than only in terms of
the broad, overarching macro-level processes that dominate
the mainstream account. Further, we need to see that
many of these localizations do not generally get coded as
having anything to do with the global economy. The global
city can be seen as one strategic example of such multiple
localizations.

Many of these localizations are embedded in the
demographic transition evident in such cities, where a
majority of resident workers today are immigrants and
women, often women of colour. These cities are seeing an
expansion of low-wage jobs that do not fit the master
images about globalization, yet are part of it. Their embed-
dedness in the demographic transition evident in all these
cities, and their consequent invisibility, contribute to the
devalorization of these types of workers and work cultures
and to the ‘legitimacy’ of that devalorization.

This can be read as a rupture of the traditional
dynamic whereby membership in leading economic sectors
contributes conditions towards the formation of a labour
aristocracy; a process long evident in Western industrialized
economies. ‘Women and immigrants’ come to replace the
Fordist/family wage category of ‘women and children’.!” One
of the localizations of the dynamics of globalization is the
process of economic restructuring in global cities. The associ-
ated socio-economic polarization has generated a large
growth in the demand for low-wage workers and for jobs
that offer few advancement possibilities. This, amid an
explosion in the wealth and power concentrated in these
cities; that is to say, in conditions where there is also a visible
expansion in high-income jobs and high-priced urban space.

‘Women and immigrants’ emerge as the labour
supply that facilitates the imposition of low wages and
powerlessness under conditions of high demand for those
workers and the location of those jobs in high-growth
sectors. It breaks the historic nexus that would have led to

empowering workers and legitimates this break culturally.

Informalization, which is another form of localiza-
tion that is rarely associated with globalization,
re-introduces the community and the household as an
important economic element in global cities.
Informalization in this setting is the low-cost (and often
feminized) equivalent of deregulation at the top of the
system. As with deregulation (eg as in financial deregula-
tion), informalization introduces flexibility, reduces the
‘burdens’ of regulation and lowers costs, in this case
especially the costs of labour. Informalization in major
cities of highly developed countries — whether New York,
London, Paris or Berlin — can be seen as a downgrading and
devaluing of a variety of activities for which there is an
effective demand in these cities. There is enormous compe-
tition in informal sectors given low entry costs and the
ability to produce and distribute goods and services at a
lower cost and with greater flexibility. Immigrants and
women are important actors in the new informal
economies of these cities. They absorb the costs of
informalizing these activities.'®

Going informal is one way of producing and distribut-
ing goods and services at a lower cost and with
greater flexibility. This further devalues these types of
activities. Immigrants and women are important
actors in the new informal economies of these cities.
They absorb the costs of informalizing these activities

The reconfiguration of economic spaces associated with
globalization in major cities has had different impacts on
women and men, on male-typed and female-typed work
cultures and on male- and female-centred forms of power
and empowerment. The restructuring of the labour market
brings with it a shift of labour market functions to the
household or community. Women and households emerge
as actors that should be part of the theorization of the
particular forms that these elements in labour market
dynamics assume today.

These transformations contain possibilities, even if
limited, for women’s autonomy and empowerment. For
instance, we might ask whether the growth of informaliza-
tion in advanced urban economies reconfigures some types
of economic relations between men and women. With infor-
malization, the neighbourhood and the household re-emerge
as sites for economic activity. This condition has its own
dynamic possibilities for women. Economic downgrading
through informalization creates ‘opportunities’ for low-
income women entrepreneurs and workers, and therewith
reconfigures some of the work and household hierarchies in
which women find themselves. This becomes particularly
clear in the case of immigrant women who come from
countries with rather traditional male-centred cultures."”

Recent studies show that immigrant women'’s
regular wage work and improved access to other public
realms has an impact on their gender relations. Women gain
greater personal autonomy and independence while men
lose ground. Women gain more control over budgeting and
other domestic decisions, and greater leverage in requesting



help from men in domestic chores. Also, their access to
public services and other public resources gives them a
chance to become incorporated in the mainstream society;
they are often the ones in the household who mediate in
this process. It is likely that some women benefit more
than others from these circumstances; we need more
research to establish the impact of class, education and
income on these gendered outcomes. Besides the relatively
greater empowerment of women in the household associ-
ated with waged employment, there is a second important
outcome: their greater participation in the public sphere
and their possible emergence as public actors.

There are two arenas where immigrant women are
especially active: institutions for public and private assis-
tance, and the immigrant/ethnic community. The
incorporation of women in the migration process strength-
ens the settlement likelihood and contributes to greater
immigrant participation in their communities and with the
state. For instance, one study found that immigrant women
come to assume more active public and social roles which
further reinforces their status in the household and the
settlement process.” Women are more active in community
building and community activism and they are positioned
differently from men regarding the broader economy and
the state. They are the ones that are likely to have to
handle the legal vulnerability of their families in the process
of seeking public and social services for them. This greater
participation by women suggests the possibility that they
may emerge as more forceful and visible actors and make
their role in the labour market more visible as well.

On the one hand, the women in global cities
described above constitute an invisible and disempowered
class of workers in the service of the strategic sectors
constituting the global economy. This invisibility keeps
them from emerging as whatever would be the contempo-
rary equivalent of the ‘labour aristocracy’ of earlier forms of
economic organization, when a low-wage worker position
in leading sectors had the effect of empowering that
worker, that is, the possibility of unionizing?! On the other
hand, the access to (albeit low) wages and salaries, the
growing feminization of the job supply and the growing
feminization of business opportunities brought about with
informalization, do alter the gender hierarchies in which
they find themselves. Another important localization of the
dynamics of globalization is that of the new professional
women stratum.

A Space of Power

What makes the localization of these processes strategic
and potentially constitutive of a new kind of transnational
politics, even though they involve powerless and often
invisible workers, is that these same cities are also the
strategic sites for the valorization of the new forms of
global corporate capital.

Global cities are centres for the servicing and financing
of international trade, investment and headquarter opera-
tions. The multiplicity of specialized activities present in
global cities are crucial in the (over)valorization of leading
sectors of capital today. And in this sense they are strategic
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production sites for today’s leading economic sectors. This
function is reflected in the ascendance of these activities in
their economies. What is most important about the shift to
services is not merely the growth in service jobs, but the
growing service intensity in the organization of advanced
economies: firms in all industries, from mining to whole-
sale, buy more accounting, legal, advertising, financial,
economic forecasting services today than they did 20 years
ago. Whether at the global or regional level, urban centres -
central cities, edge cities - are adequate and often the best
production sites for such specialized services. When it
comes to the production of services for the leading global-
ized sectors, the advantages of location in cities are
particularly strong.

The rapid growth and concentration of such services
in cities signals that the latter have re-emerged as signifi-
cant ‘production’ sites after losing this role in the period
when mass manufacturing was the dominant sector of the
economy. Under mass manufacturing and Fordism, the
strategic spaces of the economy were the large-scale
integrated factory and the government through its
Fordist/Keynesian functions.

The rapid growth and concentration of global
production services in cities signals that the latter
have re-emerged as significant ‘production’ sites after
losing this role in the period when mass manufactur-
ing was the dominant sector of the economy

Further, the vast new economic topography that is being
implemented through electronic space is one fragment of an
even more vast economic chain that is in good part embed-
ded in non-electronic spaces.?? There is no fully
dematerialized firm or industry. Even the most advanced
information industries, such as finance, are installed only
partly in electronic space, as are industries that produce
digital products, such as software designers. The growing
digitization of economic activities has not eliminated the
need for the physical accommodation of major
international business and financial centres and all the
material resources they concentrate, from state-of-the-art
telematics infrastructure to brain talent.”

The growing digitization of economic activities has
not eliminated the need for the physical accommoda-
tion of major international business and financial
centres and all the material resources they concen-
trate, from state-of-the-art telematics infrastructure
to brain talent

It is precisely because of the territorial dispersal facilitated
by telecommunication advances that agglomeration of
centralizing activities has expanded immensely. This is not
a mere continuation of old patterns of agglomeration but,
one could posit, a new logic for agglomeration. Many of the
leading sectors in the economy operate globally, in uncer-
tain markets, under conditions of rapid change in other
countries (eg deregulation and privatization), and are
subject to enormous speculative pressures. What glues
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these conditions together into a new logic for spatial
agglomeration is the added pressure of speed.

A focus on the work behind command functions, on
the actual production process in the finance and services
complex, and on global market places has the effect of
incorporating the material facilities underlying globalization
and the whole infrastructure of jobs typically not marked
as belonging to the corporate sector of the economy. An
economic configuration very different from that suggested
by the concept ‘information economy’ emerges. We recover
the material conditions, production sites and place-bound-
edness that are also part of globalization and the
information economy.

Making Claims on the City

The shrinking of distance and of time that character-
izes globalization finds one of its most extreme
expressions in the formation of new, electronically
based communities of shared interests - individuals
and organizations from all around the globe interact-
ing in real time

These processes signal that there has been a change in the
linkages that bind people and places and in the correspon-
ding formation of claims on the city.?* Today the
articulation of territory and people is being constituted in a
radically different way from past periods at least in one
regard, and that is the speed with which that articulation
can change. One consequence of this speed is the expansion
of the space within which actual and possible linkages can
happen.? The shrinking of distance and of time that
characterizes the current era finds one of its most extreme
forms in electronically based communities of individuals or
organizations from all around the globe interacting in
simultaneous real time, as is possible through the internet
and kindred electronic networks.

Another radical form assumed today by the linkage
of people to territory is the loosening of traditional sources
of identity, such as the nation or the village. This unmoor-
ing in the process of identity formation engenders new
notions of community of membership and of entitlement.”

