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Raquel Rolnik has written a magisterial survey and analysis of what is fast becoming one of the most compelling global crises of our time: the seeming inability of our increasingly dominant free market economic and political system to furnish adequate, affordable housing for the mass of the world’s population. While problems of housing provision have often been addressed in the context of the politics and policies of particular nation states, never before has such a broad global comparative work of the sort here presented been attempted.

Rolnik has been able to draw on a wealth of experience as an urbanist and urban planner. As director of the Planning Department of the city of São Paulo, she had to deal with the tumultuous problems of housing provision in one of the fastest-growing metropolitan areas of the world. As national secretary for Urban Programmes of the Brazilian Ministry of Cities in the first Lula Administration, she fought to put teeth into the clauses of the Brazilian constitution designed to protect the right to the city. But it was her years as UN special rapporteur that provided her with the basic raw materials to compile this remarkable study.

Her method of enquiry when she was UN rapporteur is worthy of note. Instead of basing her work on the words of government officials alone, she talked with those marginalised populations most affected by poor housing conditions and failing policies on the ground. This brought her into contact with social movement activists who furnished her with multiple grass roots perspectives on their vast and ongoing daily struggles to sustain and create adequate housing provision all too often under the most trying and sometimes even repressive circumstances.

While every city has its own rich and diverse particularities, what becomes apparent from Raquel’s penetrating and moving accounts is that the dilemmas of adequate housing provision also have a universal dimension, thanks in part to the export of a particular model of housing provision under the aegis of international institutions (such as the World Bank and the IMF, along with the Habitat Conferences sponsored by the UN).

The contemporary obsession with market provision, with land and property titling and the extension of private property arrangements, with home ownership and access to credit and finance, along with the so-called ‘deepening’ of financial arrangements to build a secondary mortgage market, is overwhelming. While often well-meaning and on occasion sufficiently robust to be judged successful (particularly with respect to the securing of social control), the main effect of these obsessions has been to open the path, as Raquel shows, to the exploitation of housing markets as vehicles for speculative gain for landholders, developers and financiers.

Increasingly, the habit of shaping public policies to counter recessions and ward off depressions by ‘building houses and filling them with things’ has given a macro-economic role to housing markets that is more about stabilizing capitalism than addressing deficits in housing for marginalized populations. The result has all too often been evictions and displacements of those populations in the name of urban upgrading and renewals that disrupt supportive social networks, however fragile and tenuous. The neighborhood may improve but the needy people who once lived there have disappeared.

On some occasions, market reforms have allowed marginalized and impoverished populations to temporarily accumulate assets (through, for example, sub-prime lending and other forms of micro-finance) only to have those gains erased through subsequent financial manipulations and crises. The most spectacular example is, of course, the foreclosure on more than 7 million households in the United States after 2007/8 and the loss of more than 70 per cent of the asset values held by low-income black populations. The endless accumulation of capital by financial institutions has largely occurred at the expense of the well-being of those populations that social policies were supposed to serve.

The political and social resistance to this system is everywhere in evidence, and Raquel’s documentation of this widespread struggle from below to secure adequate housing rights and appropriate shelter is in many respects inspiring. Social movements fight and struggle to acquire or take back the right to a decent house in a decent living environment endowed with adequate life chances. The commodification of housing provision over the last forty years of neoliberal politics has not gone uncontested. While the well-to-do are furnished with abundant opportunities to indulge their fancies and their often bizarre tastes with multiple luxury mansions in a variety of privileged locations and climes, the mass of the world’s population is either technically homeless or at best crammed together in insalubrious dwellings in fetid locations or, in the case of the swelling numbers of global refugees fleeing violence, war and environmental disasters, confined to tent cities in remote locations cut off from any kind of economic or social opportunities to re-establish a normal life. To these populations the idea that a decent house in a decent living environment with access to adequate life chances might be a basic human right must seem like a cruel utopian dream.

In clearing out my library recently I came across a booklet published by the New York Metropolitan Council on Housing in 1978. The title was Housing in the Public Domain: The Only Solution. In 1978, Raquel reminds us, the US Housing and Urban Development Department had a budget of $83 billion to help pursue that solution. Limited equity co-ops and even community land trusts were springing up in most major cities with municipal governmental support to offer non-market solutions. By 1983, with the Ronald Reagan neoliberal turn in full swing, the HUD budget for new construction had been reduced to $18 billion. In the Clinton years, a period of increasingly intensive neoliberal reforms, it was abolished entirely, along with almost any prospect of municipal support for non-market solutions. Forty years later, I find myself reflecting on the disastrous worldwide consequences of not taking up the obvious and the only solution. Forty years of demonizing that solution lies at the root of contemporary inadequacies. It is time to turn that around. Reading this excellent and inspiring book is a good place to start.




Introduction
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‘How dare this Brazilian woman come over here to evaluate UK housing policy?’ These words summarise the reaction of members of the British Conservative government to my trip to the United Kingdom in 2013, as United Nations special rapporteur on adequate housing.

My visit to the UK coincided with a moment of political debate in the country. One of the proposed welfare reforms – part of the government’s fiscal austerity programme – was being contested by the people affected. Under the pretext of opening up available stock to people in need of a home, the measure known as the ‘bedroom tax’ introduced cuts in housing benefits to individuals of working age who lived in public housing and had ‘spare bedrooms’.1 Those directly affected by the cuts were, by that time, organising local movements and building regional and national networks in protest. In addition, opposition party representatives and social movements fighting against the relentless dismantling of the British welfare state were endorsing the protests, alongside support from some sectors within the press.

Among those affected were individuals and families already living on the edge. These people were among the most vulnerable groups in public housing: the poorest of the poor, often coping with mental illnesses or physical disabilities. The new measures threatened to rob them of the stability, safety and guarantee of a dignified life that the public welfare system had promised them.

It was clear from the outset that council tenants with ‘spare rooms’ were going to be made to move to smaller houses or flats. Furthermore, they were unlikely to be rehoused in the same neighbourhood, or even nearby. In sum, such a policy would forcibly uproot people from the communities in which they had built their lives. At the time of my arrival, a few months after the policy’s implementation, most of the affected people were struggling to stay put, despite the cuts to their housing benefits and consequent deterioration of their living conditions.

Before my arrival, the UN rapporteur’s visit to the UK was considered by the government as a mere diplomatic ritual, necessary to confirm the state’s collaboration with the UN’s human rights protocol. In the face of the unexpected outcry that erupted while I was there, the Conservative Party’s reaction was to discredit the rapporteur – contesting the authority of the visit and attempting to characterise it as a politicisation of the UN’s role by local opposition parties. This was done by undermining a rapporteur who was unwise enough to listen to and believe the voices of those suffering as a result of the new policies.

However, the Conservatives’ resentment was not merely against a UN rapporteur who criticised them. It was against a ‘Brazilian woman’, hailing from an ‘underdeveloped’ country marred by the existence of favelas and other degrading housing forms. One who, moreover, dared to state that the recent reforms in the British social housing system were a step backwards and a violation of the housing rights of the affected people. The campaign of disqualification that followed, spearheaded by the right-wing tabloids, only exposed the prejudices more clearly.

Firstly, a housing expert from the world’s periphery should never leave their place of origin. They should focus on thoughts and actions directed towards overcoming what is defined by the Western North (‘the centre of the world’) as an incomplete modernising project. Subject to the geopolitics of the international division of labour and knowledge production, ‘Third World’ or ‘underdeveloped world’ intellectuals and policymakers should be restricted to their home contexts. For the dominant logic of developmentalism, those contexts are not considered singular social and political formations, but examples of failed and incomplete projects of the nation states they are expected to reproduce.2

Secondly, in the geopolitics of the international system of human rights, European countries are identified as exemplary, assuring civil and political liberties along with reasonably universalised social security systems. In contrast, it is in the ‘Third World’ countries that the worst violations are concentrated. Especially violations of economic, social and cultural rights, which are denounced in the diplomatic arena mainly by developed countries.

Contrary to what the British Conservative Party believed, my visit to the UK was not motivated by the anti-bedroom tax campaign, but by a research hypothesis that evolved over the course of my six-year mandate as the UN rapporteur on housing rights. This hypothesis became the foundation for the construction of a large-scale narrative about a current global process: the radical transformation of the directions of housing policies worldwide, and its failure as an alternative to the provision of adequate housing for all.

In 2008, I had just started my mandate in the Human Rights Council (UNHRC) when the effects of the financial subprime mortgage crisis began to resonate around the world. Accounts arrived first from the US, then from Europe and other countries, of individuals and families who were losing their homes. The news spoke at the same time of the collapse of a globalised financial system, and indicated that this failure was highly connected and interwoven with the production of built spaces, especially housing.

Trying to understand the roots of the crisis, I started to research the origins of housing financialisation. I chose this theme as one of the main investigation and action axes of my mandate, striving to observe it through country missions, working visits and questionnaires addressed to countries. I presented my first report on this theme in 2009. In 2012, after completing country missions in the US, Kazakhstan, Croatia, Israel and in the World Bank, and following a visit to Spain, I presented my second report, observing the theme from different angles and locations.

These excursions reinforced the hypothesis that we are globally witnessing the impacts of the ideological and practical hegemony of a specific model of housing policy: one based on the promotion of home ownership through market purchase via credit loans – a model that spread around the world at the electronic speed of financial flows. Attempting to develop this hypothesis more deeply, in 2013 I chose the United Kingdom to be the last country mission of my mandate. It was appropriate, because the UK has been and continues to be one of the epicentres and laboratories of the theoretical formulation and practical transformation of housing into a financial asset.

Besides the financialisation of housing, throughout my mandate as a rapporteur I witnessed massive forced evictions, resulting as much from large-scale projects as from post-disaster reconstruction. A visit to Haiti, months after the 2010 earthquake, as well as missions to the Maldives and Indonesia, hit by the 2004 tsunami, allowed me closely to observe situations of extreme socio-environmental vulnerability, in which previous tenure arrangements were fundamental to define – or to block – rights. From these visits and three reports on the topic,3 I formulated the hypothesis that the hegemony of registered individual freehold property over every other form of tenure relation is one of the most powerful mechanisms of the prevalent territorial exclusion. Within the contractual language of finance, territorial ties are reduced to the unidimensionality of their economic value and to the expectations of future revenue streams – conditional on the guarantee of perpetuity of individual property. Therefore, the expansion of the boundaries of land and housing financialisation goes hand in hand with the increased fragility of other forms of ties to the land, generating a machinery of dispossession.

Given the increasing connection between the organisation of sports mega-events and urban restructuring projects, this machinery becomes progressively more visible in the process of preparing the host cities. In the run-up to the FIFA World Cup in South Africa (2010) and the Beijing Olympic Games (2008), I received reports of forced eviction from individuals and organisations alike. Coincidentally, in 2007 Brazil was announced as the host of the 2014 World Cup and Rio de Janeiro as the host of the 2016 Summer Olympic Games. From then on, I focused on mega-events and the right to housing in a report presented to UNHRC in 2010, and started to chart this process in Brazil in loco. I visited host cities and talked to people affected or at risk of eviction, as well as to intellectuals and activists who that same year were beginning to organise the Brazilian World Cup Popular Committees.

 Although the rapporteur’s mandate was structured according to the grammar of human rights, it was impossible for me not to live this experience as a planner, housing policymaker and urban studies critical researcher. I also considered that, given my limitations in the juridical field, I should take advantage of my knowledge of city planning and housing to ‘translate’ the kind of information largely confined to human rights circles into the vocabularies of public policy and current critical urban thinking, thus striving to amplify the milieu in which this subject is debated.

Therefore, while the thematic and mission reports that I presented to the UN constitute the main basis for the empirical material and bibliographic references of this book, it is important to highlight that these documents were originally written in technical language, specific to human rights and with a predefined format. Here, the reports are free from diplomatic and formal constraints and serve as a stimulus for the arguments I will be presenting.

Real estate in general, and housing in particular, constitute one of the newest and most powerful of the expanding borders of financial capital. This expansion is based on the combination of two main elements. Firstly, the belief that markets can regulate the allocation of urban land and housing by generating the most rational distribution of resources. And secondly, the development of experimental and ‘creative’ financial products linking finance to built spaces.

This double movement led public policymakers to abandon the notion of housing as a social good and of cities as public artefacts. In the process, housing and urban policies renounced their role as redistributors of wealth. No longer was housing conceived as a common good that a society agrees to share, by providing for those with less resources. Instead it became a mechanism of rent extraction, financial gain and wealth accumulation. This process resulted in massive territorial dispossessions; the creation of ‘placeless’ poor urban populations; new processes of subjection structured around the mechanisms of debt; and a significant intensification of segregation in cities.

The reduction of the variety of possible ways of existing in a territory to one single recognised model – home ownership, a form itself completely colonised by disciplines of finance – has been conducted by and under the leadership of governments. In each one of the observed situations, the State produces its margins – subprime in the US, informal in ‘Third World’ cities – in order eventually to ‘unlock’ its territorial assets, expanding the market borders.

This book offers a global panorama of the process of urban land and housing colonisation by global finance in the past four decades. I identify its starting point in the 1980s, and its first high-magnitude international collapse in the 2007 financial crisis – caused by the burst of the US real-estate bubble. Following this track, the book shows the ties and connections between processes occurring simultaneously in cities of the global North, South, East and West.

The first and second parts correspond to the large-scale narrative to which I referred at the beginning of this text. It is a world map ‘puzzle’ of housing policies, that pieces together their relation with urban policies. Housing policies are at the same time part of a country’s political economy and dislocated from it.4

In the first chapter, tracing the evolution of housing policies in various countries, I attempt to weave the lines of a net that defines the dominant paradigm: a model of privately owned homes bought via mortgage credit certificates. I also aim to present the specific forms and socio-political meanings that this new paradigm assumes in different contexts.

The second part of the book describes the processes of dispossession of the poorest and most vulnerable around the world. Using examples of post-disaster reconstruction projects and mega-event preparations, and referring to urban and land policies implemented in various countries, I attempt to relate the global crisis of tenure insecurity to the advance of the real-estate financial complex and its direct impact on housing rights.

In the third part, the same processes are reassessed in order to describe and interpret the Brazilian trajectory during the period 1980–2007. Land and housing colonisation by finance is treated in terms of the recent evolution of the country’s housing and urban policy. The period studied also saw the return of democracy to Brazil, spawning a movement for urban reform in which the universalisation of housing rights was a key element. Institutional action increased as left-wing parties gained momentum at all levels of legislative and executive power. During the same period, the global movement that I describe in my first two chapters was also taking place in Brazil.

To some extent, the third part of the book revisits my own trajectory of activism, professional action and reflection upon Brazilian cities during that period, a time when I was in close contact with the country’s housing and urban policy. I was part of the Movement for Urban Reform, I acted alongside parties and governments and I dreamed of the utopia of the right to the city for all. Therefore, the third part of the book is more than an essay on the theoretical-methodological application of the hypothesis developed in the two previous parts to Brazil’s specific political economy context. Writing it was, for me, a way of mourning for those defeats, as well as an attempt to understand the complexity of the current Brazilian political and economic crisis. Once more, there is a displacement in the book: from a protagonist implicated in the construction of policies within Brazilian realpolitik to the intellectual honesty of a researcher and activist.

Lastly, the Afterword, written in 2018, offers a glimpse of the continuing process described in this work. Following the mortgage crisis of 2007, a new outbreak of financialisation – the seizure of residential rental markets by finance – has been raking over the ashes of the previous one, imposing a new circle of dispossession over the same, racialised and deprived bodies. In the Brazilian case, the eruption of protests in 2013 announced the beginning of a political crisis that led to the impeachment of President Dilma Roussef and the capture of the Brazilian government by a liberal conservative coalition.

In the Afterword I also point out the porosities and resistances within the global processes that I have described, revisiting the scenes of protest and resistance that open each chapter of the book. This is the urban warfare announced by the book’s title, which simultaneously questions the prevalent policies and prefigures other possible urban worlds.

It was a privilege to observe the world for six years from the vantage point of a UN special rapporteur on adequate housing. I have no doubt that this experience was fundamental in spurring me to break away from the methodological parochialism and nationalism in which we intellectuals from the ‘global South’ are often ensnared – we urban researchers situated on the margins of the world’s intellectual production, forever urged to reflect within the confines of the ‘national’ – or, at best, regional – universe.5

If further reason were needed, my photo in the Daily Mail (the reliably xenophobic tabloid that once supported the British Union of Fascists), presented as the image of a sorceress, a practitioner of African rituals from the putrid Brazilian favelas, fortified my resolve. I knew that after concluding my work as a UN rapporteur, this book would immediately be written.
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The Global Financialisation of Housing

Scenes from the beginning of the twenty-first century, September 2010.

It was a cold and windy morning in Astana, the futuristic capital of Kazakhstan. After crossing a sort of plateau ablaze with the shiny creations of fashionable big-name architects, we finally arrived in a large tent to meet the hunger strikers. Lying on hammocks surrounded by signs written in Kazakh and Russian, Asian-looking elderly people were mixed with red-haired white women and middle-aged couples, taking shifts in beds and chairs. Having paid the instalments for apartments they had acquired off-plan, they were victims of construction companies that had gone bankrupt and disappeared, leaving the buildings’ skeletons unfinished and families with neither home nor money.

Astana’s hunger strikers were just the most daring among the 16,000 borrowers affected by the bankruptcy of – mainly Turkish – construction companies that had already halted 450 projects.1 In addition to the hunger strikers, there were also those affected by foreclosures in Almaty, the country’s historic capital and economic centre. During the years of credit boom, Kazakh banks and their clients contracted debts in both US dollars and euros, and were now struggling to pay their obligations.

In Astana and Almaty, the victims of the economic crisis, many now homeless, told us that they had been strongly encouraged by the government to buy apartments via mortgage credit certificates. (The president, Nursultan Nazarbayev, led the Communist Party during the USSR era and has been head of the government since Independence.) They also reported that the public institutions in which many of them used to work had even sponsored the sales of apartments to their employees. The group of strikers in Almaty, mostly made up of women, received me in a small apartment decorated with a banner that read: ‘Government, help your people’.2

May 2012

We climbed the highest hill of Puente Alto, in Santiago de Chile’s metropolitan region, in order to look across the Bajos de Mena area. It is one of the neighbourhoods in which thousands of social housing projects built by private companies are concentrated. They were commercialised via an association of mortgage credit certificates and governmental subsidies to low-income borrowers. These estates have been built in Chile since the beginning of the 1980s. The view is impressive: a sea of houses and four- or five-storey buildings as far as you can see.

The housing rights activists who accompanied me pointed to Volcán II, a housing estate in the process of being demolished. They explained that this neighbourhood has become one of the metropolitan region’s most problematic areas from a social point of view: drug addiction and trafficking, domestic violence and social vulnerability.3

They also showed me a 1983 document, written at the moment of the launch of Chile’s housing program. It was signed by the then minister of housing and urbanism, a man from the Chilean Chamber of Construction. In the document, he declared that the need for housing is ‘an element of social order that is translated and expressed in square metres’ and that the demand for housing is ‘a factor of economic order that is materialised in monetary quantities’.4

Autumn 2009

The streets of Pacoima, a few kilometres away from Los Angeles, California, looked like a ghost town. In the suburban landscape of front yards reaching to the streets, signs of abandonment were everywhere: mountains of forgotten rubble; dozens of ‘For Sale’ and ‘For Rent’ signs next to mailboxes; doors and windows sealed with wood or bricks. The minister of a local church, who accompanied me in the visit, told sad stories of families who’d had to leave their homes because they could not afford the repayments on their loans. He evoked the difficulties of those who remained in the neighbourhood, struggling to survive in a town that, having lost its fiscal base, could not keep basic services running.

At the end of a street, in an old SUV transformed into a home, Roger, Mary and their young children were cooking pasta on an improvised stove: ‘We’ve lost our house and we simply have nowhere to go.’

November 2012

As morning broke in a neighbourhood of Bilbao in the Basque Country, cash machines and bank headquarters were covered in graffiti: ‘murderers’. It was the day after fifty-three-year-old Amaia Egaña’s suicide. She jumped from the window of her fourth-floor apartment, moments before being evicted. She had failed to pay the instalments for the bank loan that she had taken out to buy the apartment. This was the second death in similar circumstances in less than one month.5 Bilbao was not the only – nor the most seriously – affected city in terms of foreclosures. According to data from the Spanish judicial system, between 2007 and the third trimester of 2011, 349,438 home foreclosures were initiated in Spain. According to the same source, on each day of 2011, 212 new foreclosure processes were opened.6

1 March 2012

In Barcelona, one of the cities most rocked by the crisis, I attend an assembly of the Plataforma de Afectados por la Hipoteca (Platform for People Affected by Mortgages). Since 2009, this social movement has worked to organise the people concerned in order to make the crisis visible, establishing support networks and lobbying for the promotion of public policies to address this situation. I listen to dozens of testimonies during the meetings: Latin American migrants who lost their jobs and could no longer pay the instalments; pensioners who, as guarantors of their children’s loans, now must hand over their own home to banks; couples who lost their home and still have huge debts … All this because, in Spain, with the drop in property prices after the bubble burst, the value that banks obtain from the sale of a house does not cover the entirety of the debt.

Moreover, if no buyer is present at the auction of the confiscated house (which happens in 90 per cent of cases), the law stipulates that the value of the property covers only 60 per cent of the total loan.7 As a result, in addition to losing their homes, people remain mired in debt.

Summer 2011

At dawn in Tel Aviv, one of the city’s most important arteries, Dizengoff Street, is filled by tents. The occupation of public spaces was part of the strategy of thousands of demonstrators – mostly young people – against the lack of accessible housing. The decade-long spiralling rise of real-estate prices had reached its peak. The lack of rental options and public housing in areas in which economic opportunities are concentrated had put housing policy at the centre of Israel’s political agenda that summer.

August 2013

When I entered the nineteenth-century hall of an old factory, now converted into a culture and events centre in Manchester, I remembered Friedrich Engels’s writings and thought: ‘The saga started here’.8

We arrived just as the first part of the meeting was about to finish. On the walls, signs written in marker spelt out strategies and schedules for the following months. It was one of the regional meetings for the campaign against the bedroom tax – one of the coalition government’s recently implemented fiscal austerity measures that most severely affected residents of British housing estates. Our presence was announced, and anyone who felt comfortable sharing their experience was invited through to another room.

Around thirty people gathered next door. There was hesitation at first. Many of them had known each other for months, having participated together in preparatory mobilisations and meetings; however, they had never talked about their personal dramas. A middle-aged lady stood up and said that she was a professional nurse, a widow, and that she used the extra bedroom in her house to occasionally host her two granddaughters. Her daughter, addicted to cocaine, was unable to look after the children in moments of relapse. Losing the two-bedroom house would mean inability to provide this support to her daughter and granddaughters.

Another woman said she suffered from depression and, having lived for thirty years on the same estate, could count on a network of friendly neighbours to help her keep stable. Therefore, she said, she chose not to move out, despite having to pay a penalty to live alone in a two-bedroom apartment. Ashamed, she admitted that now she could hardly afford to buy food, so that, as well as resorting to food banks,9 she had often looked for left-overs in the estate’s bins.

Other accounts followed, but the most touching moment – at least for me – was when a young man, in an electric wheelchair and showing clear signs of a learning disability, said that he could never move away from the estate where he lived, alone, in a two-bedroom apartment. For him, daily life required a herculean effort to remain autonomous and dignified despite his extremely fragile physical and mental situation. His life was entirely based on his existence – and permanence – in that community.

October 2010

After walking for seventy kilometres, a forty-year-old Indian carpenter suffers a fatal heart attack. The goal of his walk was to borrow money from friends who lived in a different town, in order to pay his micro-credit debts. A report from the Indian government stated that his death was ‘due to pressure put by the micro-finance institutions for repayment’. In 2002, the carpenter had borrowed US$350 from a micro-credit institution in order to build a room in his house. His wife, working in a tobacco factory, had already borrowed US$1,100 from her employers. In 2008, he was persuaded by another micro-credit agent to borrow an additional US$330 in order to cover the previous debts. When he died, the payment of all three loans was more than twenty weeks late. This was not the first nor the last death related to micro-credit debts occurring that year in the state of Andhra Pradesh.10

The scenes I have described – in places as diverse as Europe, the US, Latin America, the Middle East and Asia – are the expression and result of a long process of deconstruction of housing as a social good and its transformation into a commodity and a financial asset, which began in the first decade of the twenty-first century.

The extent and impact of this process go far beyond the financial subprime mortgage crisis that, spreading from the US since 2007, contaminated the international financial system. It is, in fact, the takeover of the housing sector by finance – the structural element of contemporary capitalism. We live under the empire of finance and fictitious capital hegemony, an era of increasing dominance of rent extraction over productive capital.11 The international literature on political economy of housing has termed this process ‘financialisation’, that is, ‘the increasing dominance of financial actors, markets, practices, measurements and narratives, at various scales, resulting in a structural transformation of economies, firms (including financial institutions), states and households’.12

The promotion of the ideology of homeownership,13 already deeply rooted in some societies and more recently introduced in others, has been a central element of the new paradigm of housing. Together with the ‘socialisation of credit’, it supported a double movement: on one hand, the inclusion of middle- and low-income consumers into financial circuits; on the other, the takeover of the housing sector by global finance. This process opened a new frontier for capital accumulation, allowing the free circulation of funds throughout almost all urbanised land.14

Between 1980 and 2010, the value of the world’s financial assets – stocks, debentures, private and government bonds, bank investments – increased by a factor of 16.2, while the world’s GDP increased by less than a factor of five in the same period.15 This pool of super-accumulation resulted not only from the profits earned by large corporations, but also from the emergence of economies such as China. This ‘wall of money’16 increasingly sought new fields of application, transforming whole sectors (such as commodities, education financing and health care) into assets to feed the hunger for new vectors of profitable investment. The imbalance between the size of the available financial capital and the domestic markets from which they originated resulted – mainly from the 1990s – in the search for internationalisation of investments. This environment was responsible for creating a structural scarcity of high-quality collateral. There was a wall of money as if airborne, seeking a ‘spatial fix’ (David Harvey’s concept), a place to land.17

The creation, reform and strengthening of housing financial systems became one of these new fields for surplus investment, both for macroeconomics and domestic finance and for this new flux of international capital. The creation of a subprime mortgage market was one of the main vehicles used to connect domestic systems of housing finance to global markets. However, other non-bank financial instruments, as well as interbank loans, allowed local banks and other intermediaries to increase their leverage, enlarging credit availability.18 The entrance of global surpluses of capital allowed credit to grow beyond internal markets’ sizes and capacities, creating and inflating real-estate bubbles.

The takeover of the housing sector by finance does not represent the mere opening of another field of investment for capital. It is, in fact, a peculiar form of value storage, as it directly relates macroeconomics to individuals and families, and allows, through financing mechanisms, the interconnection of many central actors of the global financial system – such as pension funds, investment banks, shadow banking, credit institutions and public institutions.19

In highly dynamic economies, including some EU countries and the US, homeownership, because of its capacity to feed growth via credit, was also responsible for propelling the rise in household consumption in a context of wage reduction and limited employment growth.20

On the other hand, the public or semi-public nature of housing institutions and financial policies defines this sector as one of high political relevance.21 No setting-up of housing financing systems – regardless of its degree of connection to global finance – can happen without state action. Government intervention is needed not only to regulate finance, but also to build the political hegemony of the notion of home as a commodity and financial asset. Therefore, in every context that I have observed in different nation states, this movement also had significant political effects by creating and consolidating a conservative popular base, in which citizens are replaced by consumers and players in capital markets. It is in this sense that we may affirm, with Fernandez and Aalbers, that ‘This housing-finance elixir acts like a political drug.’22

Finally, we must flag up the huge impact that changes in housing provision formats have over cities’ structures. Through land markets and urban regulation, the new political economy of housing also involved a new political economy of urbanisation, restructuring cities. It is not only a new housing policy, but also a redesign of cities by the expansion of an urban, real-estate/financial complex.23

Thousands of mortgaged lives, the subprime victims of a decade-long credit supply boom; empty neighbourhoods, desolate cities; demonstrators occupying streets and public spaces for months; a hunger strike of proprietors deprived of their promised apartments. Some of the scenes described at the beginning of this chapter took place in the immediate wake of the 2007 US subprime mortgage crisis. After the bubble burst, the crisis quickly spread across the world, at the speed of financial products and with the intensity of the globalisation of markets to which the mortgage market was connected. It is not surprising that the first sector affected by the crisis was housing. Supplied by pension funds, hedge funds, private equities and other ‘fictional products’, housing became a fictional product itself when it was taken over by finance.24

The intensity of this change can be described as a movement that transformed a ‘sleeping beauty’ – the hitherto inert, immobile and illiquid housing from the Bretton Woods period – into a neoliberal ‘fantastic ballet’, in which assets leap from hand to hand through fast and constant transactions.25

That movement led to a change in the paradigm of housing policy in almost every nation on the planet. Formulated in Wall Street and in the City of London, rolled out for the first time by North American and British neoliberal politicians at the end of the 1970s and beginning of the 1980s, the change in the economic role of housing was further powered by the fall of the Berlin Wall and the free market hegemony that followed. Adopted by governments or imposed as a conditionality to access loans by multilateral financial institutions – such as the World Bank and the International Monetary Fund (IMF) – the new paradigm is based mainly on the implementation of policies that create stronger and bigger housing financial markets, drawing in the low- and middle-income consumers previously excluded from them.

At the end of the 1970s and throughout the 1980s, in response to economic and fiscal crises, a series of policies began to dismantle the basic institutional components that sustained the welfare state systems. Among the roots of these crises, especially relevant were the drop of Fordist sectors’ profitability, the intensification of international competition, the exacerbation of deindustrialisation and mass unemployment, and the suspension of the Bretton Woods monetary system. The set of policies adopted by states after the crisis of Fordist development was generically named ‘neoliberalism’.26

Despite being a general tendency, neoliberal restructuring strategies are applied to specific institutional configurations, particular socio-political power constellations, and pre-existing spatial configurations. In other words, since neoliberalism is an eminently unequal process, any perspective that ignores each country’s political and economic context has little explanatory strength.

The importance of contexts becomes clear when we examine the reforms of housing systems in different countries in that period. In general terms, there is a move to dismantle social and public housing policies, destabilise security of tenure – including rental arrangements – and convert the home into a financial asset. However, this process is path-dependent: the institutional scenarios inherited by each country are fundamental for the construction of the emergent neoliberal strategies. Neoliberal policies must be understood as an amalgam between these two moments: it is a process of partial destruction of what exists and of trend creation of new structures.

In countries such as Britain or the Netherlands, with their strong welfare state systems, the new watchword was privatisation – or even destruction – of public housing stocks, and drastic reduction of public funding for social housing. Instead, the creation of a mortgage-based financial system was stimulated in order to encourage the purchase of homes in the private market. Moreover, subsidies began to be redirected towards supply rather than demand.

This budget reduction and the demolition of public housing units also occurred in the US. However, there are significant differences. Firstly, the idea of a welfare state system was never fully implanted there. Moreover, the support for homeownership based on mortgage credit certificates has been the guiding principle of US housing policy since the 1930s. Throughout the 1980s, the building of public housing units by the state was gradually replaced by a policy of mass stimulation of home purchase via subprime credit. Everywhere, the presence of these credit certificates and the deregulation of the rental market were designed to dismantle existing options of access to housing, and stimulate home-purchase as the only pathway to a roof over one’s head. Spain is one of the paradigmatic examples of this route.

Twenty years ago, an influential World Bank report – Housing: Enabling Markets to Work – summarised this new line of thought on housing policy.27 This document contains not only arguments about how important the housing sector would be to the economy, but also directives to governments on how best to formulate their policies. Since the 1990s, housing financing grew radically in developed economies. In the US, UK, Denmark, Australia and Japan, for example, residential mortgage markets represent between 50 and 100 per cent of GDP.28

According to another World Bank document, intended to promote mortgage markets in emergent economies, other countries have also seen an increase in housing financialisation, although at a slower pace. Residential mortgage markets in South Korea, South Africa, Malaysia, Chile, and the Baltic countries accounted for 20 to 35 per cent of their GDPs. More recently, this phenomenon arrived in other countries (China, Thailand, Mexico, the majority of EU new members, Morocco, Jordan, Brazil, Turkey, Peru, Kazakhstan and Ukraine), where residential mortgage markets represent between 6 and 17 per cent of GDP. According to the World Bank, this ‘progress’ can also be observed in some less developed countries such as Indonesia, Egypt, Pakistan, Senegal, Uganda, Mali, Mongolia and Bangladesh, ‘but not on a large-enough scale to address some of the chronic housing issues they face’.29

From the old Central Asian and Eastern European Soviet Bloc all the way to Latin America, and from Africa to Asia, the takeover of the housing sector by finance has been a massive and hegemonic tendency. So much so, that a World Bank publication crowed – one decade after the launch of the housing private market manifesto referred to previously – that ‘the genie is out of the bottle.’30

The mercantilisation of housing – as well as the increased use of housing as an asset integrated into a globalised financial market – deeply undermined the right to adequate housing around the world. The belief that markets could regulate the allocation of housing, combined with the development of experimental and ‘creative’ financial products, led to the abandonment of public policies that regarded housing as part of the social commons. In the new political economy, centred around housing as a means of access to wealth, the home becomes a fixed capital asset whose value resides in its expectation of generating more value in the future, depending on the oscillations of the (always assumed) rise of real-estate prices.31

Like other social spheres, housing was affected by the dismantlement of basic welfare institutions and by the mobilisation of a series of policies aiming to expand market discipline, competition and commodification.32 These new ideas confronted the welfare systems and economic-political coalitions around housing that had previously existed in each country.

In former socialist countries, in the US and in many European countries, the privatisation of public housing and drastic cuts in state investment in social housing were combined with reductions in welfare programs and rental subsidies. These measures were accompanied by the deregulation of financial markets and by a new urban strategy, allowing domestic capital mobilisation and international capital recycling. The new tendencies had a smaller impact in less developed countries, where welfare housing systems had never existed, or were small and marginal compared to the housing needs. The global imposition of neoliberalism has been highly unequal – both socially and geographically – and its institutional forms and socio-political consequences vary significantly around the world. In each context, much depends on specific interactions between inherited regulatory landscapes and emerging market-oriented restructuration projects.33

By considering the World Bank’s first document as a starting point and the 2007 subprime mortgage crisis as the first large international trigger, this first chapter of the book has mapped some of the key elements of the neoliberal perspective on housing and its impact on the right to housing in different contexts.34

Through observing different countries’ housing trajectories during my mandate as the UN special rapporteur on adequate housing, I detected three forms that the process of financialisation of housing can assume, which differ from each other not only in their origin, but also in the kind of impact they have on economies, cities and people’s lives. They are: mortgage-based systems; systems based on the association of financial credit with direct governmental subsidies linked to the purchase of market-produced units; and micro-finance schemes.

As with every generalisation, these are for the most part models abstracted from the specificity of concrete situations, and not a rigorous classification. However, they allow us to understand the patterns of financialisation governing the takeover of the housing sector – in all its diversity – by the financial sector.35

In the US and the majority of European countries – which had previous experience of public housing provision, and enjoyed significant economic development in the Fordist period – the development of a residential mortgage financial market was the main mechanism for the promotion of homeownership. It increasingly replaced rental systems – however regulated, provisioned or subsidised by the state – as the dominant form. It is these countries’ experience that I will analyse in the next pages.
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The Mortgage System

In the late nineteenth and early twentieth centuries, when the extreme poverty of the majority of the urban population began to be revealed by social reformers in Europe and North America, governments began to provide housing assistance to people and families, as well as directly supplying homes.1

Public housing provision gained prominence and intensity at the beginning of the twentieth century and, in some countries, between the first and second world wars. However, it was after WWII – particularly during the 1950s and 1960s – that public housing provision became one of the structural pillars of Europe’s social welfare policy, a redistributive pact between capital and labour that sustained decades of growth.2

Nevertheless, if we consider all European countries, few could boast, at any given moment of their history, a stock of social housing that was significant in relation to the total amount of existing homes. We may classify the European countries into three large groups in terms of social housing provision.

The first group is composed of countries whose public or semi-public social housing production has historically been non-existent, or where housing auto-construction or auto-promotion prevailed. This group includes Greece, Portugal and Spain, among others. The second group is formed, among others, by Belgium, Germany, Ireland and Italy. In these countries, social housing has never been significant in terms of its participation in the general composition of households. And the third group is composed of countries whose social housing stock has been – and still is – significant. Countries such as Austria, Czech Republic, Denmark, Finland, France, Holland, Poland, Sweden and the United Kingdom are part of this group. Together they concentrate almost 80 per cent of Europe’s social housing stock today.3 Public or semi-public housing projects, generally intended for rental, are defined differently within the strategies of each country. Variations depend on forms of financing; the nature of promoters and ‘owners’; the definition of demand; and forms of administration.

In some countries, especially in Germany, the inexistence of a significant public stock of social housing does not mean that housing is absent from their welfare policies. Both the regulation of private rental and the direct aid provided to lower-income families for rent payment can be considered forms of state intervention in housing, with the aim to universalise social rights. Still today, Germany and Switzerland are two of the European countries where rented homes – promoted by a highly regulated private sector – are the predominant form of tenure.4

Countries which built large stocks of public housing experienced a peak in construction between the late 1960s and the early 1970s. At that point, the consensus and the political-economic macro-conditions from which the policy originated began to fade. The 1970s economic-financial crisis caused the longest international recession since the 1930s. From that moment on, a transformation of the government’s role was mooted in both theoretical and practical terms: from housing providers they became ‘facilitators’, whose mission was to make way for and support the expansion of private markets. The above-mentioned 1993 World Bank document summarises this thinking: ‘Governments should be encouraged to adopt policies that enable housing markets to work … and [to] avoid distorting [them]’.5 Their role was henceforth to create the conditions, institutions and regulatory models that would promote housing financial systems capable of enabling home purchase.6

In some countries, this happened through the sale of the public social housing stock to their residents – boosting homeownership and reducing state expenditure.7 This privatisation process was further encouraged by the stigmatisation and residualisation of social housing, which started to be identified with poverty and marginality.8 In Europe and North America, the privatisation of public housing stocks occurred in various forms: the sale of units to long-term tenants through Right to Buy in the UK;9 the transfer of properties to not-for-profit organisations in the Netherlands;10 and in some cases, the transfer of properties to for-profit companies, as in the US. In various countries, such as Spain, the ‘advantages’ of the creation of a home-purchase market also included the reform of rental legislation, reducing protection and increasing insecurity of tenure for tenants. In almost every country – mainly via tax exemptions and subsidised interest – housing commodification was promoted through the adoption of incentives to purchase.

Throughout the 1990s, the majority of former socialist and communist countries also embarked on large-scale public housing privatisation projects, through right-to-buy programmes. In some places, this policy resulted in the near eradication of public housing stocks. In various former communist countries, private homes now represent the great bulk of the housing stock – 96 per cent in Estonia, 77 per cent in Slovenia and more than 80 per cent in China, for example.11

Even where the privatisation of public stocks was not drastic, the ideological transferral of the responsibility for housing provision to private markets was hegemonic. The paradigm of ‘homeownership’ became virtually the only housing policy model. This process eclipsed other well-established forms of tenure, such as (public and private) rental and forms of cooperative and collective properties.12

As a result, the rates of homeownership have grown continuously:13 in the mid-2000s, they reached more than 50 per cent in all member states of the Organisation for Economic Cooperation and Development (OECD), except Germany and Switzerland. Spain and Ireland led the ranking with 83.2 per cent and 81.4 per cent, respectively.14

The increase of private housing property and its mobilisation as a form of wealth coincided with the ageing of populations and with the huge pressure that this represented for public retirement systems. One of the responses to this pressure was the migration of retirement systems from public funds to individuals and families. Homeownership performed a fundamental role in this migration as it became an asset-based welfare.15

The use of homeownership as wealth stock, its valorisation over time and possible monetisation worked, in practical terms, as potential substitutes for public pension and retirement systems. The basic difference in relation to the previous system is that the risks, too, migrate from collective institutions – and, ultimately, from the state – to individuals and families.16 This change also transformed housing – in the words of American economist Nouriel Roubini – into a sort of ATM machine. The new system makes housing capable of functioning as security for loans. It is intended to fund consumption in a period (from the 1980s on) of decline of the participation of wages in total global wealth. Across the world, this percentage declined from 63 per cent in the 1980s to 54 per cent in 2011.17

In order for privately owned homes to perform this role, the continuous rise of real-estate prices was a necessary condition. While this rise lasted, it made economic growth viable despite a significant wage drop – especially in countries such as the US, UK and Spain. It was a type of ‘privatised Keynesianism’.18

This process occurs simultaneously with the globalisation of finance, creating an international capital market with large freedom of movement, as previously existing barriers to the free circulation of financial capital have been knocked down. Thus, capital surplus – converted into financial capital – was able to penetrate both the promotion of residential real estate and the financing of its consumption. These elements contributed to comprehensively inflate real-estate market prices. As an example, between 1997 and 2004, the average cost of home purchase rose by 149 per cent in Spain, 139 per cent in the UK, 187 per cent in Ireland, 112 per cent in Australia and 65 per cent in the US.19 The increase in real-estate prices yielded more wealth for proprietors. Nevertheless, it is, in fact, a wealth-disguised debt, as a significant part of this stock corresponds only to the mortgage debts of property-owning families. In some countries, such as the UK, Spain, South Korea, the US and Canada, this participation is superior to government debt.