The global grid of cities is both place-centred in that
it is embedded in particular and strategic sites; and it
is transterritorial because it connects sites that are
not geographically proximate yet intensely connected
to each other

The space constituted by the global grid of cities, a space
with new economic and political potentialities, is pethaps
one of the most strategic spaces for the formation of
transnational identities and communities. This is a space
that is both place-centred, in that it is embedded in particu-
lar and strategic sites, and is transterritorial because it
connects sites that are not geographically proximate yet
intensely connected to each other. It is not only the trans-
migration of capital that takes place in this global grid, but
also that of people, both rich (ie the new transnational

professional workforce) and poor (ie most migrant
workers); and it is a space for the transmigration of cultural
forms, for the reterritorialization of ‘local’ subcultures. An
important question is whether it is also a space for a new
politics, one going beyond the politics of culture and
identity, though likely to be partly embedded in these.

Yet another way of thinking about the political
implications of this strategic transnational space is the
notion of the formation of new claims on that space. Has
economic globalization at least partly shaped the formation
of claims?”’ There are indeed major new actors making
claims on these cities, notably foreign firms who have been
increasingly entitled to do business through progressive
deregulation of national economies, and the consequent
large increase in international businesspeople. These new
city users have profoundly marked the urban landscape.
Their claim to the city is not contested, even though the
costs and benefits to cities have barely been examined.
These claims contribute to the incipient de-nationalization
dynamics discussed in the previous section which, though
institutional, tend to have spatial outcomes disproportion-
ately concentrated in global cities.

City users have made an often immense claim on the
city and have reconstituted strategic spaces of the city in
their image: there is a de facto claim to the city, a claim
never made problematic. They contribute to change the
social morphology of the city and to constitute the metrop-
olis of second generation, the city of late modernism. The
new city of ‘city users’ is a fragile one, whose survival and
successes are centred on an economy of high productivity,
advanced technologies and intensified exchanges.?®

On the one hand, this raises a question of what the
city fs for international businesspeople: it is a city whose
space consists of airports, top-level business districts, top-
of-the-line hotels and restaurants, a sort of urban glamour
zone. On the other hand, there is the difficult task of estab-
lishing whether a city that functions as an international
business centre does in fact recover the costs involved in
being such a centre: including the maintenance of a state-
of-the-art business district and all it requires, from
advanced communications facilities to top-level security
and ‘world-class culture’.

Perhaps at the other extreme of conventional repre-
sentations are those who use urban political violence to
make their claims on the city, claims that lack the de facto
legitimacy enjoyed by the new ‘city users’. These actors are
struggling for recognition, entitlement and to claim their
rights to the city.

There are two aspects in this formation of new
claims that have implications for the new transnational
politics. One is the sharp and perhaps sharpening
differences in the representation of these claims by different
sectors, notably international business and the vast popula-
tion of low-income ‘others’.”” The second aspect is the
increasingly transnational element in both types of claims
and claimants. It signals a politics of contestation embed-
ded in specific places — global cities - but transnational in
character. At its most extreme, this divergence assumes the
form of: (a) an overvalorized corporate centre occupying a
smaller terrain with sharper edges than, for example, in the



post-war era characterized by a large middle class; and (b) a
sharp devalorization of what is outside the centre, which
comes to be read as marginal or even criminal (cf the crimi-
nalization of being homeless in a number of large cities).

There is something to be captured here: a distinction
between powerlessness and a condition of being an actor
even though lacking power. In the context of a strategic
space such as the global city, the types of disadvantaged
people described here are not simply marginal; they acquire
presence in a broader political process that escapes the
boundaries of the formal polity. This presence signals the
possibility of politics. What this politics will be will depend
on the specific projects and practices of various communi-
ties. In so far as the sense of membership of these
communities is not subsumed under the national, it may
well signal the possibility of a transnational politics centred
in concrete localities.

Global capital has made claims on nation states and
these have responded through the production of new forms
of legality.®’ The new geography of global economic
processes, the strategic territory for economic globalization,
has to be produced; it is created both in terms of the
practices of corporate actors and the requisite
infrastructure, and in terms of the work of the state in
producing or legitimating new legal regimes. These claims
are very often over the city’s land, resources and policies.
Disadvantaged sectors which have gained presence are also
making claims, but these lack the legitimacy attached to
the claims of global capital.

There are two distinct issues here. One is the forma-
tion of new legal regimes that negotiate between national
sovereignty and the transnational practices of corporate
economic actors. The second issue is the particular content
of this new regime, one that often contributes to
strengthen the advantages of certain types of economic
actors and to weaken those of others.®! There is a larger
theoretical and political question underlying some of these
issues which has to do with which actors gain legitimacy
and which ones lose legitimacy.

A Politics of Places and
Cross-border Networks

Globalization is a contradictory process; it is characterized
by contestation, internal differentiation and continuous
border crossings. The global city is emblematic of this
condition. Global cities concentrate a disproportionate
share of global corporate power and are one of the key sites
for its overvalorization. But they also concentrate a dispro-
portionate share of the disadvantaged and are one of the
key sites for their devalorization. This joint presence
happens in a context where: (a) the globalization of the
economy has grown sharply and cities have become increas-
ingly strategic for global capital; and (b) marginalized
people have found their voice and are making claims on the
city as well. This joint presence is further brought into
focus by the sharpening of the distance between the two.
The centre now concentrates immense power, a power that
rests on the capability for global control and the capability
to produce superprofits. And marginality, notwithstanding
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little economic and political power, has become an increas-
ingly strong presence through the new politics of culture
and identity, and an emergent transnational politics embed-
ded in the new geography of economic globalization. Both
actors, increasingly transnational and in contestation, find
in the city the strategic terrain for their operations.

Cities are very complex and multifaceted. They are
sites for extreme exploitation of masses of people; but they
are also sites for new types of politics, new ways in which
the powerless can engage power in a way they may not be
able to in rural areas or in small towns. And they are also
sites where the many different cultures of resistance,
subversion and contestation of power can become present
to each other, aware of each other, in a way they cannot on
a plantation or in a small town where the diversity and
critical mass are lacking. Cities have become international
spaces for a diversity of actors and subjects. They have, of
course, always been so, though perhaps differently and a bit
less than today. Cities are new frontier zones where actors
from many different types of struggles and national origins
can come together.

Cities are a space for a far more concrete politics
than that of the nation state. Cities make possible the
formation of informal political subjects: various types of
activists around the rights of the homeless, the rights of
immigrants, the rights of lesbians and gays; direct action
politics against capital; squatters; anarchists; anti-racism
and police brutality struggles; and others. The protests
against the WTO in Seattle in 1999 illustrate how mobiliza-
tion can happen because at some point the global economy
must materialize in specific places: it becomes a concrete
event in the form of 132 trade ministers in a city. Similar
mobilization occurred with the IMF/World Bank meetings
in Washington, DC in 2000.

Cities are a key site for the feminization of survival,
profit making and the development of a new type of grass-
roots politics around global issues. Nowhere are there such
vast concentrations of women in the strategic economic
sectors at the top of the system and in the infrastructure of
low-wage jobs, and nowhere do the conditions of traffick-
ing in women materialize so clearly as a mechanism for
illegal profit as in these cities. The strategic nature of all
these dynamics and the vast concentrations of women
from different countries and socio-economic backgrounds,
signals the possibility of a variety of concrete politics of
resistance, contestation and implementation by women.
Because these cities have women from so many different
countries, one effect could be to strengthen the formation
of existing coalitions, while also leading to new cross-border
networks. The cross-border network of global cities is a
space where we are seeing the formation of counter-geogra-
phies of globalization that contest the dominant economic
forms the global economy has assumed.

Cities are strategic sites and will become even more
so - sites for global interests seeking to maximize
profit, but they are also sites where local grassroots
and civil society develop new claims and assert their
rights to liveable urban places
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Cities are strategic sites and will become even more so —
sites for global interests that seek to maximize profits, but
they are also sites where local grassroots and civil society
develop new claims and assert their rights to liveable urban
places. They are about a new type of politics that has to do
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CHANGES IN HOUSING
FINANCE AND SHELTER
DELIVERY SYSTEMS

Housing is an essential component of human settlements. At its most elemental level,
it addresses basic human needs by serving as shelter, offering protection against exces-
sive cold and heat, rain, high winds and other intemperate weather. If housing is
inadequate because of dampness, vermin, overcrowding and other substandard
conditions, it undermines individuals’ health and well-being. Housing also protects
people against street crime. If housing costs are excessive, this affects people’s ability to
meet other basic needs such as food and health care.

At the household level, housing also fulfils important functions. It provides a
physical enclosure for domestic behaviour: a place for daily activities, where people
cook, eat, socialize and rest, away from the public realm, and a place where, in many
cultures, they are born and die. At the same time, through its location, housing forms
the basis for activities in the community and larger outside world, such as interactions
with neighbours, work, school and shopping.

In the wider community context, the design and location of housing can denote a
household’s affiliation with a particular cultural or religious group, serving to reinforce
the social bonds among its members. But, these same housing characteristics can also
reflect segregation from other population groups and reinforce unequal access to jobs,
schools, services and life chances generally. In this sense, housing is inextricably
connected to questions of redistributive justice and, thereby, to political and economic
processes.

It is not only to its occupants that housing is important. Aside from the residents,
there are land developers, lenders, investors, design professionals, unions and
government agencies at various levels. Each of these groups has its own particular inter-
ests. In market-based societies that treat housing foremost as a commodity, to be
produced and traded for profit, the interests of these groups typically revolve around
obtaining and regulating financial gain. Treatment of access to housing as a function of
ability-to-pay contrasts with a view of housing as a right.

At the policy level, governments use housing to attain various other objectives.
Chief among them are economic ones. Internationally, housing investments constitute
between 2 and 8 per cent of gross national product (GNP), between 10 and 30 per cent
of gross capital formation, between 20 and 50 per cent of accumulated wealth and
between 10 and 40 per cent of household expenditure. Residential construction has
numerous backward linkages (eg building components) and forward linkages (eg furni-
ture). Using this multiplier effect, governments can stimulate new construction to
boost employment. Alternatively, during times of high inflation, governments may seek
to slow new building, for example by limiting credit supply. On the other hand,
housing is significantly affected by many non-housing policies, for example those
concerning trade, employment, public finance, social welfare and transport.




Globalization affects these and other aspects of housing in different ways and
degrees. There are, for example, effects on patterns of population segregation (Chapter
2) and the right to housing (Chapters 3 and 16). This part of the report reviews recent
changes in shelter delivery mechanisms and in particular housing finance. As in all else,
it is difficult to make generalizations and individual countries differ in, for example,
foreign direct investment, debt service, trade barriers, fiscal pressures to keep budgets
under control, demands for greater transparency and technological capability. While
recognizing these differences, the three chapters that follow focus on the developing
countries, the countries with economies in transition and the industrialized countries.

In the developing countries, a vast majority of households use their own or infor-
mal savings. Globalization has increased the informal economy, and formal sector
commercial financial institutions do not meet the housing loan needs of people living
in poverty. Many informal settlements also house a large number of renters whose
needs are often overlooked. Government programmes do not reach enough people and
do not reach the lowest income groups. There is a need for governments to support
innovative approaches involving a range of micro-finance schemes and partnerships
with local communities. Keys to success are access to land, secure tenure and income
generation to reduce poverty. Women play crucial roles in this regard.

In the countries with economies in transition, globalization has led to
deregulation of an elaborate system of rules and laws, decentralization of a strong state
apparatus, increased residential mobility and the slow emergence of local housing
markets. Widespread privatization of the state housing stock, with deep discounts on
the sale of units to existing tenants, and the lifting of rent controls, have brought issues
of inequity, although affordability has not so far become a major problem. However,
there has been a sharp decline in housing investment and new construction, while lack
of maintenance and repair is also a fast-growing cause of concern. There exists a signifi-
cant challenge in the development of a private capital market and institutional
mechanisms as well as legislation to construct more functional housing markets while
protecting access of low-income households to adequate housing.

In the industrialized countries, globalization has several implications for housing
finance. Most obvious are the vastly increased mobility of capital and the greater
integration of housing finance with more general circuits of finance. Coupled with
deregulation, this means that local lenders and individual homeowners are increasingly
competing for capital in the same pool as the richest multinational corporations. At the
same time, globalization is associated with widening, skill-based wage inequality with
the effect of reinforcing existing patterns of segregation. In many industrialized
countries, there are also continuing concerns about tenure polarization and residualiza-
tion of the social rented sector. Governments tend to play a diminishing role, in part, as
a result of their lesser ability to tax mobile capital, thus putting a downward pressure
on housing subsidies. However, they fulfil important functions as regulators, catalysts
and partners.
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THE DEVELOPING

Housing Finance: Needs and
Capacity

For the urban poor, there are four significant potential
sources of housing finance.” The first is investments by the
urban poor themselves, using their own monies and the
informal savings and lending institutions that are immedi-
ately available to them. The second is government-
supported housing finance, either through direct construc-
tion or through the provision of subsidized loans. The third
source is formal sector commercial financial institutions.
The final source is micro-finance institutions that have
emerged from primarily NGO-led development innovations.

Direct investment by low-income residents

The biggest investors in low-income housing are the
poor themselves

The biggest investors in low-income housing are the poor
themselves. With only limited assets, many of the urban
poor find land in the city, invest in housing, negotiate for
services and secure land tenure, often in that order. This is
the reverse of the formal process of housing development,
in which land is purchased, infrastructure installed and
housing constructed. In the informal sector, infrastructure
comes last.

These processes are illustrated by numerous accounts
from residents throughout the world, including the posseiros
in Brazil® and the ‘slum’ dwellers in India.* Two points need
to be highlighted in the context of the following discussion.
First, the sources of finance are varied and include savings,
contributions from friends and relations and/or borrowing
from informal moneylenders. However, these are rarely
sufficient to complete a house, and improvements take
place over several years. Second, investments are not
limited to housing improvements but may include land
purchase and infrastructure improvements.” Box 6.1 gives
an indication of the significance of housing investment for
low-income urban citizens in India.

More generally, it is difficult to estimate the scale of
direct investment in urban areas that is not supported by
formal institutions, either public or private. The squatter
populations in cities are indicative of this scale, but many
ex-squatter areas have been brought into formal residential
areas, either by state decree or by negotiation with private
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landowners. The number of squatters, therefore, is an
underestimation of those who have been and are currently
investing in their own housing and neighbourhoods.
However, the global scale of finance is undoubtedly
substantial, and most squatters have invested upwards of
several hundred dollars in their housing.

State investment programmes

In a few countries, the state is an investor in low-income
housing, first, by being directly involved in construction. As
discussed below, the impact of development policies over
the last two decades has tended to reduce the role of the
state. Nevertheless, state agencies (at national, provincial
and local level) still take part in housing construction. For
example, in the Philippines, the National Housing
Authority as a developer is building about 5000 units a year.
In Brazil, the federal state has recently launched a new
house-building programme that will offer 15-year leases
with an option to purchase at the end of this period.
Typically, the limited scale of these programmes and the
high subsidies involved mean that they are attractive to
middle-income groups and that it is difficult to reach their
official target group, the poor.

Second, the state may implement housing subsidy
programmes. In both South Africa and Chile, for example,
there are extensive housing programmes financed by the
national government that provide a full or partial capital
subsidy for both low-income and lower middle-income
housing 5 For the most part, these programmes are imple-
mented by private construction companies but they also
include options for community-managed housing develop-
ment. A problem with such programmes is the limited scale
due to their high cost for the national budget.

Box 6.1 Estimates of citizen direct investment in housing in

India

The huge variety of standards within illegal and designated ‘slum’ settlements makes it difficult
to estimate the scale of existing investment. Drawing on a number of cost estimates from the
1980s and 1990s, a finished house in an informal settlement requires an investment of approxi-
mately Rs.20,000-30,000 (when valued today) and an unfinished house at least one-quarter of
this amount. This suggests a private investment in India’s illegal and designated ‘slum’
settlements equal to at least Rs.350,000 million, but probably several times this figure.

Source: Acharya, 2000.
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Third, there are a number of state programmes that
provide subsidized housing finance through reduced interest
rates. These programmes are invariably limited by the
amount of finance that is made available. They include the
Unified Home Lending Programme in the Philippines and
funds managed by HUDCO in India. These institutions
target an income group above the very poor because the
finance they offer is used (in the vast majority of cases) for
the provision of completed formal housing rather than
investment in incremental housing.

Despite special measures to reach low-income target
groups, such as a partial capital subsidy and/or interest rate
subsidies, these programmes have faced many problems.
The scale of the schemes is likely to be small if they have to
fit in with existing rules and regulations. Furthermore, the
programmes often do not provide lasting support to those
they seek to reach as in the case of Visakhapatnam, India,
where the poorest beneficiaries were selling their houses.”
Similar problems are seen in subsidy programmes that
target the poor — in South Africa, for example.? Some

Box 6.2 Housing improvements, women and empowerment

The Alliance of uMfelandaWonye (South African Homeless People’s Federation) and People’s
Dialogue (its NGO partner) seeks to support a process by which the urban poor reclaim their
power to choose their development options. Its activities are oriented towards urban poverty
reduction and it seeks to target those who are most in need. The programme has developed
around several key components including a loan fund to support housing development, as
working with women quickly identified housing as a priority.

Very early on, the network of homeless poor that was to become the Homeless
People’s Federation realized the importance of access to credit. While the homeless poor
possess energy, initiative, skill and experience, they lack the material resources to transform
their situation. The Alliance decided, in 1993, that the only way around this problem was for the
People’s Dialogue to assist the Federation in becoming directly involved in managing its own
loan fund. The uTshani Fund began operations in January 1995 (uTshani means grassroots in
Zulu), since when it has given over 5000 loans for housing to Federation members.

In South Africa, the dual focus on savings and housing has resulted in a high participa-
tion by women:

‘Because the focus has been placed on housing, with a particular stress on savings for
housing, women who generally feel a greater need for decent secure housing tended
to play a leading role. Men, as typical organizational leaders, have been willing to
create the space for women’s central participation because savings for housing is
regarded as “a woman'’s skill”. Women’s central participation in the Federation is a
practical issue. The process through which the poor and excluded can obtain housing
is difficult. Inevitably, those who are most committed to improved housing will come to
the fore, it is this non-random social selection process which has resulted in the central
participation of women.’!

The high profile of women is a significant change from the situation that prevailed within most
community organizations prior to the establishment of the Federation. Previously, such
meetings were dominated by male participation and the discussions had little to do with the
practical problems faced by most women (see also Box 14.4). At the first meeting of commu-
nity leaders that launched the People’s Dialogue, over 60 per cent of the delegates were men.
Women now make up 85 per cent of the Federation’s members and their presence is particu-
larly strong at the lowest level of Federation activity, namely, the Housing Savings Schemes (see
also the discussion of the Alliance in Mumbai in Chapter 14).

Note: i People’s Dialogue, 995.

micro-finance programmes and NGO interventions seek to
avoid such problems by providing more integrated and
holistic support, with lending for income generation and
emergency loans.

Fourth, there have been some attempts to provided
subsidized funds for community-based housing initiatives
through a number of innovative government schemes,
particularly in Asia. Such programmes typically offer loans
to community groups at subsidized interest rates and with
a support programme for borrowers that involves technical
assistance and institutional support from NGOs. For
example, in the Philippines, the Community Mortgage
Programme offers funds at 6 per cent to community groups.
The high land costs, particularly in Manila, mean that most
loans have been simply for land purchase with community
residents constructing their own housing. In Thailand, the
Urban Community Development Office provides collective
loan finance for a range of activities including land purchase
and housing construction. Fonhapo in Mexico produced
about 15 per cent of the public sector assisted supply with
9 per cent of the budget.” In South Africa, the South
African Homeless People’s Federation builds houses that are
regularly 20-40 per cent larger than units provided by
commercial producers for the same funds, and additional
scale is sometimes achieved when residents add more of
their own finance. However, bureaucracy, high cost, limited
funds and a lack of technical assistance have limited such
programmes. !’