Through the finance of private home purchase, global capital market expansion was based on private indebtedness, establishing an intimate link between individuals’ biological lives and the global process of income extraction and speculation. Therefore, the channelling of capital surplus flows into residential property also has a lived dimension: mortgaged lives, namely the generation of men and women in debt – a new subjectivity produced by the disciplinary mechanisms that subject life itself to debt servicing.20 This became evident when the real-estate bubble burst, and all risk and onus fell on those who had borrowed. It was they who, having exposed their lives to the risky oscillations of fictitious commodities’ speculative game, suffered the real consequences of the crisis: they were turned into indebted, often homeless people overnight.

It is important to note that it would not have been possible to expand the mortgage market on this enormous scale had other housing access options not been blocked or rolled back to a residual level. The crisis of access to housing that followed the bubble was aggravated by the erosion, abandonment or liberalisation of non-mercantile mechanisms for the allocation of housing resources. Even countries with a long tradition of social rental housing redesigned their systems in favour of homeownership, ‘free markets’ and competition. A significant reduction in construction of adequate public housing for the poorest and most vulnerable occurred alongside the reduction of national budgets and public funds for social housing. In the US, for example, the Department of Housing and Urban Development (HUD) budget was reduced from $83 billion in 1978 to $18 billion in 1983. Between 1996 and 2001, the budget earmarked for public housing construction was nil.21 The steady reduction of the housing supply resulted in long waiting lists, while lack of maintenance led to the deterioration of the existing public stock and, consequently, to a large number of people living in squalid conditions.22

Even in former USSR countries – which, following mass privatisation of the housing stock, did not experience housing scarcity in the short term – low-income families soon faced a huge problem in terms of access to housing.23 The decrease of state investment in social housing, alongside the rising focus on homeownership – shrinking the private rental market24 – made access to housing finance vital for low-income families. They were left with no option but to sign up to credit schemes – where and when such credit was available, and under conditions established by the real-estate and financial markets.25

The role of states went beyond that of a mere ‘facilitator’. States actively deconstructed housing and urban policies and deregulated monetary and financial markets – a destruction of the previous order. At the same time, they actively promoted the new alternatives. The above-mentioned trajectory can be better understood by observing concrete national experiences. It is no coincidence that I will start with the UK and the US, the two epicentres of this theoretical and practical model.

Pioneers: The United Kingdom

Access to adequate housing for all has marked the history of UK public policy. Over many generations, Britain forged the notion that a dignified life should include access to fair and decent housing, irrespective of personal wealth or any other status. This notion was translated into a combination of land, housing and territorial planning policies designed to provide adequate housing and to deal with the existing housing stock’s deficiencies. Moreover, housing benefits were included in the British welfare system.

The first housing policies were established in the UK at the end of the nineteenth century. Later, in 1909, the first national Housing and Planning Act introduced public subsidies for the construction of residential units and granted local authorities the power to define development plans, which included housing needs. During and after World War I, housing policies remained at the top of the public agenda. The 1915 Glasgow strikes against high rents led to the government’s first recognition of affordability in housing, which entailed the creation of laws restricting the rise of rental prices, while the 1918 Tudor Walters Report set the standard for social housing construction. During the interwar period, around 4 million social housing units were built.26

After World War II, houses were built to remedy bomb damage and the precarious housing conditions previously existent. At that time, there was a consensus around public investment in adequate housing and the allocation of public lands for this purpose. Another measure in that direction was the 1947 Town and Country Planning Act, that demanded the formulation of local development plans by every UK council. These plans were to allocate land for residential use and define each municipality’s requirements for infrastructure, transportation and access to employment.

The same Act also determined the nature of private entrepreneurs’ participation in the provision of public land and infrastructure, through instruments such as betterment and planning gains.27 Over time, this law has been amended many times. In 1990, specific planning obligations were introduced, commonly known as Section 106 agreements and planning gains. Since then, these agreements have contributed to the provision of accessible housing in the UK in two ways: firstly, with proportions of new development projects being allocated for social housing; secondly, with road infrastructure and/or public equipment being built with private contribution.28

Housing also became one of the pillars of the welfare state after WWII. In 1942, a report from the Inter-Departmental Committee on Social Insurance and Allied Services proposed a series of measures to deal with extreme poverty. It argued that it was the state’s duty to provide adequate housing to widows and sick, unemployed or retired people. This report was the blueprint for the National Assistance Act 1948, establishing the base for the British social security network, which included aid for adequate housing. Local authorities were instructed to house those who could not house themselves. More than one million new homes, half of which were council houses, were constructed within five years after WWII. This rhythm was sustained during the following two decades, with peaks of more than 300,000 units per year in the early 1950s and late 1960s.29 Even in times of economic constraint, expanding the social housing stock was a priority.

Between the mid-1940s and late 1970s, council housing was the main housing provision for middle- and low-income working-class households. In some regions, council estates worked as a social equaliser, guaranteeing income-diverse neighbourhoods, even in ‘high value’ central urban areas. This was possible thanks to the use of public land for the provision of social housing, especially in the post-war period. On the other hand, large council estates were constructed in peripheral zones and not all public facilities were of a high quality.

By the end of the 1970s and beginning of the 1980s, with Margaret Thatcher’s reforms, there was a considerable change of paradigm. Policies and institutions were created in order to deregulate housing finance systems, privatise council housing and reduce public expenditures – except those related to fiscal benefits and other forms of subsidy for homeownership.30 The Housing Act passed in 1980, aiming ‘to provide security of tenure’, introduced ‘Right to Buy’ as a central element of this new approach.31 Essentially, the Right to Buy system gave to long-standing tenants the opportunity to buy their council house at a large discount – between 33 per cent and 55 per cent of their market price – based on various criteria, such as length of occupation and sum of rents already paid. Around 2 million social housing units were sold between 1980 and 2013 – most of them in the 1980s. Of those, 1.8 million were council housing units.32 With sales exceeding new construction, social housing participation fell to 17.3 per cent of the total housing stock between 1987 and 1998.33

The Right to Buy system, with its attractive discounts, was a major factor in the creation of a new political base for the Conservative Party, capturing a sizeable part of the Labour Party’s traditional base. Local authorities, for their part, lost a proportion of their housing stocks while becoming hard-pressed to maintain the remaining units, as subsidies and transfers from the central government were drastically reduced. At the time, local authorities received half of the total revenues from the sales; however, rigid capital control was imposed, making it practically impossible to replace the units that had been sold.

What remained of the public housing stock was transferred either to housing associations or to social landlords, who became providers of below-market-rate housing. Since the mid-1970s, cooperatives, not-for-profit organisations, philanthropic associations and other social landlords – but not local authorities – have received government aid to cover the portion of capital costs of their housing activities that were not covered by rent payments. Until the end of the 1980s, such aid would generally reimburse 80 per cent (and often reach 100 per cent) of the building costs of new housing units.34 This rate – as we will see – has deteriorated throughout the 1990s and more so in the 2000s.

While UK public housing stock was privatised, housing credit was promoted via systems such as the Mortgage Interest Relief at Source (MIRAS), which ran from 1969 to 2000. MIRAS offered fiscal incentives corresponding to the payment of mortgage interest, which alleviated the impact of the instalments for new buyers.35 Credit for home purchase became the main housing policy tool, progressively connecting housing to finance. Behind this policy lay the assumption that the residential private market would guarantee access to adequate housing for everyone, so long as a juridical and institutional support system was put in place. Homeownership was highly subsidised by the state, both through right-to-buy discounts and MIRAS.

Homeownership and housing financialisation shaped the role of housing in the UK, transforming it from a social good into a financial asset.36 An ‘asset-based welfare’ has put down roots since the 1990s, acting as an incentive to keep prices high. At the base of this policy is the notion that the welfare state has changed: before, it was a system centred on state provision of welfare; gradually, it became a system in which individuals would take more responsibility for their own social well-being and security, as consumers of financial assets that would provide income in old age.37 In this context, homeowners rely on the valorisation of their homes and support the policies that promote it.

Consequently, the structural composition of housing tenure forms has changed. In 1971, owner-occupiers represented 52 per cent of England’s housing stock; in 2007, this rate was close to 70 per cent.38 Social rental housing corresponded to around 30 per cent of the housing stock in 1970; in 2007, it was less than 18 per cent. The private rental sector has been steadily growing since 2000.39 Similar changes occurred in Scotland: in 1981, less than 40 per cent of the housing stock was in the hands of owner-occupants. In the mid-2000s, this rate had risen to 62 per cent.40

Nevertheless, the long-term rise in price and the short-term volatility – alongside the drop in salaries and the rise in unemployment – reduced the economic viability for middle- and low-income households of purchasing residential real estate. Some borrowers became exposed to increasing risks. From 1997 to 2012, the average price of real estate in England rose by 200 per cent, while the average full-time salary rose only by 54 per cent.41 It is possible to say that today there is a housing crisis in the UK in terms of availability, economic viability and access to adequate housing – particularly in regions such as Greater London and eastern England.

The gap between supply and demand must not be underestimated. In 2012, for an estimated demand of 250,000 housing units in England,42 only around 115,0000 units were built – 89,000 of which, by private entrepreneurs.43 Many years of underproduction44 and low availability of urbanised land for housing are cited by the government as justification for this situation.

However, these overall figures mask a worsening inequality. In reality, highly priced homes abound, while social housing is desperately scarce. The waiting lists for renting a public unit are growing, as is the homeless population. The private rental sector has swelled to the point of becoming the only option for many people, despite its conditions of extreme insecurity of tenure – such as six-month contracts. Moreover, there has been a deterioration of housing conditions amid the pressures of overcrowding. In April 2012, faced with a waiting list that had grown by 81 per cent since 1997,45 English authorities realised that it would be necessary to resort to units previously destined for private rental – particularly to provide emergency accommodation. However, 1.4 million units – 35 per cent of the private rental sector – do not comply with the Decent Homes Standard.46

The problem lies in the priorities that were established for the allocation of resources. In 1975, around 80 per cent of public investment in housing was channelled through direct grants to local governments to build new council housing or to maintain their existing stock. In 2000, however, the bulk of public expenditure on housing was directed towards housing benefits, or rental subsidies for those who could not afford it. More recently, a significant proportion of this amount has been going to private landlords.47 In addition, housing stocks are no longer seen as public resources that should be preserved for several generations. The Barker Review of Housing Supply, commissioned by the British government in 2004, warned of the negative impacts of residential market volatility, in which elevated prices tend to favour older generations over younger: ‘The wealth gap between home owners and others is widening.’48 Today, one in every five households in the UK cannot afford their housing costs and require government support.

There are more than 1.8 million families registered for social housing and more than 650,000 living in overcrowded conditions, while the cost of private rent rose by 37 per cent in the last five years.49 The Barker Review highlighted the necessity of resuming the provision of social housing. Nonetheless, the directive that was in fact incorporated into housing policy was that of promoting the construction of 120,000 houses or flats per year – regardless of who would live in them. This measure aimed to reduce the average increase of real prices that had been observed within the market over the previous thirty years. The attempt was to reduce it from 2.4 per cent to 1.1 per cent per year, in line with the average of other European countries.50

The 2007 financial mortgage crisis had its peculiarities in the UK. Although residential real-estate prices had dropped in some areas – as an immediate result of the crisis – they had already recovered by 2010. The main effect of the crisis in the UK was a decrease in the number of transactions, loans and constructions. According to Mary Robertson,

the housing crisis in the UK has taken the form of a crisis of supply and affordability: as tighter credit conditions have reduced the pool of those able to access mortgages, fewer people have been able to afford a suitable property to purchase.51

A combination of measures taken by the government, the Bank of England and mortgage creditors restricted the number of foreclosures during the financial crisis. These measures included: Support for Mortgage Interest, a regime of capitalisation for mortgage bailouts that was aimed at helping homeowners to stay in their homes as tenants, instead of being evicted; low basic bank fees; increased transparency about loan modifications; greater tolerance of arrears; and the Funding for Lending Scheme, to support the renegotiation of debtors with private institutions. However, some of these measures are temporary. Northern Ireland – and especially Belfast – witnessed the largest number of mortgage defaults and bank foreclosures, partly because of a more difficult economic situation, with greater unemployment levels.52 The private rental sector has been continuously growing: between 1981 and 2012, the number of households in this sector doubled – from 1.9 to 3.8 million.53 Families of differing compositions are renting in the private sector, including a growing number of families with children and young people. The general rule is fragile security of tenure, with contracts typically lasting for twelve months – but also including cases of six-month contracts – and subsequent eviction of tenants if they cannot afford rent hikes. Today, 26 per cent of the homeless population are of no fixed abode because of evictions due to defaulting on private rents.

Private rental sector regulation varies in the UK. In England, the government believes that regulation could lead to disinvestment by landlords, reducing the supply of houses for rent. There is a range of regulations for landlords – safety rules related to gas installations and fire prevention, for example – but they are difficult to enforce, as tenants fear retaliatory evictions if they complain.54

For many, private rental is the only option. However, in addition to insecurity of tenure, discrimination against specific groups – particularly migrants – aggravates the rental market situation.55 These problems are more serious in areas of high demand, such as London.56

In England, the planning system has also undergone reforms that, according to the government, purported to remove obstacles that discourage or paralyse urban development, such as excessive environmental controls. These reforms included a new National Planning Policy Framework in 2012, amendments to its Section 106 in 2013, and measures introduced by the Localism Act 2011.57 These measures were intended to eliminate the regional strategies demanded since 2004, seen as a centralised, bureaucratic and anti-democratic approach to development. Their goal was also to transfer power to the central government and local communities. Local planning authorities are now encouraged to draw up a local pro-growth plan. They are also expected to propose a supply of residential land plots for the next five years and speedily grant planning permissions, in the absence of significant negative impacts.

It is possible to view these measures as aiming to expand the availability of land for residential real estate. Nevertheless, easier access to licences – if not followed by any type of sanction for the speculative retention of land – can, instead, lead to more land financialisation. This practice stimulates entrepreneurs to apply for licences and then use the licensed land as collateral, without building on it in the short term.58

Other initiatives, too, sought to boost the housing market. One of them was the release of public lands, based on the estimate that around 40 per cent of the locations suitable for urban development are public-sector-owned.59 The land marked for release will be sold for the highest bid to private entrepreneurs, who will build residential units. Once the land is released, local planning authorities will negotiate the type of residence that should be built. There is no conditionality or priority towards social or even ‘affordable’ housing.

A package of economic measures was launched through governmental incentives to stimulate the residential market and the economy. In order to help people access mortgage finance, the UK government introduced three schemes – the New Buy Guarantee, liquid asset loans and the Help to Buy program – which introduced mortgage guarantees for all UK borrowers.60 In the absence of any finance ceiling and conditionality, these measures are liable to feed the real-estate bubble, undermining the government’s goal of expanding access to housing, especially for those on lower incomes.

The Right to Buy programmes (for council housing, housing associations and social landlords) are still in force, allowing the sale of social housing units to their tenants. In England, since 2012, discounts for the purchase of council housing can reach up to £75,000 pounds. Since 2013 in London, they can reach up to £100,000.

In July 2013, the Scottish government announced its intention to cancel the Right to Buy programme for new social housing tenants as of 2017, as part of its new Housing Act of 2014. In November 2013, when approving the new Act, Scottish ministers argued that

while the RTB [Right to Buy] has provided new options for households over the last thirty years, the costs of this policy will now fall on future generations. The transfer of hundreds of thousands of properties out of the social housing sector has decreased our social housing stock, and placed increasing pressures on councils and housing associations. It has also had a profound and detrimental effect on some communities, with less desirable areas now even more marginalised. At the same time, many of those who exercised their right to buy have struggled to meet the costs of home ownership.61

Parallel to these measures, England cut social housing finance by two-thirds. Housing associations must fight the cuts to subsidies by searching for financial resources in capital markets. In order to pay the interest, social landlords will have to raise rent for new tenants. They are now authorised to raise rents up to 80 per cent of market rates. Although the government considers this an incentive for landlords to invest in housing, the approach can potentially create new problems, including the reduction of affordability. Moreover, some measures impact the security of tenure for new social tenants (or existing ones who move house) in England: instead of perpetual rental – previously the rule for public rental stock – social landlords can now offer contracts for as little as two years.

The 2012 Welfare Reform Law, adopted by Westminster as part of their fiscal austerity program, contains measures that directly infringe the right to adequate housing. These reforms occur in a context already marked by: lack of social housing for low- and middle-income sectors; increasing numbers of homeless people; rising unemployment; and salary squeeze. According to a 2013 Oxfam forecast, total UK public expenditure would face a cut of 11.5 per cent between 2010 and 2014. Public sector salaries had been frozen, and between 2010 and 2018, 1.1 million public jobs would be eliminated – two-thirds of which are today held by women. The estimate is that real wages fell 3.2 per cent, reaching the level of 2003, representing a lost decade for the average worker.62 It is even more concerning that in 2012, around 13 million people lived in poverty in the UK; of those, more than half (6.7 million) were members of working families.63

One of the cuts to housing benefits applied by this law was the ‘end of the spare room subsidy’, which came into force in April 2013. It is also known as the ‘under-occupancy penalty’ and, popularly, as the ‘bedroom tax’. This measure reduces the housing benefits received by social housing tenants of economically active age, based on the number of bedrooms in the home and on family composition. According to the new regulation, a social housing tenant has the right to occupy a house or flat containing one bedroom for each couple or single adult. It is expected that a child will share a bedroom with another child of the same sex until the age of sixteen, and regardless of their sex until the age of ten. Additional considerations come into play for individuals with special needs, people who require external carers during the night, or in cases of provisional child carers (a service provided by the state).64

For a family who have one bedroom above the limit, housing benefit can be reduced by 14 per cent. For two or more extra bedrooms, the reduction can reach 25 per cent. In Scotland, the government estimated that this reform would cost, on average, £50 more per month for the 82,000 potentially affected families. Eighty per cent of these households include an adult with special needs and 15,500 of them are families with children.65 For this reason, the Scottish Parliament decided not to apply the bedroom tax and to bear the onus before the British Treasury.

Alongside the austerity argument, the government justifies the reduction of housing benefits as a ‘fairness’ measure. Firstly, it is aimed at reducing the current imbalance between overcrowding and under-occupancy. Secondly, it would introduce parity with tenants from the private rental sector, whose housing benefits are proportional to the number of bedrooms in the unit. Since the beginning of the implementation of the measure, the National Housing Federation (NHF) has expressed concern. The shortage of smaller houses and flats in existing housing estates reduces the options for tenants seeking to move so as to avoid benefit cuts.66

Some reports have already shown a rise in rent arrears since April 2013, as people struggle to remain in the homes where they have spent much of their lives.67 Although the new policy does not oblige them to move out, most will obviously have no alternative, as many are workers with no savings. Faced with impossible choices between paying for either food, heating or rent, and with the imminence of expulsion from an entire socio-affective network, many people are driven to despair.

In addition to the bedroom tax, other austerity measures directly hit the poorest. Among these were the elimination of benefits to support payment of council tax (municipal tax paid by individuals, not proprietors alone) and the reduction of the Local Housing Allowance (LHA) – monetary aid for the payment of rents in the private sector. These cuts coincided neatly with a rise in rental costs: between May 2005 and May 2013, private rents rose by 8.4 per cent in England. The biggest increases were in London (11 per cent) and in East England (8.3 per cent) and the smallest ones in the East Midlands (5.3 per cent).68

Specific groups are particularly affected by the cumulative impact of these various policies and reforms. Among them, we can highlight lower-income sectors, people with special needs and the young. A research paper from Liverpool shows that pressures of living costs and cuts in social benefits lead low-income households to increase the use of payday loans (short-term loans with high interest rates) to cover essential expenses such as rent and energy.69 Even a relatively slight change to their income, or a delay in benefits payments, quickly compounds poorer people’s fragility, given their narrow margins of financial survival.

Poverty also contributes to rent arrears and occasionally, when these build up, to evictions. According to NHF, more than 14,000 households started to fall behind with their rent in Merseyside (one of England’s poorest regions) a mere four weeks after the bedroom tax came into force. There are not enough smaller social housing units, or reasonably priced alternatives in the private sector. As a result many people hang on in their ‘under-occupied’ homes, forced to manage on less at a time of rising living costs and public service prices.70

According to research carried out in 2012 by the National Housing Federation in eastern England, the number of homeless people in the region grew by 44 per cent in only two years. NFH cites the scarcity of housing and the rise of residential real-estate prices and rents as contributing factors. Young families are the most affected group. In 2010, the average price of housing was around £195,000, almost 7.5 times bigger than the regional average income.71

For people with special needs or chronic diseases, adequate housing means living in homes adapted to their specific needs, close to health facilities that are part of their daily routine, as well as to friends and relatives and the community at large. This is essential for them to live an independent and dignified life. Too often, the scarcity of adapted and economically accessible housing alongside other changes in the social welfare system has left people with special needs ‘between a rock and a hard place’: they must choose between further limiting their living conditions or delaying rent payments and risking eviction.

Young people face more barriers than ever in terms of access to housing, due to their low income, high unemployment or underemployment rates within this age group and greater difficulty in obtaining a mortgage. This is a generation whose parents had far greater access to homeownership, mainly through subsidised privatisation of the public housing stock and tax exemptions.

It is important to emphasise that the British process of constituting a generation of homeowners corresponded to a political-ideological dismantlement of the welfare system, with a wide base of social support. Deliberately marginalised and residualised, social housing became – both in the political-social imaginary and in practical terms – the place of the weak, those depending on social handouts, incapable of managing financial assets. Social housing thus became stigmatised. It is not a coincidence that recent austerity measures target social tenants and welfare recipients above all. Nevertheless, the current housing crisis in the UK is a victim of the success of the strategy that has been implemented over decades: real-estate prices cannot drop, because this would mean eroding the political-social base and their asset-based welfare. Public social housing cannot be promoted, because this would symbolise regression to a state of dependency. Therefore, British people – especially the youngest and poorest – simply have nowhere to live.

The British experience epitomises the political, ideological and economic dismantling of social housing and its takeover by the sphere of finance. It also shows how this shift led to the reduction of the right to housing for the poorest and most vulnerable, and to the regression of housing conditions for current generations. Comprehension of the North American trajectory, which I will present next, is fundamental to understand the – theoretical and practical – origin of one of the most powerful models of housing financialisation: the mortgage.

Pioneers: The United States

In the US, modern housing policy began during the Great Depression, when the National Housing Act of 1934 created the Federal Housing Administration (FHA) to register and insure mortgages and to provide security for creditors in cases of default. The US government also created the Federal National Mortgage Association (better known as Fannie Mae) to buy mortgages from creditors, increasing their liquidity and thus allowing them to offer further loans to buyers.

These measures came in response to the first large-scale financial-mortgage crisis, which occurred after 1929 in the US. The Federal Reserve Act, in 1913, permitted commercial banks to offer loans for real-estate purchase, generating a mortgage market. The bubble’s burst led to more than 250,000 residential foreclosures per year in the worst years of the Great Depression.72

Another measure adopted after the 1929 crisis was the Housing Act of 1937 (Wagner-Steagall Act), which introduced federal intervention on social housing, authorising the government to fund, construct and become the landlord of rental units for the lower-income population. In a context of deep recession, this measure was justified as a way to improve conditions in urban ‘slums’ – areas of tenement housing – and to create jobs in the construction sector.73

The 1934 and 1937 Housing Acts inaugurated a dual housing system: on the one hand, the construction of public rental housing projects, with direct aid for low-income families. On the other, subsidised credit – mainly via tax exemptions – to promote homeownership among middle-class families. This dual housing policy was also responsible for creating a new urban landscape: the housing projects were largely located in inner-city areas, while the majority of the private houses built via FHA credit were concentrated in exclusively residential suburbs with low population densities.

Under the new 1937 legislation, FHA built, in 260 localities, more than 170,000 units – principally in apartment towers organised into superblocks. Eighty-nine per cent of them were built in areas already dominated by tenements and other forms of low-income habitat, which were demolished to make way for the new buildings.74

In the 1940s and 1950s, residents of housing projects were essentially the working poor who could pay rent. However, this demographic changed from the 1960s on, with the large migration movement from the Southern states and the suburbanisation of a new generation of white workers. Originally, racial minorities represented between 26 and 39 per cent of public housing tenants, but this rate exceeded 60 per cent in 1978.75 At the same time, between 1950 and 1970 tenants’ average income fell from 64 to 37 per cent of the national average.76

Between the 1960s and 1970s, under the pressure of the civil rights movement, a second batch of housing projects was constructed, this time more clearly identified as a welfare scheme – or as a solution for those in need.77 The majority of the new residents were black and/or poor:78 the projects became ethnically, geographically and socially defined.

The purchase of private homes by the (predominantly white) middle class was vigorously supported by federal funding: more than half of the suburban houses built in the US during the 1950s and 1960s were funded by the government. This increased the proportion of homeowners from 30 per cent in 1930 to more than 60 per cent in the 1960s.

The social and ethnic geography of suburbs and inner cities was largely due to discriminatory practices by the banks. The Homeowners Loan Corporation, a company created to refinance mortgages and rescue debtors in the 1930s, developed a broad system of credit-acquirement evaluation, incorporating the culture and practice of real-estate agents. According to this system, areas to which it was possible and desirable to loan money were classified as green or yellow; by contrast, areas with a concentration of vulnerable populations were ‘redlined’, or marked in red, considered excessively risky for the banks.79 Most loans were therefore not accessible to black people, and entire neighbourhoods occupied by African Americans and groups of impoverished migrants saw no new residential real estate projects for decades. White people received 98 per cent of federal-approved loans between 1934 and 1968, when redlining became forbidden by the Fair Housing Act.

The public housing stock numbered 1.4 million units at the end of the 1970s. The programme had been implemented by the federal government in order to provide decent and safe rentals to low-income families, elderly people and individuals with special needs. However, the model of housing projects came under scrutiny as they were increasingly stigmatised as sites of extreme poverty, crime and social marginalisation. The perception of a decline in quality of public housing came both from the buildings’ physical deterioration – due to their age and lack of maintenance – and from official inaction around the wider issue of racial and economic segregation in some cities.80

The Housing and Community Act of 1974 decreed the end of federal funding for the construction of public housing projects. It also introduced the Housing Choice Voucher Program (commonly known as Section 8), granting subsidies to private-sector tenants and to real-estate developers who agreed to reserve some of their units for rent-controlled contracts. In the first case, tenants can choose a housing unit owned by a private landlord who accepts the vouchers. Tenants pay part of the rent – based on their income and generally corresponding to no more than 30 per cent of their total household income – and the rest is covered by federal resources. The Section 8 programme marked an important change in public housing policy, as it moved funds from public housing authorities – historically in charge of building and managing housing projects – to the private sector. The justification for its creation was

to avoid concentrations of low-income people … However, it faced resistance from tenants and buildings in middle-income neighbourhoods and in some cities ‘the concentration of [Section 8] buildings and tenants has been blamed, just like public housing, for community decline’.81

A decade later, the Tax Reform Act of 1986 created the Low-Income Housing Tax Credit, a new mechanism designed to generate capital for housing construction. Subsidised fiscal credit certificates (Project-Based Assistance) were directed to builders of pre-approved projects, to increase local supply of housing at prices slightly below market rate. These certificates have generated approximately 2 million affordable rental units.

Therefore, since the 1970s, public resources earmarked for the construction and maintenance of public housing stocks have been progressively reduced. This process was aggravated by President Reagan’s fiscal restructuring measures. Concurrently, public subsidies for home-purchase grew, as well as programmes supporting private rental, such as Section 8 and Project-Based Assistance.


Figure 2.1 Public housing and beyond: trends in federal subsidies for rental housing in the United States
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Source: Lawrence J. Vale, Purging the Poorest (Chicago, University of Chicago Press, 2013), p. 28



In the 1980s, budget cuts resulted in the gradual erosion and lack of maintenance of the public housing system. By the beginning of the 1990s, hundreds of thousands of public housing units were dilapidated. In the 2000s, there was a liquid loss of 170,000 public housing units due to deterioration. Today, most of the stock stands in need of substantial repair and restoration. Notwithstanding, public housing annual resources dropped 25 per cent between 1999 and 2006.

As federal resources began to be reduced, becoming progressively insufficient, housing agencies found themselves obliged to slash their own expenses. Measures included the transfer of units to more affluent tenants, able to pay higher rents, and cuts to areas such as security and maintenance.82

In 1989, Congress created the National Commission on Severely Distressed Public Housing in order to evaluate the situation. The commission concluded that, although the majority of the 1.4 million public housing units were well maintained and managed, a small proportion of them – 86,000, or 6 per cent – were in ‘the most distressed and notorious urban developments in the nation, where crime, poverty, unemployment, and dependency were solidly entrenched’.83 In 1992, based on the commission’s recommendations, the HOPE VI programme (Housing Opportunities for People Everywhere) was created.

HOPE VI goals included: the revitalisation of public housing; the dispersal of low-income families; and the creation of sustainable communities through the demolition, restoration, reconfiguration or substitution of a large number of public housing units by mixed-income projects – that is, housing units intended for different income groups.84 The programme provided resources for local agencies to demolish degraded or obsolete public housing projects and to replace them with mixed-income projects, generally in collaboration with private developers. Between 1991 and 2006, HOPE VI invested US$6.1 billion of federal resources in 235 projects. A total 96,200 public housing units were demolished and 107,800 were built or renovated – of which 56,800 were affordable units. Moreover, 78,000 housing vouchers have been issued.85 Lower-density and mixed-income projects have been built to replace the old project towers, generally as a combination of public housing units, affordable units and units at market rate. Under this model, the responsibility for the provision of subsidised housing was transferred from the federal government to local authorities and the private sector.

In addition to the fact that many of the demolished units have been replaced by market-rated homes, many of the ‘affordable’ ones are too expensive for most public-housing tenants. It is undeniable that HOPE VI has improved the quality of the public housing stock. However, it has also reduced the number of accessible housing units for poor families and permanently displaced many residents of the demolished projects. In principle, non-rebuilt units were replaced by housing vouchers, but this procedure was not consistently followed through. Moreover, this policy transferred to the users the responsibility of finding a home in the private market. In practice, the choices that are actually available to voucher-holders are often limited, as, in certain neighbourhoods, there are no units available or no landlords willing to be part of the programme.

Units have been demolished despite insufficient mechanisms being in place for their tenants to find similar housing options. Often, displaced residents have had to move to other subsidised units in neighbourhoods as degraded as the original ones; often, too, they suffered discrimination in their new neighbourhoods. The demolition of the old housing projects and the construction of the new ones took much longer than originally planned. Also, the efforts to track down former residents in order to offer them the renovated units were insufficient. In fact, less than 12 per cent of the former public housing residents ultimately remained in the renovated communities. In general, fewer units were reconstructed than were demolished.

An example is the Cabrini Green community, in Chicago. Originally it consisted of 3,114 public housing apartments, of which 2,700 were demolished. Since the demolition, only 305 public housing units have been built in mixed-income neighbourhoods. As a result, many residents have been displaced and are unable to return.86

On the one hand, this federal housing policy resulted in an even higher number of homeowners – reaching approximately 69 per cent. On the other, it reduced the supply of public housing (which numbered 1 million units in 2010) through demolishing or closing more than 300,000 units without replacement. This loss was accompanied by the government’s gradual exit from the housing sector.

In terms of homeownership promotion, important changes also occurred in the domain of housing finance. A movement to incorporate lower-income sectors was accompanied by the amplification of ties to the financial market sensu stricto. These changes resulted from two interconnected processes: firstly, the Community Reinvestment Act of 1977 and the consequent appearance of subprime loans; secondly, the growth of securitisation. The 1977 Act required banks to allocate part of their mortgage portfolios for the neighbourhoods from which their depositors came. Banks had therefore to modify their usual risk definitions, transforming what was, until then, ‘redline’ into a specific mortgage product: subprime – or very high-cost credit certificates, offered mainly to families composed of minorities or other groups who, historically, had no access to credit, as they were considered high-risk.87

Large and small banks began to push subprime loans, especially after the deregulation of the banking system by the Depository Institutions Deregulatory and Monetary Control Act of 1980. Another incentive was the successful launch of subprime mortgage products, such as ‘teaser rates’ (two years’ repayments at very low interest rates and twenty-eight years at high interest rates) and ARM (Adjustable Rate Mortgages, or variable interest rates, allowing the re-establishment of high rates after a few years). From 8.9 per cent of the market in 2001, these loans reached 20 per cent of the total in 2006. Almost 90 per cent of subprime loans were ARM-type.88

Another significant deregulation was the permission for banks and non-bank investment institutions to securitise mortgages – in addition to Fannie Mae and Freddie Mac, which were government-created securitisers. This meant that institutions could buy portfolios created by banks with subprime loans, pack them together with other financial products and sell them on as residential mortgage-backed securities (RMBS) in the capital market. Financial instruments such as collateralised debt obligations, collateralised loan obligations and credit default swaps – derivatives based on mortgage-guaranteed debts – could be freely exchanged between financial operators, themselves protected from the new products’ risks.

Securitisation allowed the operators to ‘clean’ credit institutions’ balances through the selling of those derivatives to banks or investment funds. Moreover, as in an assembly line, they could produce, compile and synthesise financial products created from a mix of real-estate credit certificates. The workers on this assembly line were: real-estate credit certificates brokers – responsible for direct contact with consumers; intermediaries – who bought those certificates wholesale in order to later redistribute them according to the specifications of financial institutions and hedge funds; and, finally, rating agencies, who determined whether the composition of these asset-portfolios satisfied the quality standards or not.89

The federal government did everything it could to encourage this secondary market, which became one of the biggest sources of credit leverage – also for the financing of home-purchase.90 Securitisation also included subprime loans. In 2007, the subprime business accounted for US$1.5 trillion within the global financial market. Wall Street banks and investment funds created special divisions to operate in the subprime mortgage market and earned high commissions for every transaction in the global market.

The growth of available resources for residential real-estate financing and the development of ‘innovative’ mortgage products allowed buyers to acquire more expensive properties, which also contributed to the elevation of real-estate prices. So long as prices kept growing, buyers with any kind of difficulty in paying instalments could refinance their homes through new loans. But when the real-estate bubble burst, prices levelled out or dropped, and ARM plans began to bill larger instalments. So the debacle began: debts piled up, leading to foreclosures and loss of homes.

A HUD report from 2009 stated: ‘The extent of the housing and economic crisis is now painfully apparent … approximately 3.7 million borrowers began the foreclosure process in 2007 and 2008.’91 RealtyTrac (the leading provider of foreclosed homes) reported an increase of 32 per cent in the number of foreclosure processes between April 2008 and April 2009.92

The crisis affected not only indebted homeowners, but also tenants of mortgaged houses and buildings: ‘At least 20 per cent of foreclosed properties are not owner-occupied, and in many parts of the country (such as New England, New York City, and Minneapolis), half or more of households living in foreclosed buildings are renters.’93 When creditors foreclose rented properties, tenants are often evicted, despite having regularly paid rent.

Rent-control legislation is one of the tools used by some cities in the US to provide accessible housing. This legislation was introduced by the federal government during World War II, when President Franklin D. Roosevelt signed the Emergency Price Control Act of 1942. Subsequently, various states and local jurisdictions instituted rent-control measures, many of which still exist today.94 This rental stock faces growing pressure from real-estate markets and, more recently, threats from predatory capital.

Predatory capital arose and gained strength during the recent real-estate market bubble: an investor buys a building with stabilised rents through a securitised mortgage that is repeatedly sold over a short period for ever larger sums. As mortgage instalments grow with every sale, the existing rents become insufficient to cover the costs. As a result, landlords adopt aggressive tactics to evict current residents and find new tenants who will pay higher rents. Therefore, the building is no longer within the stabilised-rent system. With the real-estate market retraction, some investors simply departed, leaving the building to the bank and an uncertain future for the tenants. In New York alone, a civil society organisation identified more than 90,000 rent-controlled units that are subjected to predatory capital.95

The housing crisis for low-income families and individuals was further exacerbated as a result of other types of pressure on the housing stock. In the 1960s, the federal government established a partnership with private construction companies to supply accessible housing for a twenty- to forty-year period. Depending on the nature of each subsidy, the owners of these buildings had different options for making a profit: they could pay off their entire mortgage, to then start charging market prices, and/or refuse to renew expired contracts.96 Either way, the stock of rent-controlled accommodation would shed that status. Many contracts expired without being renewed. Thousands of units have already been lost and a report estimates that another 300,000 contracts will expire within the next five years.97

Housing vouchers became the country’s largest scheme for low-income housing assistance, benefiting more than 2 million families in the extreme low-income bracket. Even so, the majority of municipalities have long waiting lists for new vouchers – generally five years. Under the current budget, federal programs can only serve one quarter of the low-income families who are entitled to assistance according to their profile and income.98 The budgetary cuts caused an additional loss of 150,000 vouchers between 2005 and 2007. According to a 2008 study from the United States Conference of Mayors, due to excess demand, many cities closed their waiting lists for Section 8/Housing Choice Vouchers and for public housing.99

The effects of the political choices taken with regard to housing since the late 1970s are patent in the country’s current housing crisis. The number of homeless families, the costs of renting, and the waiting lists for social housing and vouchers are soaring in unison. In 2007, around 22 per cent of the 36.9 million tenant families in the US were spending more than half of their income on rent.100 The number of households facing serious housing-cost problems grew by 33 per cent between 2000 and 2007. Around two-thirds of them were families with children, elderly people or people with special needs.101 In the USA, around 12.7 million children – more than one-sixth of all American children – belong to families who spend more than half of their income on housing.102

The drastic curtailment of social housing resources and programmes was supposedly based on two neoliberal imperatives: to reduce public expenditure and to withdraw the state from areas in which the market can act. Nevertheless, the evolution of US housing policy allows us to present a very different narrative. Firstly, the argument of reducing public expenditure is fallacious. In the US, although the HUD budget has dropped, between 1976 and 2004 public expenditure on housing did not stop growing; only it was, instead, directed to higher-income sectors through tax exemptions for home purchase, as shown in Figure 2.2.


Figure 2.2 Comparison between Federal Tax Exemptions for Home Purchase and the HUD Budget in billions of US dollars (2004)
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Secondly, the subprime mortgage crisis was not the product of an unsuccessful attempt to amplify the private housing market to embrace the poorest, reducing their dependency on public funds and on the state. Instead it resulted from a clear and aggressive policy of destruction of the existing alternatives of housing access for the poorest. Such a policy intended to facilitate, precisely within the lower-income housing sector, a new form of income extraction: income moved from mortgage markets and indebted homeowners to financial investors.103

The Model in Western Europe

In 2008, a decision made by the European Commission restricted the provision of government-subsidised social housing. For all member countries, only the socially underprivileged – those whose income is not sufficient to afford housing market prices – would have access to this type of benefit. This decision was intended to guarantee freedom of competition and to reduce state intervention in sectors where the market also acts. It defined housing as a ‘service of general economic interest’ (SGEI) within the terms of Article 36 of the Charter of Fundamental Rights, adopted at the formal creation of the European Union (EU).

This interpretation clearly challenged the universalist policy of social housing provision previously accepted in Europe, especially in the Netherlands and Denmark. In these countries, the public or semi-public housing stock was still available at controlled prices – below market rates – to all citizens, regardless of income. In the Netherlands, the implementation of this decision made social housing inaccessible to 400,000 families who were now classed as high-income. In 2011 in Sweden, housing was simply excluded from the list of sectors considered as SGEI. In France, the National Union of Real-Estate Proprietors denounced the French government to the European Commission for establishing excessively high upper-income limits for access to public social housing, which, according to them, represented unfair competition.104

The 2008 European Commission’s decision is merely one more juridical-political move within the ongoing process of transforming housing policy across Europe, even in countries where social housing represented up to 40 per cent of the total units – such as the Netherlands, the Nordic countries and the United Kingdom. This process means the focalisation and residualisation of housing policy, breaking with its universalist nature to make way for mercantilisation and financialisation.

Indeed, the takeover of the housing sector by finance in Europe goes beyond the pressure to restrict access to public and semi-public housing only to the very poor. Even social landlords have begun to rely on market-financing mechanisms to continue producing and/or managing their stocks. Moreover, even in countries where social housing still has a significant presence, the processes of home-purchase via mortgage, securitisation of the mortgage market and growth of household debt have been galloping forward.