At the same time, governments have begun to recog-
nize the importance of micro-finance, an approach that has
emerged from a group of civil society agencies working,
particularly, to provide loans for small enterprise develop-
ment. Micro-finance seeks to work directly with the poor
through adopting terms and conditions for lending that do
not discriminate against those working in the informal
sector and living in informal settlements. Many micro-
finance initiatives for enterprise development have been
targeted at women although there are many exceptions to
this general orientation. In the case of housing, some initia-
tives are explicitly targeted at women while others seek to
ensure that women are not excluded. Box 6.2 discusses how
the loan fund of the South African Homeless People’s
Federation seeks to ensure that women'’s access to housing
improvements is central. The South African government
supported this fund with a R10 million contribution in
1995 (then worth approximately US$1.5 million).
Inevitably, situations differ for legal and cultural reasons.
Whoever the target beneficiaries, many micro-finance
programmes for housing investment are concerned with
incremental development because a lack of capital restricts
big loans and there are concerns over affordability by those
borrowing money.

Governments have begun to recognize the
importance of micro-finance, supporting the poor by
adopting terms and conditions for lending that do
not discriminate against those working in the infor-
mal sector




Throughout, it is important to recognize the gender dimen-
sion. In many societies, the provision of a clean and healthy
home is the woman’s responsibility. Investment in housing
is likely to assist women directly, as they manage their
multiple roles as income earners and care-takers. Many
women work in the informal sector both due to gender
discrimination and because of the frequent need to combine
income activities with child rearing. A good home and
neighbourhood often help with the prosperity of such activ-
ities."! Investing in housing is important for all women but
particularly important for the significant number of women
who head their households and who are solely responsible
for a number of dependants.

Formal financial sector

The formal financial sector does not provide finance to low-
income housing and communities on any scale. There are
many reasons for the reluctance of commercial banks to
lend to the poor (including high administrative costs, lack
of collateral or regular employment of borrowers and lack
of experience and familiarity); these are well documented in
a number of studies of micro-finance initiatives."” The
programmes that exist often only fund formal housing and
hence are too expensive for the poor, even if they do qualify
for inclusion. This holds true whether they are commercial,
state-supported or joint state/private sector ventures.'

There have been a small number of initiatives that
have sought to link the formal financial sector with the
urban poor. These have been initiated by development
agencies seeking to improve these links rather than by the
commercial enterprises themselves. In India, for example,
Northern NGOs have had to provide guarantees in order
to encourage the formal financial sector to lend to the
poor. The Society for the Promotion of Area Resources
Centres (SPARC), a leading NGO working in urban
poverty and housing, has had guarantee funds from both
SELAVIP and Homeless International in order to secure
loans from HUDCO in India. Homeless International also
offered guarantee funds to the Youth Charitable
Organization and found that it had to guarantee 109 per
cent of the loan. Similarly, the Asian Development Bank
recently gave a soft loan of US$300 million to the housing
finance sector in India. The inability of the formal finan-
cial sector to use these funds in innovative ways to reach
the poor resulted in a one-year programme to link inter-
ested formal financial institutions with community-based
financial institutions.™

Micro-finance institutions

There has been a growing interest in micro-finance
throughout the world. In the main, this focus has been on
financing income generation rather than on housing and
associated investments. However, in a number of cases, the
development of these programmes has resulted in the
extended provision of credit for housing, for example, in
some Latin American countries,"” including El Salvador,'6
and in India."”
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Perhaps the largest example is the Grameen Bank,
which has lent for shelter development to over 300,000 of
its members. However, this case is somewhat unusual as it
includes the provision of an agreed package of materials for
housing construction. Unlike the enterprise loans given by
the bank, housing loans are provided at a subsidized inter-
est rate. The funds for housing loans are provided by the
government and are part of a larger programme of govern-
ment lending for housing development. Excluding this
example, most micro-finance institutions lending for
housing have rarely exceeded 10,000 loans, with a substan-
tial number falling into the 5000-10,000 bracket.

There are two distinct approaches to micro-finance
for housing.!® The first is the extension of traditional
micro-finance programmes for enterprise development into
housing. This approach seeks to overcome the constraints
placed on the informal sector due to the reluctance of
formal financial institutions to lend to the poor. Hence, it
bases its development intervention on the need to improve
financial markets. Micro-finance institutions such as the
Self-employed Women’s Association (SEWA), for example,
have extended lending to housing because of the demand
from their members.

The second approach has emerged from within the
housing and urban development sector itself. This approach
seeks to understand how better to address urban poverty
and identifies a number of advantages to micro-finance
initiatives based around savings and loans. The South
African Homeless People’s Federation’s uTshani (see Box 6.2)
illustrates the benefits of a revolving loan fund; savings
help to build strong community organizations based on
trust and have a capacity to manage funds:'?

*  the poor have a capacity to invest in their own
housing, and loans (although subsidized) help the
poor to improve their choices and improve their
situation;

*  micro-finance initiatives may also be an important
source of finance, in particular when they manage to
tap into formal financial flows.

Revolving loan fund savings help to build strong
community organizations, based on trust and with a
capacity to manage funds

Housing Finance and
Globalization

The following discussion of the implications of globaliza-

tion and its associated trends on housing finance cannot be
comprehensive but is limited to a few major issues. Broadly
speaking, the provision of housing finance is influenced by:

*  changes in demand for, and the supply of, housing
investment funds due to the nature and extent of
economic growth and the related scale and nature of
poverty;

*  changes in the supply of finance due to changes in
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state investments and state regulation of financial
markets and the financial services industry;

*  changes in the capacity to demand and use finance
due to the changing nature of low-income urban
communities.

Poverty

The importance of communities’ own funds in housing
investment means that the level and nature of poverty is an
important determinant of housing finance. A number of
very general comments can be made about recent trends:

*  The increasing informalization of the labour force
has implications for citizens who seek to acquire
finance from formal institutions, either state housing
loan companies or commercial enterprises. As more
and more of the urban poor are drawn into informal
employment, it is increasingly difficult for them to
access formal finance. At the same time, lower-
middle and middle-income families may lose access
to loan finance as they shift from being formal to
informal workers.

*  Informal sector incomes tend to be more volatile
than formal sector wages. This makes it more diffi-
cult to meet regular repayments that may be
required by formal financial institutions for existing
loans or by informal sector moneylenders (who often
expect to be repaid within a short period of time).

*  The shift to more complex forms of mixed livelihood
(including livelihoods that cross the traditional urban
and rural sectors), combined with the difficulties of
securing land tenure may reduce households’
commitment to urban areas and therefore reduce the
likelihood of housing investment in urban areas.

In most towns and cities, two further elements emerge as
critical, namely, the availability of credit and, perhaps most
important of all, the availability of land. These factors are
discussed below.

Credit

Among the characteristics of globalization are floating
exchange rates and fewer government currency restrictions,
facilitating greater capital mobility. While some capital is
investment funds, as much as 82 per cent of it has been
estimated to be in the form of speculative flows.”’ In the
absence of alternative controls, interest rate policy is used
by governments to assist with foreign reserves
management. Hence, interest rates may be high simply to
reduce speculative flows and may be significantly above
inflation in the short to medium term. If these rates are
passed on to homeowners, the consequences for housing
finance at all income levels may be severe. For example, in
1997 and 1998, the economic situations in Asia and then
Latin America caused interest rates for housing loans in
South Africa to rise to 23 per cent. Throughout this period,
inflation remained at less than 10 per cent.

Land

Globalization, together with related trends, has also affected
urban land in a number of ways (although, it is important
to recognize that individual cities are affected differently
and some may not be affected at all). The freer currency and
financial investment markets have created a growing
tendency towards speculative investments. Land markets
are no exception. In some Asian cities in particular, high
land prices, caused by speculative investment, have resulted
in increased difficulties for the urban poor. Squatters have
been evicted from well-located land that previously was of
little value. Even where construction does not take place,
there may be increased pressure for eviction.”!

There have been attempts to address such inequities.
For example, in Thailand, widespread concern about the
inequality of access to the benefits of economic
development and an acknowledgement that rising land
prices have increased the difficulties of the urban poor
resulted in a new government initiative in the early 1990s,
namely, the Urban Community Development Office.”? This
initiative manages a loan fund, capitalized with a grant
worth US$50 million from the Thai government, aimed at
assisting the urban poor to purchase land and develop
housing. The office lends money to the members of savings
groups for income generation, land purchase and housing
development. As another example, in Cebu, the Philippines,
land sharing arrangements between a group of inner city
squatters and the private owners of the land on which they
are located have been realized, with an offer of alternative
land. The landowners wanted to secure their land from
squatters quickly and peacefully due to its high value. A
local NGO, the Pagtambayayong Foundation, has been
assisting the community.”® Without such institutional
intervention, globalization appears to increase the probabil-
ity of land speculation and, therefore, of increased land
prices, thus causing greater difficulties for the urban poor,
particularly in capital cities and secondary cities of global
significance.

Without institutional intervention, globalization
appears to increase the probability of land specula-
tion and, therefore, of increased land prices, thus
causing greater difficulties for the urban poor

A further factor affecting the availability of land is privati-
zation. The growing relaxation of trade barriers and of
restrictions on market activities is associated with the
privatization of state assets. Many state companies had
considerable land holdings that could be sold together with
the rest of the company. In some countries, such state
companies had relatively lax attitudes towards squatters
but these attitudes are not necessarily shared by the new
private owners whose interests are to develop or re-sell the
land for profit.

Another related aspect is the liberalization of the
banking sector that has taken place in many countries. As
more financial institutions are created and existing ones are
given more freedom of action, it might be anticipated that



some would seek to reach the poor with financial services.
However, despite considerable diversity in circumstances,
there exists very little interest in doing so. Many commer-
cial enterprises are reluctant to enter this market for the
same reasons that have encouraged the growth of micro-
finance institutions. When they do venture in, it is
generally alongside an NGO (see Boxes 6.3 and 6.4).

The deregulation of the financial sector has been
accompanied by an attitude towards housing finance by
development agencies that can be typified by the World
Bank’s approach. A recent discussion paper reviewing the
experience of the World Bank emphasizes the importance of
housing finance in order to improve residential dwellings
and support the construction industry.”* It argues the
importance of positive interest rates being charged in order
to ensure the continuing viability of the lending institution
and adds that private sector involvement should be encour-
aged (as has been the case in many World Bank projects) in
order to ensure efficient administration. It does not rule out
subsidies but it is not clear as to how they can best be
introduced into such programmes in order to reach the
poor. As has been argued elsewhere, it emphasizes that past
subsidies have often not reached those most in need.

There is evidence that it is increasingly difficult for
programmes that target the lowest-income residents to be
effective without subsidies.”> Moreover, for the reasons
given above, private sector collaboration is likely to formal-
ize the programme and thereby reduce its outreach to the
poor. As is the case with micro-enterprise lending, formal
financial institutions wish to give larger loans to literate
individuals who offer acceptable collateral and who will
repay at regular intervals through formal sector banking
processes.

There is evidence that it is increasingly difficult for
programmes that target the lowest-income residents
to be effective without subsidies

State funds

In general, globalization has also been associated with a
reduction in state funding for basic services and infrastruc-
ture. Consequently, there is less money for public funding
to reach and support people’s own investment. However,
while recognizing the significance of the general constraint,
experiences in a number of countries suggest that where
governments are willing to address the needs of the urban
poor, and where there is a lobby for such innovative funds,
it is possible to secure government support.

Hence, a contradiction in policy making emerges.
Commonly accepted orthodoxy emphasizes the reduced
role of the state. In this context, the inability of the state to
address the needs of the poor through direct policy
measures is stressed. The orthodoxy argues that it is the
role of the government to manage the macroeconomy to
enable the market to address the needs of the poor.

However, in practice, even where the government
has adopted such policies, equity and political pragmatism
help to justify measures that support the poor. As Perez
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Box 6.3 Partnerships to provide housing finance for the poor

The Unit Trust of India was anxious to explore reaching low-income citizens. It teamed up with
SPARC, an Indian NGO working in 22 cities in India with two community organizations, the
National Slum Dwellers’ Federation and Mahila Milan (a federation of women's collectives), to
launch the Interval Fund, especially for Federation members. Together with SPARC, it worked
out how to reduce administrative costs by only accepting deposits five days each month. Thus
the bank can access the savings of the poor while the poor can obtain higher interest rates of
12-14 per cent.When land is obtained, the savings are moved to the housing finance agency
(generally HUDCO) to pay the necessary deposit. Previously, most low-income households
could only secure 4-6 per cent for their savings in ordinary accounts, equal to or below the
rate of inflation. Factors such as these make it hard to save and access formal loan finance for
housing.

Montiel and Barten’ argue in the case of Leon in
Nicaragua, despite the ‘reduction in social expenditures and
a strengthening of the private sector and the market
economy ... there would appear to be more scope for local
political action’. They describe an innovative city

Box 6.4 The changing Mexican loan market for housing

finance

Private developer interests in housing provision for lower middle-income groups evolved from
earlier investment in rented accommodation in the 1950s to the large-scale home-ownership
public housing projects of the [970s and 1980s. Throughout this period, because of the virtual
non-existence of private mortgage capital, savings and loans associations and the like, the
expansion of speculative housing development was severely limited.

The short-lived liberalization of mortgage funds from commercial banks in 1989, closely
followed by the radical reforms to the payroll funds that privatized some financial investment,
gave an additional boost to the housing development industry. Housing developers increasingly
expanded from or into the contracting business, landed property and the financial sector. By
1994, the National Federation of Industrial Housing Promoters (PROVICAC) had over 900
members which, by then, were responsible for almost all formal housing production in the
country. While most of these developers were only active in one town or city, some extended
their operations to various cities all over the country and beyond, including California and
Chile. These developers started building massively, often with projects for over 10,000 units at a
time, in most of Mexico’s major cities.

The re-privatization of banks, coupled with the influx of short-term speculative invest-
ment, resulted in the rapid growth of financial services between 1990 and 1993. For the first
time in Mexico, there were mortgages available to middle- and upper middle-income groups to
acquire new and reconditioned housing. This created a building boom of condominiums and,
hence, escalating land prices in many cities. By 1993, many of these interest-capitalized
mortgages were unpayable, even under the relatively stable prevailing inflation and interest
rates. After the crash of December 1994, mortgagees were facing unpayable debts combined
with acute negative equity as the market plummeted. In 1996, 2 special programme to restruc-
ture mortgage debts was set up as part of the more general scheme to bail out the banks.

Catering essentially to the lower middle-income market, housing developers continue
to produce housing paid for by subsidized credits provided by FOVI (with World Bank loans)
and the payroll housing funds. The lower end of their market is approximately four times
minimum wage, thus excluding about 50 per cent of the urban population. However, a lowering
of standards and increased efficiency is enabling some developers to reach lower-income brack-
ets, replacing the better-off segments of the informal sector.Yet, at present, none of the housing
loan schemes in operation can offer a completed dwelling to families with irregular or very low
incomes, who are still obliged to resort to the informal sector: an impoverished ‘self-build’
syndrome of the irregular settlement.

Source: Connolly, Cilla (2000) Universidad Autonoma Metropolitana-Azcapotzalco, Mexico City.
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programme with state resources and changes in local
government practices and procedures to ensure basic needs
including improvements to water supply, literacy and waste
removal as well as housing. In some Brazilian cities, munici-
pal reforms have similarly enabled additional funds to be
raised, helping to finance participatory budgeting and
leading to improved infrastructure in low-income
settlements.”’

Similar trends appear in Asia. In the Philippines,
NGOs and community-based organizations have succeeded
in increasing the allocation to the Community Mortgage
Programme to P2000 million in 2000 (US$47 million) from
P240 million in 1999. This represents a significant increase
in previously available funding (see also Box 14.10 and
Chapters 13 and 14 on the importance of partnerships in
infrastructure development). Not only can local institutions
successfully negotiate an increase in available government
funds, they can also provide a useful challenge through
which available donor funds can be used in programmes
that are considered to have a lasting impact. Thus, in
Thailand, the economic recession resulted in social invest-
ment funding from the World Bank and other donors.
One-quarter of the funds destined for reducing poverty
(Baht 250 million) has been routed through the Urban
Community Development Office which has made it possi-
ble for the Office to extend its work and address the
difficulties faced by its members.?® Much of the remaining
monies is allocated to macroeconomic support.

Hence, it is not clear that the reductions in public
expenditure have resulted in an inability of the state to
support housing finance where the institutions of local
government and civil society are strong enough to demand
resources, and demonstrate the effective use of such
resources.

Institutional responses

An analysis of the ways in which globalization is affecting
investments in housing the poor should not ignore institu-
tional responses to this social and economic context. Three
types of institutions must be considered in particular.

@ Local government

First, the role of local government is increasingly
significant. Just as there has been a consensus about the
need for central government to play a reduced and more
focused role, there has also been an equal consensus in
favour of the decentralization of responsibilities to lower
levels of government and, particularly, to local authorities.”
While local authorities may have been made responsible,
they have struggled to meet these responsibilities. For the
most part, they are not able to offer even basic services to
many of the citizens living within their area of jurisdiction.
Some have sought to support the urban poor with land
availability. In a few cases in Latin America, municipalities
have provided subsidized loans for housing upgrading (see,
for example, the mutairo programmes of Sao Paulo and
Fortaleza in Brazil.)* State funds have been made available,
with those receiving support repaying a proportion of the

monies and loan repayments as a fixed proportion of the
minimum wage.

® NGOs

NGO activities range from helping squatters to
obtain land tenure to the provision of low-cost
sanitation and direct loan finance

Second, NGOs have sought increasingly to address the
needs of the urban poor. On the one hand, there has been a
growing interest among international NGOs to consider
issues of urban poverty3! On the other hand, local NGOs
have become increasingly pragmatic about securing effec-
tive development interventions.*” Together, these
organizations are anxious to increase the capacity of local
communities to improve their housing. Their activities
range from helping squatters to obtain land tenure to the
provision of low-cost sanitation and direct loan finance. In
some countries, such as Pakistan, major multilateral and
bilateral development agencies have been interested in
ensuring that such initiatives can assist state agencies to
address their obligations (see, for example, World Bank
support to extend the work of the Orangi Pilot Project in
Pakistan).

The limitations of approaches that try to address the
housing needs of the poor through market
mechanisms is becoming increasingly evident

Alongside NGOs, there has been a range of micro-finance
institutions, many of which owe their origin to voluntaris-
tic activity.® However, the limitations of approaches that
try to address the housing needs of the poor through
market mechanisms is becoming increasingly evident.
Agency studies of micro-finance agencies in Bangladesh
echo more general concerns.* Micro-finance institutions
are finding that the not-so-poor are the easiest clients to
reach. Hence, there may be a group of residents in low-
income settlements that are not supported even by the
more innovative NGO and government programmes. Both
NGO and micro-finance efforts are too small and may not
be reaching some of those most in need.