The Netherlands (the European country with the current largest proportion of social housing, at 35 per cent) is an instructive example of the above. From the 1920s, Dutch municipalities and private organisations built large housing estates, especially between 1945 and 1990. Rent-controlled housing units – produced by non-profit private organisations, the Woningcorporaties – expanded the social housing sector participation from 23 per cent of all households in 1960 to 38 per cent in 1985, involving both low- and middle-income sectors.105 This expansion was possible thanks to the increase of public subsidies – multiplied six-fold between 1970 and 1987106 – and to rent-control legislation that limited prices and readjustments, for the private rental sector as well. In cities such as Amsterdam, this policy was complemented by a system of territorial planning and public ownership of land, designed to mitigate the impact of land prices on total housing costs. It was thus possible to provide high-quality social housing all over the city, configuring one of the least segregated European cities in socio-spatial terms.107

Since 1974, the Dutch government has provided financial aid to tenants (both in social housing and in the private sector) in the form of rent assistance. This measure allowed an initial readjustment of rental prices both in Woningcorporaties’ units and in the private rental sector. However, the large subventions for Woningcorporaties were gradually terminated from 1995 on, significantly reducing the supply of new stocks. The existing facilities were maintained, mainly through the sale of units, the elevation of rents and the emergence of new mechanisms used by social landlords to raise and manage funds via capital markets.108

It is not a coincidence that from the 1990s on, homeownership began to grow apace amid a flourishing mortgage market. Two factors influenced this trend: firstly, the government played an active role by offering fiscal incentives to buyers and encouraging building proprietors to sell their apartments. Secondly, monetary policy reforms kept interest rates low and encouraged banks to incur larger risks, increasing credit limits.109

In the late 1990s and early 2000s, the combination of these measures resulted in an exorbitant rise in housing costs, both rent and purchase. The Dutch Bank estimated that, by the end of the 1990s, half of the country’s economic growth was a function of rising home equity, rather than genuine growth.110

The result was a restructuration of Dutch cities’ housing stocks, with an expansion of the supply of market-priced units and a reduction of the supply of affordable housing. In this context, lower-income individuals and families – especially young people – are hard-pressed to find a roof: Amsterdam is on the brink of a new segregation between income groups.111

Sweden offers another example of momentous changes in a country where social housing was a universalist policy. On the whole, the Swedish welfare system resisted the neoliberal wave better than those of other European countries. The exception was housing. The ‘Swedish model’ of housing was once considered one of the most radical among the European social-democracies: universalist and tenure-type-neutral, this state-funded model offered both subsidies for the production of social housing and direct aid to tenants. It also established strict regulations and incentives for home-buyers and investors.

Planned in the 1930s and 1940s, this model reached its peak in terms of social housing availability, quality and accessibility in 1975, after the implementation of a scheme for the construction of ‘one million houses’ (1964–75). However, the model underwent a profound liberalisation over the last two decades, with the demolition or sale of housing complexes and the residualisation of social housing. Faced with an economic crisis and losing advantage within the global economy, Sweden held its welfare system responsible. Housing was one of the first departments to be reformed.112

Popularly oriented publications such as A Market for Housing for All (Andersson et al. 1990) and Power Over the Home (Meyerson, Ståhl, and Wickman 1990), drawing on inspiration from neoliberal policies in the United Kingdom and the United States, called for an end to existing housing policies, laying out a road map for neoliberal reforms. One of the first things the Conservative government did after coming to power in 1991 – the first government in Sweden led by a Conservative prime minister (Carl Bildt) since 1930 – was to close the Department of Housing.113

In 1993, a new model, the so-called Danell system for housing finance, drastically reduced subsidies and housing aid. The return of the Social Democrats to power in 1994 did not signal a rupture of this policy, and the neoliberal programme advanced. Reforms clearly prioritised homeowners over tenants: the latter suffered large rises in rent, which generated great income concentration on a national scale.

The production of new housing units plummeted, increasing conditions of overcrowding. Municipal public companies that had not been shut down and which still owned housing stocks began to operate with an eye to profit, further constraining lower-income people’s access to housing – especially in good locations with decent infrastructure. At the same time, social housing estates in areas that were appealing to the market were renovated, which attracted higher-income residents. The result was, mainly in big cities, a notable segmentation, polarisation and segregation of the housing market.114

Both in the Netherlands and in Sweden, social housing and protected rents were overlooked in favour of homeownership via mortgage finance. This process is similar to the pioneering British model. In all three countries, beyond the elimination of social housing from the economic and social landscape, a deep transformation in its socio-cultural and political meaning is manifest. Clearly, actors involved in the production and consumption of social housing lost out to the rise of not only homeowners but, above all, real estate developers and financial intermediaries. Not by coincidence, in all three countries the housing reforms were accompanied by reforms in planning and land policy. These reforms limited public control over and intervention in the organisation of the territory, and made regulations more flexible in order to attract private developers. As indicated earlier, reforms in the banking and financial systems expanded the field of action for financial intermediaries, thereby increasing their political influence.

In no European country was this clearer than in Spain. Combining the deregulation of both credit market and tenancy laws with reform of the planning system and entrance into the European Community, Spain enjoyed two decades of a ‘real-estate party’. It embarked on frantic construction of residential developments in extended peripheries, accompanied by exponential growth of real-estate mortgage credit to buyers – including the low-income population.

Unlike the three European countries that we previously discussed, Spain has never had a significant social housing policy, and public or not-for-profit subsidised housing facilities never surpassed 2 per cent of total homes.115

The country’s housing history was marked by self-builds and, mainly in big cities, by a significant percentage of private rental housing. In 1960, owner-occupiers represented 51.9 per cent and tenants 41 per cent of the housing market.116 Ever since General Franco’s dictatorship, central governments have been keen to foster homeownership, using incentives and tax breaks. At the launch of his housing plan in 1957, José Luis de Arrese, Franco’s minister of housing, declared: ‘We want a country of homeowners, not of proletarians [de propietarios, no de proletarios].’117

From an economic perspective, Franco’s dictatorship relied heavily on the promotion of the real-estate industry, with two main goals: to dynamise the economy and, simultaneously, to enhance social control through the deactivation of potential revolutionary impetus, for ‘those who own a property have something to lose, concrete interests to defend and little time to conspire’.118 Especially in the 1960s and 1970s, during the so-called desarrollo [development] period, credit and tax exemptions were given to real-estate developers for the promotion of what they named ‘protected housing’. These measures significantly boosted real-estate activity and home-purchase by the middle class. Owner-occupied units went from 45 per cent of the total in 1950 to 57 per cent in 1970, reaching 78 per cent in 1991.119

Nevertheless, the movement observed in the 1990s and especially in the 2000s was of a different nature. In 1985, the Boyer Decree reformed the Urban Tenancy Act: it liberalised the rental market, abolished the cap on upward readjustment and limited the duration of contracts to five years, making rental tenure more insecure.120

From 1991 on, a new law allowed private agents to enter mortgage markets – which had, until then, been restricted to banks and public funds. This law also allowed the rise of the mortgaged proportion within the total value of a unit. In 1992, the secondary mortgage market was regulated. In 1998, on the other hand, a revision of national planning regulations declared that ‘all non-urbanized land can be incorporated into real-estate development’, which opened up the whole territory for new developments. What is more, the regulation of land-use control was decentralised, now falling to local authorities.121

At the start of the 2000s, this measure coincided with the increase of local administrations’ financial deficits. As their responsibilities and competences grew, they depended more and more on taxes from real-estate transactions.

Between 1997 and 2007, 6.6 million new housing units were built – almost twice the number of new households in the same period.122 In a context of great liquidity and falling interest rates, deregulation and mortgage market securitisation – as well as the country’s adoption of the euro – contributed to two important movements. First, the multiplication of the housing supply by the private market and an unprecedented urban expansion. Second, the rise of real-estate prices, generating a bubble.

Tax exemptions for housing savings-accounts and the reduction of taxes on sales and purchases of residential buildings – even for second or third homes – stimulated home-purchase and price appreciation. This occurred because consumers could afford to purchase dearer properties, knowing they would be reimbursed by the annual tax return. At the same time, banks and other financial institutions could finance 100 per cent of the units’ value, which allowed the sale of progressively more expensive houses even to people who did not have enough savings to buy them.123

This process was widely encouraged via the media, including messages from the government itself claiming that houses were a safe investment, one that would never lose value. It was also stimulated by the launch of ever more ‘creative’ financial products, such as ‘young mortgage’, ‘free mortgage’, ‘open mortgage’, ‘de-mortgage’.124 The country was fomenting a policy of reckless private borrowing. Debts jumped from 55 to 130 per cent of families’ disposable income between 1997 and 2007. For every €3 of debt, €2 corresponded to mortgage debts. Contrary to the media messages, the policy of easy credit was crucial in elevating prices, which meant that families had to multiply their efforts to keep up with their debts. In 1997, in order to buy an apartment, a family needed, on average, 3.8 gross annual salaries; in 2007, this rose to 7.6 salaries. Measured another way, the percentage of income necessary to pay the house instalments rose from 37.6 per cent of a family’s monthly income to 51.2 per cent in those ten years.125

In 2007, when the bubble burst and financial and economic crisis ensued, soaring unemployment added to the difficulties of mortgage-holders. In 2008, the number of Spaniards defaulting on their mortgage credit certificates grew by 310 per cent and 2.7 million people finished the year unable to pay their debts. In 2009, defaults reached 850,000 – a number that was repeated in 2010.126

According to Spain’s judicial system, between 2007 and the first trimester of 2011 almost 350,000 foreclosures were initiated. Although some second homes and buy-to-let investments were involved, 85 per cent of those affected owned only their mortgaged home. Moreover, as loan guarantors are included in foreclosure processes, their properties too were affected and could be seized by the bank. Research estimates from 2013 indicate that 2 million people were affected by foreclosures.127 At the same time, according to the 2011 census, there are approximately 3.5 million empty residential units in Spain – the greatest stock of unoccupied houses and apartments in the European Union.128

Spain’s case is one of the most extreme examples of the impact of housing financialisation as part of a ‘credit socialisation’ movement via the inclusion of low- and middle-income sectors into credit markets. It also shows the effects of the financial real-estate complex on people’s lives. In Spain, the euphoria of the expansion of credit for home-purchase fed a real-estate orgy – the rapid and massive proliferation of residential construction was one of the central pillars of the country’s political economy for over a decade.

Literally millions of residential units were produced by this system. Although they have the materiality of cement, brick and concrete – and are implanted in cities, transforming their landscape and ways of functioning – these objects are, at the same time, abstractions, fractions of units of value circulating in the financial sphere. Alongside other fractions, they flow through the financial web, whose speed itself was accelerated by digital communication networks. Therefore, housing – in the real, concrete world – is connected to an abstract network in which values circulate, via loans and their anticipated recuperation with interest over time by the investors who bet on it. This web of debt that unfolds around the world originates with one group of people, the debt ‘holders’, who work hard to pay loans back. For the investors, housing is one bet among many others, a mix of future forecast and asset that is called speculation – inherent to the financial logic of winners and losers. For the inhabitant of the mortgaged house or apartment, it has other dimensions and meanings. For those who are indebted beyond their current worth and wealth, in particular, one of those meanings had been the expectation of future income growth via the appreciation of the mortgaged property. However, this hope fades away when one has nowhere else to live and it is no longer possible to be part of the ‘game’.

At the end of the day, debt – this abstract currency that travels around the world – is the responsibility of those who agreed to pay for it. In the case of Spain, the loss is not restricted to the property that, undervalued after the bubble burst, goes back to the bank; it involves too the payment of the entire original property value. During the 2007 debacle, after the homeownership orgy, Spain was left with empty homes and, at the same time, homeless indebted people. People who are only too real, flesh and blood, abused by the speculative mechanisms and games of chance of the financial world.
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Exporting the Model

This paper articulates the housing policy of the World Bank as it has evolved during the 1980s and early 1990s and proposes a number of important new policy directions for both the Bank and its borrowers. It advocates the reform of government policies, institutions, and regulations to enable housing markets to work more efficiently, and a move away from the limited, project-based support of public agencies engaged in the production and financing of housing. Governments are advised to abandon their earlier role as producers of housing and to adopt an enabling role of managing the housing sector as a whole. This fundamental shift is necessary if housing problems are to be addressed at a scale commensurate with their magnitude – to improve substantially the housing conditions of the poor – and if the housing sector is to be managed as a major economic sector.1

The paragraph quoted above, written in 1993 by Stephen Mayo and Shlomo Angel (experts at the World Bank’s Urban Development Division, Transport, Water, and Urban Development Department) announces the new consensus in terms of housing policy. According to this, governments should renounce their role as providers of affordable housing in order to become facilitators.

Various World Bank documents claimed that this change in the direction of housing policy – widely followed by other multilateral banks, such as the Inter-American Development Bank (IDB) – was a result of a reassessment of the Bank’s action within the sector. They began to consider the previous system as markedly limited in scope and lacking the capacity to recover costs.2 That system was the rule in the 1970s: loans to governments for projects that promoted access to land for the poorest – thus offering low ‘investment’ return. With this model, urban land was directly provided by the state, aiming to enable the gradual construction of homes by the beneficiaries themselves or to launch slum-upgrading projects. During this period, Sites and Services and slum-upgrading pilot-projects were financed mostly in Latin America (above all in Peru, El Salvador and Venezuela) and Asia (especially in Indonesia and the Philippines), but also – on a smaller scale – in Sub-Saharan Africa. In the 1970s, these projects were implemented in fifty-five countries, involving around US$2 billion.3

The change that started in the 1980s led the World Bank to progressively redirect its policy towards loaning to financial institutions – resulting in the virtually complete disappearance of loans for Sites and Services and the urbanisation of informal settlements in the 1990s. One of the arguments for the shift was these pilot projects’ low potential for replication. However, the Bank’s entrance into the restructuring of countries’ housing finance systems meant, in reality, an opportunity for the institution to get involved with larger processes of economic readjustment in indebted countries – particularly those affected by the debt crisis. According to the World Bank, a ‘well-functioning’ housing finance system would contribute to wider financial goals, such as capital mobilisation and fiscal adjustment. Public expenditure would be applied through more transparent and focalised subsidies and private capital could be mobilised.4

The initial goal was to create autonomous financial institutions in the countries, capable of offering long-term mortgage loans to low- and middle-income families, enabling a reduction of the 1980s World Bank housing subsidies. In the 1990s, however, the policy evolved towards the creation of a ‘housing sector that serves the needs of consumers, producers, financiers, and local and central governments; and that enhances economic development’.5

With the World Bank’s progressive abandonment of major urban infrastructure projects, loans integrated into larger structural adjustment programs in indebted countries grew within the Bank. These new loans were not necessarily associated to loans for investment and subsidies within the housing sector and operations of technical assistance. This change amplified both the amount of resources available and the participation of housing finance in the Bank’s total loans: in the 1980s, more than US$4 billion were involved in these operations; in the 1990s, it almost reached US$7 billion. At the time, this value represented more than half of the total loans from the Bank’s infrastructure and urban development sector – in which housing is allocated.6

This change also represented a significant transformation in the profile of countries which receive ‘help’ from the World Bank: after the fall of the USSR, former Communist Eastern European and Central Asian countries became important World Bank clients. Together, they have received almost 20 per cent of all housing loans – US$900 million in the 1990s.7

Alongside the decisive presence of commodification and financialisation in World Bank structural adjustment programmes, the institution played a key role in the dissemination of the model of market-oriented housing policy. It did so not only through direct loans to countries (Latin America continued being an important client, as we will see, as well as countries in the north of Africa and in the Middle East), but, more importantly, through its influence over the theoretical and practical development of the model. In organisations such as the World Bank, the European Central Bank and other multilateral banks and institutions, loans are sometimes non-repayable and almost always accompanied by a package of economic measures and technical assistance. This assistance is performed by consultants who base their analysis on reports produced inside the institution itself and follow its directives. Experts and consultants also take part in international forums and events that gather ministers, mayors and housing programme managers. In these ways, the banks’ action transforms each loan into a laboratory for technical-political experiments, which has been further consolidated into a sort of ‘recipe’ and disseminated by the banks themselves.

The recipe was formulated back in 1993, in the previously mentioned Housing: Enabling Markets to Work. According to this World Bank policy paper, governments have seven instruments at their disposal to facilitate the action of housing markets: three to tackle obstacles to the growth of demand, three to augment supply, and one to improve the sector’s performance as whole. The three instruments to make the demand viable are: first, enforcement of the right to property, in order to guarantee the establishment and legal enforcement of a system of free trade in housing – achievable through the implementation of a land and property registration system and the regularisation of insecure forms of tenure; second, development of a housing finance system through the creation of healthy and competitive mortgage credit institutions and the development of innovative products, capable of extending home-purchase to the poorest; and third, the rationalisation of subsidies, to ensure that they are focalised and accessible, measurable, transparent and adequately scaled, avoiding the distortion of residential markets.

The three instruments for supply expansion are: provision of infrastructure for urbanisation; reform of urban and buildings regulation systems, aiming to balance the costs and benefits of norms that impact land and residential markets and removing laws that unnecessarily hinder the supply of housing; lastly, organisation of the civil construction industry to foster competition and eliminate commercial obstacles and barriers to input.

The seventh instrument is institutional strengthening of the housing sector, in order to monitor and manage its performance as a whole.8

According to the same document, these seven instruments are applicable to all World Bank clients, but the priority for the mobilisation of one or another should vary from country to country. For countries classified as ‘low-income’, the priority is the reform of tenure through the development of market-oriented systems of property rights, as well as investment in infrastructure and in the construction industry. In countries holding large debts, the priority is fiscal and financial reform, especially the reduction of public expenditure on housing and the implementation of housing finance systems. In former Communist countries, the priorities are: to reform property rights, housing finance systems, land and construction subsidies and regulations; to improve the real-estate development sector; and to further the production and distribution of building materials. In other countries, classified as ‘middle-income’, the priorities should be the reform of land and building-use regulation – enabling a transition to more responsive systems of housing supply – and the development of a mortgage market.9

Alongside the World Bank’s direct loans to governmental institutions, the International Finance Corporation (IFC, the Bank’s private arm), associated to its Capital Market Department, also played a decisive role in the success of this overhaul of housing policy. The IFC helped create mortgage credit companies in Bolivia, Botswana, Colombia, Indonesia, Lebanon and Senegal, and instigated the Housing Development Finance Corporation in India. It also worked in the private sector, to create mortgage credit institutions capable of competing with the public sector. And it contributed to the reform of finance systems, easing the development of prime and subprime mortgage markets.10

The above exposition of the World Bank’s engagement in the spread of the housing financialisation model does not purport to be an evaluation of the Bank’s strategies and outcomes. The intention here is to reveal another mechanism of dissemination of the theoretical and practical models that led to the takeover of the housing sector by finance. In each country’s concrete experience, the Bank’s involvement in the reforms may have been greater or lesser, both in volume of resources and in political influence. Regardless of this variable, agents from the international market interfered with the countries’ political economy in many ways – including their participation in strategies of cooperation via multilateral banks or cooperation agencies.

Indeed, the World Bank’s own documents recognise an important effect of this new – and allegedly successful – housing policy focus: the gradual stifling of support for social housing for lower-income populations. In the 1970s, this type of support represented 90 per cent of the World Bank’s loans to the housing sector; since the mid-1990s, this rate has dropped to less than 10 per cent. The Bank also admits a reduction in the number of less developed countries on the institution’s client list: from 40 per cent in the 1970s to 20 per cent in 2006.11 Therefore, as in the experiences that I have previously described, financialisation policies were more useful for the expansion of financial markets themselves than for increasing access to housing for the poorest and most vulnerable.12

In later chapters of this book, I will analyse more deeply the reforms of property systems, as well as the impact of the above-mentioned policy of focalised subsidies on the World Bank’s ‘revenues’. Certainly, the application of these ‘revenues’ depends on the specific national context. As we have seen, the so-called ‘transition economies’ – countries that abandoned Communism and reformed their economic, political and financial systems in the 1990s – were an important laboratory for the new housing policy paradigms so clearly laid out in the Bank’s documents. By way of several examples – with particular attention to Croatia and Kazakhstan – I will examine how this process occurred, and the consequences it had for former Communist countries.

Lost in Translation: The Housing Trajectory of Former Communist Countries

Until very recently, housing policy in South Eastern Europe was predominantly concerned with the reconstruction of properties damaged during conflict, and with the privatization of the publicly owned stock. By now, most of the damaged or lost properties have been rebuilt and it would seem timely to pursue the next critical stages of a post-privatization housing policy agenda … to develop the legal and regulatory conditions to enable new private homeowners … to maintain and use this asset efficiently; [and] to pave the way for an emerging housing finance market [which] is an important segment of the financial sector of any country and contributes to its economic growth.

With these words, the president of the Council of Europe Development Bank and the World Bank vice president for Europe and Central Asia presented the result of the Ministerial Housing Conference for South Eastern Europe, held in Paris in 2003.13

In Communist countries, housing provision was an obligation of the state and was universally guaranteed to all as part of the non-monetised living conditions, salaries excepted.14 Despite their apparent homogeneity, the models and systems for housing provision varied among the countries. Even inside a region or bloc of countries, differences prevailed – such as among the former members of the USSR (in Eastern Europe and Central Asia), Yugoslavia, South Eastern Europe or the Asian countries under the influence of China.15

The predominant model was the construction of a public housing stock by central governments, municipalities, cooperatives or state companies and its subsidised letting to residents. However, some countries (such as Hungary, Bulgaria, Poland and former Yugoslavia) also ran public banks and agencies that issued cheap loans for people to build their own residences. In Yugoslavia, for example, subsidies for home purchase became part of housing policy in the 1960s, while in Hungary, self-builds were common in the suburbs of big cities. In any case, in socialist countries, the predominance of state organisations for home finance and construction made housing a state duty – even in the case of home purchase. Public banks offered long-term mortgage loans with fixed repayments and low interest rates. These loans were allocated according to lists from syndicates, municipalities or the Communist Party. In further urbanised countries, such as Poland, the German Democratic Republic and Czechoslovakia, cooperatives mobilising previous collective savings became gradually more prevalent.16

In the case of public rental housing – the predominant modality in socialist countries – tenants enjoyed extraordinary security: they could not only remain in the building, but also move apartments.17 Rent and utilities (such as electricity and water) were extremely cheap, amounting to an average 2–3 per cent of the family budget.

Despite many different situations from country to country, at the end of the 1990s the number of homeless people was minimal in most of them. This is not to say that public housing projects were of a high standard, well located or fairly allocated among those in need. Large housing complexes were usually built using low-cost prefabricated technology of very poor quality. Moreover, many families and individuals had no option but to share overcrowded and precarious apartments and houses. Often these complexes were residential-only, with no social, sports or cultural facilities, and inadequately maintained. Privileged allocation of the better apartments to party or union leaders was also a common practice.

At the beginning of the 1990s in Europe, and at the end of the same decade in Asia, the majority of former Communist countries embarked on projects of privatisation of their large-scale public housing stock, which resulted, in many cases, in its complete suppression. These countries adopted right-to-buy schemes – the possibility for tenants to buy the units where they lived with large discounts (and sometimes at no cost). Only Poland and the Czech Republic did not introduce national legislation on the theme, letting municipalities decide what should be done with their stocks.

An example of this is Slovakia. Between 1948 and 1990 – when the country was still part of Czechoslovakia – 1.3 million rental housing units were built (for a population of 5 million people by the end of that period). This number dropped after the transition from a planned economy to a market economy, in 1989. From 1991 to 2000, three-quarters of the public housing stock was lost. However, the main characteristic of the transition was the change in the property regime: public rentals shrank drastically in comparison to residential private property. Nowadays, state rental units represent only 2.7 per cent of the country’s housing stock. Slovakia implemented a slightly different version of the right-to-buy system, as it kept a proportion of its housing stock as controlled-rent units.18

Another example is Slovenia, which, between 1991 and 1993, privatised its entire housing stock. By the end of this period, 88 per cent of all housing units were privately owned. By the end of 2000, 11 per cent of the total stock was state-owned and used for social housing.19 In Estonia, before the 1989 reforms, 25.8 per cent of all residential buildings belonged to the central government, 34.7 per cent to local governments, 5 per cent to housing cooperatives and 34.5 per cent to private owners. After the Privatisation Law, the Population and Housing Census of 2000 indicated the following percentages: the public sector (mostly in the form of local governments) owned 6 per cent of all residential buildings, while the rest were privately owned. Later statistics show that privatisation kept growing: in 2005, only 4 per cent of all residential buildings were state-owned.20

As part of the privatisation of some Russian and Bulgarian companies, production complexes that comprised workers’ accommodation were transferred to new (private) proprietors, housing and tenants included. Thus, former state-owned companies that were privatised became large landlords of residential complexes.

In addition, many countries – such as the Czech Republic, Estonia, Slovenia and Albania – returned buildings to former owners (or their descendants) who had been expropriated by the Communist regimes. Some countries – such as Russia and Bulgaria – did not implement property-return policies, while others – Hungary, for example – preferred to financially compensate former proprietors.21

Despite the variety of internal socio-political configurations and options chosen during the transition, former socialist countries radically transformed their housing tenure structure during the 1990s, with clear predominance of homeownership over tenancy.

In Europe, all former Communist countries have homeownership percentages above 80 per cent of their residential stock – in some cases, above 90 per cent, such as in Slovakia, Lithuania, Albania and Romania. This rate is superior to the European average, currently around 70 per cent.22 In Central Asia and China, homeownership rates also exceed 80 per cent.23 Privatisation was accompanied – again in different proportions and timings – by the introduction of housing finance systems. As indicated previously, the World Bank and international cooperation agencies had participated intensely in this process, especially in European countries.24

The transformation of housing, from a public and social good entirely under the state’s responsibility into a product available on the market, has already impacted on access to housing in the above-mentioned countries, affecting mainly the poorest layers. On the one hand, most households enjoyed a first moment of tenure security and, especially in the former Soviet countries, there has been no large short-term housing deficit. On the other, however, the issue of affordability soon emerged as a problem. Families who bought the apartments where they lived had never borne their costs before – nor their management and maintenance expenses. Given the low quality of many of these units and in the absence of a policy to tackle the issue, their physical condition quickly deteriorated.25 At the same time, companies that had become landlords of large housing complexes began to raise the rent – which had rarely reached 5 per cent of the household income before – above many residents’ capacity to pay.

Moreover, the privatisation of the housing stock was accompanied by the privatisation of public utilities (electricity, water and gas), entailing an immediate rise in housing costs as a whole. In most cases, renovation expenses also followed the general rise of previously subsidised prices.26

Another important consequence was the virtual paralysis of the construction sector, due to the interruption of public production and the nonexistence of a replacement private supply.27 The only housing solution for new families or young people was therefore through the private rental sector, which, in urban areas, could tie up more than half of their income.28

The rise of housing prices and overcrowding in large urban centres also relates to other processes: the growth of internal migration (which was previously controlled), the influx of foreign investment and the opening of land and real-estate markets to the speculative movements of financial capital. One country where this phenomenon stands out is China.

China started its reform towards housing commodification in 1998. The new policy ended the system of housing allocation, following the plan of Special Economic Zones (SEZs) that intended to set up a new system based on subsidised purchase in some parts of the country. The basis of the previous system for housing registration, or hukou – implemented by Mao Zedong in rural zones in the 1950s – was not eliminated. This system relates access to public services, including housing, to the place where an individual is registered. Nevertheless, as substantial migration flows followed the jobs from rural areas into cities, there was a meteoric development of residential real-estate markets and a house-price boom.29 In the absence of housing supply for these ‘illegal’ migrants, the new paradigm has been simply incapable of providing access to housing for lower-income sectors, leading to increased segregation and situations of precariousness and informality in urban areas.

The surplus rural population, estimated at 150 million people in 2013, is expected to steadily fuel the migration movement. Such migrants, hukou-blocked where housing is concerned, represent approximately half of the poor urban population.30

Within this overheated residential market, the solutions found to absorb such contingents are in the informal field. An example is ‘group rental’ (qunzu), in which middle- or even high-income apartments are divided into small cells and sublet to various individuals or families.31

It is not only in China that informal housing markets have grown in order to accommodate an increasing demand that had no other alternative. Non-regulated or non-authorised settlements are a trademark of affordable housing in various former socialist countries. For example, in Kazakhstan – which I will analyse later – more than half of the population live in precarious settlements. This rate reaches 30 per cent in Moldova and 19 per cent in Romania, Bosnia-Herzegovina, Croatia and Macedonia.32

Many countries created, reformed or liberalised their housing finance systems during what came to be called the ‘second phase’ of the transition process. This occurred for the most part after the 1996 economic-financial crisis in Eastern Europe, when newly privatised banking systems in countries such as Bulgaria, Bosnia and Albania collapsed. In the post-crisis period, most banks – which had been sold to foreign investors – resumed their activities.33 Banking internationalisation and the increased availability of surplus European capital at the start of the 2000s expanded mortgage loans. This happened especially in Croatia, Hungary and Kazakhstan. In Hungary, more potential clients had their activities connected to the informal sector and the competition between mortgage credit institutions became fiercer. As a result, banks began to relax their criteria for guarantees and proof of income and to offer loans with variable repayment rates.34

Moreover, a significant proportion of the region’s mortgage loan contracts were in a foreign currency. In 2010, 5 per cent of the population of the European Union’s emergent countries had a mortgage – and 42 per cent of these contracts were in foreign currency.35

Mortgages in Swiss francs – a currency considered stable – were common in Eastern European countries, such as Hungary, Poland, Romania, the Czech Republic and Croatia, before the 2008 crash. With the crisis, the appreciation of the Swiss franc in relation to local currencies obliged mortgage borrowers to face rising instalment prices. The same process boosted mortgage prices, which largely exceeded the value of the houses and apartments concerned. In some countries, the construction sector was one of the first to suffer the consequences of the crisis, and many construction companies went bankrupt, leaving unfinished projects and indebted and homeless proprietors, as we will see in the case of Kazakhstan. The result was that mortgage borrowers were worse hit by the crisis than non-indebted people in Eastern Europe. However, in a completely unregulated and buoyant rental market, it was tenants rather than buyers who allocated the most substantial part of their income to housing.36

To sum up, former Communist countries which reformed their housing systems in the direction of commodification are experiencing an affordability crisis in the sector, as well as related problems of supply, access and quality of housing.

The specific trajectory of Kazakhstan, which I will survey next, introduces new elements to this narrative. By analysing specific scenarios, we can understand the evolution of housing policy beyond the binary contraposition between state-produced housing and market-produced housing, in order to understand the political economy of housing in each context.

Kazakhstan

In 1995, when the government of newly independent Kazakhstan decided to move the country’s capital from Almaty to Astana, the latter barely existed. It was merely a cluster of old Soviet housing complexes in the middle of a vast, frozen steppe in the north of the country – a region called Akmola. However, after ten years of economic growth at an annual rate of 10 per cent – essentially based on the exportation of oil and gas – Astana (‘capital’ in Kazakh) became a hotbed of experimental ‘brand’ architecture, attracting the likes of Norman Foster and Manfredi Nicoletti to design state buildings, commercial towers, shopping centres and luxury hotels. The Khan Shatyr centre (‘queen of tents’ in Kazakh), in the shape of a mammoth tent, was inaugurated in 2010 on the occasion of President Nursultan Nazarbayev’s seventieth birthday. It accommodates up to 10,000 people, who can shop international brands such as GAP and Timberland, watch 3-D films and relax on a ‘tropical beach’ whose sand was imported from the Maldives. Another landmark is a residential tower complex that hosts a shopping centre and a five-star hotel. Built by Aldar Properties, the largest Abu Dhabi real-estate developer, the complex cost US$1.6 billion and was financed by the city’s government and private UAE investors.

Kazakhstan’s rapid economic growth and the central government’s decisive action turned Astana into a magnet for international investment. The construction of the new capital was one element of an aggressive strategy to open the local banking system, attract foreign investment into the real-estate market and construction industry, and increase credit availability – particularly for consumers of residential units. According to the government, this strategy aimed to transform the construction industry into the engine of national development, improving current living conditions and housing standards, generating jobs and stimulating the construction industry chain.

The government of Kazakhstan drastically changed its housing policy after independence, concentrating all efforts on promoting the construction and sale of individual properties via the market. To that end, it provided well-located urban land to new development companies and courted private investors. The predominant model was the sale of off-plan apartments via shareholding participation (dolevoeuchastie in Kazakh). Aspiring homeowners contribute to the financing with their own savings – partially upfront and partially through monthly instalments. The contracts hold developers to deliver the finished product within two years.

This system was also strategic for President Nazarbayev’s government to consolidate the territory under Kazakh control as an independent country, strengthening his – and his clique’s – power over the direction of politics and the economy. During the Soviet era, this territory, thinly populated by nomad tribes, was occupied for the exploitation of its mineral resources, leading to mass immigration from Russia and other USSR republics. In 1989, only 6.5 million of its 16.5 million inhabitants were of Kazakh origin.37

In 1984, still under the Soviet regime, Nursultan Nazarbayev, a Kazakh metallurgic engineer, had already served as prime minister and, still before the country’s independence, as first secretary of the Communist Party of Kazakhstan. By declaring independence in 1990, he became its first president. In 1995, a referendum ‘re-elected’ him for another five-year term and, ever since then, he has continued to be re-elected every five years, standing as the sole candidate and always gaining more than 90 per cent of the votes. In 2007, a constitutional amendment guaranteed that he will be allowed an unlimited number of mandates.

Beyond his total control over the political apparatus, President Nazarbayev promotes a monarchic cult of personality. An example is Bayterek Tower (known as ‘the lollipop’ by the local population). This monument is at the centre of a monumental complex that includes the presidential palace, itself an emulation of the White House. In the large glass sphere that tops the Bayterek, a bronze mould of the president’s right hand is dramatically positioned at the very centre of the highest room, granting the population the experience of touching the president’s hand. Nazarbayev himself drafted the design and, defining himself as a contemporary Louis XIV, compared Astana to Versailles.

This political economy of real-estate stravaganza helps to affirm both the president’s power and the Kazakh nationality, working in a double sense: on one side, it radically throws open the freezing steppes as experimental fields for global financial circuits; on the other, it consolidates an authoritarian and centralised power founded on a contemporary cult of personality constituted through the construction of monuments to consumption.38

‘These cities smell of money’, was the frequent comment by visitors from other Central Asian republics when describing the urban boom at Astana and Almaty (the country’s previous capital and main economic centre). In 2007, Kazakhstan boasted the highest level of foreign investment per capita among all Central Asian republics, and its banking system was considered the most developed of all ‘transition’ economies.39 A significant part of the investment in the construction sector had come from international financial institutions as loans to commercial banks, which in turn lent to final consumers under the form of mortgage credit certificates. The majority of them represented short- and mid-term credit supplied through the mortgage market.40

Nevertheless, with the financial crisis – as we will see – the volatile capital that had landed on Astana and other Kazakh cities quickly vanished, leaving a desert of half-constructed buildings and thousands of people with neither savings nor homes.

Astana’s large-scale programmes of urban renovation and city embellishment attracted internal migrants, who moved into the new capital seeking the job opportunities within the construction sector and a better standard of living. According to the census of 2009, Astana’s population grew from 328,341 to 613,006 inhabitants between 1999 and 2009. Almaty, with a population of 1,365,632, remains the largest city in Kazakhstan. Like Astana, Almaty attracted high numbers of migrant workers after the economic crisis that followed the USSR’s collapse. According to official estimates, more than 300,000 people per year internally migrate from rural to urban areas.

Thanks to its economic performance, Kazakhstan became a favoured destination for migrant workers from other Central Asian countries and from China. According to official estimates once more, Kazakhstan hosts between 500,000 and a million foreign workers, but other sources consider a number between 2 and 3 million migrants more plausible. A considerable proportion of these migrants are employed within the construction sector.41

Mass migration of low-income workers, combined with the absence of housing policies for this population, led to the proliferation of informal settlements and shanties around the peripheries of both Astana and Almaty. Due to their unofficial nature there are no reliable statistics about the number of people living in these settlements, which tend to be located in environmentally protected zones, flood-prone areas, or places facing a high risk of destruction by earthquake.

Most of these informal dwellings lack kitchens, sanitation, electricity and running water, and their residents are constantly at risk of forced eviction by public authorities. The absence of a legal address prevents them from registering their place of residence, yet this is a legal requirement – in force since the Communist era – for families and individuals if they are to qualify for various state services, including social housing.

Eligible citizens can only apply for social housing in the municipality where they are registered. Towns and cities keep separate lists for the following eligible categories: people with special needs and war veterans; low-income and socially protected families; certain categories of public functionaries; and people who live in severely dilapidated accommodation. While social housing units are allocated based on these lists, people with special needs and war veterans take precedence over the other categories.

Local authorities also use their budget to provide housing benefit to struggling families whose housing expenditures exceed 10 or 15 per cent of total family income. This aid is used for rent, housing maintenance or public services. And yet, none of these programmes serve the thousands of migrants who flocked to cities after the country’s economic liberalisation.

Kazakhstan was seriously affected by the international financial crisis because of the radical deregulation of the country’s financial system. Due to the expansion of access to mortgage credit – even for families with little capacity to pay – and the attraction of short- and mid-term international investment, the financial crisis provoked the collapse of the banking system as a whole. According to the World Bank, the annual growth rate plummeted from almost 10 per cent between 2000 and 2007 to 3.3 per cent in 2008, and 1.2 per cent in 2009.

The construction sector was one of the first to suffer the adverse effects of the global economic decline. Many construction companies were forced to shut down, leaving 450 unfinished projects. According to the government, more than 62,000 borrowers were negatively affected by the crisis. Around 16,000 of them were deceived by private construction companies – the majority from Turkey – who left the country without completing their projects. Other individuals were unable to pay their loan instalments, and banks started foreclosure proceedings against them. Following the extrajudicial sale of their property by banks and other financial institutions, many individuals and families became homeless or were forced to move into low-quality dwellings.42

The hunger strike staged by those ‘deceived by construction companies’ was the scenario in 2010: an expression of the housing crisis after the financial euphoria.
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Post-Crisis Measures:
More of the Same?

The burst of the bubble, the credit crisis that swept the international financial system and the state of housing emergency that ensued in some countries did not change the paradigm. Instead, governmental responses assumed three basic forms: bailouts – massive injections of public resources into private banks and credit institutions to save them from bankruptcy; the introduction of some regulatory measures in order to increase loan transparency and control; and … a new batch of incentives for private-sector housing production, with units sold via mortgage credit to galvanise the economy. Housing – one of the most dynamic new frontiers of late neoliberalism during the decades of economic boom – switched to being one of the main Keynesian recuperation strategies after the bust. According to Manuel Aalbers, ‘neoliberalism is like that: it can further its agenda both during economic booms and economic busts.’1

The most immediate post-crisis responses were interventions from the Federal Reserve (the central banking system of the United States), the European Central Bank and other national central banks, which bought US$2.5 trillion of public debts and toxic assets from commercial banks, configuring the largest liquidity operation of credit markets in history. The US and France also recapitalised their central banks by more than US$1 trillion, buying preferred stocks from the biggest banks. The injection of money into those banks involved with the mortgage web had the declared objective of putting them back to work, allowing not only the refinancing of mortgages, but also the provision of new loans. In Spain, for example, since 2008, almost €170 million have been spent to rescue financial institutions, with no conditions attached.2 Without the imposition of any strings, the new resources injected by central banks followed financial logic and, rather than being funnelled into the recuperation of local housing markets, sought investments in more lucrative areas in emergent markets, notably China.3

Stimulus packages such as the American Recovery and Reinvestment Act (ARRA), enacted soon after President Obama’s inauguration in 2009, strove to energise certain fields of activity (infrastructure, health science, etc.) through tax incentives, while increasing the resources for unemployment benefits and other social expenditures.4

In the same year, the American federal government also launched the Making Home Affordable programme, one of whose aims was to prevent foreclosures. Through partnerships with the private sector, this programme offered loan refinancing and better contract terms.5 From the start, there were doubts about its capacity to reduce the wave of foreclosures. The critiques were based on the small number of banks and investment funds signing up to a scheme whose success relied entirely on the creditors’ will to take part, and on the modest number of proprietors actually benefiting from it. Moreover, most loans reviewed via the scheme were temporary, valid for an experimental period of no more than five months, with only a small proportion of them becoming permanent.6

In Kazakhstan, the bank rescue operation cost the government US$4 billion (approximately 4 per cent of the country’s GDP). As well as bailing out the largest banks, the government announced a stimulus package that put US$3 billion into the real-estate market – US$1 billion of which was directed towards mortgage refinancing – and US$3 billion for the economic revitalisation of industrial, agricultural and infrastructural sectors. The US$3 billion earmarked for the real-estate market were used for the purchase of unfinished constructions and for the refinancing of the debts of borrowers who had no other properties and whose homes measured less than 120 square metres. The purchase of unfinished constructions was managed through the creation of a real-estate fund linked to the country’s sovereign wealth fund (the Samruk-Kazyna). Resources were poured into construction companies to ensure the completion of projects which had been slowed down or paralysed by the financial crisis. In total, US$1.1 billion of public resources were allocated to this fund.

In some countries, post-crisis measures also included a tighter regulation of loan types. This led financial institutions to increase their anti-risk precautions, upping interest rates and reducing loan maturity – and, consequently, restricting the loans.7 These restrictions, combined with a general scenario of recession and economic crisis, further reduced the supply of credit for home-purchase, even in contexts of real-estate price drop and huge vacancy rates, as in Spain. In countries such as the United Kingdom, where prices did not fall and the supply of new residential units has been limited for decades, one of the main measures adopted in the face of the crisis was a programme to stimulate house-building and sales via subsidised mortgage credit.

The 2007 mortgage crisis had its peculiarities in the UK. Although house prices dipped in some areas – as an immediate result of the financial crisis – they had already recovered by 2010. In fact, the main characteristic of the credit crunch was a drop in financial transactions, loans and constructions.8 The UK government then launched a stimulus package for the residential market and the wider economy, through governmental guarantees for mortgage equities – the liquid value of properties, discounting the debt. In order to help people to access mortgage financing, the government introduced three schemes, with different types of subsidies: the New Buy Guarantee Scheme (guarantees for home-purchase), the Help to Buy Equity Loans (subsidised loans for home-purchase) and the Help to Buy Mortgage Guarantees (mortgage guarantees for home-purchase).9

Many other countries also redoubled incentives and subsidies for home-purchase mortgage credit as a remedy for the mortgage crisis. This is the case of Montenegro, which, in 2010, launched a mortgage plan for low-income sectors called 1000+ Stanova [1000+ Homes]. Besides its ambition to reduce the country’s housing deficit, this programme was a direct response to the effects of the 2008 crisis. The policy is earmarked for low-income individuals or families who cannot afford housing at market rates. The project has an estimated value of €50 million, half covered by a €25 million loan from the European Bank for Reconstruction and Development; the other half was financed by Montenegrin commercial banks. Beneficiaries receive government subsidies for the payment of interest on commercial mortgages. The proposition was to build 1,000 units to kickstart the civil construction and banking sectors – which were both in crisis.10

In Andorra, as a response to the 2008 crisis, Law n. 31/2008 raised the limit of foreign investment in the real-estate market, and shortened the statutory notice period before the rescission of rental contracts.11 This law reapplies, after the crisis, measures widely used in other countries to dismantle older housing alternatives – in this case, protected rents – and stimulate the entrance of global financial circuits into the residential real-estate market.

Overall, then, among the measures taken after a crisis caused by the financialisation of housing, the most common response has been none other than increased finance for housing. The crisis did not inspire the slightest reinforcement of programmes or policies of non-commodified social housing, nor did it encourage the implementation of new models of housing provision and management.12

In the US, despite housing being at the heart of the economic crisis, the HUD continues to be starved of resources and public housing agencies are excluded from stimulus packages. More dismaying still, the fiscal adjustment measures passed by Congress in 2011 further reduced the resources available for the payment of vouchers and for the maintenance, renovation and construction of public housing units.13

In the UK, austerity measures slashed funding for council and social housing. At the same time, welfare reforms meant hardship for low-income households, as described in the previous section.

Abetted by international organisations, fiscal austerity measures – as part of economic recovery plans – led to cuts in the few programmes of social housing support that still existed in some countries. Sometimes they resulted in the wholesale extinction of these programmes, as in Greece and Portugal, for example.

In Greece, until 2012, the main organisation in charge of housing projects for the low-income population was the Workers’ Housing Organisation (OEK), created in 1954. Beneficiaries included private-sector workers (whether Greek or legal migrants) who contributed to OEK; public functionaries who contributed to OEK; and pensioners who had previously belonged to one of the above categories. The OEK was part of the Ministry of Labour and Social Security, but enjoyed financial autonomy. Its projects were financed through workers’ and employees’ contributions – 1 per cent of the workers’ salaries and 0.75 per cent of the public employees’ salaries. Units were sold at cost price and beneficiaries could pay for them in twenty to twenty-five years with no interest. Pensioners, single people or low-income families had the option of using a rental subsidy. Benefits were conditional on family income and non-repayable. A Special Solidarity Fund existed to pay the debts of families under severe financial pressure. It had been expressly crafted for cases of illness or long-term unemployment and could support families for six to twelve months. Over its fifty-eight years of operation, 700,000 families gained access to housing through OEK.

The organisation was legally abolished in 2012, as part of the austerity package imposed on Greece in the wake of the financial crisis.14

Many other countries saw the deterioration of a range of housing-related indicators: increased homelessness; a rise in the number of overcrowded units; soaring housing expenses; and higher participation of private rental within the housing market. This transformed the subprime and mortgage crisis into new business opportunities for financial investors. The portion of the housing stock that is undervalued and empty – due to unsold projects, foreclosures or ‘remnants’ of public stocks that were not sold during the privatisation tornado – becomes a new destination for the spatial fix of financial circuits.

At the beginning of this chapter I already observed that, because of overaccumulation, the market’s territorial and sectorial expansion permitted the absorption of surplus capital by transforming housing into a commodity and financial asset in many parts of the world. This, in turn, generated a boom and a new cycle of overaccumulation under the control of financial agents. When the market became collateral-saturated, the investors’ quick entrance immediately devalued the stock, creating a new rental market and thus constituting a new frontier for financial accumulation.

This is one of the contradictions of capitalism: the fact that it requires physical space to work. At certain moments in history, capitalism destroys the space – and, consequently, devalues most of the capital invested therein. In the following moment, it generates a new spatial fix, through the opening of new territories for a new cycle of accumulation.15

A detail, nonetheless, eclipses the seemingly splendid trajectory of financial capital’s powers of reinvention: in the cycle that concerns us, it left behind indebted people who lost everything they possessed – including their only home – and now have nowhere to go.
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The Demand-Side Subsidies Model

An important component of the expansion of housing finance systems, also present in the mortgage systems that I have previously analysed, is the provision of public resources in the form of subsidies – that is, resources directed straight to house-buyers. The reasoning behind demand-side subsidy programmes is that with large financial contributions by the state, even lower-income families should be able to mobilise their savings and finance their housing through the market. The main types of demand-side subsidies are:


•Direct subsidies to buyers – either under the form of a one-off grant added to the required deposit, contract costs or insurance price, or subsidies added in monthly instalments;

•Subsidies tied to savings programmes;

•Subsidies embedded in interest rates or in the payment of interest;

•Tax exemptions linked to the payment of mortgages or to real-estate taxes.1



As well as representing the possibility of market expansion, subsidies also establish a connection between the state and individuals and families, through a gesture offered and interpreted as ‘help’ for those who adhere to the proposed model. Most countries employ a combination of the types of subsidies listed above. In Europe, the US, Canada and Australia, programmes of demand-side subsidies usually take the form of tax exemptions, interest-rate subsidies or savings-account bonuses.2 In France, there is a mix of subsidies, including savings-account bonuses for home purchase or renovation, as well as loans for first-time buyers.3

One of the most common housing subsidies in Germany, France and other European countries is the system of contract savings. Savers who honour their contracts are candidates for mortgage loans with below-market interest rates. This model spread to many other countries, especially post-Communist European states. Besides stimulating the marketplace, it encourages saving, guaranteeing the commitment of individuals and families to the financial system and rewarding those who put something aside – a fundamental element of the biopolitics of life financialisation. Paraphrasing a definition of ‘subsidy’ attributed to the United States Congress in 1969, the World Bank characterises it as: ‘an incentive provided by government to enable and persuade a certain class of producers or consumers to do something they would not otherwise do, by lowering the opportunity cost or otherwise increasing the potential benefit of doing so’.4

Tax exemptions, subsidised interest rates and savings bonuses usually benefit the middle class, or groups with the ability to save and/or with a balance to pay in their annual tax return.5 In most countries, it is a regressive expenditure, mobilising a large amount of public resources without benefiting those who most depend on them to access adequate housing. In the Philippines, for example, interest-rate subsidies account for 90 per cent of all housing subsidies. And yet 77 per cent of the country’s population cannot afford loans in the formal sector – not even at subsidised interest rates.6 In the US, as we have seen, public spending on tax breaks for the middle and upper classes has historically outstripped any investment on housing for the poorest. In Spain, tax exemptions for the purchase of property made up half of total public expenditure in the early 1990s, and reached a rate of 80 per cent in 2003.7

These forms of subsidy already existed in the Keynesian phase of capitalism, in both developed and less developed countries. As analysed in the first chapter of this book, in many countries a policy of subsidies existed alongside a social housing system, as part of the welfare apparatus. However, in the 1960s and 70s, in Spain, Greece, Portugal, Brazil and Mexico, subsidies were the only housing policy.

Nevertheless, grant subsidies are more common in developing countries, especially in Latin America. There, the low income of most individuals and families excludes them from real-estate markets, and during the Fordist period, self-built housing was predominant.8

In many countries, neoliberal processes of housing policy reform interact with traditional forms of housing provision such as self-construction of homes and neighbourhoods. Typically, industrialisation attracted thousands of migrants, mainly from the countryside, without offering any structures for their integration into the city by means of land and housing policies. In part two of this book, I will consider in detail the nature, role and fate of these settlements in the last decades.

First, however, I will analyse the housing policy in Chile, rolled out in the late 1970s under the logic of neoliberalism, and constituting the main laboratory for the elaboration of a market-oriented housing policy that might be applicable in other emergent countries where informal settlements were predominant. The Chilean model became a benchmark for other countries.9 This model emphasises: the transferral of the responsibility for housing provision from the government to the private sector; the award of a single grant to subsidise the purchase and, simultaneously, the cut of all indirect subsidies; and mechanisms of qualification of beneficiaries through a transparent points system based on the family’s income and saving capacity.

These programmes aim to improve people’s economic chances to access housing, through cash grants that cover a proportion of the price of a housing unit formally built and marketed by private companies. Grants can also be combined with mortgages.

The Chilean model has been promoted as ‘best practice’ due to its transparency, the transferral of the supply of housing to the private market (considered more efficient than governments at dealing with very diverse demands for housing) and its focus on poor populations.10 It has been widely reproduced in Latin America (Brazil, Colombia, Costa Rica, Ecuador, El Salvador, Guatemala, Mexico, Panama, Peru and Venezuela).11 Outside of Latin America, this model of grant subsidies has been extensively implemented in South Africa since 1994.12

The Chilean Laboratory

In 1973, a military coup d’état led by General Augusto Pinochet overthrew President Salvador Allende and inaugurated what some writers call a ‘neoliberal revolution’.13 Indeed, long before the IMF and multilateral banks started to promote so-called structural adjustment in developed countries, the Chilean government – under the technocratic wing of the ‘Chicago Boys’14 – radically took on the role of social-policy subsidiary, executing reforms in education, health, pensions and housing.

At the time of the coup, the political context of housing was one of vigorous mobilisation and pressure from campaigners. Since the mid-1960s, comités sin casa [homeless committees] had begun to occupy empty lots and to organise campamentos [settlements] as a form of pressure on the Christian-Democratic government of Eduardo Frei, demanding the fulfilment of his housing construction promises. Campamentos also became part of the foundation for the growth of left-wing parties, contributing to the victory of Allende’s Unidad Popular coalition in 1970. There were more than 300 occupations in Santiago between 1968 and 1970, and they started multiplying. In 1972, more than 500,000 Chileans – 400,000 in Santiago alone – lived in campamentos.15

In 1978, Pinochet introduced reforms that reversed policies from Allende’s socialist run. He decreed the liberalisation of prices, the return of nationalised companies to their former owners, the privatisation of all state companies, the elimination of customs barriers, and the liberalisation of the financial market and its opening to international capital. In this context, the Ministry of Housing designed an instrument to underwrite the massive and sustained production of housing units by the private market – a system that remains in place today.16 Essentially, this policy consisted of: transferring housing finance and construction to the private sector; classifying the demand via a unified points system (called ficha CAS) on the basis of income, savings and other criteria; and awarding grant subsidies, tied to families’ savings.

The financing of this model occurred through families’ savings and through a complex system of mortgage-linked deeds commercialised in the subprime mortgage market.17

In practical terms, according to a 1979 flyer from the Ministry of Housing, homes are goods acquired through family savings efforts, ‘with State contributions via subsidy. Beneficiaries and State share the responsibilities in order to respond to the homeownership dream.’ In its role of subsidiary and ‘in the name of all Chilean citizens, the state assists with home-purchase and the search for a solution to homelessness – in cash. That way, you gain the human dignity that you so greatly deserve through the honour of your work. This is not paternalism. It is social justice.’18 The requirements for applying for a subsidy included being the head of a family, not being a homeowner, never having obtained a home via state policies and maintaining a savings account – whether in a bank or in a savings and loan association. Initially, the requirements also included owning land and being able to spend 20 per cent of one’s income on mortgage repayments.

In mid-1984, when a leader of the Chilean Chamber of Construction became head of the Housing Ministry, the system was tweaked to increase the subsidies for lower-income families who could not access bank loans. The scope of the housing market was thereby expanded and the construction sector, then in crisis, was reactivated. The same year, Pinochet approved a decree (Decree 168, 17 October 1984) that technically defined social housing, establishing a ceiling of 400 UF (Unidad de Fomento, an abstract unit-of-account used by the Chilean credit industry) for the cost of constructions, and defining the architectonic and urbanistic characteristics of the so-called ‘viviendas económicas’.19

In terms of supply, social housing would no longer be produced by the state, but offered by the market. Instead of building what the public sector determines, builders should compete to produce what consumers ‘desire’. According to this model, construction companies must deliver a product cheaper than that historically supplied by the state, giving poor people a ‘choice’ of housing, which is made accessible through state contributions. To ensure that prices fell, the government deregulated the sector, reducing construction standards (such as the minimum size of housing units and plots of land) and reforming the land market.

In 1979, all restrictions to the development and expansion of the metropolitan area – dating from the 1960 Metropolitan Plan – were abolished, and Santiago’s buildable surface leaped from 36,000 to 64,000 hectares.20 The housing and planning reform clearly had a political slant: between 1979 and 1985, a complete eradication of campamentos was accompanied by a politico-administrative decentralisation of the metropolitan area, which divided the former seventeen districts into thirty-four, and transferred residents en masse from central campamentos to recently created peripheral districts (many in former rural zones). More than 28,000 families were evicted.21 The most dramatic instance was La Pintana, a comuna in Santiago Province whose population grew by 90 per cent in two years (1982–84) as almost 30 per cent of the displaced persons were resettled there.22

This action – whose declared goal was to terminate unregulated settlements – directly impinged on a territory of high real-estate value that had been structured by lower-class organisations and inhabited by their militants. At the same time, many of the old campamentos located in outlying districts were upgraded and regularised and endowed with sanitation and infrastructure. For people who lived in more central campamentos, there was no voluntary application for subsidies. Instead there was compulsory displacement – carried out with army support – to new peripheral housing projects, composed of 25-square-metre units in plots of 100 square metres.23

Combined with massive voluntary market supply, evictions from campamentos represented the production of a vast territory occupied mostly by lower-income housing units, offering scant facilities and services and lacking social heterogeneity and diversity of uses. In its competitive search for the lowest prices, the private market had chosen the best-value land as its locus for producing low-income housing – in peripheral areas that had not previously been urbanised. It signified a restructuring of the metropolitan area, intensifying socio-spatial segregation.24

More than 2 million new residential units were produced between 1980 and 2000, of which more than 500,000 were ‘viviendas económicas’. This drastically reduced the country’s housing deficit, and ostensibly ‘solved’ the ‘housing problem’. Nevertheless, many studies carried out since the end of the 1990s show the opposite: the new-built stock did not mean a solution, but the creation of a fresh problem. If ‘families without roofs over their heads’ was the great housing problem in the 1970s and 1980s, the great socio-housing problem in Santiago in the 2000s became ‘families with roofs over their heads’. Almost all of the Chilean poor own low-quality houses or apartments, and precarious settlements now represent less than 4 per cent of the total housing stock.

However, within Santiago’s socio-spatial dynamics, these new homes and their environments produce a new place associated with poverty and marginality in the city. A survey performed in 2002 by SUR (a Chilean research centre) revealed that 64.5 per cent of residents in these areas want to ‘leave their vivienda’. The reasons included problems with neighbours and perceptions about lack of safety and drug-related activities. Among those who wanted to leave, 90 per cent were scared and ashamed of living there. In order to understand such attitudes, researchers crosschecked the georeferenced information from ‘vivienda económica’ complexes with the locations of violence reported in the city. The result demonstrated that a higher level of inter-family violence occurs in areas in which lower-income housing stocks are concentrated. Stigma, spatial confinement and institutional framing work together to define these places as authentic ghettos.25

For many of those evicted from campamentos, the resettlement meant the loss of their jobs, increased expenses (especially on transportation), difficult access to education and health services and, above all, the dismantlement of their informal social networks and the disappearance of community organisations.26

In 2006, two large social housing complexes – one comprising 900 units and the other 1,500 – were demolished. Six years after the publication of the first paper criticising Chilean social housing policy,27 the government admitted that this programme was essentially about setting up a machine for the production of cheap homes. Its main objectives were the invigoration of the construction industry and the penetration of finance into the social housing sector, regardless that it generated a new housing and urban problem: the ghettos of los con techo – poor people ‘with roofs over their heads’.28

The supposed advantages of this approach – freedom of choice and affirmation of the consumers’ desires – represent, in fact, the most shameless lack of choice: the government uses public resources to commercialise products of appalling quality, which would never be bought if people had money and real freedom of choice. Within the higher-income housing market, the supply must be sensitive to the requirements of the demand and, so, to the triad product/price/location, as it operates in a competitive context. Conversely, operators supplying social housing have captive demand – especially when this demand is highly subsidised.

In a context of housing deficit, receivers of subsidies will simply ‘buy’ whatever is available and attainable at that moment. Social housing suppliers can, thus, be less sensitive to the preferences of their demand, or simply ignore them, as there is no competition.29

The ‘success’ of the Chilean experience was rapidly incorporated into the agenda of housing policy reforms in developing countries by bilateral or multilateral agencies, particularly the IDB. In 1988, one of the ‘inventors’ of the Chilean model became part of the IDB’s staff. From then on, almost all loans involving the housing sector included the Chilean model of subsidies. The IDB also sent Chilean social housing policymakers to several Latin American countries to present their policy’s fundaments and mechanisms. From 1995 on, when IDB’s Executive Council decided to officially enshrine the formal production of housing units as a strategy to combat poverty, the model was definitively incorporated in all of the Bank’s operations.30

For readers who might have noticed similarities with the Brazilian programme Minha Casa Minha Vida [My Home My Life], it is not a mere coincidence. In the third part of this book, I will analyse in detail the trajectory of that programme. The list of Latin American countries that have implemented versions of the model does not stop growing: Mexico, Guatemala, Bolivia, Ecuador, Brazil, El Salvador, Colombia, Venezuela. As well as the IDB, the United States Agency for International Development (USAID) was highly instrumental in the promotion and diffusion of this policy, by sponsoring debates, seminars and meetings between the countries’ Construction Chambers and housing policymakers.

The influence of this model moved beyond the borders of Latin America. In 1992, for example, one of the main World Bank researchers presented the Chilean policy to South Africa, which had recently abandoned apartheid. In 1994, a World Bank mission in the country proposed a programme of subsidies significantly influenced by Chile’s experience.31

The example of Chilean programmes designed to provide mass housing via the market is not, then, an isolated one. Chile’s pioneering experience has been replicated across Latin America, Africa and Asia.

In countries where the model has been in operation for some years, the socio-territorial effects are clear. In the case of Mexico, it is already possible to chart the increase of urban sprawl, the reduction of population density and the proliferation of acres of standardised, extremely small houses.32 Moreover, the complexes are badly integrated, as they are disconnected from the cities and do not offer basic infrastructure, public services or job opportunities.33 These drawbacks led many people who had acquired mortgage credit certificates to return to the city, opting to rent out the purchased home.34 Another problem is vacancy: almost 5 million new houses were simply abandoned.35 The press reports that some of the empty units have been occupied by drug traffickers and that banks have a hard time foreclosing these abandoned assets, whose instalments have not been paid by the people who bought them.36

Subsidy schemes in South Africa, Mexico and – as we will see in part three of this book – Brazil, have been criticised for replacing informal dwellings scattered around cities by shoddy, stigmatised units that have concentrated lower-income families in one place. This process has reinforced – when not generated – social and urban segregation, disparity in access to urban services, worsening local living conditions, environmental degradation and ever more urban security problems.

These programmes have also neglected habitability. The developments are not only badly located, they are often too small or built with low-quality materials, offering scant possibilities of improvement. As an example, the basic state-subsidised housing unit in Santiago in 1990 measured a mere 33–34 square metres. Despite an increase of the average size during the 1990s, in 1998 each family had at their disposal only 9.3 square metres per occupant. Initially, the average space in South Africa was only 25 square metres and the houses had no subdivisions.37

Despite being intended for the poorest and most vulnerable, grant subsidy programmes found difficulties in reaching the lowest-income families, mainly because these still could not afford the down payment or the instalments defined by the market.38 In some cases, subsidies were so low that it was impossible to buy a home without previous savings or substantial additional credit. Many proprietors, even when capable of meeting the credit or savings requirements, had nothing left over for maintaining their homes or paying the bills, and were ultimately forced to sell up.39

Attempting to complement the available resources, some governments encouraged private banks and NGOs to supply microcredit to low-income families, on top of the already awarded state subsidies. The Swedish cooperation agency, SIDA, was particularly generous with projects of this kind in Central America. Such schemes act as institutional intermediaries between families and the state, helping the former to bridge the gap in order to become eligible for subsidies. Nevertheless, surveys conducted in South Africa, Pakistan and other countries where these mechanisms have been tried show that the combination of microfinance with subsidies was not successful.40

Despite appreciable state budgetary investment and an explicit focus on low-income families, grant subsidies have promoted, in part, only the economic-financial aspect of the right to adequate housing. They privileged the substantial reduction of the housing deficit in some developing countries over wider aspects of this right, such as habitability, location, availability of services and infrastructure.
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Microfinance: The Last Frontier

It is necessary to take the money from where it is: with the poorest. Granted, they do not have much, but they are so many!

Alphonse Allais

In her book Poverty Capital, Ananya Roy recounts that when Muhammad Yunus and the Bangladeshi Grameen Bank were the Nobel Peace Prize laureates in 2006, Grameen’s microfinance model gained international legitimacy, after a long trajectory of growth within poverty combat circles. Elizabeth Littlefield, CEO of the Consultative Group to Assist the Poor (CGAP, a donor forum based in the World Bank that advocates a market-based approach to development), considered that: ‘Yunus was one of the early visionaries who believed in the idea of poor people as viable, worthy, attractive clients for loans.’1

The majority of the planet’s urban poor live in unplanned and not previously urbanised settlements, where residents gradually produce their own homes, mobilising their own material and financial resources. Until the 1980s, slum-dwellers and poor urban populations were not considered a market for financial services.2 The reasons were: low- and middle-income families’ inability to afford housing-finance debt; the incompatibility of the formal requirements for the concession of financial loans (collateral and payment capacity) with such households’ profile (low or irregular income, often obtained through informal work, and lack of security of housing tenure); and little interest from financial institutions in lending to the poorest, as the latter generally borrow small sums, involving high transaction costs and high default risks. As a result, low- and middle-income families have historically adopted ‘informal’ financial strategies, based on individual savings, family loans or remittances, loan-specialised companies or pawnbrokers and moneylenders.3

Nevertheless, in the 1980s, a new finance paradigm emerged. Apparently, the poorest might be served by the extension of small, informal and income-generating credit: microfinance. Private investors became convinced of microfinance’s profitability and started to regard even the most deprived as ‘bankable’.4 Since then, there has been an intense expansion of the flow of private investment capital (supported by donors, multilateral banks and international organisations) to the microfinance sector. Initially aimed at financing the entrepreneurship of the poorest – one of the ideological and economic bases of the expansion of neoliberal policies – microfinance recently included lines of credit specifically to support progressive self-build projects. In the last decade, this initiative was incorporated as a programme by the UN and the World Bank, through the creation of the Cities Alliance and UN-Habitat’s Slum Upgrading Facility.5

In Grameen Bank’s pioneering experience, in Bangladesh, microfinance adopted the language of human rights or ‘the right to credit’. Microfinance was framed as a non-profitable loan to combat poverty and empower women. Individuals donated resources to a revolving fund. After small amounts were lent to women from villages and impoverished shanties, the money would be returned through a process that also involved the apprenticeship of market discipline and, initially, the constitution of solidarity groups and community co-responsibility.

Of course, the poverty combat concept that animates this model is centred on the promotion of entrepreneurship, not on the redistribution of income, the multiplication of opportunities or any principle of equality. The model of poverty mitigation is, thus, at the same time, centred on poor people and opposed to welfare systems. Yunus has repeatedly affirmed that self-employment – and not formal salaried employment – is Grameen Bank’s goal.6

Microfinance quickly ceased to be restricted to non-profit organisations such as the Grameen Bank and penetrated commercial banks and the capital market. The increasing presence of large Western banking groups in developing countries, like these consortia’s interest in microfinance (of housing among others), reflects the idea that the ‘bottom of the pyramid’ represents a large and untapped market.7

New models of microfinance institute rigid financial sustainability rules and emphasise profit rather than human development, hoping that the ‘bottom billion’ – the world’s poorest – will act as a ‘frontier market’, opening up new horizons of capital accumulation.8 The age of microfinance is part of a larger transformation of capitalism itself, termed ‘creative capitalism’ by Bill Gates. This gentler capitalism envisages ‘eradicating poverty through profits’.9

In the last ten years, the number of housing-related microfinance programmes has been growing. These offer loans of between US$300 and $8,000 to homeowners, with the possibility of top-ups, and amortisation deadlines of one to fifteen years. Compared to microfinance for entrepreneurs, housing microloans generally involve much higher values and are conceded for longer periods. But compared to mortgage loans, microloans involve significantly lower values, are conceded for shorter periods and target people who are not served by formal financial institutions, private or public.10 Due to their limited scope, housing microloans are mainly used to fund home improvements (such as the construction of sanitation facilities) or extensions.11

Today, housing microfinance is offered by a large variety of institutions, including microfinance agencies such as Grameen and Accion, with their affiliated bodies. It is also offered by commercial banks and institutions, such as HDFC Bank in India, and Cemex in Mexico (through the Patrimony Today scheme). In addition, microfinance is offered by intergovernmental organisations and NGOs specialised in housing supply, such as the Rural Housing Loan Fund in South Africa, and Habitat for Humanity.12

The World Bank, USAID and UN-Habitat have been enthusiastic promoters of this kind of action. Directly financing, or publishing information on the theme, they have played a fundamental role in pushing back the geographical frontiers of such initiatives. According to the World Bank,

If ever supplied at a larger scale, HMF [housing microfinance] could play an important role in helping to provide an answer to the ‘qualitative’ housing deficits, and complement conventional mortgage markets that remain bordered by an ‘access frontier’ – as developed by D. Porteous and FinMark … The potential reach of HMF may be found among those who do not qualify under current banking criteria but would pay for a higher credit rate for a HMF loan.13

When launching its Slum Upgrading Facility (SUF), UN-Habitat understood that the problem is one of finance. Hence the need to ensure slum residents’ access to finance in order to improve their living conditions. This should be achieved thanks to the saving efforts and discipline of the poorest, combined with private finance resources inside the market sphere. There is no mention of social redistribution – the state’s role is to provide the optimum conditions for the market to operate.14 The starting point of UN-Habitat’s perspective is, thus, the identification of a ‘finance gap’: ‘the stark reality that combined public and private investment and official development assistance meets only 5 per cent to 10 per cent of the financing required for improvements in housing and basic services in Sub-Saharan Africa, South Asia and Southeast Asia’.15 SUF proposed to demonstrate that projects for slum upgrading – which can range from ‘area improvement’ to house construction and improvements – can be achieved via financial-commercial investment. This principle is encapsulated in the term ‘bankable’.16

Most housing microfinance initiatives are situated in developing countries and emergent markets. Latin America holds the world’s largest housing microfinance portfolio, in institutions such as MiBanco, in Peru; BancoSol, in Bolivia; Banco Solidario, in Ecuador; Banco Ademi, in the Dominican Republic; Calpiá (now ProCredit), in El Salvador; and Génesis Empresarial, in Guatemala.17 This type of finance is also significantly growing in Asia and, at a slower pace, in Africa.18 Examples include the Kuyasa Fund (South Africa), the Jamil Bora Trust (Kenya), the Kixi-Casa (Angola), the Pride (Tanzania), the BRI (Indonesia), and the Card (Philippines).19 The scale of some housing microfinance programmes can be significant. Grameen Bank, for example, has issued more than 650,000 housing loans.20

Nevertheless, housing microfinance options around the world remain scarce in relation to global GDP and to microfinance activities in general.21 It is still a service primarily for people who are already clients of microfinance institutions. Within a typical microfinance scheme, the size of the ‘housing’ portfolio varies between 4 and 8 per cent.

Microfinance institutions employ more diverse and flexible guarantee strategies than traditional mortgage schemes. They can include co-signers, future income assessment, deductions from wages, other financial assets (such as life insurance) and the ‘social guarantee’ (the borrower’s reputation, or an analysis of the social circles to which they belong).22 Some microfinance agencies attempt to minimise the necessity of guarantee by assessing the client’s history.23 Many of them – mainly in Asia and Africa – require the existence of savings that serve both to evaluate the borrower’s payment capacity and as a source of funds.24

Although microfinance agencies’ interest rates are typically lower than those of informal moneylenders, they are much higher than those charged by formal financial institutions, with much shorter repayment schedules. In most cases, rates vary between 20 per cent and 50 per cent.25 For example: MiBanco, in Peru, charges an annual interest rate of 37 per cent26 and Compartamos Banco, in Mexico, charges almost 70 per cent interest on its housing microfinance programme.27 The poorer the client, the more likely it is that the microfinance agency will try to offset the default risk by reducing both the loan duration and the amount lent.28 In some cases, the small loan is not sufficient and must be complemented by additional borrowing from external sources, which also charge very high interest and expose families to higher risks. Variable interest rates are commonly used and tend to rise over time, sometimes doubling the original.29 High interest rates deepen the clients’ indebtedness and aggravate the vicious circle poverty/probability of default.30 In order to keep up with payments, families may need to sell traditional assets (such as equipment or land) or divert money from other income sources (such as remittances or pensions). These ‘last-resort’ strategies explain microfinance’s generally high amortisation rates. Nonetheless, they reduce equity within families, their power of economic recovery and their economic access to housing. As is generally the case for high-risk mortgage loans, housing micro-finance clients are punished for their ‘low profitability’ and are forced to pay more because of it.

For all these reasons, microfinance schemes represent another highly exploitative form of subprime loan. Moreover, the nature and small scale of most stop these programmes from addressing issues such as security of tenure, location and availability of infrastructure and services. On the one hand, the provision of financial services for the extension and/or upgrade of constructions is a relatively straightforward and manageable activity. On the other, however, the process of land acquisition and infrastructure supply is complex in juridical, financial and political terms. It demands institutional and financial capabilities, as well as legal clout – which is usually only available to organisations within local and national governments. The focus on house enlargement or upgrade can, in some cases, promote better habitability and help slum residents to improve their homes, but does little in terms of wider aspects of the right to housing. While housing microfinance certainly expands economic access to housing, it also generates new difficulties, as borrowers substantially increase their housing expenditures and, even after an upgrade, remain underserved in terms of health, sanitation and education services. What is more, lacking security of tenure they risk eviction from their renovated homes – without compensation or relocation.

There is, too, an increasing awareness of the industry’s failure to reach the poorest. Due to their financial orientation, many housing microfinance programmes seem to focus more on the higher-income poor urban population (whose income is 120–150 per cent above the national poverty line); families on poverty’s borderline (whose income is 50 per cent above the national poverty line);31 ‘economically active poor people’ (sometimes holding formal jobs); and, finally, those who rely on diverse strategies for their livelihoods. The ultra-poor (under the 15 per cent threshold of income distribution), who are often spread over rural areas and represent high costs for credit and infrastructure services, will not be considered by microfinance.32 In some microcredit programmes, the demand of security of tenure may further restrict potential clients to those who are poor but in relatively ‘better’ economic conditions.

Within the vast universe of NGOs and financial institutions, many groups have their roots in cooperative practices for the creation of self-managed community trusts. They are particularly present in Africa and Asia. These trusts work with group loans and/or savings, aiming to help communities in the regularisation or acquisition of land, the implementation of infrastructure and services, and the upgrade of their homes. They offer, for example, technical and financial support for the acquisition of land and infrastructure (roads, drainage, water supply, etc.) in partnership with other actors, such as the government and the original landowners. These groups originated from collective processes of mobilisation and organisation.33 Some organisations (such as the National Cooperative Housing Union, in Kenya) offer microcredit both to individuals and to community groups or cooperatives.34 ‘Umbrella-type’ international organisations were created to facilitate the operation of community-based organisations that sprang from social housing movements, such as Slum Dwellers International or the Society for the Promotion of Area Resource Centres, in India.35

Community trusts such as Baan Mankong, in Thailand, and the Community Mortgage Programme, in the Philippines, show great capacity for expansion of their coverage and execution of complex housing and infrastructure projects involving national and local governments, landowners and various communities. The Baan Mankong programme, created in 2003 by the Thai government and implemented by a non-governmental agency (the Community Organisations Development Institute), had a target to improve the living conditions of 300,000 families before 2008. Its strategy for offering housing to low-income families was to channel resources to community-based organisations, which planned and executed the work.36 This programme became a benchmark for slum upgrade schemes involving community support, despite being carried out on a rather smaller scale than originally planned.37

Such programmes have developed in parallel to the evolution of housing microfinance. However, they embody a significantly different approach, which emphasises collective property and mobilisation and works on behalf of wider aspects of adequate housing, such as location, access to infrastructure and services and security of tenure.38 As community trusts are less governed by financial considerations, loan interest rates are generally lower than those of housing microfinance. Moreover, repayment deadlines are generally longer, reaching up to twenty-five years.39 Such trusts require resources to be available with no expectation of profit and the intense involvement of both local and national governments at every stage to achieve the necessary scale, sustainability and technical assistance. At the same time, they are closely tied to – and have often originated from – organisations and social movements fighting for the right to housing, whose action often exceeds the microfinance operation per se.

It is still too early to evaluate the impact of these community trusts on access to housing for the poorest people within their radius; more systematic and long-term surveys would be needed. However, financial sustainability has already emerged as a problem. Due to their ample scale and their dependence on multiple factors, community trusts largely depend on financial donations and technical support. Moreover, research indicates that they experience low amortisation rates and high default rates. Of equal concern is the fact that these loans lead to power conflicts and imbalances within participating communities, due to differing payment capacities among families and individuals.40

Finally, in the universe of microfinance, many institutions began their activities as self-management community trusts and ‘evolved’ towards financialisation. Microfinance, in turn, walks towards securitisation. The first initiative of securitising a microfinance portfolio was launched in 2006, to lend approximately US$180 million to the Bangladesh Rehabilitation Assistance Committee (BRAC, one of the world’s largest NGOs for social assistance and anti-poverty action). Structured by RSA Capital, Citigroup, Netherlands Development Finance Company and the development bank KFW, this business ‘involves a securitisation of receivables arising from the microcredits extended by BRAC … and the creation of a special purpose trust which purchases the receivables from BRAC and issues certificates to investors representing beneficial interest in such receivables.’41

Fazle Abed, founder and president of BRAC, celebrated securitisation as ‘a landmark for the micro finance industry … We have brought the global financial markets to the doorsteps of nearly 1.2mn households in Bangladesh.’42 In 2008, ASA International – a London-based global holding that administers trusts for microfinance institutions operating in China, Cambodia, Ghana, India, Indonesia, Nigeria, Pakistan, the Philippines and Sri Lanka – insured US$125 million in stocks of Catalyst Microfinance Investors (a private equity fund co-managed by ASA International itself and Sequoia, a corporate investment company). These securitisations aim to generate access to cheap capital for microfinance institutions and, therefore, as stated by BRAC, to reduce ‘dependency on volatile donor financing.’43

It is worthwhile to mention a report from the Consultative Group to Assist the Poor, a global partnership between the main European, North American and multilateral cooperation agencies with company foundations, advocating the financial inclusion of the poorest. According to this report, ‘microfinance institutions (MFIs) have emerged relatively unscathed from the financial crises of the past few decades’, which proves the resilience of these portfolios. Further, ‘assets of the top 10 microfinance investment funds grew by 32 percent in 2008’, meaning that ‘microfinance is one of the few asset classes with a positive return in 2008.’ The links between ‘micro entrepreneurs and international capital markets’ are celebrated, and microfinance is seen as a market ‘where arbitrage possibilities remain to be exploited’.44

There are two things that must be understood about housing microfinance, in terms of financialisation: one, it is a model that establishes links between slum residents and national capital markets – and, more recently, international ones as well. Two, it is a model that presupposes a financial view on life, in which a home is regarded as an asset to be invested in exchanged or used as collateral to leverage additional financing in aid of consumption, welfare or entrepreneurship activities.45

Microfinance seems to be the new subprime frontier for capitalism, in which capital destined for the promotion of development and financial capital merge and work together, identifying new development subjects and opening/consolidating new investment territories. Whether in the North American subprime mortgage market or the Spanish ‘creative’ mortgage market, microfinance transforms neglected territories and stigmatised populations – discriminated against on grounds of race, class, gender or form of tenure – into objects for financial colonisation and exploitation, all in the name of inclusion.

According to Ananya Roy, the subprime logic is the same as that of microfinance,

for it allows the poor access to credit but on terms that are significantly different from those enjoyed by ‘prime’ consumers – be they the high interest rates of Compartamos or the intimate discipline enacted by the Grameen Bank. In other words, the subprime marks the limits of the democratization of capital.46

In other words, microfinance marks the expansion of capital towards its last urban frontier: the slums of capitalism’s peripheries. It is the end of the road for a long strategy of deconstruction of housing as a right and its transformation into financial asset – in the name of the fight against poverty.




PART II
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Tenure Insecurity

Cambodia, 2008

Mao Sein, thirty-four-year-old widow and scavenger, is sitting with her three children under a straw sleeping mat in her shack, waiting for the seemingly endless monsoon rains to stop. Two years ago, the police raided the settlement where she lived in Phnom Penh, the capital of Cambodia. She was then relocated by the government to an empty field almost twenty kilometres away from the capital. The precariousness of Andong – where she lives now – and its shacks reminds her of the refugee camp that sheltered her grandfather thirty years ago, when he was forced to flee the city by the brutal Communist Khmer Rouge. Like thousands of people in the country, Andong residents are victims of the rural and urban land grabs that have been causing evictions and forcing people to live in the streets. Economic growth is leading to a massive transfer of land towards agriculture, mining, tourism, fisheries and real-estate development. The evictions and official seizures can be violent, including late-night raids by the police and military. ‘They arrived at 2 a.m. with electric batons,’ said Ku Srey, another inhabitant of the settlement. ‘They pushed us into trucks, they threw all our stuff into trucks and they brought us here.’ In a report published in February 2008, Amnesty International estimated that 150,000 people were at risk of forced evictions in Cambodia because of land disputes, land seizures and new development projects. If these people have indeed been forced to move, it will have been the biggest displacement of Cambodian people since the days of the Khmer Rouge. In 1975, the regime began the evacuation of Phnom Penh, herding thousands into the countryside and emptying the city. In 1979, the Khmer Rouge were overthrown by a Vietnamese invasion, driving hundreds of thousands of Cambodians to seek refuge in Thailand.

Many of the refugees returned to the country in the 1990s and set up huge squatter colonies in Phnom Penh. Mao Sein remembers the pakdivat – revolution – that made her family lose everything, and laments that it is all happening again, this time because of akdivat – development. The Cambodian economy grew almost 9 per cent in 2007 and the sprouting of towers and shopping malls is quickly transforming Phnom Penh’s landscape. In Andong, on the other hand, people slowly build their own houses by hand and there is just one, partially paved road. But Mao Sein suspects that this might be another temporary home. The suburbs of Phnom Penh are only a few kilometres away and, if the city keeps expanding, she and her neighbours will soon be forced to move again.1

Jakarta, June 2013

When I approach the old train station, the scene is devastating: debris on the floor, scrap metal, pieces of wood, cement, strewn clothes, plastic basins. As I get closer, women and children surround me. They literally grab me, crying and shouting Indonesian words that I can’t understand. I quickly look around, searching for one of the translators who is accompanying me on the mission. He joins me and, with his help, I try to calm the women down so that they can tell me their stories. We then learn that the land we are on belongs to the Indonesia State Railroad Company, whose lines and stations have not been active for years.