@ Civil society groups

Through networks such as the Shack/Slum Dwellers
International, low-income communities have been
able to learn from one another to increase the effec-
tiveness of their housing strategies and practices

Third, and at a more local level, there have been a host of
citizen-to-citizen exchanges that have been sponsored by
groups such as Oxfam. The communications revolution has
enabled like-minded groups to identify each other and
connect more easily. Thus, low-income market women in
Senegal have been able to link up with groups facing similar
housing development issues in South Africa.® Repeated



reassurances by the women of the South African Homeless
People’s Federation assuaged the visitors” worries, and first-
hand observation of the South Africans making bricks and
designing plans convinced the Senegalese women that they
too could acquire ‘professional skills'.*0 The Senegalese also
enjoyed the Federation women’s down-to-earth explanation
of technical issues. Through networks such as the
Shack/Slum Dwellers International, low-income communi-
ties have been able to learn from one another to increase
the effectiveness of their housing strategies and practices.®

The failure of many institutions, and in particular of
both the market and the state, to address poverty, may
have been one of the major reasons behind the search for
partnership solutions. A partnership between multiple
stakeholders, including the state, financial institutions,
communities and NGOs can offer much: state agencies can
provide land and the financial institutions can provide
credit. Communities can repay the loans and provide the
required local management skills. NGOs can help to bridge
the gap between the formal world (state and commercial
enterprise) and the local neighbourhoods in which the poor
develop housing (see Chapter 14 for a fuller discussion of
partnerships). The scope of joint programmes to address
the need for housing finance is evident in a number of
cases. However, it is important to recognize that participa-
tion in such programmes is still not an option for many of
the urban poor.*”

Implications for Policy

What are the policies that will assist the poor to obtain
access to the finance that they need to invest in housing?
The strategic focus should be concentrated to promote
rental housing, both private and informal and to upgrade
slums.

Land and secure tenure

State agencies seeking to assist the poor need to put
in place policies that facilitate their access to land
with reasonably secure tenure

Land is critical. State agencies seeking to assist the poor
need to put in place policies that facilitate their access to
land with reasonably secure tenure. Once tenure is secure,
the poor themselves invest in their own homes and neigh-
bourhoods. For reasons discussed above, the land situation
in some cities may become more difficult as a result of
globalization and its associated processes. Hence, it
becomes even more important for state, provincial and local
government to address the need for land.

Access to credit

There is a need for government to support a variety
of non-formal financial institutions in order to facili-
tate housing investment and reduce poverty
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Credit for land purchase and housing development can help
those with low incomes to invest quickly and effectively.
Many formal financial institutions are not well suited to
dealing with the needs of the poor. A range of micro-
finance institutions provide models and mechanisms for
doing it better. In some countries, the formal financial
sector may perceive a potentially lucrative market and be
willing to work in partnership. In general, however, there is
often a great reluctance to be involved. In this context,
there is a need for government to support a variety of non-
formal financial institutions in order to facilitate housing
investment and reduce poverty. Based on recent
experiences, as illustrated by the cases mentioned above,
such initiatives can be wholly managed by government, as
with the Urban Community Development Office; they can
be government funds drawn down by community organiza-
tions with the support of an NGO, as is the case with
SPARC and the National Slum Dwellers’ Federation, who
use funds from the state bank, HUDCO; or they can be
independent loan funds managed by communities with
appropriate professional assistance, as is the case with
uTshani Fund of the South African Homeless People’s
Federation.

Credit can also be used to assist in infrastructure
development, and state support for financing initiatives to
improve housing should take into account the likely need
for infrastructure improvements. Moreover, many of these
initiatives are flexible enough to include finance for income
generation.

Successful initiatives share common characteristics.
Funding is provided to groups needing home improvements
rather than to individuals. This means both that adminis-
trative costs are lower and that the group can support
members who are in need of assistance. Savings prior to
loan delivery helps to strengthen trust and mutual confi-
dence within the group, helps the group to develop
experience in financial management, and generates
additional development resources. Few such initiatives
charge market rates of interest and, hence, most involve a
subsidy of some kind.* Without a subsidy to help repay-
ments, housing improvements are likely to take a
considerable time. This is particularly true in high-inflation
situations. While generally the adopted macroeconomic
policies have resulted in reduced inflation, sudden devalua-
tions can cause inflationary shocks to domestic economies.

Partnerships with local communities

The state funds that exist for housing sector support and
poverty reduction can be put to greater effect (whether as
loans or grant funds) if they are used by agencies in
partnership with local communities. A number of innova-
tive programmes to date suggest that:

*  state agencies can bring money, relief from existing
regulations and can gain effective interventions;

*  communities can bring money (in repayments), local
organizing capacity (to reduce administrative costs)
and they gain housing improvements;
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Box 6.5 Housing plus: the Urban Community Development Office

The Urban Community Development Office was established by the Thai government in 1992 in order to provide support to the development of the urban poor.While the
Thai economy was booming, urban land prices were rising, evictions were increasing and there was little prospect for squatters to find adequate alternative accommodation.
The Office was placed under the National Housing Authority with a loan fund of US$50 million. However, from the beginning, there were two unusual features. First, it
offered loans for small revolving funds to help communities to address the immediate small-scale needs of their members for credit, and it offered loans for income genera-

tion. Second, the Office is managed by a board of 12: four government officials, four community representatives and four independent professionals.

For several years, the Office built up a loan portfolio in housing (60 per cent of total lending) and other areas, assisting thousands of the urban poor who were

organized into savings groups in order to access the funds. In 1998, the Thai economic crisis resulted in difficulties for all sectors of society, including the poor. The Urban

Community Development Office saw loan repayments fall from almost 100 per cent to 93 per cent. In response to this situation, the Office sought to strengthen the groups

in two ways. First, network loans were offered that encouraged savings schemes to work together in larger groups, thus reducing their vulnerability and strengthening their

ability to manage through increasing their access to local skills and capacities. Second, reconstruction loans were offered at | per cent a year to groups that needed to

restructure loans and restart their repayments.A proportion of donor funds designated for poverty relief was allocated to the Office. The loan funds of the Urban Poor

Development Office were augmented by additional monies, including 250 million Baht from the Miyazawa Programme and grant aid from the Japanese government.
At the same time, DANCED, the Danish aid fund, wanted to support infrastructure improvements in low-income settlements. It approached the Office with a
request to work together and a programme was agreed. DANCED funds are managed at the city level by committees on which the community has majority representation.

The other participants are the local authority, NGOs and additional institutions involved in urban development. The committees allocate small grants to communities that

are affiliated to the Urban Community Development Office. The communities must themselves provide 20 per cent of the cost of the improvement. Communities bid

against each other for the funds and those that are successful manage the monies themselves.
By 2000, the Office was supporting housing investment in numerous ways. For example:

J direct loans for housing;

. loans for land;

J network strengthening to help groups to negotiate for land;

J infrastructure grants to increase neighbourhood quality and enhance enterprise development;
0 loans for enterprises to increase income;

J support for savings to increase local and community assets and to assist private investment.

*  local authorities can bring land and relief from exist-
ing regulations, and they have an improved local
environment;

*  commercial agencies can bring funds and they can
reach a market that they previously considered to be

high risk.

The Urban Communities Environmental Activities Project
in Thailand is a good demonstration of how interested
parties can work together effectively for mutual benefit in a
wider context of globalization (see Box 6.5).!

The need for housing finance in the developing world
is as acute as ever. The vast majority of the urban poor
manage to obtain this finance themselves and they
continue with the difficult process of urban development.
Many government housing programmes reach too few
people and often they do not reach the poorest. Looking
beyond housing, more and more of the labour force is
joining the informal economy, and globalization has done
nothing to reduce the gap between the formal and informal
sectors. Because formal commercial financial institutions do
not meet the needs of the poor for housing loans, it is
important for the state to give greater support to innova-
tive initiatives that bridge this divide and that reach the
poor.

The greatest challenge for the 21st century is poverty
reduction. Support for housing can play a significant role in
this regard. At the level of the household, limited family
income can be allocated more efficiently with less spent on
repairs. Better quality housing reduces the burden of disease
and injury and a death in the family. Income generation
opportunities emerge through rental income. Houses are
assets that often attract further investment. For the
community, housing developments that are managed
through community collectives can do much to strengthen
local organizations, thus helping to secure further develop-
ment. And improving neighbourhoods increases the
demand for local enterprises. As illustrated by the Urban
Community Development Office (UCDO) (Box 6.5) and
demonstrated also by various other innovative approaches
in different countries, facilitating greater investment by
local residents in the housing and neighbourhoods of low-
income settlements is one answer to improving the
condition of the urban poor.

Facilitating greater investment by local residents in
the housing and neighbourhoods of low-income
settlements is one answer to improving the condition
of the urban poor
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THE COUNTRIES WITH ECONOMIES

IN TRANSITION!

A distinctive feature in the development of transition
economies is the double influence of globalization and the
formation of market-based relations in sectors of the
economy that were traditionally managed by administra-
tive and planning instruments of the state. However, the
main trends in the housing sector in Western countries
during the past two decades - reduction of the public rental
sector in favour of the private sector, development of loan
instruments for construction and purchase of housing and
implementation of targeted assistance programmes to the
poor — almost fully coincide with the tasks also faced by
the East European countries during their transition to
market economies.

Comparative analysis of the reform progress is avail-
able in several publications.” This chapter presents an
overview of some important processes occurring in the
transition economies. In doing so, it offers a regional perspec-
tive, and individual country situations are described by way
of illustration. The discussion is organized with respect to
aspects of marketization, deregulation and decentralization.

Marketization

Housing privatization

The 1990s saw major structural changes in the ownership
of the housing stock of transition countries, with the most
dramatic changes occurring in the former Soviet Union.
Table 7.1 illustrates the changes in several East European
countries. The share of the public sector decreased and, in
most countries, increases occurred in the share of the
private housing stock. In Poland and the Czech Republic,
little quantitative change in housing ownership was seen
because the state in these countries did not actively support
privatization.

In the Russian Federation and other countries of the

1990-1994 CIS (Commonwealth of Independent States) transforma-
Slovakia Czech Republic Estonia Hungary Poland Latvia Lithuania
Public rental 90 316 29.6 65 22 297 64 514
Public rental 94 89 27.6 56 13 254 54 129
Private rental 90 3.0 0.9 0 0.5 52 0 0
Private rental 94 47 47 5 | 52 5 85
Owner occupied 90 65.4 403 35 775 40.2 2 392
Owner occupied 94 87.7 422 30 86 417 39 786
Source: USAID, 1996.

tion of the housing stock had its own specifics. First, an
overwhelming majority of units in these countries were
privatized free of charge. It was expected that in this way
the state would create some starting capital for the solution
of housing problems under market conditions for a popula-
tion that had been unable to accumulate substantial savings
because of rigid income controls in the planned economy.
Second, and of no less importance, was the state’s desire to
speed up the process of divesting its responsibility for the
maintenance, repair and renovation of the huge public
housing stock. Third, ownership changes were stronger
than in Central Europe. In the Russian Federation, by 1999,
after 45 per cent of the eligible units had been privatized,
private housing made up 59 per cent of the housing stock,
against just 33 per cent in 1990 (including cooperatives).

This shift led to an increase in intra-urban popula-
tion mobility. According to the available estimates, the
mobility rate in major cities of Russia has more than
doubled since 1992. Broad population groups were given the
opportunity to deal more efficiently with their housing
problems: 1.5-2 per cent of all apartments in private owner-
ship are transferred annually. At the same time, housing
privatization merely simplified the options that were
already de facto available to tenants in social housing, who
enjoyed extremely broad rights under the housing law in
the planned economy (most of these laws still remain in
effect).

Privatization in the Ukraine proceeded at a similar
pace. In Central Asia and the Caucasus (Kazakhstan,
Kyrgyzstan, Armenia), the state and municipal housing
stock was almost completely privatized by 1996. Although
officially the process was voluntary, privatization in these
countries proceeded under substantial administrative
pressure. Kazakhstan has created associations of housing
owners (cooperatives) in a majority of multi-family build-
ings, but their activities are mostly nominal. Maintenance
and repair work is usually not performed, and most of the
buildings are falling into decay.

For most housing owners, privatization was a formal
procedure that failed to foster an owner-occupier
mentality

In practice, for most housing owners privatization was a
formal procedure that failed to foster an owner-occupier
mentality. According to current legislation of the Russian



Federation, fees for maintenance and utility services have
remained the same for both tenants in municipal housing
and owners of privatized units, in an effort to stimulate
privatization. Maintenance and management decisions for
the properties, including common elements, are still made
by the ‘balance holders’, represented mainly by state enter-
prises or local self-governments. Thus the goal of conveying
multi-family buildings and common grounds into the
genuine management by apartment owners remains unmet.

It was expected that with enactment of supporting
legislation in the mid-1990s the number of condominiums
in Russia would grow dramatically. However, to date this
has not happened. Condominium associations in Russia
number just over 3200, or less than 1 per cent of the total
housing stock of multi-family buildings; they are created
mainly in newly constructed buildings. Land is also not
being conveyed into ownership of condominium members,
as required by the law.

Reasons for the slow progress in the formation of
condominium associations include the following:

* Owners of housing do not fully understand the
benefits of forming an association and using the
rights granted to them by the law. It may be that
with the increase in the cost of maintenance services,
apartment owners will be more willing to play a role
in the decision-making and control over use of the
money they pay for maintenance of the housing.

*  Lack of a market for professional property managers.

*  Lack of transparency about the costs of both
management and maintenance companies makes it
difficult for the owners to evaluate the economic
effect of independent management of the building
versus the use of the current municipal subsidy.

*  Inamajority of municipalities, the position of the
local authorities ranges from lack of support to open
opposition. This is revealed in overcomplicated regis-
tration requirements and discrimination against
condominium associations in the allocation of subsi-
dies from the municipal budget as compared with
similar municipal housing.

Existing associations have an economic efficiency. Their
buildings’ maintenance cost per square metre is 29 per cent
lower than in similar municipal housing. However, profes-
sional management of the housing stock remains
undeveloped in the CIS. In countries where the law permits
the privatization of apartments only after a condominium
association s in place, such as Hungary and Czech
Republic, professional management services have developed
and are now provided by both municipal and private
companies. Most of the associations are yet unable to
manage the housing at a high professional level, but they
maintain minimum operating standards.

In buildings managed by condominium associations,
maintenance cost per square metre is 29 per cent
lower than in similar municipal housing
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Formation of the rental market

Privatization has resulted in a strengthening of the private
rental sector which before 1999 did not exist in the Baltic
States and played a much less important role in other
countries, except Poland (see Table 7.1). Private rentals have
developed slowly in most CIS countries, primarily because
of limited demand for such units as a result of highly subsi-
dized rents in state and municipal housing. Housing units
owned by private individuals are actively leased out and,
according to some estimates, make up to 9 per cent of the
total housing stock. However, because of defects in the
legislation, most of the deals are closed on the shadow
market, resulting in very little protection for both the
landlord and the tenant.

Economic restructuring is closely tied to increases in
population mobility and migration. This is particularly
important for the CIS countries where structural
distortions from the planned economy produced vast
depressed areas where potentially mobile and able house-
holds are trapped in chronic poverty. Despite the dynamic
development of markets for sale and purchase of urban
housing, inter-urban migration remains extremely low. The
essential condition for improvement in this area is ready
availability of municipal or private units for rent rather
than purchase.

Structural changes in the construction market

Direct budget financing of new construction is a
thing of the past for most countries of the region

Direct budget financing of new construction is a thing of
the past for most countries of the region. With just a few
exceptions, none of the Baltic countries subsidizes building
companies and developers for the construction of new
housing. In CIS countries, there is a steady trend to deep
reductions of direct budget financing of housing construc-
tion as compared with the period preceding reforms. In the
Russian Federation, at present, private developers play the
principal role in housing construction. The share of housing
constructed by the state and municipal enterprises went
down from 80 per cent in 1990 to 20 per cent in 1998.

Fundamental changes have occurred in the system of
housing finance: state budget sources no longer play an
important role, with 40 per cent of construction financed
by individual developers. Construction of multi-family
buildings involves the broad use of private investment,
including household savings, but bank loans are still
definitely a minor source.

Substantial changes have also occurred in state
participation in housing finance. Priority is now given to
down payment subsidies for the purchase of housing to
households needing improvement in their living conditions.
At the federal level, this policy is implemented within the
framework of a targeted programme, ‘State Housing
Certificates’. During 1998-1999, more than 28,000 house-
holds acquired housing under this programme. None the
less, to date, Russia, along with most other transition
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countries, has failed to stabilize the volume of new housing
construction after it plummeted in the early 1990s.

Formation of the housing market: availability and
affordability

Owing to the sharp drop in overall housing investment,
total new housing constructed by enterprises and organiza-
tions of all ownership types in the Russian Federation in
1998 equalled merely 30.7 million m?, or 387,700 units. As a
result, only 5 per cent of the households on the waiting
lists were provided with a new unit, as compared with 11
per cent in 1991. At the same time, during 1990-1997 the
waiting list for improved housing decreased by 3.5 million
households, or 35 per cent. Meanwhile, average housing
consumption increased substantially, by 2.1 m? of total
floor space, reaching 18.9 m” per person (as of 1 January
1999). This was accompanied by an increase in the level of
comfort in terms of such indicators as: percentage of
housing space with hot water supply (from 51 to 58 per
cent); water supply (from 66 to 73 per cent); and central
heating (from 64 to 71 per cent).

Thus there is a paradox that housing conditions
improve when state and municipal investments for the
housing sector and the volume of new housing construc-
tion are on a decline. The explanation is that households
have mobilized their own resources to address their housing
problems, which is confirmed by changes in the structure
of financing of housing construction projects. Today, house-
holds with purchasing power have no incentive to register
on the waiting list for improved housing because the
waiting time is unacceptably long.

In the second quarter of 1999, the per-metre price for
an existing apartment equalled 4.6 months of average per
capita income, which means that a household with an
average income would need 6.9 years of income to be able
to buy an apartment of the ‘standard size’ (the norm is 18
m’ per person) at an average market price. At the beginning
of the reforms, the comparable average figure for Russia
was close to 10 years. In particular, in Moscow, the housing
affordability index has fallen from 13.8 years in 1993 to 2.5
years in 1997.3 This positive trend, observed since the mid-
1990s, was stopped by the 1998 crisis and has started to
recover only recently. Housing affordability is still charac-
terized by strong geographical differentiation, although
high affordability levels are found both in high-income
cities and depressed areas with low population income
where housing is extremely cheap. In other countries of the
region, the housing affordability indicator ranged from 3.7
years in Estonia to 12.8 years in Bulgaria.*

Mixed and market allocation mechanisms are
increasingly replacing administrative housing
allocation

In 1997, more than one-half of all households in Moscow
could afford to purchase a market apartment (of the social
norm corresponding to household size) using the sale of
their existing unit, savings, loans and state subsidy funds.’

Further, by the mid-1990s, only 18 per cent of relocating
households in Moscow acquired their new unit through the
municipal waiting lists. These data suggest that mixed and
market allocation mechanisms increasingly replace adminis-
trative housing allocation and reallocation. However, the
greater reliance on markets does not necessarily imply the
absence of affordability problems.

Development of financial markets

There is a sharp distinction between Central European
countries and the CIS. The governments of the four
Visegrad countries (Poland, Hungary, the Czech Republic
and Slovakia) were the first in Central and Eastern Europe
to declare their intention to access the European Union and
have made substantial capital investments to create water
supply and wastewater collection systems that meet EU
requirements. The work was partly financed by external
borrowings (World Bank and the European Bank for
Reconstruction and Development (EBRD) loans) and partly
by introduction of environmental impact taxes (Poland). In
the future, public infrastructure in these countries will have
an important source of finance in the structural adjustment
grants available from the European Union. In addition,
these countries widely use bank loans and bond issues for
investments in public infrastructure (Hungary, Poland, the
Czech Republic). There are also many examples of coopera-
tion with foreign investors on the basis of concession
agreements (see also Chapter 13 on decentralization of
infrastructure management).