The women tell me that they used to pay rent to the company for the space in which they set up their market stalls. This area is in the very centre of the city and thousands pass through it every day. They also tell us that some families, besides using the space for trade, have been living there for many years. In addition, according to a new government policy, empty plots of land must be sold to construction companies for the highest bid. Because of the new legislation, Indonesia State Railroad Company had, that morning, instructed the police to remove the area’s current inhabitants. Their desperate questions echoed: what now? Where shall we go? What will happen to us? While I try to note down the information and explain who I am and what I am doing there, I realise that the translator is crying too. On the way back to the car, he explains why: he misses his village, in the most far-flung island of the vast archipelago that makes up the country. With the land reform – which turned the clans’ collective properties into the individual property of families – his family’s entire heritage in the village was sold against his will. After that, he had to leave his home and his island, migrating to Jakarta, where he started working as a missionary for the Pentecostal Church. He explains that accompanying me on visits to those who have been uprooted and resettled would continuously rekindle his memory of that moment and reinforce the certainty that his own departure, although not violently imposed by the police, was also a forced eviction.

Haiti, June 2011

A year and a half after the earthquake that devastated Port-au-Prince, I arrive in a city with more than 1,000 camps of internally displaced persons (IDPs), harbouring almost 800,000 people waiting for housing solutions. Threats to clear part of these camps were a daily occurrence, especially against those who, since January 2010, had squatted in privately owned areas. According to Camp Coordination and Camp Management Cluster – the organisations responsible for the establishment and management of the camps – in January 2011, more than 220,000 people were threatened with eviction in 179 camps in Port-au-Prince. Humanitarian and reconstruction agencies are in despair before the lack of prospects and any viable responses to the situation. They are accustomed to the logic of rapid rebuilding on the same land where the affected people lived before the disaster, a procedure for which they have a legal mandate and an organised apparatus. This time, they are facing a completely different situation.

Most of the camps’ population are refugees from the huge informal settlements of the city. This means that, first, the land on which their houses should be rebuilt is not their legal property, which immediately blocks the reconstruction. Moreover, these plots do not even have a legal existence, as they were not the result of urban development, with the previous opening of streets and lots, public and private. On the other hand, even if the buildings were to be reconstructed, the situation remains paradoxical: in those same settlements, people who have not been affected by the earthquake live no less precariously than those in the IDPs’ camps. Indeed, there are advantages to the camps, since at least they provide water, bathrooms and, in some cases, schools and health clinics. Despite the millions poured into Haiti by humanitarian aid, the situation in June 2011 is, literally, one of paralysis.

Maldives, January 2009

As suggested by the government, I visit one of the islands that was chosen to host a major reconstruction project, destined to shelter communities who lived in numerous small islands before the devastating tsunami in 2004. The government proudly shows me the quality of the constructions: the water desalination plants, the schools, the health clinics, the refuse recycling centres, the large houses with three bedrooms, American-suburban-style.

I decided to request a visit to one of the islands that had been devastated. I had to be insistent, as this was not part of the initial plan and ‘there’s nothing to see, as everything has been destroyed’, according to my interlocutors from the government and from the United Nations Development Programme (UNDP), who had helped to organise this visit. Finally, they agreed that our boat could make a brief stop on the ‘destroyed’ island. On landing, I realised, to my surprise, that all the houses were standing, merely lacking doors, roofs and window frames – basically, everything that can be removed. The mosque (Maldivians are predominantly Muslim) was absolutely intact. During the following days, I began to understand the situation better. Over a decade ago, the government of the Maldives – with 300,000 inhabitants spread over more than 500 islands – had launched the strategy of ‘consolidating’ the population onto only a few islands, with the goal of easing the provision of public services. After that, the vacated islands could be leased to tourist resorts – a procedure already in place and proving a great success, thanks to the paradisiac characteristics of the archipelago-country. Local communities reacted against the proposal, refusing to move and to merge with other communities. The tsunami was the opportunity to implement the strategy: the islands hit by the catastrophe were declared ‘uninhabitable’ and international aid enabled construction of some of the consolidation points.

Buenos Aires, April 2011

We roamed the alleys of one of the oldest informal settlements in the Argentinian capital, Villa 31, situated at a strategic point and inhabited by thousands of people. It was one of the few villas to resist the mass eviction policy of the dictatorship, which, between 1976 and 1983, removed more than 200,000 people from Argentinian inner cities. As though in a scene from a 1960s Italian neorealist film, as we walked, more and more people joined us, all talking loudly at once, tripping on dogs and chickens, jumping over open-air sewage ditches. The whole cortege was followed by indigenous boys holding cameras – the Villa 31 radio and TV crew. At last we arrived at some kind of central football pitch. By then there were already more than 300 of us. A megaphone appeared and was immediately fought over by a councilwoman and two community leaders (one of whom I later learned worked in a congressman’s office). One speaker succeeded another, voicing complaints about the programmes that were never implemented, or never completely – in a corner, I saw a half-built playground. The history of that place was coming together in my mind in fragments. The city council had approved a law determining that Villa 31 would be definitively urbanised and that a mesa de concertación, formed by community members and public authorities, would undertake and manage the process step by step. Additionally, a project developed by Buenos Aires University had already been presented. However, there was no sign of anything happening. As a Bolivian lady next to me said, after listening attentively to the speakers: ‘Señorita, it’s a law, not reality!’

Rio de Janeiro, April 2012

The Engineering Club auditorium was full when I arrived. I had been invited by the People’s Committee for the World Cup and Olympic Games in Rio de Janeiro to present the dossier ‘Mega-Events and the Violation of Human Rights in Rio de Janeiro’. Sitting next to me on the debating panel was Altair Guimarães, then president of Vila do Autódromo’s Residents Association, one of the communities that resisted (and still resists!) the eviction. All those present at the table spoke about rights and reported abuses, in something akin to a ‘counter-voice’ against the consensus celebrating the arrival of an urban ‘revolution’. This revolution would be thanks to the city’s ‘conquest’ of the role as next host of the Olympic Games (2016) and the World Cup (2014). When it was Altair’s turn to speak, he calmly started to tell his story: ‘I spent my life being volleyed around like a shuttlecock – from here to there, from there to here.’ In 1967, when he was fourteen and lived in a community called Ilha dos Caiçaras, on the banks of Lagoa Rodrigo de Freitas, he and those who lived in the other favelas bordering the lake were evicted and relocated to the infamous Cidade de Deus housing project – well known thanks to the film City of God, a recent blockbuster in movie theatres around the world. He went on:

‘What governor Carlos Lacerda said to justify the eviction was that my community dirtied the lake and killed the fish. Nowadays we see that this was a huge lie because the fish keep on dying. What they actually wanted was to conduct social cleansing, to bring in pedalos, to embellish the city. I stayed in Cidade de Deus from my fourteenth until my thirty-fifth year. It was supposed to be a model city, but it became an arsenal of war. Do you know what it means to me, a married man, to be forced to lie on the floor next to my daughters because of tracer bullets? And then one day, we were again taken by surprise with eviction, this time because of Linha Amarela [Yellow Line, the express roadway built in the 1990s, connecting the International Airport with Zona Sul – the upper-class area of the city]. I was there, in the way, and had to leave. Again.’

With no other alternative, Altair went to Vila do Autódromo, an old fishing community that became a neighbourhood in 1975, when the workers building the municipal motor racing circuit – autódromo – settled there. In the 1990s, the area was ‘legalised’, obtaining from the State of Rio, the owner of the land, a ‘concessão do direito real de uso’, authorising the inhabitants to live there for ninety-nine years. However, since 1996, the municipal government have been trying to evict the community, employing many different arguments: environmental reasons, high-risk area, building works for the Pan-American Games and, now, the Olympics … The community – well organised – fought both in court and in the streets for their right to stay put. ‘We are in Jacarepaguá, right in the eye of the construction companies’ hurricane. They want to evict us and build luxury residential condos here. But this time, we won’t leave!’2

A global insecurity of tenure crisis blights the lives of millions on the planet. They are individuals and families who have had their lives mortgaged or have lost the possibility of remaining in their home neighbourhoods because of the real-estate price boom in international markets,3 as described in part one of this work.

Moreover, millions were forcibly expelled from where they lived, displaced by land grabs, large infrastructure urban renewal projects, natural disasters and armed conflicts.

The international tenure crisis manifests itself in many forms and contexts. Forced evictions are its most visible and shocking signs. In the absence of global and comprehensive statistics on forced evictions, the estimation of cases reported by humanitarian organisations – as well as the reports received by the UN special rapporteur on adequate housing – confirms that forced evictions happen all over the world and affect millions every year.

COHRE (Centre on Housing Rights and Evictions), for example, estimated that more than 18 million people were affected by this kind of displacements between 1998 and 2008.4 The negative impacts of the evictions are tremendous: they deepen poverty and destroy communities, leaving millions in an extremely vulnerable position.

Many people are displaced because of large infrastructure projects or economic exploitation, such as the expansion of mining sites and agribusiness. According to a former World Bank consultant, such projects affected 15 million people every year between 2001 and 2010.5 Urban projects in preparation for mega-events have also been sources of tenure insecurity and forced evictions.6

Conflicts and natural disasters – including those aggravated by current climate change phenomena – also cause displacements and can undermine tenure security. More than 26 million people were internally displaced by the end of 2011 because of armed conflicts, violence or human rights violations. Another 15 million were displaced due to natural disasters.7

An earthquake or of a great flood – like the project of a hydroelectric power plant or of a large sports facility within an inhabited territory – has stronger impacts on areas in which tenure status can be contested at any moment by authorities or private agents. In cities, many words are used to designate this situation: favelas, unregulated settlements, informal settlements, slums. As we will see later on, the choice of these terms is not innocent: the intention is to define a situation of otherness in relation to the predominant urban-juridical order, representing a multiplicity of very distinct situations. Nevertheless, it is possible to affirm, at least in the urban world, that these spaces can be defined by housing precariousness and tenure-related ambiguities. This is the predicament of more than half of the inhabitants of cities in the Global South,8 but it is also present in cities of the developed world, where Roma, Bedouins and other ethnic minorities also live in a permanent state of transience.

Unfortunately, there are no global data about the number, nature or exact circumstances of the communities who live in these conditions. The very nature of tenure relations, of permanence or transience, is to some degree a matter of perception and experience, strongly rooted in the political, economic, juridical and cultural context of each region and nation, making it difficult to accurately depict this universe.9

UN-Habitat provides data on ‘slums’ – the word they adopted to define these urban settlements, characterised by ‘the most intolerable of urban housing conditions, which frequently include: insecurity of tenure; lack of basic services, especially water and sanitation; inadequate and sometimes unsafe building structures; overcrowding; and location on hazardous land’.10 In one study, the agency estimated that in 2001, 924 million people lived in slums.11 A later estimate (2010) calculated the number at approximately 828 million.12 However, considering that in 2010 the agency’s surveys did not take tenure security into account, this figure provides just a small insight into the current extent of tenure insecurity in urban areas.13

These so called slums – or favelas in Brazil – are by no means the only example of insecure tenure. In fact, a large range of individuals and groups can be in an insecure position: refugees and internally displaced persons, affected by conflicts, natural disasters and climate change, or at risk of these elements; people affected by or in land for development projects; occupants of valuable lands; tenants with or without legal title, in informal settlements or under formal agreements, in urban and rural areas; internal and international migrants; minorities; nomad communities; groups affected by caste or other discrimination; poor, landless and homeless people; leaseholders; workers in a regime of servitude; other marginalised groups, such as disabled people or people living with HIV; indigenous people; groups with consuetudinary rights to the land; and even owners of mortgaged houses. Although no one is completely protected against insecure tenure, the poorest and most vulnerable bear the largest share of the burden resulting from this situation.

Fundamentally, insecure tenure is a matter of political economy: laws, institutions and processes of decision-making related to the access and use of housing and land are conditioned by the power structures that exist in society. Consequently, both urban planning strategies and forms of land management bear strongly on the possibilities of granting – or blocking – access to urban land to lower-income residents.14 It is inside this juridical-administrative web that the mechanisms of inclusion/exclusion in the city are embedded.

Likewise, land administration and management reform programmes potentially impact on tenure security/insecurity. They may resolve or aggravate land conflicts, reinforce or undermine tenure security. They, too, are contingent on political decisions: who will determine the agenda for the land governance reform? Who will receive the benefits distributed by the reform?15 These questions cannot be ignored, especially in a context of increasing interest in land and of a contentious juridical pluralism.16

In these times of financialised capitalism – when rent extraction supersedes productive capital surplus value17 – urban and rural lands have become highly disputed assets. The consequences have been dramatic, especially – but not exclusively – for emergent economies. The dynamics that follow land market liberalisation are increasing market pressures on territories controlled by low-income communities, in a global context in which urban land is not available to the poorest groups. Thus, communities remain under the constant risk of their territorial assets being despoiled.

Although central and local authorities hold primary accountability for ensuring that land and housing policies respect the right to adequate housing, humanitarian and development agencies also perform a significant role: they may either be diligent, taking care to avoid involuntary complicity with human rights violations or – allied with urban real-estate development companies, investors and national and international financial institutions – they may have a deleterious effect on the rights of the poorest urban populations and other groups, becoming accomplices in cases of forced evictions and land grabbing.

Policies of land planning, administration and management, including of public lands, have an enormous impact on the construction of the security/insecurity matrix. However – as in the case of housing policies – programmes of land reform and administration around the world have instituted the hegemony of individual private property over all other forms of tenure. Because they focus on bestowing individual private property titles on non-disputed users or owners, the majority of these projects have failed to recognise and protect all forms of tenure and, in particular, to shield the poorest.18

Therefore, land reform programmes, including title-granting programmes, often contribute to dispossess the poorest of their territorial assets, capturing a reserve of land for the expansion of the frontiers of capital. In the next chapter I will try to unveil this process, revealing the strategies, policies and mechanisms through which spaces of ambiguity are constructed (and destroyed) in the contemporary urban world.
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From Enclosures to Foreclosures

In the nineteenth century, the monstrous reality of England’s cities, so well depicted by Charles Dickens, transformed one idea into common sense: that cities contain a spare ‘other’ – the horde of poor people who are unemployed or working under informal regimes, subsisting in a situation of housing precariousness. This vision then spread ad nauseam. By this account, cities grow faster than they should, unable to absorb all who migrate to them, thus generating ‘bloat’ rather than orderly growth. The migratory movement from the country or smaller towns to major cities should be avoided at all costs, to stem the creation of these monsters.

I have participated in hundreds of debates and symposiums in the last thirty-five years and none have lacked an individual who expressed this position. The idea has underpinned theoretical positions and structured public policies throughout history. Its influence is present everywhere, from the theory of marginality popular in 1950s Latin America (the view that self-built working-class settlements symbolised the persistence of an archaic, traditional, rural-based society, resistant to the modernity represented by cities),1 to the migratory control policies implemented by communist countries in the twentieth century, many of which are still in force – one being the hukou system in China.2

All these theories, policies and perceptions have aspects in common: first, a kind of implicit revulsion at the presence of vast contingents of poor people in cities; second, the construction of a concept that links a certain spatiality – marked by scarce material resources – with a socio-political status: the outcast or the outsider. The very origin of the word ‘slum’ – largely used in international literature – reveals the perversity of this amalgam. According to Mike Davis,

The first published definition reportedly occurs in the convict writer James Hardy Vaux’s 1812 Vocabulary of the Flash Language, where it is synonymous with ‘racket’ or ‘criminal trade’. By the cholera years of the 1830s and 1840s, however, the poor were living in slums rather than practicing them. Cardinal Wiseman, in his writings on urban reform, is sometimes given credit for transforming ‘slum’ (‘room in which low goings-on occurred’) from street slang into a term comfortably used by genteel writers. By mid-century slums were identified in France, America, and India, and were generally recognised as an international phenomenon.3

The couching of theories and policies concerning informal settlements did not dismantle the territorial stigma: still today, in cities of the developed, emerging or impoverished world, a discriminatory hegemonic discourse persists, employing ethnic, economic, juridical and spatial elements in order to designate this tenacious ‘place of urban outcasts’.4

The theory of marginality and its dualistic conception were strongly contested by a branch of Marxist-based literature produced in Latin America in the 1970s. According to Francisco de Oliveira and Lúcio Kowarick, it is not a question of a dualistic system that opposes archaism to modernity.5 Rather, it is a peripheral model of capitalist accumulation. This model requires and reproduces a ‘spare’ labour force: it does not incorporate these extra workers into the active labour force, nor does it altogether guarantee their reproductive conditions, replicating forms of work and production linked to minimal conditions of survival. The presence of this population – and its ‘informal’ activities – would respond to a double necessity of the accumulation process in peripheral capitalism: keeping labour-force reproduction costs down, and ensuring a permanent ‘industrial reserve army’. The existence of a large population of poor people and people without ownership of the means of production in cities would hence enable the maintenance of low wage levels. This is a sine qua non condition for the productivity of companies that operate on the periphery of capital, as they cannot rely on economies of scale and agglomeration or on technology, as their rivals in the central countries do. Moreover, consumer products that are essential to survival – including housing – are offered in a non-monetary way or at a reasonably low price. This too keeps wages below the vital minimum. Therefore, self-built houses represent the super-exploitation of the labour force through overwork and urban spoliation.

In the concrete experience of countries in the Global South that went through import substitution industrialisation in the mid-twentieth century, intensive migration and the formation of sprawling self-constructed settlements were their own peculiar formula of ‘capitalist revolution’. It constituted a locus of labour-force reproduction under extreme conditions of inequality and low wages. Understood in these terms, the current dynamics of urbanisation in the Global South appears to replicate the precedent set by Europe and North America in the nineteenth and beginning of the twentieth centuries. At that time, the migration of thousands of peasants was the motor of industrialisation in cities like Manchester, Berlin and Chicago. Cities like São Paulo and Pusan in the mid-twentieth century, and Ciudad Juárez, Bangalore and the Chinese megalopoli today, all follow roughly that same trajectory. However, in Davis’s words:

Most cities of the South, however, more closely resemble Victorian Dublin, which, as historian Emmet Larkin has stressed, was unique amongst ‘all the slums produced in the western world in the nineteenth century … [because] its slums were not a product of the industrial revolution. Dublin, in fact, suffered more from the problems of de-industrialization than industrialization between 1800 and 1850’.6

The galloping urbanisation currently under way in Sub-Saharan Africa and in parts of Asia has little to do with processes of industrialisation, employment growth and economic development. Kinshasa, Khartoum, Dar es Salaam and Dhaka grew irrepressibly during the difficult years of the 1980s and beginning of the 1990s, despite the ruin of import-substitution manufacturing, the drop in real wages, the increase in prices and the upsurge of urban unemployment.7

Since the debt crisis of the early 1980s, programmes of economic restructuration were implemented globally through the efforts of the US and other G7 members. Banks and multilateral institutions urged fiscal adjustments and austerity programmes.8 In many southern countries, these policies strongly interacted with the ‘traditional’ pattern of housing provision for the poorest – the self-built settlements – deepening and transforming the conditions of poverty and exclusion.

Particularly in countries that had undergone intensive urbanisation in the 1960s and 1970s – such as Brazil and other Latin American countries – the cuts to public spending interrupted fragile attempts to introduce social welfare systems. Moreover, the economic crisis also restricted the earning possibilities of those working sectors already established in cities. In Latin America, social housing provision programmes, limited as they were, suffered significant cuts. For example, between 1990 and 2000, the region’s ‘housing deficit’ grew from 38 million to 52 million units, even in regions already marked by the so-called demographic transition (the decline of birth and fertility rates for all income levels). The result was the worsening of poverty and quality-of-life indicators among the urban lower classes.9 Informal settlements had been the prevalent housing solution for Latin American workers during the decades of industrialisation and urban expansion. However, it was in the 1990s and the beginning of the 2000s that favelas exploded – even in cities like São Paulo, where they had not been the predominant form of housing.

According to Davis,

This perverse urban boom surprised most experts and contradicted orthodox economic models that predicted that the negative feedback of urban recession would slow or even reverse migration from the countryside … The situation in Africa was particularly paradoxical: How could cities in Côte d’Ivoire, Tanzania, Congo-Kinshasa, Gabon, Angola and elsewhere – where economies were contracting by 2 to 5 percent per year – still support annual population growth of 4 to 8 percent?10

Part of the secret, of course, was that policies of agricultural deregulation and financial discipline enforced by the IMF and World Bank continued to generate an exodus of surplus rural labour to urban slums even as cities ceased to be job machines.11

The global forces ‘pushing’ people from the countryside – mechanization of agriculture in Java and India, food imports in Mexico, Haiti, and Kenya, civil war and drought throughout Africa, and everywhere the consolidation of small holdings into large ones and the competition of industrial-scale agribusiness – seem to sustain urbanization even when the ‘pull’ of the city is drastically weakened by debt and economic depression. As a result, rapid urban growth in the context of structural adjustment, currency devaluation, and state retrenchment has been an inevitable recipe for the mass production of slums.12

Although countryside transformation under the impact of the global commodities market – agricultural or mining – has heightened the scale of migration towards cities, this process has been known since the origins of capitalism, when the ‘enclosure of the commons’ withdrew access to land from former servants, driving them to proletarianisation in cities.13 In these terms, can one say that we are again witnessing a cycle of territorial expansion and dispossession, which once more expands the frontiers of capital in its imperative to find a new spatial fix?

The situations described below suggest that we are not seeing a new cycle of capitalist occupation of space, but a new relationship between capital and space. This relationship takes place under the hegemony of financial and rentier capital: land, more than a means of production, is a powerful store of value. Expulsion and dispossession are no longer a machine for the production of proletarians. They are a kind of collateral effect of a new geography, based on the control of assets: ‘a capitalised property title and its value is set in anticipation of either some future stream of revenue or some future state of scarcity.’14

The land seizure movement observed in rural zones on several continents may indeed indicate this dimension of future scarcity. This became clear between 2007 and 2008, when companies, investment funds and sovereign funds rushed to buy up large tracts of land in Africa, Asia and Latin America, with the declared purpose of expanding food production. However, according to José Graziano, the director general of FAO (the UN Food and Agriculture Organisation), after five years only 10 to 15 per cent of the acquired land in Africa is being cultivated.15

As analysed in part one of this book, since the end of the 1970s, capital invested in land and in the real-estate market has gained new importance. It offered a guarantee capable of both leveraging more credit and feeding the hunger for compound growth (the necessity of exponential remuneration for financial capital) with growing remunerations.16

According to Fernandez and Aalbers:

The growing role of housing wealth is also illustrated in Thomas Piketty’s bestseller Capital in the Twenty-First Century, in what he describes as the ‘metamorphosis of capital’. His data show that the ratio of the capital stock to income followed a U-shaped curve in the period from the 18th to the 21st century in different economies. A stable capital stock in the range of 600 per cent of income throughout the 18th and 19th centuries was largely based on agricultural land and increasingly from colonial investment outlets. After WWI the ratio of capital to income declined dramatically, only to return from the 1970s onwards. This return towards a large stock of capital to income was largely propelled by real estate (housing) … In this longue-durée exposé of the transforming composition of capital, Piketty shows that the present-day value of real estate in relation to the overall stock of capital and of national income is truly of historic proportions.17

The movement of land seizure by financialised capital has taken numerous forms. One of them is purchase – starting with the ‘regularisation’ of the property and its register as private, as we will analyse later. However, it also happens through ‘land concessions’, or state-remunerated grants of land for exploration and cultivation by private companies.

In Indonesia, for example, forests belonging to traditional communities were conceded for mining and babassu oil (biofuel) plantations. This provoked conflicts and displaced entire groups to Jakarta and other major cities. The country’s land legislation is based on colonial norms and practices, over which post-colonial reforms have been superposed. All of the country’s land must fit into one of two possible categories: Forest Estate (approximately 70 per cent of the territory) and Non-Forest Estate (the remaining 30 per cent). Forest Estates are under the responsibility of the Ministry of Forestry and are regulated by the 1967 Forest Law. Non-Forest Estates are managed and administered by a state agency (BPN – National Land Agency), in accord with the 1960 Basic Agrarian Law. Thus, land is administered through a dual system, managed by two distinct organisations. On top of this are the colonial inheritance and the adat – the non-integrated traditional communities’ consuetudinary rights.18 The Basic Agrarian Law recognises private property, but reserves control of all non-registered land for the state. According to BPN, only 30 per cent of Non-Forest Estates are formally registered,19 and some 60 million land plots are not certified.

Since 2006, the Indonesian government has had a land tenure certification programme for the lower-income population and those living in rural and remote areas, The People’s Service of Real-Estate Certification [Layanan Rakyat untuk Tanah Sertifikat – LARASITA]. The programme offers free mobile registration services.20 However, extra fees charged to cover more complex registrations and the lack of necessary administrative information exclude a large part of the population from the land registering system – especially those who live in remote villages. In the last few years, BPN registered an average of approximately one million plots per year.

The Basic Agrarian Law recognises the permanent validity of rights resulting from the adat (consuetudinary or customary) law. Nonetheless, the possessor of the right cannot register it or have it permanently recognised by the state before they obtain BPN’s certificate, confirming that the land is not owned by the state. Adat lands can only be registered and certified after having been slotted into one of the seven land rights of private law recognised in Article 16 of the Basic Agrarian Law. Thus, although in many cases the rights of land occupants are rooted in adat law – predating the creation of the Indonesian state in 1945 – BPN officials work on the premise that all non-registered land belongs to the state until the contrary is proven. Moreover, Hak ulayat (which can be translated as ‘communal right to allocation’) cannot be registered. This prevents communities from demanding a collective register.

The Basic Forest Law and Mining Law (both 1967) designated all forest lands as state property and eliminated adat rights of local communities, recast as illegal ‘occupations’. According to the Ministry of Forestry, however, only 14 per cent of the forest lands were legally defined (gazetted). Unrecognised rights – including to adat communal lands – still generate conflicts, as there are about 33,000 villages (circa 48 million people) located in Forest Estates and their environs. They have been inhabited for generations – even centuries – without their existence or their lands being recognised by the state.21

From 2004 to 2009, the Ministry of Forestry allocated 1.2 million hectares of forests to mining activities; it plans to allocate another 2.2 million between 2010 and 2020. Land was also granted in forest areas for the production of babassu oil, as Indonesia controls 14.3 per cent of the world market in vegetable oil. It is estimated that 66 per cent of all current babassu plantations in the country are in these areas.

Land conflicts are frequent: between 2004 and 2010, there were approximately 2,000 of them, involving 600,000 families and a total 10 million hectares of forest lands.22 The country does not hold a complete inventory of reliably georeferenced plots of land – forest or non-forest. And since there is no one authority in charge of resolving land disputes, such issues are negotiated via formal or informal agreements. Juridical procedures involving land litigation are slow, and often too expensive for the poor. Furthermore, quality legal advice is rarely available for lower-income families and there is no transparent or accessible information about the land. Large-scale land litigations are commonly resolved through political channels, as the parties do not trust any civil recourse.23

In a 2012 report, Oxfam dubbed the movement described above in Indonesia as a ‘global land rush’.24 It is a clear reference to the North American ‘gold rush’ of the turn of the nineteenth century – a savage appropriation of indigenous lands (the Wild West). The current encroachment is under way in contexts in which large parts of the terrains occupied by rural communities are not formally recognised as such. Where they are, they belong to a ‘parallel’ category of tenure, not integrated into a single register or management system.

In 2002, it was estimated that only 1–3 per cent of territories in West African States were occupied through the acquisition of registered property. ‘Modern’ land law was inherited from the colonial administration and used to define customary lands as state property in order to cede them to colonial companies immediately after. Therefore, the law was always perceived as ‘foreign’ by the majority of African rural populations, unfamiliar with the cultural perceptions and social relations related to land ownership. Registered property titles, meanwhile, are inaccessible to most of the rural communities.25

The situation described above constitutes a basic factor in the weakening of community land rights, making them an easy target for land usurpation.

Nevertheless, as pointed out in the beginning of this section, it is not another movement of border expansion, but a movement that occurs at a specific moment of the capitalist advance, defined by two conditions: the growth of rentier capital and a context marked by the scarcity of natural resources and land.

The food crisis of the late 2000s and concurrent demographic growth – due to the medical advances that extended longevity and decreased infant mortality – highlighted Malthus’s catastrophic predictions about the impossibility of feeding every human being. At the same time, the process of the planet’s territorial occupation – initiated in the fifteenth century with the ‘discovery’ of America in the mercantilist phase of capitalism – was accelerated in the 1990s, after the fall of the Berlin Wall and the opening of the last territories previously ‘blocked’ to the free flow of capital. Thus, the movement we are now watching represents a final border expansion, as capitalism will soon run out of wild wests to ‘conquer’.

According to David Richard – building on Malthus – capital will end when land and natural resources become so scarce that all revenues will be absorbed either by the wages needed to cover the high price of food, or by the increasing rents charged by an unproductive, albeit powerful, rentier class. In his time, Malthus’s prediction of scarcity was contradicted by other economists, who pointed out the new perspectives brought by the advance of mechanisation in agriculture, which increased work productivity. Many years later, Keynes predicted the euthanasia of the rentier class and the construction of a state-conducted regime of growth – which was partially implemented in the post-1945 period.26

However, in the current post-Keynesian era (initiated at the end of the 1970s) the growing power of financial capital – exactly the unproductive rentier capital evoked by Richard – is staggering. Its assets were transmuted into stocks and shares, currency futures, credit default swaps, CDOs and other financial instruments. These were initially created to spread risk but, in fact, serve to transform the volatility of short-term trading into an enormous field for speculative profits.27 In this context, land revenues regained a central position.

Land speculation – as well as large-scale land acquisition in rural zones – undermines tenure rights and local subsistence forms.28 Combined with drought and other climate-related changes, these activities are huge propellers of migration from rural to urban areas. There, land and adequate housing are not usually available to new arrivals – especially the poorest. As a result, people live in settlements and homes under insecure tenure deals. These are the mechanisms that combine to produce the expansion of vast urban areas defined by ambiguity and insecure tenure.29

Nevertheless, in addition to justifying urbanisation without economic growth, the processes we are witnessing point to new dynamics and a new role for land occupied by the poorest, in both urban and rural areas.

The only recognised type of tenure – in country and city – is titled and registered individual property. All land acquired in other ways assumes a new role in the financialised and rentier phase of capitalism: it functions as a reserve, ready to be occupied at any moment by any arm of financial capital, driven by the insatiable appetite for new collaterals for its assets. Thus, from the locus of an industrial reserve army, informal settlements around the world become new land reserves for rent extraction, under the hegemony of the real-estate–financial complex.30

In the next chapters, I will approach the mechanisms, policies and strategies through which these processes occur in cities today, focusing on urban unnamed territories, the favelas and informal settlements of the urban world. To this end, I will analyse two fundamental elements: territorial stigma and the construction of permanent transience.
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Informal, Illegal, Ambiguous

My name is Flavia. I live in Rio de Janeiro, the most beautiful city in the world. I am seventeen as I finish this diary, and I am a trespasser … I was nine when this happened, and I was in the house, 200 metres away from the battlefield. But I can still tell this story because my uncle and my grandfather repeated it in conversations on the porch of our home … The men in uniforms crossed the steep and slippery trail in a line. They were military police, with helmets, truncheons, shields, tear gas and stun grenades and, of course, firearms. The resistance movement had locked the solid iron gates with chains and padlocks and made a barricade with tree logs at every entrance … As they got closer to the entrance, the police were confronted by a human wall, arm hooked with arm, row after row, blocking all the space between the river and the ravine … The squad entered in formation and marched up to the barrier, beating their truncheons on their shields: then, as no one moved, they stopped face to face with the first row … In front of them, around 200 people: men, women, adults, young, elderly, white and black people. Not one gun, not one menacing person. No one moving. Someone began chanting the national anthem and soon everyone was singing … The riot police warned: ‘We are coming in.’ Among the people, many started praying. All held position. Then, like a wedge aimed at a specific point of the human wall, the squad surged. With the barrier broken, the battle began. Truncheons span and hit, people ran everywhere … A sixty-year-old lady fell and passed out, with blood spurting from her head … a military policeman received a flying kick in the chest and fell rolling over – his helmet went into the river. In the dust, people fell and stood back up … [they] ran away but came back if they were not too badly hurt … Then, almost instantaneously, everything ended. Two congressmen had arrived, a lawyer had called a prosecutor and so came the order to suspend the action. The police regrouped, the dust settled. The more seriously injured were taken away – an ambulance was parked outside – the barricade was removed and the gate was opened. The resistance had won: despite the brutal assault, the target had been protected.

My great-great-grandfather came here in the beginning of the last century, when Horto didn’t have anything – there were just bushes and ponds. After him, my great-grandfather and my grandfather – both born here – also worked in IBDF [Brazilian Institute of Forestry Development ], IBAMA [Brazilian Institute of Environment and Natural Renewable Resources] and the Botanical Garden: they all had a licence to build their houses in plots close to the Botanical Garden, where my family still live today … During my grandfather’s time, this was still far from the city, but people started looking at this area. Governor Carlos Lacerda wanted to build a cemetery, he had even chosen the name: Santa Catarina de Siena – beautiful, isn’t it? But the land’s residents stopped it. In the dictatorship years, an act was decreed donating this land to BNH [Brazilian National Housing Bank] for the construction of a housing project of sixty-five apartment blocks. However, the residents of the surrounding areas and Botanical Garden employees rejected the project, so it was abandoned. From the 1970s on, things started moving faster. Rede Globo [the country’s main media group] had installed their headquarters nearby … A luxury residential condo was built on the higher plots, behind the hill, for truly rich people – bankers, industrial owners, etc. The bigger the city grew, the more desirable Horto became … There have been attempts to evict former employees and original residents’ families to ‘best utilise the land’ … All of this happened long before I started writing this diary, but the story must be properly explained in order to understand this kind of complicated situation: actually, I did not become a trespasser. I was already a trespasser before I was born.1

Flavia’s testimony (reproduced here with her consent) reveals the complex web that defines the place of informal settlements in cities: that of ambiguity, contradictory signs, laws and decrees that come and go. The residents of Horto – some of whose ancestors were there before the construction of the botanical garden in 1808 – were ‘incorporated’ into the park as workers, obtaining a ‘licence to live there’. Until this point, it is not possible to anticipate any illegal acts or transgressions. Nonetheless, this ‘licence’ was probably granted as a type of concession from the employer. Therefore, it did not represent a definitive transfer of the plots’ ownership to their residents. The area has since been fought over and claimed for different uses, even within the governmental machine. A combination of resistance from residents and interests around the preservation of the park managed to prevent the eviction. Like other similar city territories, the neighbourhood grew to encompass houses for descendants, family friends and tenants.

Although eviction attempts were unsuccessful, the ‘state of non-definition’ of the area’s ownership remained. So much so, that, in 2005, the neighbourhood was the object of a repossession action accompanied by heavy-handed repression. The residents once more resisted, this time joining violent battle.

In her testimony, Flavia questions why her ‘people’ were being treated as ‘thugs’, as ‘enemies’. Whose enemy? In her view, the ‘rich’, ‘powerful’, Rede Globo-type incomers who had bought property nearby could not tolerate their presence in a locality so highly valued by the market. In addition, the eco and heritage discourse in defence of the park – that stopped its transformation into a cemetery or a housing project in the 1960s – is now used to frame Horto’s inhabitants as vandals and trouble-makers.

This testimony manifests the basic elements of which this and similar places are composed: permanent transience and territorial stigma. Despite being born there, like her father, grandfather and great-grandfather, Flavia is a trespasser and hence a transgressor. However, the law and its apparatus are not completely absent from this place. On the contrary, it was formed by layers of legality permeated by tensions of every type. In the words of Vera Telles:

A number of practices and situations engrained in society’s political life (and democratic normality), in their contemporary configurations, in fact extend a zone of indetermination between law and non-law, territories of uncertain and continuously moving borders where every single person becomes dispensable, a homo sacer.2

Situations like these are hardly confined to Brazil or even Latin America. Lisa Björkman reports a similar case in a study of water supply problems in Mumbai, India. In 1975, Prime Minister Indira Ghandi declared a state of emergency in the country. Shivajinagar-Baiganwadi, a housing venture launched by the municipality to ressetle the residents, became a ‘slum, illegal area’. At that time, the Indian National Congress (Indira Gandhi’s party) governed the state of Maharashtra and the city of Mumbai. In a bid to modernise the city – and at the same time as a response to the precariousness of mass settlements – the government undertook a mega-registration operation, enumerating 1,680 neighbourhoods considered to be in violation of the zoning or density norms of the 1967 Development Plan and Control Regulations. These areas’ residents (2.8 million people – almost half of the city’s population at the time) were photographed in front of their homes and received a photo pass. It was a document associating a particular family with a particular house in the settlement, ensuring ‘some kind of security of tenure’, as well as a guarantee of compensation in the event of demolition or displacement. Simultaneously, the government – empowered by the state of emergency – promoted large-scale demolition of houses that stood in the path of large infrastructure and upgrade projects. In this context, a municipal colony for resettled people was created on the edge of a rubbish dump in 1976: Shivajinagar-Baiganwadi. There, 10 × 15-foot plots – grouped in rows of sixteen within ninety-four blocks – sheltered people who were to pay a small monthly fee as ‘indemnity’ for occupying lands belonging to the municipality.

However, many of the families who were resettled into this ‘district’ never lived there. First of all, the majority of these families had social networks and businesses where they lived before, so they simply returned. Moreover, reports of the ‘district’s’ early years portrayed a squalid place, close to a dump and a mosquito-infested swamp. Many families sold, sublet or abandoned their plots. What came next – the neighbourhood growing and becoming one of the densest areas of the city – has ‘deleted’ the memory of the settlement as a planned district. Today, this locality epitomises the city’s ‘illegal’ production of homes and services. In the words of an engineer from the Hydraulic Engineer Department of the Municipal Corporation of Greater Mumbai (MCGM): ‘Shivajinagar is an illegal area which is not part of the city plan. They occupied it illegally and keep illegally building; moreover, they steal water with illegal connections.’3

In this case, as in that of Horto – where residents fight to remain where they are – the same basic elements are present. Both exemplify territories with shifting definitions of the legal and the illegal, constructed from an amalgam of different types of pressure, political mediation and several layers of legality. Here, too, territorial stigma transforms residents into criminals or violators of the urban order. However, Mumbai’s case also reveals some new elements. As in many other cases, the ‘crime’ in Mumbai is non-compliance with planning, although it is precisely planning that defines the permitted – or prohibited – forms of occupying space. Finally, in this case, the market relationships are clear. The plots of land are sold, bought and rented. It is, thus, a powerful land and housing market, inside and on the margins of the city.

According to Mike Davis,

There are probably more than 200,000 slums on Earth, ranging in population from a few hundred to more than a million people. The five great metropolises of South Asia (Karachi, Mumbai, Delhi, Kolkata, and Dhaka) alone contain about 15,000 distinct slum communities whose total population exceeds 20 million.4

An even larger slum population covers the fast-urbanising coast of West Africa, while other immense and deprived conurbations are spreading through the highlands of Anatolia and Ethiopia; their reach embraces the foothills of the Andes and the Himalayas; they explode away from the skyscraper cores of Mexico City, Johannesburg, Manila and São Paulo; and, of course, they border the Amazon, Niger, Congo, Nile, Tigris, Ganges, Irrawaddy and Mekong rivers.

Nevertheless, Kolkata’s bustees, Mumbai’s chawls and zopadpattis, Karachi’s katchi abadis, Jakarta’s and Surabaya’s kampung, Manila’s iskwaters, Khartoum’s shammasas, Durban’s umjondolos, Rabat’s intra-murios, Abidjan’s bidonvilles, Cairo’s baladis, Ankara and Istanbul’s gecekondus, Quito’s conventillos, Brazil’s favelas, Buenos Aires’s villas miseria, Caracas’s barrios and Mexico City’s colonias populares are not just different names for the same configuration. Because they are deeply rooted in local political economies, their configurations are unique, as are their trajectories in time.5

It is possible to affirm, though, that they all occupy a zone of indetermination between legal/illegal, planned/not planned, formal/informal, inside/outside the market, presence/absence of the state. Such indeterminations are the mechanisms through which a situation of permanent transience is constructed – the existence of a large reserve territory, ready to be captured ‘at the right moment’. These are the mechanisms that will be examined in the following sections.