Most local governments in the CIS are unable to
finance infrastructure investments from current
budget revenues

In contrast to Central Europe, in the CIS the search for
investment capital is a widespread problem. Basically, the
responsibility for capital investments for public infrastruc-
ture rests with local governments, rather than utility
companies, and most of them are unable to finance invest-
ments from current budget revenues. Bank loans and bond
issues are quite limited, partly because of low transparency
of local governments’ tariff setting and payment systems to
service providers.

Deregulation

Changes in the state’s social mandate in the
housing sector

Reduction of the state obligation to provide housing to
selected population groups is a goal of the new housing
policies of almost all CIS countries. In Russia, the constitu-
tion defines eligible groups as ‘low-income households and
several other categories stipulated by the law’. In the
Central Asian republics, they include ‘certain categories of
state employees’. However, the volume of the remaining
social housing stock in these countries is insignificant.



Even where social housing still makes up an impor-
tant share of the housing stock, it does not yet
perform its designated function of targeted housing
provision to low-income households as guaranteed
by the constitution

Even in countries where social housing still makes up an
important share of the housing stock (such as Russia and
the Ukraine), it does not yet perform its designated
function of targeted housing provision: to serve first low-
income households as guaranteed by the constitution. Slow
progress in this area is explained by the prior obligations to
households on the waiting lists for improved units on the
one hand, and the rights of sitting tenants in the state and
municipal housing stock, on the other. Socially acceptable
mechanisms should be developed to encourage households
with purchasing power to use market methods of improv-
ing their living conditions, and to implement new
principles for allocation of social housing to the poor. Rent
increases play a key role in this connection.

Termination of state rent control

In almost all countries of Eastern Europe and CIS, the rents
charged in the private sector are driven by the market
without state control. Poland is an exception in this regard.
However, three patterns are evident for rents in public
rental housing:®

1 Full coverage of service costs by the tenants. Estonia and
the Ukraine are examples of countries following this
model. The new policy was designed and
implemented within a relatively short time: from two
to three years. Notably, in some instances subsidies
have been retained for power supply: utility service
producers were sold resources below world prices, and
sometimes the price does not include capital costs.

2 Full coverage of energy costs, partial coverage for other
communal services and full coverage of the cost of housing
services subject to insubstantial rate increases. This trend
is typical for most countries of the region. The state
has lifted energy price controls and consumers have
already felt the impact. Armenia, Poland, Hungary
and Bulgaria are examples here.

3 Gradual increases in charges for housing and communal
services to achieve full cost recovery. The Russian
Federation adopted this model as have the Czech
Republic and Slovakia, although less explicitly.

In a majority of the countries under consideration, the
charges for housing services in the municipal stock are
based on a fixed rate without differentiation for housing
quality and location. Thus the process may be classified as
‘deregulation’ but with strong reservations. Moreover, in
cases of the third option above, it has become necessary to
create a series of additional regulatory mechanisms to
manage the transition to full coverage of operating costs by
the households.

The Countries with Economies in Transition
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Lifting of rent controls in the Eastern European and
Baltic States dramatically increased the share of
housing expenses from 3-10 per cent to 15-25 per
cent of household income. Housing payments in the
lowest income groups have risen up to one-half of
household income

Lifting of rent controls in the Eastern European and Baltic
States in the early 1990s resulted in dramatic increases in
the share of housing expenses: from 3-10 per cent to 15-25
per cent of total household income. As a result, housing
payments in the lowest income groups reached up to one-
half of household income. CIS countries initiated a similar
process in the second half of the 1990s. In particular, Russia
started the transition to self-sustaining operation of the
public economy by reducing budget subsidies and the cross-
subsidizing of consumers by charging industry higher prices
for public services. Price liberalization in 1992-1993 did not
include prices for housing and public services; shortly after-
wards, households covered about 2 per cent of service costs.
However, at present, households cover about 40 per cent of
such costs. As a result, on average, housing payments as a
share of household income rose from a fraction of a per
cent to more than 4 per cent. In the Ukraine, where house-
holds cover 80 per cent of the service cost and incomes are
much lower, housing expenses require more than 10 per
cent of average household income.

The impact of the above processes on the poorest
households largely depends on the implementation of
targeted social support programmes. Most countries in the
region have introduced housing allowances (subsidies) for
rent and utility payments. The effectiveness of these
programmes is related to the readiness of the authorities (at
the national or local level) to assume the financing obliga-
tions associated with housing allowances; and the scale of
rent increases.

Russia, Ukraine, Poland, Estonia and Kazakhstan
have developed broad programmes of targeted social assis-
tance for low-income households in the form of subsidies
for housing and utility payments. At present, about 7 per
cent of the poorest Russian households benefit from the
programme, over 8 per cent in urban areas. In the Ukraine,
about 20 per cent of all households receive this subsidy, and
in Estonia the figure is about 16 per cent. The size of
subsidy is tied to the recipient’s income; on average, it
covers from one-third to one-half of the payments due. The
magnitude of the household’s maximum contribution rates
varies from 12.5 per cent of household income in several
Russian regions to 30 per cent in Estonia and Kazakhstan.

This subsidy arrangement has cushioned the impact
of rent increases on the low-income households, provided a
guaranteed standard of housing services, and stabilized the
public reaction to higher rents. However, Latvia, where the
burden of payments for public services was the highest, did
not implement such a social assistance programme. In
general, housing allowances have not been implemented in
countries where the decision rests exclusively with the local
authorities and where there have been no dramatic rent
increases, for example in Hungary. Several other countries
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(eg Slovakia) have just started to introduce housing
allowances because the first rent increases occurred only
recently.

Where housing allowances were implemented, they
covered only a portion of the population with house-
hold incomes below the official subsistence level

In all countries where housing allowances were
implemented, they covered only a portion of the population
with household incomes below the official subsistence level.
The share of such households varies in CIS countries, from
about 25 per cent (Russia before the 1998 crisis) to more
than 60 per cent in Kyrgyzstan and Tajikistan. Within this
group, housing allowances are targeted to those with the
largest utility expense burden, mostly the urban population.

Several countries (eg, Armenia, Kyrgyzstan) have
rejected the idea of a housing allowance programme
because they implemented unified family assistance
programmes. However, most of the unified benefit recipi-
ents belong to the poorest households who consume few
public services (eg in Kyrgyzstan most of the unified
monthly benefits go to rural areas where often the only
utility consumed is electricity). On the other hand, the low-
income working groups such as teachers and doctors are
dependent on heating and water supply systems which
they cannot individually give up for cheaper substitutions.
They are not among the poorest and therefore might not be
covered by family assistance programmes. However, they
may face a much higher burden of housing expenses. This
situation may eventually result in ‘de-urbanization’ of
important professional groups and unprecedented changes
in the social structure of urban society.

Regulation of local natural monopolies

At the beginning of the transition, in nearly all countries of
the region, regulation of tariffs and financing of water
supply, sewerage and central heating services were placed
within the authority of local governments. With respect to
tariff regulation, greater progress was achieved in Central
Europe, particularly Hungary and Poland, but even there,
activities of the local authorities failed to expand beyond a
very limited scale. In CIS counties, little has changed from
the pre-reform period; providers of communal services still
operate without clear contracts with the local governments.

The replacement of state monopolies in public
service provision by new monopolies of private
service providers is hurting the poor

As a result of the delay in the formation of a tariff regula-
tion system, the monopoly of the state has been replaced
by a more dangerous monopoly of private service providers.
When housing stock managers relieve themselves of the
obligation to secure public services, and resource providers
enter into direct contracts with individual households, the
latter are left without any recourse to protect their rights
both in terms of reasonable tariff rates and volume of

service (for the majority of services, no metering/control-
ling equipment is available). As in other situations, the
poorest households find themselves in the worst position.

Growing income dependence of housing
consumption rates and housing segregation

The socialist planned economy did not do away with
income-dependent housing consumption, nor did it elimi-
nate housing segregation. By the end of the 1980s, this
dependence was pronounced even in cities, where a state or
municipal unit allocated according to a single standard was
the only officially mandated means of improving living
conditions. Moreover, for some population groups a free
unit served as compensation for a low income. High-
income groups improved their living conditions by
exchanging units with a semi-legal bonus and through
special access to allocated housing, particularly elite units.
Construction of elite housing was usually concentrated in
selected districts, dividing cities into ‘prestigious’ and ‘non-
prestigious’ residential districts resulting in housing
segregation. Neither of these phenomena developed to the
extreme, but they were visible enough to be documented in
the literature of the period.”

The result of the transition to market-oriented
functioning of the housing sector changed the relation
between income and living standards. Changes in the
income status of selected social and occupational groups
early in the transition were too fast for an adequate
response from the housing market. But surveys conducted
during the same period in other Russian cities (eg Nizhni
Novgorod, Barnaul) revealed a stronger link between
income and housing consumption. This may signify that in
medium and small cities, changes in the relative status of
different groups were smaller and that the new’ elite
formed mainly from the ‘old” one.

The accessibility and quality of occupied housing has
grown increasingly dependent on household income,
but no fundamental changes have yet taken place

More recently, the accessibility and quality of occupied
housing has grown increasingly dependent on household
income, but no fundamental changes have yet taken place.
For example, while the median housing consumption in
cities of Khabarovsk krai in 1998 was about 19 m?, it was
less than 14 m? for the 10 per cent of households in the
lowest-income group, and over 24 m? for households in the
top decile. The trends and scale of the problem are typical
for all transitional economies. For example, median housing
consumption in Kyrgyzstan is about 15 m? per person
(14 m? in Bishkek), whereas households below the poverty
level have 13 m? on average (9 m” in Bishkek).®

The dispersion of household incomes is not the only
factor that shapes the complicated patterns of housing
dynamics. Another important factor is the relatively high
housing consumption among sing