Legal/Illegal: Superpositions, Pluralisms and … Irresolutions

In the informal settlements of cities around the world, the category ‘illegal’ should not – must not – be treated as an absolute. In many cases, the majority of their inhabitants live in tenure systems that can be considered parallel to legality, semi-legal or almost legal. Tolerated or legitimised by consuetudinary laws or simply by use or tradition, they may be either recognised or ignored by the authorities.6 In the first place, the formation of these neighbourhoods has not necessarily originated from a legal infringement. When aspiring residents occupy vacant land without its owner’s consent, they are, in principle, violating the law and might be liable to sanction. However, in many cases the ‘owner’ does not exist in formal terms, or perhaps the land is an object of dispute between various parties. Thus, even within a situation that would seem clearly illegal, the presence of the occupiers cannot be immediately contested, which may lead to the consolidation of the occupation. The term ‘slum’, defined as the squatting of land belonging to others, was chosen by Mike Davis to designate this ‘other’ space of many names. However, a ‘slum’ is not necessarily the origin of the majority of informal settlements. In fact, different forms of purchase or lease of plots that were not subject to official land subdivision and development – and, in general, could not be approved by the norms in force – are much more common than land squatting. Communal lands – belonging to groups or clans, for example – are frequent instances. In the face of urban expansion, they are donated to clan members or sold in smaller pieces for the construction of houses. This situation is recurrent in Sub-Saharan Africa: instead of assigning a ‘right of use’ (the usual procedure for providing land to the members of a tribe), the plots are sold outright. Although rarely legal, these transactions are accepted within the social milieus of the actors involved.7 Communal forms of tenure can also be temporary and serve as a kind of transition between a collective status and individual forms. In Benin’s cities and their environs, for example, where occupants have only a contract for purchase or a temporary occupation permit, lands are first registered to the state, which then transmits them to a residents’ association (Association d’Intérêt Foncier) before, occasionally, registering them as individual titles.8

This is also the case of Mexican ejidos, or communal lands resulting from the agrarian reform beginning in the 1920s. In the suburbs of Mexico City and other cities in Mexico, these lands were allotted and sold to residents to construct their own houses.9 In both Benin and Mexico, the lands could not be subdivided because the right that guarantees communal tenure does not allow selling and, often, the terrains lie beyond the limit of what is considered developable by urban perimeter plans and laws.

In these situations, we can clearly speak of a juridical pluralism: the encounter, coexistence and, often, conflict between different juridical orders operating on the same territory. Boaventura de Sousa Santos developed a vast research on the theme. According to the author:

I start from the verification – now widely recognised in Sociology of Law (and founded in multiple empirical surveys) – that, contrary to what is intended by liberal Political Philosophy and its juridical science, not one, but many forms of law or juridical modes circulate in society. The official State law – that legislated by the government or the Parliament and found in legal codes – is just one of these forms, although tendentially the most important one. These different forms vary in terms of: the field of social action or the social groups that they regulate; their durability – from the long duration of the immemorial tradition to the ephemerality of a revolutionary process; the way they prevent individual or social conflicts and solve them when they occur; the mechanisms of reproduction of legality and distribution or obscuration of juridical knowledge. I start, thus, from the idea of plurality of juridical orders or, more succinctly and coherently, from juridical pluralism.10

The idea of superimposed juridical orders is not only applicable to the encounter of customary law and state law, as in the situation described above. The purchase of small plots of undeveloped land on the edge of urban zones from small proprietors and farmers is one of the most common ways of producing new urban settlements in various regions of the world. These sales are generally lawful, as contracts are drawn up before witnesses and officially registered. The buyer has a document proving the validity of the purchase. However, in many cases, subdividing the land is illegal because it violates a specific zoning or subdivision statute or because the landowner did not request – or did not receive – a licence to subdivide.

This kind of legality/illegality is very common in Latin America (unregulated or clandestine land parcelling is rife in Brazil) and in Asia (such as unauthorised colonies in Indian cities).11 In these cases, it is not a question of superposing distinct juridical layers, but of superposing distinct spheres within the same juridical and governmental field.

Government legislation is far from being an undifferentiated, consistent corpus of rules. Different sectors within it have different origins and are part of different institutions, themselves following different agendas. These sectors relate to different circumscriptions at different moments. Therefore, the state order itself is plural.12 Legalities and illegalities of different orders frequently collide in matters of civil, urban and environmental law. As a result, grey areas emerge that are widely exploited by residents in their struggles – including legal ones – to remain where they are.

However, the notion of juridical pluralism goes beyond the plural nature of governmental juridicity and the coexistence of distinct urban orders. The coexistence of consuetudinary and statutory rights constitutes the very nature of the order, authority and power relations within autonomously produced lower-class neighbourhoods.

The work of Pedro Abramo has already shown that, in informal settlements, a ‘local authority’ generally emerges to mediate in any conflicts within the community, especially in relation to the contractual conditions that regulate the occupation of plots and houses by the residents. According to Abramo, such authorities are legitimised by local historical processes. This legitimacy can be religious, ethnic, cultural or political, or can arise from violence or force:

As the literature of economic anthropology reveals in many studies, the mechanisms of communal living that ensure the local social order include some type of coercion in order to restrict and control conflictive (or deviant) behaviours. This coercion can assume the form of passive collective, representative and/or imposed coercive force. In the case of informal land markets, local authorities serve as the mediating institution for contractual conflicts and allow these contracts to be respected and/or negotiated between the parties, ensuring their intertemporal and intergenerational maintenance. Many anthropological studies of the operational form of markets and formal organisations describe coercive forms that are not restricted to their legal coercive dimension. Equally, in informal land markets, we can identify very distinct coercive forms and mechanisms, although with a similar function: to guarantee what can be called the market ‘contractual pact’. The social and political history of every settlement constructs and deconstructs these coercive mechanisms.13

Boaventura de Sousa Santos names the set of norms and rules that regulate the management of territories in informal settlements as an internal, unofficial and fragile law,

managed, among others, by the residents’ association and applicable to the prevention and resolution of conflicts generated in the heart of the community because of the struggle for housing. This unofficial law – Pasárgada law, as I will refer to it – rules in parallel – or in conflict – with official Brazilian law. It is on this juridical duplicity that the Pasárgada juridical order feeds. Between these two laws, an extremely complex relation of juridical pluralism prevails, only revealed by a very thorough analysis. In general terms it is not an equal relationship, since Pasárgada law is, always and in multiple forms, dependent on official Brazilian law. By applying a category issued from political economy, we might call it an unequal exchange of juridicity, which reflects and replicates, in socio-juridical terms, the unequal relations between classes whose interests are based on one or on the other law.14

Alex Magalhães undertook a detailed analysis of the documents used in the registration of purchase contracts in Rio de Janeiro’s favelas. His research shows that they are valid both from a state-juridical order perspective and from that of the concept of law devised within that specific social context. He then analyses their use in processes of land regularisation, as well as in processes of division of assets carried out in divorce or hereditary succession acts. Corroborating Sousa Santos’s view, Magalhães finds that it is not a peaceful coexistence between ‘laws’, but a process denying juridical pacts involving the more powerless classes, which reflects and replicates class inequalities.15

We could stop here in our analysis of the dynamics between legality and illegality in low-income settlements and neighbourhoods. However, the superposition of legal orders – here conceptualised as juridical pluralism – does not resolve the construction of permanent transience as an essential condition for the contemporary constitution of these spaces as land reserves. Working on São Paulo’s lower-income neighbourhoods, James Holston indicates the fundamental element that completes the equation: ‘juridical-bureaucratic irresolution’. According to Holston,

The urban peripheries of São Paulo developed, like most of Brazil … as an arena of land conflict in which distinctions between legal and illegal occupation are temporary and their relations dangerously unstable. In this context, the law regularly produces irresolvable procedural and substantive complexity; this jural-bureaucratic irresolution dependably initiates extrajudicial solutions … As such, land law promotes conflict, not resolution.16

The field of mediation, discretionality and arbitration is generally situated in politics, which is my next topic of reflection.

The State: Sovereignty and Exception

From the above statements, we can infer one of the most important expressions of the presence of the state in the formation and consolidation of informal neighbourhoods. Although the dominant narrative describes these localities as ‘resulting from the absence of the state’ or ‘beyond the reach of the state’, the inconsistency of these settlements’ processes of formation, consolidation and eviction have been – and still are – strongly constituted and permanently mediated by the state.

This presence is the origin of many settlements on public lands where, at some point in the neighbourhood’s history, its residents obtained licence to settle – documented or otherwise – from the local authorities. This situation is particularly prevalent in countries that promoted mass land nationalisation in the 1960s and 1970s, as was the case for twenty of the forty Sub-Saharan African countries.17 Although numerous countries have lately reverted nationalisation, to this day almost all land in Ethiopia, Rwanda and Mozambique, for example, belongs to the state, which grants rights of use. In 1970s Botswana, a system for the concession of use of state land was implemented. It delivered occupation certificates, while maintaining ownership for the state.18

In Cambodia, after the fall of the Khmer Rouge in 1979, those who returned to Phnom Penh were selectively authorised to occupy empty buildings situated in areas near their jobs, receiving temporary permits from the authorities to establish themselves there, although ownership was still in the hands of the state. When there were no more premises available, empty peripheral areas started to be occupied, nowadays treated as ‘illegal occupations’.19

To hold a right of occupation does not necessarily mean secure tenure. Forced and violent evictions – as in the case of Cambodia (which was previously analysed) and of residents holding rights of occupation in Nigerian cities – reveal the discretionality and instability of these temporary permits, which can be revoked at any moment without adequate reparation or compensation.20

Beyond its presence as owner and promoter of informal neighbourhoods – a position with clear political implications – the state has had an omnipresent role as the main mediator of consolidation in the settlements. Within democratic contexts, in which parties contend for votes in these territories, ‘unblocking’ the existent legal/administrative impediments in order to officialise the existence of a settlement – and, thus, to allow the provision of services and amenities – becomes a powerful political-electoral tool. This tactic has been fundamental to sustain inequality and control of cities by their elite. At the same time, it replicates political mandates, ensuring a large electoral base for the parties.

The bulk of investment in urbanisation takes place when neighbourhoods are already occupied and when this demand is difficult to address. Hence the struggle for access to investment is fierce and of major political-electoral importance. Because of the settlements’ condition of informality and/or illegality, their consolidation provokes deadlocks within the bureaucracy, creating opportunities for selective and intermediated solutions. The combination of informal neighbourhoods’ urban development with their precarious insertion into cities makes public goods and services into one of the most important popular demands. This leads to local mobilisation with organised campaigns for housing, transportation, health, sanitation, and so on.

The relation between the political-electoral system and these pressures is complex. On the one hand, parties whose leaders are associated with these movements bring their agendas into formal democratic institutions and into the state system. On the other, the logic of competition between political parties also penetrates these movements, transforming their cultures.

Political parties, whether on the left or the right of the spectrum, have to compete for poor people’s votes. Therefore they must respond to the demand for integration into cities that comes both from organised movements and from the largest and least organised swathe of the population. This is how investments in urban development – as well as the tolerance, authorisation or even promotion of precarious settlements – become a powerful electoral tool. They offer enormous potential for political return, in the form of popular votes and/or access to campaign financing. Therefore lower-income territories receive sustained investment from politicians, who expect to collect their prize from those whom they have selectively endowed with public resources.21

The above line of thought – which I developed for the Brazilian context – resonates with the analysis of Partha Chatterjee for the Indian context. Chatterjee affirms that the urban poorest have not been treated as citizens with full rights, even though their demands for urban infrastructure and amenities are formulated in the language of citizenship rights. The lives and livelihoods of the urban poorest depend on ‘illegal’ land squatting and ‘informal’ productive and commercial activities. Thus, for Chatterjee, the formal-legal structure permanently hinders the extension of formal rights to the residents of such neighbourhoods, who negotiate the provision of goods and rights with the state through ‘political’ rather than ‘civil’ society. According to him, civil society is the domain of people’s sovereignty that guarantees equality of rights – something denied to the majority of the world’s inhabitants. Political society, on the other hand, provides services through paralegal arrangements.22

The practice of cut-off dates (a specific date that separates residents who can be recognised and receive benefits from those who cannot) is a clear example of the difference outlined above. The difference between rightful and non-rightful citizens ignores the universality of the residents’ human condition, and the legality/illegality of the occupation. It is, in fact, a negotiation in purely political, discretionary terms, a territorial ‘pact’ that aims to respond to the pressures coming from the urban masses while reaffirming transience and territorial stigma.

This territorial pact signed between dominant classes and emergent social groups is based on the maintenance of an order that does not adapt to incorporate different forms of spatial occupation. Rather, it selectively tolerates exceptions to the rule. After being recognised, the exceptions are ‘rewarded’ with the right to remain and with public investment in urban infrastructure and services. Therefore, the ‘clandestine’ majority enters urban politics owing a favour to those who consider them admissible.

The political relationship established by the territorial pact has been called an ‘ideology of gift’ in sociological literature. In other words, the founding act of citizenship is a gift from the state to the citizen. Any donation, even if initially a voluntary, free and generous act, has in fact a double edge. The person who gives does so in recognition of a necessity. Thus, the donation also has a compulsory character, a sense of reparation. At the same time the act of giving implies another obligation, that of receiving. Every gift is only completed with its acceptance: those who give also do it out of necessity and those who receive behave in this way out of necessity. Therefore, to receive a benefit is a right, but it is also a responsibility. Because of this, the state must not only give, but also create an obligation to receive.

Finally, the term that completes and gives meaning to the relationship is retribution, or reciprocation. The person who receives a present creates a bond that naturally leads to an act of retribution. Consequently, the power of giving is to arouse in the recipient the consciousness of an obligation to reciprocate, as an ethical and political responsibility. It is interesting to note the difference between the requital of a donation and the payment of a debt. The requital of a donation has no deadline, nor a readily defined value: it is the acknowledgement of an obligation that transcends the utilitarian dimension. However, the established bond presupposes the ascendancy of the donor over the recipient, whose condition is that of a debtor. This implies a commitment to a return that is not previously fixed – like a bill with no set value or expiration date – and that can be demanded at any moment, under different forms.23

We do not speak here of what political science has designated as populism or patronage. That debate has little relevance to the objectives of this text, for it only represents one among numerous political forms of exercising these pacts. What is important here is to stress two points: the first is that these pacts result from the mobilisation power and political pressure of the settlements’ residents themselves, who play fundamentally active roles within this process. The second is the effect produced by these specific forms of state action on the territories and on the nature of the relationships of sovereignty established therein.

It is in this sense that Vera Telles employs the term ‘margins’ to name these territories:

They are not outlaw domains, sites of anomie, disorder, a state of nature. They are spaces produced by the modes through which the forces of order operate in these places – practices that produce the figure of homo sacer in situations embedded within the life and work circumstances of their inhabitants. However, they are also places where the presence of the state circumscribes a field of practices and counter-behaviours in which the subjects make (and elaborate) the experience of law, authority, order and its inverse, interacting with different modes of regulation – micro-regulations, one could say – anchored in the practical conditions of social life. The state is present in these territories produced as ‘margins’ and within the intricate relationships and circuits superposed therein. It is also an active part of the social ordering produced therein, in the situated, relational, contextual modes through which the criteria of order and its inverses are negotiated.24

Instability, irresolution and impermanence are the keys to understanding how the exceptions are politically constructed in cities, indelibly tainting informal neighbourhoods because of the ambiguity of their position as ‘margins’.

In the previous sections, we analysed how the laws – here employed in a plural sense – constitute these territories while marking them out as ‘illegal’. Within this set of norms, urban regulation plays a key role in articulating and defining the properly spatial attributions of this organisation. Let us examine it more closely.

Demarcating the Border Between Legal and Illegal: Urban Planning

In a previous work about the city of São Paulo, I reconstructed the history of urban regulations and their socio-political effects on the formation of a twofold city, shaped by the territorial exclusion of the poorest.25

The impact of urban legislation on the development of informal land markets has been studied in works of neoclassical economics, which predominantly link the increase of informality to the establishment of strict urban regulations. These studies started in the 1960s, with the works of William Alonso. It was well accepted that the prices of urban land and real estate were not solely dependent on the relation between supply and demand, since urban legislation establishes an (artificial) cap on supply. However, it was only in the 1970s that scholars began to see a relation between two other phenomena: the existence of rules to ordain the form, uses and extent of built space in cities – derived from urban planning – and the rise of house prices. Stephen Mayo and Shlomo Angel were the first to associate urban regulations with the inelasticity of supply. Although their focus was not precisely on land markets in cities where great extensions of land are occupied by unregulated neighbourhoods, their works were widely employed to ‘explain’ why the poor lack access to formal urbanised land and housing markets.26

According to this point of view, strict urban planning patterns and standards lead to the rise of land prices, making it difficult – or impossible – for the poorest to accede to housing and urban land. The outcome is the growth of a non-standardised market for land, tolerated by city authorities because, where these markets appear, there is no low-cost housing alternative. Finally, according to the same notion, a progressive public policy should strive to restrict urban regulation. This would permit the formal real-estate market to offer legal housing for the poorest.27

Nevertheless, if we look more closely at the functioning of urban land markets and their links to urban legislation, what appears to be its clearest failure – the existence of parallel informal markets – is, in fact, its biggest success. This informal sector is an essential element of the political economy of exclusionary urbanisation. In theory, urban planning and its resultant urban regulation should operate as a mould for the ideal or desirable city. However, urban legislation is entirely structured under the dominant economic logic. It is adapted to the rhythm and strategies of the market – especially the strategies adopted by luxury real-estate development and construction companies. Therefore, urban legislation simply defines and reserves the best urban areas for these affluent markets, avoiding ‘invasion’ by the poorest. Its principal function – performed even more efficiently thanks to the presence of informal land markets – is to raise invisible barriers that prevent lower-class neighbourhoods from encroaching on prime locations, leaving these exclusively for high-income real-estate development.28

Contrary to the rules that regulate the formation of lower-class suburbs and informal settlements – which are usually invisible on city zoning maps – the structuring of elite spaces is extremely detailed within urban legislation. Thus, in addition to solidifying into law the morphology of the city’s real-estate supply, urban legislation reinforces the discriminatory gestalt of the city. In the exclusive neighbourhoods occupied by the elite, the main urban planning characteristic is to perpetuate the type of commercial contract established during the original real-estate development. This is essential to ensure that the substantial investment made in those areas will generate long-term profits, and to minimise the risk of depreciation. On the other hand, disobeying urban standards and rules is the best way to profit from the informal settlements: as informal land markets are usually located in devalued areas, the possibility of generating high population densities – typical of lower-income neighbourhoods – produces large returns. To enable this system, the state, as the authorising body, must provide two conditions: one, the intensity and density of construction on unregulated land must greatly exceed those permitted by urban planning; two, there must be an expectation of the arrival of urban infrastructure improvements in the area.

Additionally, central to this type of urban planning are the guarantees of exclusivity and of land profitability. The mapping of thoroughly regulated real-estate areas reserves the prime locations and best-served urban land for the elite. Simultaneously, it ignores the evolution of ultra-dense territories in areas that have not been formally developed, or are less suitable for urbanisation.

However, it is not only an economic logic that delimits the ‘inside’ and the ‘outside’ of the law in terms of urban planning. It is also a powerful machinery of ethnocultural discrimination that defines as ‘prohibited’ housing forms linked with certain socio-cultural practices. In previous works,29 I sought to demonstrate how the collective housing forms practised by Afro-Brazilians – based on religious and social roots – were gradually stigmatised and banned by city building codes and zoning laws.

When one ethnic group dominates a multi-ethnic territory, the norms of urban planning, as part of the land regime, may become powerful mechanisms to control and, often, dispossess long-established communities (generally of ethnic minorities). One example is Israel and its relationship with Arab and Bedouin villages established on its territory before the creation of the Jewish state in 1947.30 According to Oren Yiftachel and Alexandre Kedar, a set of norms, institutions and legal structures were then established by the Israeli state in order to facilitate the expansion of a Jewish nation over a territory it controlled – constructing the domination of an ethnic class, or what the authors denominate ‘ethnocracy’.31

The institutional legal system that regulates access to land in Israel, attaching it to development projects, is founded on three pillars: a centralised planning system that defines what, when, where and how new constructions can be built; a land administration system (Israel Land Authority) that controls 93 per cent of the territory; and a complex legal system, in which queries are received, filtered and negotiated within hierarchised courts. This system of land management and planning granted access to housing for countless Israeli citizens – including Jewish migrants and refugees from anti-Semitic regimes. However, the same system enshrined ethnic-based practices that discriminate against communities or villages already established in Palestine. Some of these villages are ‘recognised’ and have their expansion potential ‘planned’. Other villages are not. To be a non-recognised community means to be invisible in administrative terms and, thus, not to receive adequate public services. At the same time, if a territory is not planned, it cannot grow or erect new buildings. As demographic growth demands the expansion of existing structures, new buildings and extensions must be built without permission, which can cause demolition orders and evictions without compensation, as well as fines, the payment of demolition costs and eventual criminal sanctions. Small Arab towns, neighbourhoods in East Jerusalem and Bedouin villages in the Negev desert and in the West Bank are examples of this policy. The contrast between the planners’ capacity to establish new Jewish settlements and their failure to expand non-Jewish villages and settlements is evident: since 1948, the Israeli state has planned and implemented more than 700 new Jewish settlements, while no new non-Jewish community was founded or even mooted – if we except the proposal to urbanise Bedouin communities by force.32

The situation of Bedouin communities in the Negev desert displays other components of the ethnocultural dimension of the expropriation of land and reordering of legal space undertaken by Israeli planning. Bedouin people have roamed the desert as nomad shepherds for hundreds of years. Since 1948, the Israeli state has adopted the policy of not recognising these communities’ claims, instead promoting the urbanisation of their lands as ‘planned towns’. Israel justifies this policy on grounds of the provision of public services. A family or clan may only gain access to these towns on condition of renouncing any demand of state recognition for their lands. Today, these planned towns are rife with unemployment, dependency, crime and social tension.33

The model of planning without consideration for traditional local lifestyles and forms of land occupation is one of the cogs of the ethno-classicist machine of dispossession and domination, which can also be observed in the difficult and complex situation of Romani or Roma peoples in Europe.

Today, settlements of Romani and other travelling communities in European cities represent one example of these ‘others’ who are invisible or ‘illegal’ according to urban planning norms – even when settled on lands they own. These communities have diverse origins; the Roma, who are ancestrally connected to India, arrived in Europe in the fourteenth and fifteenth centuries.34

Their patterns of residence and transit are not in line with European culture and are generally the source of the discrimination faced by Romani in Europe. Their territorial exclusion causes a series of problems, from intermittent access to education and work to appropriate health care or inclusion in community life. Most of their settlements are marred by infrastructural precariousness. For example, in Slovakia in 2005, 10 per cent of Romani settlements were without electricity and 81 per cent had no sewage disposal.35 In Romania, their predicament in terms of electricity and sanitation is similar and less than 15 per cent of homes contain a bathroom.36 In Serbia too, half of the Romani live in settlements with precarious infrastructure.37 In Montenegro, 48 per cent of Romani residences are located near rubbish tips.38

As most of these settlements are deemed illegal, their residents are not allowed to register in the towns where they are situated. Their access to public services is by the same token limited. Many Romani and other traveller groups are trapped between an inadequate offer of suitable accommodation on one side, and the insecurity of unauthorised camps and constructions on the other. They also face a cycle of evictions, often successive, and violently carried out. In order to avoid evictions and to gain access to services, many families have agreed to live in permanent structures, even if reluctantly. However, they are frequently housed in highly degraded buildings and exposed to more direct and violent hostility, focused on their ethnicity and way of life.39

In Italy, for example, emergency legislation, adopted in 2008, constituted the legal basis for evictions and for the destruction of settlements of Romani people and other groups of travellers. Although this legislation was rescinded in 2011, violent evictions and resettlements in isolated, gated ghettos have continued in many cities.40

Urban planning regulations have been a powerful tool of discrimination against these groups within European urban space. In England, for example, the Green Belt planning and protection norms are often invoked by the non-traveller population – and by the authorities – as the reason to expel travellers from their sites, as happened in Dale Farm, near Basildon.41

Settlements self-constructed decades ago by Romani communities in cities like Istanbul and Sofia have been demolished to make way for urban renovation projects. The communities were dispersed to different areas, sometimes very distant from where they had been.42

In the case of Arab and Bedouin communities in Israel, as well as that of Romani people and travellers in Europe, urban planning and its regulations are what draw the border between legal and illegal. They do so through compounding an ethnically based discriminatory policy with a confrontation between different forms of occupation and the communities’ relationship with the territory. Even if the discrimination is not always, or not explicitly, present, the confrontation is omnipresent in informal neighbourhoods. In addition to the general neediness and the scarcity of available resources, we find, within the territorial organisation of these neighbourhoods, morphologies, typologies and forms of use that reflect forms of organisation and economic strategies pertaining to the majoritarian sectors of the city, which are systematically blocked or not recognised by regulation.

Among the characteristic elements of informal neighbourhoods are: multifunctionality, or mixed use; ‘horizontal’ multi-family use, with various households sharing the same plot of land; and flexibility, or incrementalism, in the forms of construction. These are sensible strategies to maximise the space not only for housing purposes, but also for income generation – by using homes for workshop or retail activities, and letting out rooms or parts of houses. To begin with, within planning epistemology, the ‘residential’ category refers exclusively or predominantly to residential spaces, which automatically excludes the multifunctional nature of informal neighbourhoods’ typical spaces. Moreover, the typologies generally classified as ‘multi-family’ are apartment buildings, not shared back yards or rooftop lajes.43 This is how the restrictions mentioned above are put into action by urban regulation to underline the border between inside and outside the law.

I will use the (maybe extreme) example of the numerous kampung in Jakarta, Surabaya and Yogyakarta – major Indonesian cities – in order to problematise the statement above.

Kampung (originally villages) are urban settlements with local roots, inhabited mainly by lower- and lower-middle-class people. They are mixed-use zones, densely populated, serving as workplace and home for the great bulk of Indonesia’s urban population: it is estimated that 60 per cent of Jakarta’s inhabitants live in a kampung.44 They have existed in Javanese cities since the precolonial era. The cities of the island of Java were constituted in the sixteenth century as ports and international commercial entrepots. Thus, the various ethnic groups involved with these activities became established, including Javanese, Malay, Buginese, Chinese, Hindu and Arab people. According to Javanese urban cultural tradition, cities were composed of a group of neighbourhoods, the kampung – communities of residency and work, some of which still exist today. Since the pre-colonial era, one of the essential functions of the kampung was to accommodate the city’s newcomers. Under the Dutch, they became neighbourhoods organised by background or religious origin – such as the Chinese Pecinan and the Muslim Pekojan.

From the start, the city administration was only in charge of the area containing the palaces, the markets and the port. Each kampung was autonomous and had its own rules. In 500 years of history, kampung have not substantially changed their mixed-use characteristics. In general, commercial and productive activities occupy the ground floor while residential spaces are in the upper floors – which, today, can reach three or four stories in the densest settlements. At street level, the production of every type of food, clothes, toys, furniture, as well as electronic repair shops, spreads beyond private areas, creating semi-public spaces that are not only spaces of circulation and connection with the city, but also semi-private spaces, inviting social and economic interaction. An example is the presence of bare paved areas that may – depending on the time of the day and the day of the week – function as a place for drying laundry, a playground, a badminton court for children and teenagers or a space for parties, when they are covered by decorated fabric tents.45

The current relationship between urban planning and regulatory frameworks and the kampung varies from city to city. It also changes according to the political relationship that successive local and national administrations have established with each kampung.

In general, kampung are poorly served by infrastructure: there is uneven access to piped water, sanitation, drainage and flood control facilities. They also tend to have an ambiguous juridical status. However, the housing conditions in different kampung vary as, over time, some received services such as plumbed water, street paving and drainage systems. Indonesia – and Surabaya in particular – has a long history of informal settlement improvement programmes, dating back to sanitation interventions in the colonial era. The Kampung Improvement Programme (KIP), launched in 1969, is considered one of the world’s largest and most successful projects for the urbanisation of informal settlements. Lately, however, this policy has lost both space and resources.46

The administrative and juridical integration of kampung varies from city to city. In places, at least some of the settlements are recognised by municipal plans. However, others are consensually classified by the state as ‘illegal’. This is the case for kampung located near rivers, canals, railroads, green belts or parks. They are often in zones subject to flooding, in contravention of current national and local planning rules, making them entirely ‘invisible’ on city maps, ‘illegal’ and vulnerable to eviction.47 The government abstains at every level from implementing housing policies and programmes in such settlements, and rarely invests in amenities and infrastructure. As a result, the living conditions are worse than in other kinds of kampung. These settlements clearly harbour the poorest among the urban poor, which includes undocumented internal migrants.48

By classifying these settlements as ‘illegal’, riding roughshod over pre-existent social connections, the norms of planning, construction and land occupation define these settlements’ geography. It is that of invisibility in terms of urban policy, or of a constituted – but never plainly established – presence as an exception. Here, the concept of ‘state of exception’ may be useful. Giorgio Agamben defines ‘sovereignty’ as the power to determine the state of exception. For him, the paradox of sovereignty consists in the fact that the sovereign find themselves, at the same time, inside and outside of the juridical order.49 The legal and urban planning apparatus has the power to decree the suspension of the urban order, determining what is ‘illegal’ and what is not, as well as which forms of ‘illegality’ can subsist and which must disappear.50

Through political mechanisms, the alternatives of expansion, consolidation, permanence or expulsion are constantly disputed and, occasionally, negotiated. However, the classification operated by planning and by land tenure systems goes beyond the territorial dimension. The expression ‘We are illegals’ – its semantic context linking the status of illegality to the very human condition of the inhabitants – indicates that, within the inhabitants’ attitudes towards the national juridical system, it is as though the legality or otherwise of land occupation overrides all other social relations, even those that have nothing to do with land or housing.51

The construction of the territorial stigma is a fundamental element of the political machine that legitimises expulsion. However, alongside the state of permanent transience – a mark of the ‘reserve’ character of the land – and the territorial stigma, the construction of the hegemony of registered individual private property over all other forms of tenure is also clearly connected to the origin of large-scale dispossession. It is what I will analyse next.
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Private Property, Contracts and the
Globalised Language of Finance

But they [the poor] hold these resources [what the poor globally possess] in defective forms: houses built on land whose ownership rights are not adequately recorded, unincorporated businesses with undefined liability, industries located where financiers and investors cannot see them. Because the rights to these possessions are not adequately documented, these assets cannot readily be turned into capital, cannot be traded outside of narrow local circles where people know and trust each other, cannot be used as collateral for a loan and cannot be used as a share against an investment.

Hernando de Soto, The Mystery of Capital

In the last 250 years of the history of the social relationship between humanity and territory, a specific form of use and right over land – the individual private property – became hegemonic. This movement started with the enclosure of communal lands in Europe in the eighteenth century, through a process defined by Polanyi as ‘territorial displacement’ – or the separation of land and work. It advanced towards its juridical-political consecration with the construction of the liberal state. More recently, it has spread over the globe through the expansion of capitalist forms of production and consumption.1

According to Marx, ‘if land were … at everyone’s free disposal, then a principal element for the formation of capital would be lacking … The “production” of someone else’s unpaid labour would thus become impossible and this would put an end to capitalist production altogether’.2 When capitalism encounters situations in which the private ownership of land does not exist, it must take active steps towards its creation and, thus, guarantee the production of wage labour. The barrier raised between work and land is therefore socially necessary for the perpetuation of capitalism.

However, through creating a barrier against labour, capital also creates barriers against itself, as the landowner captures part of the produced income through the extraction of surplus value. If, on the one hand, land is liberated and transformed into an open field for capitalist operation, on the other hand, its ‘enclosure’ and transformation into merchandise introduces land rent and its exploiters as active agents within the process of competition. Marx defines this process as: ‘rent, instead of binding man to Nature, merely bound the exploitation of the land to competition’.3 According to Polanyi, ‘To separate land from man and to organize society in such a way as to satisfy the requirements of a real-estate market was a vital part of the utopian concept of a market economy.’4

Private ownership of land and land appropriation through buying and selling in the market – the way land rent is extracted and the fundamental element of the capitalist accumulation regime – also have an essential political dimension. Still according to Polanyi, ‘Such freedom in dealing with property, and especially property in land, formed an essential part of the Benthamite conception of individual liberty.’5 As such, this freedom is also part of the corpus of liberal ideas that constituted the modern state in the eighteenth century. However, the freedom defended by liberals is negative freedom: freedom in the sense of not being hindered by a prohibition or obligated to perform a specific action. This meaning of freedom, formulated during the fight against monarchic despotism, coincides with Locke’s conception of property – which includes life, freedom and estate – and establishes a homology between ‘having rights’, ‘being an owner’ and ‘being free’.6

When freedom is understood in a negative form, an exclusivist vision of freedom is held: freedom is my sphere of action, in which others do not participate, and which is only limited by others’ sphere of action. This is the modern definition of freedom: freedom as autonomy and, especially, as the exclusion of others from a personal sphere, the individual left in peace. Property becomes the guarantee of power over a quantity of things that excludes everyone else … Nevertheless, these rights are not restricted to the free personal use of one’s body and possessions; they extend to the human capacity – as a being endowed with reason – of giving away these rights through contract. Thus, they are capable of alienating not only their assets but also the product of their body’s labour. This is the equality proclaimed by liberals: the equality of being a proprietor and of transferring properties through contract – an equality that each should have before the law. According to Norberto Bobbio, ‘private law or the law of private individuals is the right derived from the state of nature, whose fundamental institutions are property and contract’.7

Given that, by this reasoning, freedom is dependent on private property, a government responsible for its citizens’ freedom must guarantee private property as one of its fundamental obligations. At the same time, an attack against land ownership could raise considerable doubts concerning other forms of property – like that of the means of production, from which capital derives its own power and legitimacy. Therefore, the preservation (and promotion) of private property of land performs an ideological role, legitimising every other form of private property. This explains its mimesis with the full condition of citizenship.8

Therefore, according to liberal thinking, property, law and citizenship are interwoven. This underpins both policies for the promotion of homeownership (as seen in part one of this work), and programmes for the reform of land systems and for the registration of informal settlements – which were widely implemented on every continent since the 1980s, as central elements for the expansion of the capitalist model in its neoliberal phase.

According to this model, the characteristic of tenure systems based on registered individual property is their capacity to be investment vehicles capable of maximising its value and of cutting transaction costs. Klaus Deininger, a land policies expert highly respected by the World Bank, lists as follows the essential points for land management to fully permit the functioning of markets:


1)Duration. As one of the main effects of property rights is to increase incentives for investment, the duration for which such rights are awarded needs at least to match the time frame during which returns from possible investments may accrue.

2)Modalities of Demarcation and Transfer. Property rights to land should be defined in a way that makes them easy to identify and exchange at a cost that is low compared with the value of the underlying land.

3)Enforcement Institutions. The key advantage of formal, as compared with informal, property rights is that those holding formal rights can call on the power of the state to enforce their rights.9



Although the text is aimed at economic growth and poverty reduction, it is interesting to notice how secure tenure – understood as an essential element for the protection of human life and dignity – does not have any relevance. The focus is on economic growth, return on investments and transaction costs. Deininger’s introduction spells out this position:

Property rights affect economic growth in a number of ways. First, secure property rights will increase the incentives of households and individuals to invest, and often will also provide them with better credit access, something that will not only help them make such investments, but will also provide an insurance substitute in the event of shocks … Secure and well-defined land rights are key for households’ asset ownership, productive development, and factor market functioning.

If property rights are poorly defined or cannot be enforced at low cost, individuals and entrepreneurs will be compelled to spend valuable resources on defending their land, thereby diverting effort from other purposes such as investment. Secure land tenure also facilitates the transfer of land at low cost through rentals and sales, improving the allocation of land while at the same time supporting the development of financial markets. Without secure rights, landowners are less willing to rent out their land, which may impede their ability and willingness to engage in non-agricultural employment or rural-urban migration. Poorly designed land market interventions and the regulation of such markets by large and often corrupt bureaucracies continue to hamper small enterprise start-ups and nonfarm economic development in many parts of the world. Such interventions not only limit access to land by the landless and poor in rural and urban areas of the developing world, but by discouraging renting out by landlords who are thus unable to make the most productive use of their land, they also reduce productivity and investment. High transaction costs in land markets either make it more difficult to provide credit or require costly development of collateral substitutes, both of which constrain development of the private sector.10

The relationship between tenure security and poverty reduction has been central since the launch of UN-Habitat’s Global Campaign for Secure Tenure in 1999. ‘Tenure security’ was one of the elements proposed by the agency in the first version of the Millennium Development Goals in 2000, before disappearing from the adopted indicators.

The origin of the Millennium Development Goals dates back to the World Summit for Social Development in 1995, with extensive participation of NGOs and activists from all over the World. In 1996, donating countries from OECD’s Development Assistance Committee (DAC) adopted a series of international development goals. Since that date, OECD countries, as well as international financial institutions, began to exert an influence over the Millennium Development Goals, particularly after the publication of the documents Shaping the 21st Century, by OECD, and A Better World for All, by the World Bank. The final list of Millennium Development Goals, adopted in 2001, did not include security of tenure; the topic was inserted into a broader context linking the ‘fight against poverty’ with ‘economic growth’.11

Ever since then, the idea of defending the security of tenure of informal settlements – a historical demand of social movements and housing activists – has been translated into land reforms, registration programmes and even by settlement-eradication policies – under the motto ‘Cities Without Slums’, which has somehow become a synthesis of the goals, as we will see.

Long before the adoption of the Millennium Development Goals, the World Bank and regional banks from various cooperation agencies – particularly from Australia, Germany, Norway, Sweden and the United States – were already sponsoring programmes of land reform, registration and titling around the world. When a Labour government was elected in Great Britain in 1997, the British cooperation agency (Department for International Development) also launched a strategic document outlining action for poverty reduction and economic growth, and beginning to finance these initiatives.12

The debate around the effect of land titling on poverty reduction gained huge prominence with the publication of Hernando de Soto’s 2000 book The Mystery of Capital. The author proposes a direct correlation between private land property and Western wealth, and argues that the persistence of poverty in poor and middle-income countries springs from their ‘underdeveloped’ regimes of property. According to de Soto, poor people own assets, but use them in a ‘defective’ way, making them ‘dead capital’. What de Soto means by this is that, without formal property titles, their assets cannot be used as collateral for loans to be invested into business and entrepreneurship. Titling their lands may ‘awaken’ this dead capital, thus giving the poorest access to capital in order to improve their homes, start businesses and eventually leave poverty behind.13

Not by chance, de Soto and his ideas proved immensely popular within US and UK circles. Not by chance, either, did Bill Clinton declare to The Observer, in 2009, that he considered de Soto the ‘world’s greatest living economist’; other admirers included George Bush, Vladimir Putin and Margaret Thatcher.14 In times of globalisation and financialisation, his theory positing a link between private property and the fight against poverty seemed like capitalism’s ‘philosopher’s stone’. He seemed to have found the answer to the looming question: how can the financialisation of land and housing be extended to territories organised by tenure arrangements different from the ‘universal’ language of registered freehold?

Pedro Abramo examines the logic and nature of contracts that regulate the – mercantile – relationships within so-called informal settlements, and points to the limits of the formal market’s penetration into these territories. According to him,

the informal land market exists outside the framework of rights, but must have a particular institutional structure. It must guarantee the temporal replication of the mercantile informal practices of buying, selling and renting land and/or real estate … These practices guarantee, in intertemporal and intergenerational terms, the contracts of implicit nature established within the market’s informal transactions.

In the case of the informal land market – where there are irregularities (informality) in terms of both titling and urban and construction norms – the contracts of purchase, sale and rent are not protected by law, as their objects would be considered irregular in terms of regulatory rights. This means that conflicts cannot be solved by instruments of legal mediation and law enforcement … When the law does not guarantee market contractual relationships, other forms of guarantee must develop in order to re-establish a relationship of trust between the involved parties … Otherwise, the mercantile relationship of exchange will not be accomplished due to the mutual mistrust around a potential unilateral rupture of the informal contract. In other words, without formal institutions, the informal land market must establish its own regulatory bodies, including coercive mechanisms in the case of unilateral contractual rupture by one of the parties … In the case of the informal urban land market, an important base that guarantees the functioning of the market and its contractual chain is the relationship of trust and loyalty that both parties establish between themselves; therefore, buyers and sellers – as well as landlords and tenants – equally place trust upon the other, based on the expectance of reciprocity, which comes from a relationship of loyalty between the parties. The base of this informal market institution has no legal content, but depends on the enduring stability of a particular form of social interdiction: the form trust-loyalty. This relationship of interpersonal reciprocity defines many social relations. However, in the case of mercantile relationships, it was excluded by the market’s characteristic of promoting a contractual encounter between anonymous parties.

In the case of the informal and affordable land market, in which the relationship of reciprocity-trust-loyalty is one of the foundations for the potential existence of an informal mercantile exchange, it is necessary to personalise the contractual relationships.

This personalisation may not be completely transparent and may assume an opaque character. However, the personalisation – that meaning, someone sold or rented out and someone bought or rented – introduces the possibility of the relationship of trust-loyalty within the constitution of a contractual relationship. This relationship, by definition, is implicit (informal), and is not insured by the rights that regulate economic contracts. Therefore, in the informal land market, it is precisely the elimination of impersonality and the personalisation of the contractual relationship that guarantees the mechanism of trust and loyalty that supports a buy-sell agreement or an informal rent.15

Both land reform and land titling have been used as powerful mechanisms to eliminate ways of relating to land and housing that, for one reason or another, are not regulated by the impersonality and anonymity of contractual encounters. The previously mentioned bibliographic revision from Durand-Lasserve, Fernandes, Rakodi and Payne identified examples of land titling programmes in thirty-five countries. They also found more than 200 documents related to these programmes, all formulated within national governments or multilateral organisations. The majority of these programmes and projects are designed to create or modernise land registers, or to develop administrative institutions that can deal with land regularisation and titling.16

The list of land titling programmes and projects is certainly longer. At the World Bank alone, between 1995 and 2014, there were more than forty projects related to land regularisation, titling and real-estate registration. They were implemented in urban Latin America (mainly Peru and Central American countries), former socialist countries in Central Asia, the Balkans and Southeast Asian countries such as Thailand, the Philippines, Sri Lanka and Pakistan.17 It was also not by chance that these programmes appeared ‘boxed’ as components of Structural Adjustment Loans (SAL), later renamed Development Policy Loans (DPL), or within projects directed to reform, create or enforce financial systems and real-estate markets.

I will now examine one of the land reform programmes that I had the opportunity of getting to know in the Maldives. Overall, they show how the land reforms of the 1990s and 2000s were primarily designed to untie the knots that still bound certain portions of the territory to traditional or lower-income communities and their tenure arrangements. The outcome was free and safe circulation of land as an asset in the market – preferably the international market.

The Maldives

The Maldives are an archipelago composed of a chain of coral atolls with 1,192 islands covering an area of more than 90,000 square kilometres, stretching 820 kilometres in length. For more than 3,000 years, the islands were traditionally inhabited by fishermen and sailors and their families. Today, only 203 of the islands (59 per cent of the total land area) are inhabited by approximately 300,000 individuals. Ninety-six per cent of the islands are smaller than one square kilometre.18

The distinctive geography of the Maldives plays an important role in political, economic and social issues. Around one-third of the population of the Maldives is concentrated in Malé. The remainder is dispersed among the islands, of which only three, aside from Malé, have a population greater than 5,000. Seventy-four islands have a population of less than 500. Although there are still many uninhabited islands, some specificities of the archipelago’s geography and its economic model contribute to a shortage of inhabitable land. The situation of the Maldivian national territory makes the country particularly vulnerable to global phenomena such as climate change and its consequences – including an increasing number of natural disasters and rising sea levels. About 80 per cent of the islands stand less than one metre above sea level.19

Moreover, tourism – currently responsible for more than 30 per cent of the Maldives’ GDP and employment – has been encouraged through a model of leasing entire islands to ‘all-inclusive’ resorts.

In 2008, the Maldives Human Rights Commission estimated that 12,000 families had no home of their own. Around 85 per cent of Malé’s families shared a small apartment with other families or lived in temporary or improvised spaces. In 60 per cent of the city’s dwellings are found 2.5 or more persons per bedroom, which can be defined as overcrowding.20 In 2006, according to the Population and Housing Census, the average number of people per bedroom in Malé was 3.1.

At the same time, a boom in rent prices had been shaping the capital’s real-estate market. From March to June 2008, house prices rose by up to 10 per cent.21 The exorbitant rents have left families – especially the poorest, who migrated from rural islands – with no choice but to live in overcrowded housing units. Some families in Malé and Villingili spend up to 80 per cent of their income on rent. This leads to extreme situations, such as more than fifteen people sharing one room. Similarly, migrant workers who cannot afford adequate housing are forced to live in cramped spaces with many other people. In 2009, the total number of migrant workers was 70,000.

The country has improved its social indicators since 1997, eradicating absolute poverty (less than US$1 per capita per day) in 2005. But, if we take having less than US$3 a day as the poverty line, 19 per cent of the population live below it. Add to this a high unemployment rate – 16.5 per cent in 2009, reaching 23.7 per cent among women.22

According to the traditional system of land allocation in the Maldives, all land is public, and a plot of land is the birthright of all Maldivian citizens. This system is no longer viable, due to several factors. First, demographic growth – resulting from the fall in infant mortality and the increase of life expectancy – leads to continuous division of the land, with families inheriting progressively smaller plots and houses. At the same time, migration and the concentration of inhabitants in Malé introduced renting as the predominant form of housing, putting even more pressure on the city’s housing supply. Because of these issues, land and housing became central to the country’s political agenda and the government proposed a new Land Law in 2002, which was approved in 2003.

This law introduces procedures for the governmental allocation and registration of land to individuals and companies. It also regulates the opportunities for current occupants to purchase land. Moreover, it introduces mortgages and the possibility of using land as collateral for loans. After the Land Law’s promulgation in 2003, a consultant from the World Bank recommended various changes to it, such as the elimination of barriers for the establishment of a financial system for housing. These changes were intended to remove the remaining obstacles to banks’ repossession of houses acquired through mortgage deals, in the event of default. They also aimed to regulate more precisely the individualisation of apartments and commercial spaces in multi-family buildings and business premises through the concepts of condominium and the ideal fraction size.23

The press release presenting the amended law described these measures as essential in order to tackle the housing deficit:

President Mohamed Nasheed announced the reforms that will be proposed by the government on the legislation that regulates land and its transaction in Maldives … The president said there were a number of reforms to existing land legislation and new legislation necessary to facilitate use of land as a transferable commercial property and to ease the shortage of land in the Maldives … In his speech today, the president underscored that the severe shortage and resulting higher cost of land prevailed in the country not because of the limited amount of land, but because of impediments to its transaction.

He said the government wants to change the way land transactions are done in the Maldives to facilitate the use of land for commercial ends, as a commercially transferable asset.

The president said attaining national development and economic growth would not be possible without freeing land from unnecessary legal and procedural encumbrances and allowing commercial transactions of land.24

In the president’s announcement, the ‘thesis’ explaining land shortage and high rental prices is clearly laid out: land is expensive and inaccessible because of the existing limits to its free circulation as a merchandise and financial asset. The same ‘thesis’ is no less clear in an IMF report published in 2005, in response to the Maldives’ application for emergency financial aid after the tsunami. Under the heading ‘Recent Economic Development’, reforms to the financial system (including its opening to international capital flows), and land reforms introducing systems of individual property and mortgages, are praised as positive elements in the ‘homework’ the Maldives were expected to do on the road to economic liberalisation.25

Nonetheless, a 2014 report from the US State Department, analysing the economic potential of investment in the Maldives, offers an alternative perspective. It appreciates that the mentioned reforms imply important advances towards the consolidation of a system of registered individual property. However, it considers that

there is little private ownership of land, and foreign investors cannot own land. The Nasheed Administration drafted new legislation on land reform that could result in more trade and private ownership of property, but the bill is pending in Parliament.26

The direction of the proposed reforms – towards the provision of land for the financialisation of real-estate markets – will certainly increase the supply of particular kinds of products, attracting more foreign investment. But lower-income Maldivians, unemployed people and migrant workers – the categories today enduring the worst housing conditions – are unlikely to be benefited by the reforms. The access to land and housing for all, regardless of social class or income, is a positive aspect of the traditional Maldivian land allocation system – at least for Maldivians themselves. However, this is being jettisoned without the proposal of any substitute measure to protect the universal right to housing in the country.

The case of the Maldives, like that of Indonesia, shows how programmes of land reform which, in principle, aim to increment tenure security to the current occupants, promote economic development and fight poverty may, in fact, betray these promises. Under the aegis of a single market and the model of asset liberalisation, the conditions of access to land and housing for the poorest and most vulnerable people may be weakened instead of strengthened.

Following up this line of thought, I will now present the debate about large-scale titling policies and their effects, already well assessed worldwide.

The Mystery of Titling (and Privatisation): Who Benefits from Registered Titles?

The debate about large-scale titling policies and their effects on poor people has already produced hundreds of studies and papers around the world, including position re-evaluations from agencies promoting this strategy, such as USAID and the World Bank. We will not reproduce this whole debate.

However, it is worth summing up at least some of the ‘findings’ from studies that question and relativise the basic presuppositions of the utopic notion of ‘capitalism for all’. This idea is based on the transformation of all bonds with land and housing into one, that of registered private property. Magical thinking about property consists in the notion that, once poor people have their land titled, the market will take care of the rest. That is, the market will provide infrastructure and services to all, offer formal credit and automatically regulate the real-estate market – which will be inflated by the entry of these new assets and clients. By this means, all families will obtain their own home and, moreover, will make money from its potential mortgage.27 This utopia extends to rural land titling: thanks to land titles, owners will have access to agricultural credit and, through investing in mechanisation, seeds and other inputs, they will be able to increase their profits. Over the last decade, tens of studies and papers have questioned these assumptions. Here are their main arguments:28

1. Lack of evidence about the economic results of titling programmes

Given the intellectual and financial investments made to date in programmes for the regularisation of informal settlements based on land titling, there is a surprising dearth of independent evidence to support or challenge the application of land titling as the most appropriate policy option to promote social and economic development and reduce urban poverty. This lack of evidence is noted in the synthesis report prepared by the Land Tenure Center (LTC) for land reforms undertaken by USAID, a leading advocate of land titling programmes, when it states that

these findings are minimal with regard to the extent that projects achieved their objectives and targets, and non-existent with regard to their long-term impact on land market development and socio-economic development. The paucity of findings is due both to the lack of project documentation, particularly end-of-project reports and final evaluations, and to the quality of information provided in the reports that were available. The lack of post-project impact evaluation studies made it impossible to determine long-term impacts.29

At the same time, within the rural world, and especially in Africa, it has been demonstrated that land registration had insignificant or no impact on rural investment or on its inhabitants’ income.30 Evaluations of the formalisation and registration of rural lands in former socialist countries also question if the sequence ‘land reform, titling, registration, emergence of land markets, consolidation, agricultural growth and efficiency increase’ did apply in every country, showing very distinct results within the different contexts in which the registration policy was uniformly applied.31

2. Do poor residents of informal settlements start to access credit in banks?

Studies undertaken in Peru – one of the first large-scale titling experiments à la de Soto, as well as in Colombia, Turkey, Mexico and South Africa – demonstrated that the presence of titles had little impact on poor people’s access to formal credit. The arguments involve not only the maintenance of barriers that impede this access; they also question poor people’s interest in obtaining official credit, given its implications. It requires the debtor’s submission to regular payments and other conditions largely foreign to the economic strategies of lower-income groups.32 In Mexico, for example, settlement residents avoid formal credit, preferring arrangements with relatives and friends. Borrowing money from a bank or government agency means losing flexibility, which is one of the key incentives for people to choose to live in this kind of settlement. Residents compare the payment of formal loans with monthly rent payments.33

3. Does formal property registration increase tenure security?

The literature on informal settlements has already pointed out that secure tenure is not necessarily related to the existence of a formal registered title. Rather, it is related to the perception, political, cultural and social, of the possibility of permanence.34 In a study of informal settlements in Mexico, Ann Varley discusses the argument that legalisation is necessary in order to enable people to improve their housing conditions.35 Without secure tenure provided by titling, residents would be foolish to invest in improvements to houses from which they could be later evicted. As one Mexico City ejido resident said in an interview with Varley: ‘“With the regularisation, we managed to construct [improve] the house – there is no security without title.” However, he was the only person among the members of 150 interviewed families who made this explicit link.’36

In practical terms, the majority of residents justify their evaluation of tenure security in terms of official tolerance towards their settlements and the existence or otherwise of infrastructural improvements. Consequently, people improve their houses as and when they can pay for the work, regardless of whether they possess a formal land title.37

4. Do titling programmes improve the quality of life within the settlements?

Recent studies have cast doubt on the urban and socio-economic sustainability of settlements already legalised in Mexico, Peru, El Salvador and other countries that promoted titling and registration programmes.38 Because these were limited to estate registration and were not followed by investment in infrastructure and services or by administrative and environmental regularisation, they failed to achieve the socio-spatial integration of these places into the cities.

The interest aroused by de Soto and the subsequent debate produced signs of a rethink at the heart of the international community. For example, Buckley and Kalarickal affirm that the previous consensus on this issue has changed, becoming more nuanced, as the majority of analysts and policy managers stopped simply assuming that formalisation necessarily increases tenure security and leads to collateralised lending.39 In the same document, Buckley and Kalarickal also affirm that ‘it would be dangerous to promote formal titling programmes as the sole solution necessary to solve the problems of the urban poor as some have suggested.’40 In 2003, Klaus Deininger proposed a sort of auto-critical revision of the policy, admitting that:

It is now widely realized that the almost exclusive focus on formal title in the 1975 paper was inappropriate, and that much greater attention to the legality and legitimacy of existing institutional arrangements will be required. Indeed, issues of governance, conflict resolution, and corruption, which were hardly recognised in the 1975 paper, are among the key reasons why land is coming to the forefront of the discussion in many countries. While there are more opportunities for win-win solutions than may often be recognised, dealing with efficiency will not automatically also resolve all equity issues.41

Buckley and Kalarickal also suggest that titling does not necessarily boost the assets of the poor, affirming that ‘while there are good reasons to agree with the idea that improving property rights should be an essential part of the reform, there is also a range of practical problems that potentially reduce these seemingly large gains’.42 Among these problems, they list the following:


•Titling is often a costly process. It is not just a matter of formalising informal arrangements that already exist. Very often, contradictory claims of ownership succeed the announcements of titling programmes.

•Much of the land on which informal houses are built is obtained through illegal squatting on private property, and compensation is not paid to existing owners.

•The broader web of societal contracts and constraints, as well as a wide variety of political economy issues, may well reduce the value given to property titles in isolation.

•A title is less valuable if it cannot be used as collateral. Such a result occurs whenever there is no effective formal financial system, as is the case in many developing countries.

•The anthropological perspective on tenure – that is, a continuum of tenure categories with different levels of security of tenure – applies. Across this spectrum, some may value titles much more strongly than others.43



There were numerous critiques of the single model of individual private property for registration and titling programmes. The Global Land Tool Network (GLTN) – a partnership between UN-Habitat and other multilateral and bilateral institutions engaged in the development of instruments for land reform programmes, with the objective of fighting poverty and increasing tenure security – proposed the concept of a ‘continuum of tenure categories’. The suggestion was approved by the UN-Habitat Council in 2011. Although the word ‘continuum’ was intended to express the range and diversity of tenure, it is illustrated by a linear diagram: an arrow pointing from left (informal land rights) to right (formal land rights).44 The continuum concept was rapidly adopted by circles within the World Bank and other cooperation agencies.45

However, the linear diagram has many implications. First, it places individual private property at the final point of the continuum (as the most formal and most secure form of tenure). This seems to suggest that registered individual private property is the ideal format, the ultimate goal, despite the fact that many other categories – in other tenure systems – also offer high levels of security, legality and legitimacy. Individual private property is not, as we have seen, an unequivocally guaranteed tenure, nor does it necessarily pave the way to economic development.

Moreover, by approaching the issue in terms of formal and informal rights, the continuum diagram reflects the binary thought that permeates the narrative about forms of tenure and bonds between people and the land they occupy: the dualities of statutory and consuetudinary tenure arrangements,46 legal and illegal, formal and informal.

As previously noted, tenure categories are often partially formal, recognised or legal, generating legally obscure zones and combinations of legality, formality and extra-legality. The level of security offered by each of the tenure categories does not always correspond to formalist or legalist readings of the existent arrangements; on the contrary, it can vary according to the political and socioeconomic context.

The policy revision undertaken by the World Bank and organisations such as USAID is important, and directly related to pressures from both social movements and human rights organisations. However, it did not prompt clear changes in ‘core’ activities. Titling projects keep on being financed by the bank and other multilateral agencies, on grounds that it is the choice of national governments. Of course, changes in sectorial policies take time to reach operational and regional departments within an organisation as large as the World Bank. But it is important to point out that the critique of titling policies – expressed in 200347 – did not necessarily mean a retreat from the bank’s economic-financial priorities. In 2006, an online discussion about property rights, organised by the World Bank’s Private Sector Development (PSD) Department, posed the question: Can informal property titling programmes guarantee increase of companies’ investments? From the answers, the Department concluded that while many developing countries had implemented titling programmes to ensure property rights, such programmes were often not sufficient to stimulate private sector growth. This was because these countries still offered little security for investors. Evidently, sectors of the World Bank, such as FIAS (Foreign Investment Advisory Service), are more concerned with the environment offered by countries to a foreign investment capable of stimulating the economy and using scarce land resources for ‘more efficient’ uses, than with solving problems related to the insecure tenure of the poorest.48

Even within the documents addressing the critical revision of titling and registration drives, issued by the Bank’s ‘experts’, the evaluation is that these programmes’ failure was not due to their unsuitability in transforming the land into collateral, but because there were insufficiencies:

Nevertheless, in most developing countries, where the capital markets are undeveloped and a spectrum of ownership structures exists, titling alone will not ‘unlock’ capital. While such property rights may often be a necessary condition to develop a fully functional housing market, they are not a sufficient condition to unlock the trillions that are now locked up in dead assets.49

In the first part of this book, I set out to present several reforms of financial systems designed to develop housing markets, considering the existence of property rights as a necessary condition. Clearly, the policies of banks, multilateral and bilateral organisations can neither explain nor justify the widespread move around the world towards titling and registration of properties. In many countries, to grant titles to ‘informally’ settled people has not only been a response to pressures from these communities but also a way of preserving the model of territorial exclusion. We can only fully grasp the range of stakeholders involved in the matter of titling – including the potential winners and losers – by examining each situation individually.

However, this more global view – seen through the strategies of banks, multilateral and bilateral organisations – shows how a policy aiming to ‘fight poverty’ and combat ‘insecurity of tenure of the poorest’ also became a mechanism for increasing the exposure of the poorest to processes of dispossession. This happened because the policy affirmed the hegemony and the predominance of private property over all other forms of tenure and gave it preference in urban transformation processes. However, it is only possible to understand how this occurs in cities by examining the role that land – and land markets – play in the wider processes of urban transformation that have unfolded in previous decades, under the aegis of the same macroeconomic postulates. This is what we will examine next.
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Insecure Tenure in the Era
of Large Projects

Chengdu, China, 2013

Fu Liang parks his battered car in front of Golden Lakeshore, a set of luxurious villas whose sales room, decorated with chandeliers and velvet furniture, evokes the fantasy of aristocratic Tuscany. ‘Here is where I used to live’, he says. In 2010, after being threatened by militia and having received from the local government nine yuan per square metre of his small plot – where he kept a commercial fish-breeding tank – Fu Liang had to leave. The municipality quickly resold the plot to a real-estate development company for 640 yuan per square metre. After concluding their Tuscan fantasy project, the company will sell the villas for 6,900 yuan per square metre. Mr Fu Liang is now unemployed. He is one among tens of thousands of peasant farmers who once lived on the edges of Chengdu, Southwest China.1

Fu Liang’s story can be repeated ad infinitum. It essentially reveals the ‘saint’ behind the Chinese urban miracle. The arrival of infrastructure and housing developments transform scrubby fields owned by small farmers into prosperous cities with gigantic towers. Those who visit the country and marvel at Chinese competence are probably unaware of the predominant form of financing municipal infrastructure expansion and local real-estate development. Public land is sold or leased to private real-estate development companies and to public–private partnerships (PPPs) with investors in infrastructure projects. The land is ‘acquired’ for much less than market value, through the expropriation of millions of farmers and urban residents. The collective farms and state lands had already been privatised in 1998, when land reforms granted property rights to their occupants for thirty years. According to a study carried out in seventeen Chinese provinces by the Landesa Rural Development Institute in 2011, the indemnities for rural land expropriations paid by the government to their owners were worth, on average, around 2 per cent of their market value. Public land expropriation has been the main source of municipal income, not only through its leasing to private investors, but also through its use as a collateral for loans. The sale and leasing of expropriated lands represented 26 per cent of total municipal budgets in 2010, according to the Ministry of Finance. In some cities, they accounted for 60 to 70 per cent of municipal income.2

This model can be further illustrated by the case of the construction of a ring road around Changsha, the capital of Hunan province. To build this high-speed motorway, the municipality used the Ring Road Corporation, a public–private joint venture listed on the Shanghai Stock Exchange, but whose equity is controlled by the Hunan local government. The city of Changsha transferred to the Ring Road Corporation the right to use and build on a strip of land measuring 200 metres to either side of the 33-kilometre motorway, totalling 3,300 hectares. To kick-start the project, half of the work was financed by the leasing of this land after it had been duly ‘cleared’ of its previous occupants. The other half was leveraged by the Ring Road Corporation through loans from China’s Development Bank and commercial banks, using as security the anticipated value of the remaining land once it had been made accessible and valuable by the new infrastructure. In China, cities cannot acquire loans directly. Instead, they issue a ‘comfort letter’ to private banks, attesting that the public–private corporation will be able to pay their debt thanks to the future real-estate developments pledged by the city’s planning authority.3

The same model is present in various urban infrastructure megaprojects, such as technological parks and prototypes of independent and self-governed cities in India. It frequently crops up in Bangalore, the region in which India’s IT industry is concentrated. One example is the Bangalore–Mysore Infrastructure Corridor: the construction of a six-lane expressway connecting Bangalore and Mysore, the second most populated city of Karnataka. The project is operated by NICE (Nandi Infrastructure Corridor Enterprises), a trust of Indian and North American companies and investment funds. Spread over the 130km of the expressway, five new private towns will be built, each boasting a corporate centre, business park, shopping centre and museum of ‘ecology and cultural patrimony’ – to preserve the memory of a rural life that the project will have destroyed. After expropriating the farmers at rural land prices, the government leases the land to the trust for US$5 per acre. After twenty years, the expressway will be owned by the government, but the towns will remain private. In 2007, DLF – one of India’s major real-estate development companies, which had recently concluded the country’s then largest IPO – went into partnership with Dubai World, the investment and joint ventures arm of the UAE sovereign wealth fund. Together they won the bid to build and exploit one of the towns with an offer of US$15 billion. It was certainly not the highway that attracted the US and UAE investors, but the value ‘unlocked’ by the transformation of rural Karnataka into urban real-estate. Michael Goldman analyses the current urban transformation behind India’s vaunted ‘rising’ as a global economic power, and designates Bangalore’s urban policy ‘speculative urbanism’.4

The scheme presented above demonstrates the new role of urban land within cities’ financialised production. It is not only a question of market competition for location, or of permanent pressures in favour of a supposedly more profitable use of land. Rather, it is a new form of land agency, which combines private investment in infrastructure and real estate. This combination is promoted by corporations that bundle engineering with financial products and the management of building projects. Global investment in infrastructure has been the strategy of large sovereign wealth funds, such as the China Investment Corporation, Abu Dhabi Investment Authority and Dubai World, emulated by big pension funds.5

More recently, private investment funds increased their participation in this sector: in the third trimester of 2009 alone, more than US$7 billion of foreign investment migrated to India’s newest speculative capital instrument – urban infrastructure funds. These funds are managed by Citigroup, Morgan Stanley, Goldman Sachs, Blackstone Group and D. E. Shaw: the very owners of the derivatives and hedge funds that sank the global economy in 2007–08.6

The cases of both China and Bangalore serve to proclaim the new logic of city production, particularly in terms of public infrastructure. This is composed of five elements:


•Given that local governments cannot run into debt, they appeal to ‘innovative’ mechanisms to finance the expansion of their infrastructure;

•Land is mobilised to leverage financing, as it ensures a future income flow;

•The investor’s profit s the difference between what they paid for the land and the value that it can generate in the future;

•The necessity and the scale of the profit define the future use of the land and, thus, the content of the project;

•The fate of those who previously occupied the land is irrelevant in this model. It is the government’s responsibility to deliver ‘cleared’ land.



We shall now examine each of these elements and their progressive transformation into cogs of the dispossession machine.

New Forms of Municipal Financing

Productive restructuring and fiscal adjustment eroded local economies and tax bases. Literature about the impact of neoliberalism on urban policies has identified the emergence of ‘municipal entrepreneurship’ as a response to this phenomenon. City governments abandoned the administrative view predominant in the 1960s in favour of a more ‘entrepreneurial’ action in the 1970s and 1980s.7 The context in which they did so was highly complex. On one side, they faced: monetary chaos in the geo-economic environment; speculative movements of financial capital; multinational corporations’ global strategies for localisation; and intensification of the competition between localities. At the same time, the retraction of welfare-state regimes and intergovernmental transfers imposed limits on the financing of urban policies. On the other side, neoliberal programmes of deregulation, privatisation and reduction of public spending also impinged on local governments’ agendas. Therefore, their urban policies became real-life laboratories. The experiments were many, including: city marketing; special zones for economic promotion; global megaprojects; and organisation of local corporations for urban development.8

So-called ‘public–private partnerships’ are among the most popular recent strategies for the management and promotion of urban development. They date back to the 1980s in North American cities, and quickly spread to the United Kingdom and Europe. They then started to feature on the agenda for technical capacity-building and knowledge dissemination pursued by the cooperation organisations’ think tanks.

PPPs have been progressively mobilised in infrastructure modernisation projects directly linked to the competitiveness of urban systems. The justification is not only the shortage of resources to fund projects, but also local administrations’ supposed lack of the technical know-how, agility, flexibility and management capacity required to implement very complex undertakings.9

In 1999, the World Bank created a specific advisory body – the Public–Private Infrastructure Advisory Facility (PPIAF) – financed by various donors, including USAID, European cooperation agencies, Japan, Australia and the Asian Development Bank. PPIAF’s role was to ‘provide technical assistance to governments in developing countries in support of the enabling environment conducive to private investment, including the necessary policies, laws, regulations, institutions, and government capacity. It also supports governments to develop specific infrastructure projects with private-sector participation.’10

The mobilisation of public land in order to finance infrastructure through PPPs is one of the pieces of ‘capacity-building’ provided by PPIAF. It is, in fact, one of the main suggested strategies for the promotion of urban development in developing countries. Katherine Sierra – World Bank vice president for sustainable development, the department covering the bank’s urban sector – defined the advantages of this strategy as follows:

Many cities in developing countries have underused public lands that would be more valuable if sold and converted into infrastructure assets … As part of the overall financing mix, using land assets for infrastructure finance has several advantages. Most instruments of this type generate revenues upfront, making it easier to finance lumpy investment projects. Mobilizing finance from land transactions also generates price signals that increase the efficiency of urban land markets and help rationalize the urban development pattern.11

Despite all the talk of the fiscal crisis and the private sector’s superior capacity to attract capital, shoulder risks and introduce competitiveness and efficiency, the reality is that urban PPPs – which are generally undertaken for megaprojects of urban development – are, almost without exception, conducted and funded by the state. The risks are assumed by the taxpayer, who is also generally responsible for covering deficits when they occur.

According to Katherine Sierra’s above-mentioned presentation, a beneficial side-effect of land mobilisation toward megaprojects is to ‘signal’ a more efficient and ‘rational’ allocation of urban land in the city. This would eliminate less lucrative forms of occupation, or forms under the control of social groups incapable of using land as a financial asset.

Public land, then, acquired through the state’s power and administered by it, has a fundamental role. According to Deininger, once more in a document produced by the World Bank:

The state, especially in developing countries, often lacks the capacity needed to manage land and bring it to its best use. Nevertheless, surprisingly large tracts of land continue to be under state ownership and management. In peri-urban areas, this can imply that unoccupied land of high potential lies idle while investment is held up by bureaucratic red-tape and non-transparent processes of decision-making that can attract corruption. Experience demonstrates that transferring effective control of such land to the private sector could benefit local governments, increase investment, and improve equity. Where public land has been occupied by poor people in good faith for a long time and significant improvements have been made, such rights should be recognised and formalized at a nominal cost to avoid negative equity outcomes. In cases where valuable urban land owned and managed by the state lies unoccupied, auctioning it off to the highest bidder will be the option of choice, especially if the proceeds can be used to compensate original landowners or to provide land and services to the poor at the urban fringes at much lower cost.12

As already mentioned at the beginning of this section, the basis of speculative urbanism’s success is the difference between the price paid for the occupants to ‘liberate’ their land and the land’s expected future yield. So, the acquisition of public lands for as little as possible is crucial to this ‘success’. In what way and through which mechanisms this happens in different countries will be the next focus of analysis.

Dispossession as a Strategy for Multiplying Value

The various ways of acquiring public land – as well as the juridical apparatus that sustains expropriation (or its absence) – are deeply dependent on the political relationship established between the expropriating state and the expropriated individuals or communities. In general, compulsory purchase or ‘eminent domain’ – the state’s sovereign right to take private property for public use – are established within the laws and statutes that regulate the acquisition of public land.

In the cases of China and India – examined at the start of this chapter – we saw situations in which there was a clear asymmetry of power between those being expropriated and those promoting the project. The weakness of the former in negotiating for their lands results from a combination of elements: the urgent need for money – thus, vulnerability and propensity to accept lower compensation; ignorance concerning their rights; lack of access to specialised legal services; and clearly – in the Chinese case – authoritarianism, even the violence of paramilitary threats.

In the following examples, the main mechanisms emerge through which certain categories of landowners are ‘weakened’ and made into the easiest, most lucrative targets for dispossession. The forms through which indemnities are defined – as well as the reasons that can justify the deprivation of property – are the central elements of this mechanism.13 Next, I will present a few concrete cases of expropriation processes and norms to demonstrate my point.

Indonesia

As seen in the previous chapter, parts of Indonesia’s informal settlements are particularly exposed to forced eviction. They are located in the tanah terlantar, or public waste lands – for example under bridges, on riverbanks or alongside railways. The term appeared in 1998, during the economic recession. The 1997 Asian crisis had a heavy impact on Indonesia. At its height, the state allowed homeless people to settle in these places as a temporary solution to accommodate hundreds of unemployed from the industries that had gone bankrupt. Tanah terlantar would also include public lands assigned to development projects – for example, in Kemayoran, Jakarta’s old airport (which closed in 1985), where residential towers, offices, golf courses and hotels from large international chains were mushrooming. Between 1998 and 1999, while waiting for investors to recover from the impact of the financial crisis, the government permitted several families to settle in certain parts of the area. A few years later (2004–05), the occupants were evicted without compensation.14

Some of these settlements are reasonably well-established, like other kampung – especially the oldest communities, on the banks of urban rivers and reservoirs. Those lining the Ciliwung River in Jakarta (with more than 200,000 inhabitants), the Strenkali River in Surabaya and the Code River in Yogyakarta are examples of settlements that have flourished for decades. But in 1993, national environment protection legislation defined the minimum distance between construction and the rivers as 15 metres, and these settlements started to find themselves in a position of ‘illegality’ ever since. When the 1997 financial crisis postponed the implementation of this rule, these and other settlements were able to remain. However, in 2007, the large floods that hit the country again transformed these communities into targets for expulsion, reinforcing their status as ‘trespassers’. The distinction between these and other informal settlements is important. In the case of eviction, those kampung residents holding ‘land certificates’ are entitled to monetary compensation, alternative land or enrolment on in situ regularisation schemes. For riverbank residents, the only option is the rusunawa policy: low-cost rental apartments in high-rise buildings constructed by the government on the periphery of cities. There are not enough such apartments to meet the demand of hundreds of thousands of families.15

Therefore, this distinction has a direct impact on the eviction cost. In other words, it affects the price to be paid to ‘clear’ the informally occupied land and, eventually, transfer it to other uses. In the Indonesian case, although the need for eviction is consensual, there are different ideas within the government about the future use of the ‘cleared’ lands: on one side, some argue that they should become green spaces; on the other, the Ministry of Public Housing is intent on using part of these areas to promote their policy of large-scale house construction through market and mortgage credit. It is no coincidence that, in Indonesia’s contemporary urban and housing policy, there is a convergence between the launch of titling programmes, the establishment of a policy of housing financialisation (through a secondary mortgage market and a line of mortgage credit called Liquidity Facility for Housing Finance) and the criminalisation of the occupation of certain areas of cities.

The banks of the Code, in Yogyakarta, were defined by the country’s planning laws as an area of preservation of hydric resources, and thus prohibited from residential purposes. The case of families living there is representative of the issue’s complexity: in 2011, more than 53 per cent of them had lived there for more than twenty-five years – since before the definition of the area as tanah terlantar, and before the environmental legislation, both dating from the end of the 1990s. However, only 38 per cent held a certificate of land ownership; 9 per cent held a right to use the property; 12 per cent had the status of magersari (authorised to stay by Yogyakarta’s sultan, who today is also the governor); and 41 per cent paid rent to occupy houses or bedrooms.16

In the mid-1980s, the architect, theologian and writer Romo Mangunwijava led a participatory project of community rehabilitation, opening public spaces and introducing sanitation and waste collection. Residents were involved through gotong royong (self-governance) alongside the participation of volunteer activists and students. The project won the Aga Khan Award for Architecture in 1992.17

The idea of consolidating a settlement like the Code River – which was seen as a viable possibility in the 1990s – is, today, submerged under the narrative of ‘protection’ of the environment and, thus, of human health. This transforms any attempt to resist into an act of irresponsibility. Today, the advances and retreats of eviction actions are permeated by the environmental protection theme, the risks associated with climate change and natural disasters.

Under these circumstances, perhaps no low-cost dispossession system is more eloquent than that of the Turkish programmes for the clearance of gecekondus.

Turkey

Gecekondu is what informal settlements are called in Istanbul, Izmir and other major Turkish cities. Gecekondular appeared in the mid-twentieth century, during the country’s modernisation, as homes for the large population migrating from the fields to the cities to take up the new industrial employment opportunities. Although produced by their own residents, gecekondu neighbourhoods’ relationship with the government was marked by tolerance, ambiguity, amnesty, consolidation propositions and, on many occasions, by titling programmes for residents. However, the picture has changed since 2003. The AKP government and President Recep Erdoğan restructured production, carried out urban adjustments and implemented neoliberal policies.18

In Istanbul – as in Izmir and other major cities – large urban restructuring projects have been under way. These projects motivated interventions in urban areas occupied by gecekondular, through wholesale eviction plans or in situ reconstruction of apartment blocks supplied by the formal market. Toki – the agency for the promotion of housing founded in 1984 that initiated these ventures – was radically restructured in the 2000s. It became the country’s most powerful real-estate development agent, responsible not only for the administration of all public land, but also for managing the urban planning and zoning of these lands. Toki was also in charge of promoting real-estate development in these areas, either directly or through partnerships with private development companies.19 Since 2003, the agency has produced 541,000 new apartments in 1,350 locations – more than half as replacements for gecekondular – and plans to produce 500,000 more before 2024.20

Toki’s intervention in the settlements was ‘eased’ by legal measures decreed by the government: declarations of emergency and demarcation of land were made after the 1999 earthquake, with the use of decrees established since 1978. The government identified high-risk areas and, from 2007 on, ordered the demolition of buildings or their replacement with earthquake-resistant structures. In 2004, Turkey’s Penal Code labelled the construction of informal settlements a crime, punishable by five years in prison. These measures contributed to the transformation of gecekondu neighbourhoods’ role in the urban narrative: from a place for poor workers, into a place for spongers engaged in every kind of illegal activity, including terrorism.21

Formally, the expropriation procedure has numerous stages, from a first proposal for the building’s evaluation by municipal functionaries, to an eventual legal process if no agreement can be reached between the authorities and the resident. Compensation can be taken in cash or used to part-finance an apartment with Toki’s housing programme. In some cases, especially on the periphery of cities, the new homes built by the formal market under mortgage systems may be located in the same area as the demolished settlements. In other cases, involving prime locations, the only offer to gecekondu evictees is an apartment miles away. In fact, the expropriations have been conducted through case-by-case negotiations, under pressure from the closure or demolition of local public amenities, threats from functionaries in charge of the negotiation and other forms of duress. These methods aim to force residents to find a solution faster and in a more advantageous way – for Toki.22

The new policy towards gecekondu neighbourhoods underlines the role of the dispossession of informal settlements as a form of low-cost land acquisition for real-estate development projects through PPPs. It also flags up another dimension of land and housing financialisation, combining the ideas in this chapter with those set out in part one of this book. In the Turkish and Indonesian cases, it is not a question of ‘displacing’ the poor, but of simultaneously turning the territory they occupied into saleable assets and pushing them towards the new mortgage market. Not only do their lands become commodities, therefore, but their lives – with all that they involve – are turned into mortgaged lives.23

The Turkish case casts light on how risks associated with natural disasters – in this case, earthquakes – can be made to serve seemingly straightforward arguments that selectively define what should be demolished and what should remain; who should be displaced and who should not. A new law governing the Transformation of Areas under Disaster Risk was proposed by the government and approved by Parliament in 2012. It grants full powers to the central government to realise expropriations ‘under an emergency regime’ in buildings or neighbourhoods considered at risk, allowing demolitions without negotiation with the owners. This method had already been used by the 2006 Law for the Protection and Preservation of the Historic Patrimony, supplying the legal basis for the demolition of almost all the buildings in Sulukule. This historic neighbourhood of Istanbul, largely inhabited by Romani people before, was soon gentrified. Vulnerability to earthquakes was also mobilised here as an argument for mass demolitions and evictions, even if, according to experts, the risk was no greater than in any other part of the city.24

The theme of ‘risk’ associated to low-cost land acquisition and its transfer to more lucrative projects also characterises the experience of the reconstruction of cities in the wake of natural disasters, such as floods and earthquakes.

Post-Disaster Reconstruction and Dispossession Mechanisms

‘Living in risk’ was how Lúcio Kowarick defined the socioeconomic, political and civil vulnerability of a huge number of poor people in cities in the Northern and Southern hemispheres.25 From this concept, I borrow the idea that the many dimensions of precariousness multiply, making the most vulnerable, such as those living in poverty or with insecure tenure, more likely to live in disaster-prone areas; they are also at greater risk of displacement and loss of livelihood in the event of a disaster; and it is they who will recover with most difficulty.

As previously analysed, the space physically and socially occupied by these populations causes (or, at the same time, results from) discrimination. This compromises the ability of individuals and communities to protect themselves, and to recover, from disasters. The discrimination against communities in disaster-response contexts may not be immediately apparent. Indeed, the term ‘natural disaster’ conceals the social process that constructed the area at risk and that defined how, why and under what conditions it had been occupied.

Evidence of the above statement abounds. When Hurricane Katrina struck New Orleans in 2005, African Americans and poor people (the two categories overlapping to a large extent) bore the brunt of the devastation because, for the most part, they lived in the lower-lying, more flood-prone sections of the city. In addition, because large numbers of the metropolitan area’s population were poor, they lacked the means to escape the flood.26 The particular impacts and costs of the hurricane were therefore intimately linked to pre-existing social, economic and land-use patterns, directly related to housing and urban planning policies.

Post-Katrina responses by the federal and state governments were generally found wanting when it came to supporting lower-income renters — predominantly African American — and addressing the range of obstacles that prevented them from accessing affordable housing. Despite a federal programme of housing vouchers, in practice, families with rent vouchers had difficulty in finding places to rent. The reasons included: public and rental housing shortages (due to storm damage, but also to subsequent decisions to massively cull public housing); rent increases; discrimination by landlords; the slow pace of rental housing construction; and the decision by Gulf Coast states to direct the bulk of federal funds towards repairing homeowner units rather than rental ones. With very limited renting options, many families were de facto denied return to their city and former homes, resulting in a spike in homelessness.27

The destruction of much of New Orleans’s housing stock by Hurricane Katrina was really seen as an opportunity to fundamentally alter the housing and urban characteristics of the city. It is noticeable that the city’s four largest public housing projects (the so-called Big Four), that used to shelter predominantly Afro-American residents, were demolished to make way for requalification projects, designed for mixed-income communities among other uses. Even if in some cases there was probably no alternative, due to the gravity of structural damage to the buildings, the demolitions were framed as necessary for the recovery of the city and for health and safety reasons.28 A problematic aspect of the new housing projects was that they contained far fewer public housing units in comparison to the amount available before Hurricane Katrina.29 The demolition was a further impediment to the return of lower-income residents to New Orleans.30

In Honduras, in the wake of Hurricane Mitch in 1998, the disproportionately affected groups included poor women, peasants and indigenous people, many of whom had been living under insecure tenure conditions and in vulnerable areas exposed to strong winds, flooding and landslides.31

In the aftermath of the Pakistan floods of 2010, it was acknowledged that the poor and vulnerable bore the brunt of the catastrophe, having no assets or safety nets. Those displaced by the floods who lost all their possessions and means of subsistence consisted mostly of landless tenants and labourers, living in non- or semi-permanent housing.32 Similar limitations appear in the post-disaster evaluations. While conditions pertaining to tenure and land ownership may be discussed and recognised as important in principle, in practice, they are seldom addressed by policies, strategies and sectorial priorities. For instance, in the disaster needs assessment carried out by international financial institutions and the government of Pakistan following the floods, the housing proposals made no mention of land ownership or tenure issues, but focused only on the techniques and costs of reconstruction. The assessment did not consider that for those who had been most significantly affected, the problem was not the roof, but the ground.

The earthquake in Haiti exacerbated and made visible a hitherto relatively invisible problem, namely, the dire conditions of the informal settlements in which the majority of the Port-au-Prince population lived. The settlements, like many others elsewhere, had arisen spontaneously and never been formally recognised by the authorities. They had little or no basic infrastructure or services. After the earthquake, many residents moved into camps – whether because their homes or neighbourhoods had been damaged or destroyed, or in order to be able to receive food or medical assistance, to take part in cash-for-work programmes, to save on rent (in the case of renters) or in the hope of receiving a house.

Sixteen months after the earthquake, there were still 634,000 people in over 1,000 camps. Observers noted that the camp populations were declining more slowly than in 2010, suggesting that people had nowhere else to go or had decided that, however precarious their situation in the camps, it was still better than where they came from.33 The earthquake thus highlighted long-entrenched patterns of discrimination and neglect. Disasters elsewhere have had similar effects.

The response to disasters appears to differ greatly according to whether it addresses the situation of individual, formally registered property-owners or that of people with any other type of tenure arrangement.

It has been noted that in most housing reconstruction programmes, tenure documentation and legal proof of rights are prerequisites for establishing beneficiary eligibility, with the consequence of excluding the poorest and most vulnerable, including those residing in informal settlements with temporary or informal rights of tenure. In a number of countries, displaced renters and squatters often find themselves excluded from permanent housing schemes designed to replace the assets of homeowners. The same thing is replicated in post-disaster needs assessments.

The above examples show how discrimination, as much as vulnerability, is a key factor bearing upon disaster impact and response. Discrimination based on tenure status highlights a broader problem, namely the reluctance or inability of governments, international and national organisations alike to adequately recognise and protect all forms of tenure equally.

It is often said that disasters, by creating a ‘clean slate’, offer precious opportunities for wholesale reform and ambitious redevelopment. Disasters do present opportunities, but also serious risks.

The 2004 Indian Ocean tsunami was seen by many as a major occasion for redevelopment, sometimes under the guise of public safety and disaster risk mitigation. In the aftermath, coastal zones where housing reconstruction was banned (buffer zones) were introduced by various countries affected by the tsunami; they ranged from 100 to 500 metres wide and, in some places, if implemented fully, would have required the relocation of over 100,000 houses.34 The zones were purportedly declared to protect residents from future disasters. But they had major repercussions on the livelihoods of residents, especially those who relied on the sea for a living.

At the same time, ambitious plans for ‘redevelopment’ and luxury tourism emerged, including for those coastal areas closed off to residents for ‘safety’ reasons. Sri Lanka’s tourism board announced at the time that the tsunami offered an opportunity to make of its country a ‘world class tourism destination’.35 It was reported that while displaced persons were forbidden from returning to their homes, the same prohibition did not apply to hotel complexes. In some places, land developers simply used the opportunity to grab land, especially from the most vulnerable communities. Luxury hotels sprang up in many coastal areas. Communities and civil-society organisations complained that the creation of buffer zones was used to arbitrarily evict poor coastal dwellers and indigenous communities, to the benefit of businesses and new tourism facilities.36

In Chile, following the earthquake and subsequent tsunami of February 2010, the private sector reportedly played a central role in the reconstruction of urban centres and coastal areas. Following one of the main principles of the national reconstruction plan, families could choose whether to rebuild their collapsed home on the same site or to acquire a previously existing or newly built house. However, as housing reconstruction was overwhelmingly supported by subsidies attached to individual property, private constructors preferred to rebuild housing in new areas on the outskirts of towns, rather than in the inner-city areas from which many people had been displaced, where land and house prices were much higher.

The above examples demonstrate that ‘living in risk’ – the condition of occupation by vulnerable populations of areas struck by disasters – can be quickly converted into an activation of new land reserves, under the pretext of ‘rebuilding better’. This can be another one of the many mechanisms of dispossession.

Megaprojects, Mega-Events and Dispossession

As pointed out in the beginning of this section, it is the need for revenue from the financial capital invested in urban transformation projects that defines their content. Therefore, it is not a question of implementing urban transformations as tools for the strategies and plans of the cities’ future development, based on and answering to their citizens’ needs. It is, in fact, in the words of François Ascher, an ‘ad hoc urbanism’,37 which privileges the negotiation over the rule and the contract over the law.

An abundance of literature on large projects and the transformation of modern urban planning in the neoliberal era has identified how essential such projects have been for the competitive repositioning of cities facing the economic transformations of post-Fordist capitalism.38

Nevertheless, more than reaffirming this role or bringing to light new cases for study, for the purposes of the present book it is more interesting to pose a question. Corporate towers, museums, cultural sites, luxury hotels and shopping centres become the object of these macro-projects, produced with a kind of more-of-the-same-posing-as-a-unique-work ‘stamp’. But why these postmodern landscapes specifically? That is, what are the key elements of these operations that position them as new forms of production of built space and governance? What differentiates them from the ordinary real-estate development, valorisation and speculation that have always defined urban capitalist production?

Until now I have focused on dispossession procedures – or, in Harvey’s words, procedures of ‘accumulation through spoliation of the poorest’s assets’.39 I have also demonstrated the way in which land capturing became an essential mechanism for the expansion of finance capitalism. However, in the megaprojects, I will identify the ‘umbilical cord that ties together accumulation by dispossession with the construction of the hegemony of finance capital, backed as ever, by state powers’.40 Indeed, if megaprojects became one of the

most visible and ubiquitous urban revitalization strategies pursued by city elites in search of economic growth and competitiveness, we also insist that it is exactly this sort of new urban policy that actively produces, enacts, embodies, and shapes the new political and economic regimes that are operative at local, regional, national, and global scales. These projects are the material expression of a developmental logic that views megaprojects and place-marketing as means for generating future growth and for waging a competitive struggle to attract investment capital. Urban projects of this kind are, therefore, not the mere result, response, or consequence of political and economic change choreographed elsewhere. On the contrary, we argue that such UDPs are the very catalysts of urban and political change, fuelling processes that are felt not only locally, but regionally, nationally, and internationally as well.41

Local studies of urban megaprojects in Italy and India have already demonstrated how their implementation was a ‘lived’ process of economic-political realignment for local stakeholders. It was central for the restructuring of corporate capital, and for the development of a new strategy of accumulation centred on the mobilisation of land as a fictional asset.42

In advance of realisation, the megaprojects typically adopt exceptional measures such as: freezing or flexibilising the traditional urban planning instruments; reshaping legal resolutions and the responsibilities of institutional organisations; creating agencies with special or exceptional powers of intervention and decision-making; altering national and regional laws. Once tested, many of these new forms of management become standard practices that gradually contaminate other territorial interventions and policies.

The apparent justification for the adoption of these new forms is based on the greater flexibility, efficiency and sense of opportunity that supposedly characterise the private sector in action. The state, on the other hand, is seen as administratively paralysed and politically colonised.

However, after observing the new types of arrangement between public and private stakeholders, it becomes clear that

Democratic imperatives, such as those around sustainability and employment rights, have been institutionally replaced and converted into contractual requirements on firms. This form of state-led privatization of the development process represents a new, and for some, potentially more effective mode of governance than those offered by traditional systems of regulation and management.43

Mike Raco backs up his argument by analysing the implementation of London’s plan to host the 2012 Olympic Games. His conclusions resonate with Carlos Vainer’s formula, inspired by Rio de Janeiro’s preparations for the 2014 World Cup and the 2016 Olympic Games: the ‘direct democracy of capital’.44

We seem to be facing a radicalisation of the transformation of the city into an enterprise. This implies a change in the economic circuits, with rent extraction playing a more active and dominant role than production; but also a transformation of the political model of government. Here, hegemony is constructed through the contractual capture of public funds, via a system shielded from social oversight by a set of regulatory procedures and management structures with massive participation from investors.45

On an Earth ruled into squares by the universal registration of property, it is the language of contracts that, allied with the morphology of real-estate products such as the ‘corporate floor’, the shopping centre and the postmodern cultural centre, allows the safe entry of international speculative capital.46 It does not matter if we are in Dubai, Astana, Johannesburg, Mumbai or Rio de Janeiro: we speak the same language, we identify the same landscape, we step on the same floor, abstract, abstracted – and subtracted – from the territory lived and experienced by those who were there before. No tuk-tuk drivers navigating around cows, no mobile street vendors offering exotic food, no distinct ways of life: it is not by chance that dispossession is also a machine for the material and symbolic annihilation of lifestyles.

It is not by chance either that the preparation of cities to host mega sports events has been one of the most obvious fronts for this process. Above all because of the very nature of these events, capable of mobilising mass support, with the social cohesion and patriotism inherent in international sports competitions. Without this element, such support for megaprojects would be difficult to obtain.

It is during the period between the designation of the host city and the staging of the event that many of these transformations are accomplished. Displacements and forced evictions are common features of preparations for mega-events. The heightened demand for space to construct sports venues, accommodation and roads is channelled through urban redevelopment projects that often require the demolition of existing dwellings and the opening of space for new construction. The importance of forging a new international image for the city, as an integral part of its preparation for the Games, often entails the removal of signs of poverty and underdevelopment through re-urbanisation projects that prioritise the construction of a space composed of real-estate products that are easily identifiable and readable for the corporate world.

The city’s historic agenda and needs – inscribed in its plans, rules and norms and in the daily struggle of its inhabitants for space and resources – give way to a project structured via a business model, superimposed on the territory through the suspension of existing norms and conflicts. This ensures the ‘success’ of the venture, in other words, assures the future revenue streams to be extracted by the investors at the term of the contractual deadlines.

When the areas designated for the projects are inhabited, their residents may face mass displacement, forced eviction and the demolition of their homes. These projects also tend to affect the residents of neighbourhoods near the hotels and stadiums, which may likewise receive ‘beautification’ and security enhancements: they are the scenery that decorates the projects’ stages. They also constitute a protective belt, a transition between the project and the chaos and confusion of the rest of the city. Informal settlements and affordable housing projects are among the spaces considered aesthetically negative. Thus, if not removed, they may be disguised. During the Athens Olympic Games, for example, a housing project that resisted demolition was covered by a giant billboard that hid it from the road leading to the Olympic Stadium.47

In most cases, alternatives to evictions are not sufficiently explored, displacement is not preceded by consultation with the affected communities, and adequate compensation or alternative housing is not provided. In addition, evictions almost never allow the return of former dwellers to newly built homes. Indeed, owners, tenants and squatters are often pressured by public authorities or private developers to leave the area, their rights are seldom recognised, and they receive no guarantees of return to the redevelopment site. On many occasions, evictions are carried out in a climate of harassment and violence against the inhabitants. Time constraints are usually cited as the reason for disruptive or brutal evictions and disregard for the rights of affected communities.48

The situation in informal settlements is of particular concern in the run-up to mega-events. As a symbol of poverty and underdevelopment, such neighbourhoods are normally seen as ruining the image that a city seeks to project by staging the Games. Regarded as unsightly and lacking security of tenure, informal settlements are the first to be razed when a mega-event is to be held. Their precariousness in terms of urban planning, high population density and poverty are invoked to justify the eviction, and their insecure tenure enables this to be carried out at minimum cost.

The areas they once covered now become urban mobility infrastructure, sports venues, residential and hotel complexes, or simply a landscape cleansed of their presence. Local governments usually fail to adequately indemnify, let alone rehouse, the erstwhile residents of informal settlements. Entire communities are forced to relocate, generally dispersed to the outskirts of the city or to rural areas, where they find no means of subsistence and few employment opportunities, while being severed from communal ties.49

Examples of eviction due to urban interventions undertaken by host cities in preparation for a mega sports event:


•Seoul – 15 per cent of the population forcibly evicted and 48,000 buildings demolished in preparation for the 1988 Olympic Games;50

•Barcelona – 200 families evicted to make way for the construction of new city ring roads prior to the 1992 Olympic Games;51

•Beijing – nine projects related to venue construction, covering over one million square metres, involving relocation of residents; thirteen allegations of mass evictions, sometimes conducted by unidentified men, in the middle of the night and without prior warning, and with residents and housing activists often subject to repression, harassment and arbitrary detention;52

•New Delhi – 35,000 families evicted from public lands in preparation for the 2010 Commonwealth Games;53

•Cape Town – for N2 Gateway housing project involving the construction of rental housing for the 2010 World Cup, over 20,000 residents removed from the Joe Slovo informal settlement to impoverished areas at the edge of the city, with houses covered by metallic sheets dubbed ‘microwaves’.54



Mass displacement in the run-up to a sports event may also result from indirect processes, such as gentrification and escalating housing costs. The sudden interest of real-estate investors in areas ‘promoted’ by the events in neighbourhoods previously considered of low market value raises property and rental prices. This has an impact on affordability for local residents, and often results in their de facto expulsion from the area. Tenants who lack the means to rent the new premises are forced to resettle elsewhere, and often receive no compensation, alternative housing or financial aid. In sum, gentrification and escalating prices have the effect of forcing out low-income communities in favour of middle- and upper-class residents. The community thus suffers a major change in its demographic composition.

Examples of displacement due to gentrification and escalating housing costs:


•Seoul – apartment prices increased by 20.4 per cent in the first eight months of 1988, and land prices soared by 27 per cent in 1988, the steepest rise since 1978;55

•Barcelona – the increase in house prices during the five-year period surrounding the Games was 131 per cent, while in the rest of the country prices increased by 83 per cent; in 1993, a year after the Olympics, house prices only rose by 2 per cent;56

•Atlanta – around 15,000 low-income residents were forced out of the city as the annual rent increase rose from 0.4 per cent in 1991 to 7.9 per cent in 1996, in preparation for the 1996 Olympic Games;

•Sydney – the increase in house prices during the five-year period before the Games was 50 per cent, while in the rest of the country prices increased by 39 per cent;57

•Beijing – around 1.5 million people were displaced from their homes to allow for urban renewal in the run-up to the 2008 Olympic Games;58

•London – property prices in the vicinity of the Olympic Park increased by 1.4 to 4.6 per cent as soon as the city won the bid, while in the rest of the city they were down by 0.2 per cent.59



The impact of redevelopment and beautification on housing accessibility and affordability is even greater when it affects neighbourhoods containing low-income dwellings and social housing. Given that many housing estates are state-owned – which spares the government from ordering expropriations – redevelopment projects tend to demolish them to open space for new developments. The availability of low-cost housing is sharply reduced, rendering low-income groups even more exposed to violations of their rights.

Examples of decreased availability of social housing:


•Atlanta – 1,200 social housing units designated for the poor were destroyed in preparation for the Olympic Games;60

•Sydney – reports suggest that around 6,000 people were made homeless in the run-up to the Olympics;61

•Vancouver – more than 1,400 low-income housing units were lost in connection to real-estate speculation generated by the 2010 Winter Olympic Games;62

•South Africa – the minister for housing noted that plans to build hundreds of thousands of new low-cost homes could be affected by shifting budget demands in the run-up to the 2010 World Cup;63

•London – the Clays Lane cooperative, a historic social housing complex on the Olympic Park site where around 400 people lived, was demolished. According to the London Development Agency, the site did not meet the government’s Decent Homes Standard;64

•Tokyo – within the project of renovation and expansion of the sporting venues built for the 1964 Olympic Games, Tokyo 2020 requires the demolition of the housing constructed back then to resettle those who had been evicted to make way for the stadium.65



The situation of homeless people also deteriorates in the context of mega-events. Shortly before the events are staged, some local authorities take steps to remove homeless people from areas exposed to visitors. The homeless may be offered incentives to leave, but are more often subject to forced removal and relocation during the events. Specific legislation is introduced, criminalising acts such as sleeping in the street and begging. Similarly, street vendors and sex workers are targeted by laws that forbid them to carry out their activities in the city while the event is taking place. There are known cases of camps or large facilities being used to accommodate homeless people and other ‘unsightly’ groups for the duration.

Examples of the penalisation of the homeless and of certain activities due to the celebration of mega-events:


•Seoul – the ‘beautification’ measures prior to the 1988 Olympic Games included the detention of homeless people in facilities outside the city. In advance of the 2002 World Cup, local authorities created a list of places from which the homeless were banned;66

•Barcelona – homeless people were moved out of the city during the 1992 Olympic Games;67

•Atlanta – to wander the streets while of no fixed abode was declared an offence, for which 9,000 homeless people were indicted;68

•Vancouver – the city hired private security services in order to remove homeless people and anyone living in the streets of commercial zones.69



Despite the large number of evictees and the violation of rights in the urban restructuring procedures described above, the social cleansing during these mega-events, and during the implementation of large urban projects and post-disaster reconstruction processes, represents, in territorial and numerical terms, a drop in the ocean of precarious urban settlements around the world. It is rather a question of implanting enclaves inside cities, mapped out and governed by the international language of finance.

However, the importance of mega-events goes beyond their direct impact on the territory occupied by informal settlements. The narratives and practices established contribute to deconstruct the culture of rights that was constituted in those places, alongside the huge efforts to improve material and economic conditions over time by reinforcing the stigmatization of those territories.

All this amounts to a new form of governing urban space and politics, based on the contractual capture of public funds and implemented through a system shielded from social control and political intermediations. While ‘experimenting’ with this new form, the creation of privatised enclaves further weakens the capacity of the poorest to actively participate in the definition of the city’s future, and complicates their struggle to hold their ground. In the cities where they are implanted, the enclaves confront

the daily forms of subordinate contestation regarding the urban space, the daily fights of: street vendors to use the sidewalks and streets; people occupying empty buildings and spaces in order to live; subordinated people who insist in demanding and using all of the available space to build, live, inhabit, produce, commercialize. It is this ‘free will’ that the global agenda on governability strives to capture and utilize.70

In this sense, expulsions and evictions connected to large projects are only the violent and, therefore, most visible face of the current criminalisation and deepening stigmatisation of lower-income territories. Such procedures are intrinsic to the ‘capitalisation’ of those territories, understood as the capture of their economic, political and social logic by the logic of markets and finance.

As I have argued throughout this part of the book, land titling programmes are the most explicit form of incorporating these territories into the hegemonic forms of asset circulation, by permitting their direct inclusion into land markets. Nevertheless, subtler and more insidious forms, such as formal credit – in the shape of microcredit or the expansion of indebtedness – have also penetrated the everyday activities of these spaces, introducing so-called market skills and ultimately decapitalising some of the people who had benefited from the vast social, economic and political web that constitutes informal settlements.

The slogan ‘Cities Without Slums’, formulated in international cooperation circles and included in the Millennium Goals, encapsulates the statement above. The slogan reflects the emergence, within the liberal sphere, of the idea of ‘ending poverty’ through the promotion of inclusive, market-based growth – in other words, by the expansion of the market towards the poorest. The Millennium Development Goals express this new position – also known as ‘bottom billion capitalism’.71

‘Cities Without Slums’ can carry a double meaning, understood both as an injunction to eradicate informal settlements around the world by means of evictions and resettlements, and as a proposal to ‘include them’ in the urban market through their regularisation and the formalisation of their economic activities. The history of this slogan lays bare the traps of a public policy that strives to combine an approach of social protection for the poor (the fight against poverty) with the idea of urban land as a financial asset, under the aegis of ‘inclusive growth’.72

In 1999, the World Bank and UN-Habitat founded a new organisation, the Cities Alliance, with a mission to convince – and finance – governments to regularise and urbanise their informal settlements, as well as to integrate them into more general strategies of territorial planning (City Development Strategies). This initiative represented a response to one of the central points of the Habitat Agenda, drawn up by the Habitat II conference in Istanbul in 1996. Under pressure from popular movements and organisations, the Habitat Agenda called for security of tenure and the introduction of infrastructure and services for informal settlements. However, Cities Alliance was launched with the slogan ‘Cities Without Slums’, that appeared for the first time in the title of its inaugural publication: Cities Alliance for Cities Without Slums: Action Plan for Moving Slum Upgrading to Scale. In 2000, the UN General Assembly adopted Cities Alliance’s objective of improving the lives of 100 million people who live in informal settlements before 2020, making it the 11th millennium development goal. The UN’s adoption of a goal on informal settlements, and the mobilisation of the slogan ‘Cities Without Slums’ as the expression of this goal, turned the watchword ‘cities without slums’ into a guide for the conception of policies, projects and even legislation in many countries.73

The use of the word ‘slum’ is not naïve. It deliberately sets out to stigmatise the vast territories autonomously produced by poor people in cities and, hence, to justify their erasure. The warlike language usually employed is not naïve either: it aims to subdue territories structured under the logic of survival needs and resourcefulness in order to enable financial capital – the currency that circulates freely disembodied in any territory – to land peacefully on them.

This new form of colonisation operates via a dual system: through the occupation of the territory (by means of evictions and demolitions) and the replacement of previous ways of life; and through the daily process of constructing individuals who have entered the circuits of consumption and credit, boosting markets and global finances in both cultural and material terms.
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Financialisation in the Tropics

May 2011, Rio de Janeiro

As I climb the steps at Morro da Providência, in Rio de Janeiro’s port area, I am being followed by the eyes of the local residents, who are displayed on huge portraits pasted to their houses’ walls. The work, by the acclaimed artist JR, was installed as a protest against the imminent demolition of these houses. Everyone who lives near the steps, the main access to the community for more than 100 years, will have to leave, giving way to a cable car leading to the top of the hill. There, more homes will be razed and the area will become a tourist panorama point. From up there, one has a privileged view of Porto Maravilha, the trade name of Rio de Janeiro’s newest real-estate–financial complex.

As I climbed, the project was already under way under construction? through a public–private partnership (PPP), set to manage the area’s services for the next fifteen years. Three-quarters of the area included in the project was originally public land, mostly old port facilities and warehouses. It was not yet possible to see the glass buildings, such as Porto Atlântico Business Square and Porto Maravilha Corporate offices. Nor could one espy the Trump Towers, which would be launched the following year, or the Museum of Tomorrow, designed by the Spanish celebrity architect, Santiago Calatrava, inaugurated during the 2016 Rio Olympic Games in the place of the old pier.

On the top of the hill, the atmosphere was one of tense apprehension. No one knew when, how or where they might go as a result of the new ‘urbanisation’ project. This was to be implemented by the same joint venture of contractor companies that had won the bid for Porto Maravilha, the project for renovating the port area at the base of Morro da Providência. This joint venture was the only bidder for the project, which had been designed by the consortium itself, and offered as a ‘gift’ to the recently elected mayor in 2013. The mayor decided to go ahead, obtaining quick approval from the city council.

For most people – especially those about to be evicted – a cable car was not the priority for the community, which had already received an upgrade less than ten years before, under the auspices of the Favela–Bairro (Slum to Neighbourhood) programme. However, as in every other favela that had been urbanised by the same programme, the municipality and the state government did not take over the management of the area. As a result, the waste was not collected, and there was no maintenance of the drainage system.

Instead, in April 2010, a Pacifying Police Unit (UPP) was set up in Morro da Providência. Launched by the state of Rio de Janeiro’s government at the end of 2008, the Unit was part of a strategy to occupy and regain territories then under the control of narco-traffickers. The occupiers consisted of military police from the National Public Security Force (officers from other Brazilian states) and from Rio de Janeiro’s police. With a UPP located inside the favela alongside a cable car project, Providência was on the frontline of the Rio Olímpico project – a package of works and urban interventions that were part of the city’s preparations to host the 2014 World Cup and the 2016 Olympic Games.

As negotiations for the compulsory purchase of homes affected by the project were carried out with each resident individually, rumours shook the community. No one knew precisely what was going to happen. The affected families ‘negotiated’ their eviction with the city administration based on partial information and obscure proposals. The combination of the police occupation and a project defined and imposed from the outside, avoiding any meaningful dialogue with the community, were a reminder of similar historic cases that have afflicted Morro da Providência over its more than 100-year history.

This community was Brazil’s first official favela, born when the Ministry of War permitted homeless veterans from the Canudos War (which ended in 1897) to settle there. Since then, police raids, threats of eviction, public investment, urbanisation and regularisation programmes have succeeded one another. The Porto Maravilha redevelopment project is essentially the latest chapter in a story marked by ambiguities, compromises, resistances, negotiations, porosities and conflicts.

On my way back down the steps, after walking around the community, my eye falls on a pathetic image: one of the people portrayed on the façades is a wheelchair user. The cable car is precisely the accessibility project that will expel him from the hill.

December 2013, São Paulo’s south zone

On the banks of Rio Pinheiros, the landscape of office towers, shopping centres and luxury hotels announces twenty-first-century São Paulo’s new ‘business district’. Here, Mr Gerôncio takes me to see his apartment, one of the 252 that were built in a former favela: Jardim Edith. This community used to shelter almost 3,000 families in an area of 68,000 square metres situated between Marginal Pinheiros and Engenheiro Luís Carlos Berrini Avenues. The favela bordered the World Trade Centre, a real-estate complex developed by the WTC Association, the same developer behind the Twin Towers in New York City, destroyed in 2001. This venture includes an office tower, a five-star Meliá Hotel, a convention centre, an exhibition area, a helipad and an interior design shopping centre with 200 stores.1 In 1996, the World Trade Centre was the newest of the developments launched in the area: most of them resulted from joint ventures, international investment funds, real-estate investment trusts or other forms of financial instruments that penetrated São Paulo’s real-estate market in the 1990s.

Jardim Edith is inside the perimeter of the Operação Urbana Consorciada Água Espraiada, a PPP initiated in 1991 and modified in 2002. It was organised mainly to canalise the Água Espraiada stream and to open new avenues in the area, expanding the boundaries of São Paulo’s corporate and high-income district. The funds to invest in those works were made available by the Operação Urbana through the selling of ‘certificates for prospective construction’ (Cepac). Jardim Edith was included in this project as one of the Zones of Special Social Interest (ZEIS), earmarked for social housing (HIS) for the displaced residents from local informal settlements. The inclusion of ZEIS Jardim Edith in the law that reviewed the PPP occurred after great pressure from the favela’s residents, who occupied the city council and did not leave until the ZEIS areas were included in the project in December 2002.2

Jardim Edith was one of sixty-eight favelas occupying the banks of Água Espraiada stream ever since parts of the neighbourhood had been expropriated in the 1970s for the construction of the city’s ring road. Up to the 1980s, the community experienced vigorous population growth.3 Some of these favelas were removed in the beginning of the 1990s by a pool of real-estate companies which created a fund to financially support the municipal government’s eviction programme. The alternatives offered to the residents were: a bus ticket back to their home town; a one-off sum of 1,500 reais per family (this amount was negotiable and could reach 11,000 reais, according to one former resident); a new apartment in Jaguaré or Jardim Educandário, on the border with the neighbouring town Taboão da Serra (and temporary accommodation until it was built), or an apartment in Cidade Tiradentes, an enormous spread of affordable housing complexes in the extreme east of the city.

Approximately 20 per cent of the evicted families were sent to housing projects situated ten, fifteen or more than thirty kilometres away from Jardim Edith. Other families accepted the cash offer and the ‘free removals truck’, and moved to other nearby favelas, or to non edificandi (building forbidden) areas near the biggest water reservoir located in the southern part of the city.4 The first wave of evictions of the remaining families took place at the beginning of 2001, promoted by the Highway State Department (DER).

The inclusion, at the end of 2002, of the remaining favelas as ZEIS in the Law of Água Espraiada Urban Project was considered a great victory by the residents. However, Mr Gerôncio told me that the pressure for them to leave did not stop after that. Every time a family left, their shack was immediately brought down by bulldozers that passed close to the remaining homes or ‘accidentally’ hit a neighbouring wall. The rubble was left, degrading the area and pressuring the families to ‘quickly close the deal’ and leave.

Finally, in 2008, a public civil action stopped the continuous evictions, opening space for a judicial agreement with the city government, who guaranteed the building of a social housing complex in the same place.5 In 2010, with additional intervention from the Prosecutor’s Office – which was also part of the Urban Project Management Group – the city was ordered to start on the construction of 252 apartments destined to accommodate the remaining residents of Jardim Edith.

The scenes from Rio de Janeiro and São Paulo above portray the encounter between the advance of the real-estate–financial complex and already existing low-income territories. The sprawling, self-built irregular settlements and favelas, where the majority of workers and other urban poor live, were formed through a permanent process of conflicts and negotiations with the state, defining a condition of permanent transience, a specific form of precarious and exclusionary belonging to the city. However, these scenes cannot by themselves make explicit the transformations that are currently impacting on Brazilian cities. The country’s experience in this regard is just one part of the wider economic, political and territorial changes befalling cities around the planet, under the paradigm of neoliberalism and triumphant financialisation.

Since the end of the twentieth century and over the first decades of the new millennium, Brazil has undergone a process of democratisation, buffeted by waves of economic recession and recovery. It has seen in this period the rise to power – firstly locally and, later, on the national level – of a coalition led by the Partido dos Trabalhadores (PT, Workers’ Party). This party is a political force that emerged from trade-union struggles, social movements and the reorganisation of left-wing groups throughout the 1980s and 1990s. Central to the PT’s agenda was the construction of a welfare state, universal access to adequate housing and the full enjoyment of urban opportunities and amenities. On the other hand, it was precisely during the same period that Brazil felt the impact of both the hegemony of globalised capital and the preponderance of the neoliberal agenda, especially in the domains of housing and urban policy. This moment was, thus, marked by ambiguities and contradictions.

After almost two decades of stagnation or recession (1980–98), Brazil embarked on a trajectory of economic growth. Between 1999 and 2009, the GDP grew at an annual rate of 3.27 per cent and employment increased by 2.29 per cent per year.6 At the same time, the minimum wage had a nominal readjustment of 155 per cent and an increase in real terms of 73 per cent between January 2003 and March 2010.7 After 2005 there was also a shift in economic policy, encouraging the expansion of internal consumption by roping larger portions of the Brazilian population into the formal market. Boosting consumption by the inclusion of lower-income sectors became the chief strategy for economic growth.8

In the realm of social policy, public measures toward the population living in extreme poverty attempted to lift them from their precarious levels of subsistence. This was done through conditional cash transfer programmes (Bolsa Família) and a set of social interventions intended to stimulate entrepreneurship and economic development opportunities.9 The achievement in terms of work revenues, employment expansion, social security and social policy advances meant the number of poor people in Brazil dropped from 57 million in 2001 to 30 million in 2008 – or from 30 per cent to 15 per cent of the country’s population.10

The average income per capita at the top of Brazilian income bands (the richest 10 per cent) grew, on average, by 1.6 per cent per year between 2003 and 2008. For the base of the pyramid (the poorest 10 per cent), the growth was of 9.1 per cent in the same period. This was due, initially, to real gains from the introduction of real increases in the minimum wage, which permitted an injection of 1 trillion reais into workers’ income between 2003 and 2010. Another factor was the cash transfer programmes, directed to vulnerable sectors (elderly, unemployed and poor people, people with special needs, etc.) through social security and social assistance policies.11 It is also worth noting that public banks and funds resumed providing credit and leveraged public and private investment through programmes such as PAC (Growth Acceleration Programme) and Minha Casa Minha Vida.

The former included large investments in logistics and energy infrastructure, sanitation and urbanisation of the favelas. The latter significantly increased public subsidies for the construction of residential units and the promotion of home ownership through access to credit. Finally, there were also incentives for specific economic sectors, such as automotive production and naval construction.12 As a proportion of total GDP, credit grew from 24.2 per cent in 2002 to 45 per cent in 2009. The volume of resources invested in individuals’ finance more than quadrupled between 2003 and 2009, with an important advance in housing finance, which grew from 25.7 billion reais in 2004 to 80 billion reais in 2009.13

The PT government therefore successfully put in practice an agenda of economic growth committed to combating poverty. It added to the market a population that was, until then, excluded from it, increasing the capacity of consumption through wage appreciation and expansion of credit for families.

In terms of urban policy, the 1980s and 1990s were marked by legal advances in the field of the right to housing and to the city. This was achieved as a result of intense mobilisation and open discussion within civil society, parties and government coalitions of the citizen’s role in urban governance. The ‘Urban Reform agenda’ was able to insert a chapter on urban policy in the new Constitution of 1988, based on three pillars: the social function of cities and properties; the recognition of tenure rights and rights to the city for the millions living in the cities’ favelas and self-built developments; and the direct incorporation of citizens into decision-making processes related to urban policies.14

The wider availability of subsidised housing credit provoked one of the largest-ever cycles of expansion of the real-estate sector in Brazilian cities.15 At the same time, the decades-long great migratory flux from country to cities decreased.

On the other hand, many years of investments and consolidation of low-income territories (favelas, irregular settlements located at the urban peripheries, and housing complexes), made it impossible to define the urban development model solely by the duality of ‘centre versus periphery’. On one hand, the self-built spaces formed during the years of great urban growth (1960–80) were nowadays equipped with water, electricity, public facilities and commercial spaces. On the other hand, a new, complex geography of poverty and social vulnerability defined the ‘place of the poor’ in cities. The ‘poor’ themselves were now a much more heterogeneous group than before.16

Nevertheless, ‘periphery’ and ‘favela’ remained strong urban and cultural categories. Despite the accumulated investments in these settlements, where basic infrastructure and social facilities were available they were still marked by precariousness, notably in the bad quality of public services. There remained, too, a persistent territorial stigma.

The period of economic growth challenged cities to improve their conditions of urbanisation in order to sustain this growth. The challenges were many. It was not merely a matter of expanding urban infrastructure to absorb future growth, although economic growth had indeed enabled the increase of public expenditure on housing and sanitation, while the constitutional City Statute (2001) promised decentralisation and the extension of the right to the city. And yet, despite these achievements and pledges, an urban crisis emerged. Why, despite so many hopes, did this happen?

Minha Casa Minha Vida and Housing Financialisation in Brazil

A residential market has been in place since the end of the 1920s in Rio de Janeiro and the end of the 1940s in São Paulo. However, it was after WWII that a specialised and professionalised real-estate development sector started to act as a true private residential market.17 In particular, from the 1950s, real-estate developers could be either companies associated with banks, construction businesses held by families, or insurance and finance companies.18 Nevertheless, in 1964, under the reforms launched by the military government immediately after their coup d’état, a public bank specialised in housing finance was created: the National Housing Bank (BNH). Financial instruments were also created, such as real-estate credit societies and real-estate credit bonds, making up a Housing Finance System (SFH).

In the same year legislation regulating real-estate residential development was enacted, to tweak a sector that had been running for over a decade. This law allowed the establishment of co-ops and the possibility of selling apartments, ‘ideal fractions’ of the buildings, which included the apartment itself and a share of the common areas.19

The launch of BNH resulted from a coalition of entrepreneurial interests, particularly those linked with the construction industry, which was politically close to the conservative UDN (National Democratic Union) party and its leader, Carlos Lacerda. This political proximity occurred through the Institute of Research and Social Studies (IPES), created in 1961 by private businessmen from US government donations. Its main objective was to formulate a political counteroffensive to the ascension of the left-wing President João Goulart.

Before the military coup and as part of his political campaign, according to Marcus de Mello, ‘Lacerda had already announced a public commitment to create a National Bank for Social Housing, aiming to build millions of affordable housing units across the country, in order to transform every worker into a homeowner and to provide a place in the sun for the middle class’.20 This position was reiterated by Sandra Cavalcanti, the BNH’s first president: ‘Homeownership turns a worker into a conservative person who defends the right to property.’ Therefore she used a homeownership-based housing policy as a weapon against communist and progressive ideas in Brazil at the peak of the Cold War. However, ‘it was this housing policy’s economic role, dynamising the economy by generating jobs and strengthening the construction sector, that transformed it into one of the central elements of the strategy of the military government.’21

Therefore, since the creation of the BNH until today, a field of convergence – and, as we will see, of conflict – arose from the designation of a financial organisation as the locus of formulation and implementation of housing policies, and from the original ambition to make every Brazilian a homeowner. Firstly, this policy depends on and, at the same time, influences the country’s monetary and fiscal strategies. Secondly, the policy is ideologically and politically fixated on the idea of combating ‘housing deficit’, that is, the notion that housing policy is basically the establishment of a certain number new ‘private homes’ to be built, which do not necessarily respond to the country’s housing needs. Thirdly, the policy is an instrument to stimulate an industrial sector – the construction chain – that itself stimulates the financial sector. These three dimensions have had a greater or lesser prominence throughout SFH’s history, depending on the level of influence of the various political interests surrounding the system. Its basic structure is still in force, despite the abolition of the BNH in 1986: housing policy is housing finance to support the building of new homes.

Under Sandra Cavalcanti’s mandate, mass evictions were carried out in favelas, and housing complexes such as Vila Kennedy and Cidade de Deus were constructed by Cohab-GB (the Guanabara Public Housing Company), launched in 1962 by the state government with USAID financial support. The housing policy was part of the Alliance for Progress, the US programme of cooperation with Latin America launched by President Kennedy in 1961 aiming to promote development and block the spread of communism. Under Cavalcanti’s administration and following the example of Cohab-GB, nineteen other Cohabs were created in the country between May 1964 and October 1965.22

In 1966 BNH was converted into a ‘second-line’ bank, as had happened to the North American Fannie Mae. With the increasing participation of private banking system representatives on the management board, it became one of the key financial instruments of the country’s economy. In the same period, the government created the FGTS (Employee Indemnity Guarantee Fund), which was funded by compulsory monthly contributions from the employer on behalf of employees. FGTS functioned through the deposit of 8 per cent of the employee’s salary into a private account under public management. From 1967 on, FGTS became the main funding source for BNH. The magnitude of FGTS resources lifted BNH into the position of being the country’s second-largest banking institution before the end of the 1970s. To this day, FGTS is a major supplier of housing policy resources.23

From then on, most housing decisions were determined by the remuneration needs of the FGTS’s fund, defining to whom, where, and how public funds would be available. This partially explains why, despite the BNH’s claim to be an enabler of social housing, only 30 per cent of the 4.5 million housing credits conceded through BNH between 1970 and 1986 were directed to lower-income sectors.24 It also explains the diversification of the bank’s investments, as it started in the 1970s to finance large infrastructure projects and middle-class residential markets.25

However, it is for the political economy of housing that the existence of FGTS and its resources is most significant. In contrast to the voluntary resources of traditional savings accounts, FGTS creates compulsory savings for all registered workers, to complement their retirement pensions and provide income in periods of unemployment. In that way, the workers’ interests and claims for larger resources are entangled with measures that ensure the financial profitability of housing operations. There is more: as we will see further on, after 1989 the unions created during the democratic transition sat on FGTS’s Administrative Council alongside representatives of employers and of the government. This picture is fundamental to understand the political intertwining of financial capital and the new union leadership, including Lula da Silva, in the 1990s and 2000s.

The role of BNH as promoter of ‘affordable housing’ was strengthened through the mid-1970s. This push resonated with World Bank policy and was enshrined in the economic policy established by Brazil’s Second National Development Plan (II PND). II PND moved its focus from construction, automotive and consumer durable industries to those of capital goods and heavy construction.26 In that period, Cohabs gained strength by building mass housing complexes on the fringes of major cities. For example, the José Bonifácio housing complex (Itaquera II and III) was built between 1978 and 1982. This was the largest complex produced by Cohab São Paulo: 19,600 units in a plot of more than 1 million constructed square metres, with an estimated population of 76,800 inhabitants in 1983.27

BNH collapsed in 1986.28 This was not only because of economic reasons, such as the rising default rates due to recession. A more significant factor in the fall of BNH was the rupture of the coalition between corporate and political interests that had been coordinated for its creation. This rupture occurred within a wider context: the crisis of the dictatorial regime and its economic and political base. The end of the BNH system, as well as the period of economic recession and stagnation in the 1980s, signalled a retraction of real-estate activity and of housing finance.

This scenario only started to change in the mid-1990s, when reforms were implemented both in the model of housing credit regulation and in the structure and capital composition of companies involved in the residential real-estate market. In 1994, the government launched the Plano Real, aiming to control inflation. It introduced a new currency and promoted reforms to the financial system that included the opening of Brazil’s market to foreign banks.

The opening of the banking system was part of a raft of measures proposed by international organisations such as the IMF and the World Bank, which exercised huge pressure on emergent countries in different ways. The theory was that the entrance of foreign banks would mean greater efficiency, modernising Brazil’s banking system. At the same time, it would facilitate a larger influx of international capital. Indeed, after a cycle of mergers, acquisitions and privatisations, the participation of foreign banks in Brazil grew – though not to the point of imposing the denationalisation of the country’s banking system, as was the case in Argentina, Chile and Mexico.29

The real-estate sector was an important target of the liberalising reforms undertaken in this period. The Brazilian Association of Mortgage and Savings (ABECIP), founded in 1968, expanded the influence of financial capital in the decision-making of BNH.30 It also actively participated in the formulation of and negotiations over the creation of a Real-Estate Financial System on the model of the North American mortgage markets, which had been reformed in the 1970s.31 From the 1990s on, this system introduced innovations to expand the participation of financial capital in the real-estate market, creating new financial products and constituting an environment suitable for the link between bonds and real-estate markets. Among the innovations, we may list the Certificado de Recebíveis Imobiliários – CRI [Mortgage-backed Securities]; the Fundos de Investimento Imobiliário – FII [Real Estate Investment Funds, or REITs]; the establishment of new rules for mortgage securitisation companies; and the Fiduciary Regime, the essential tool for the establishment of chattel mortgages.32

This attempt to introduce a securitised mortgage market was not an immediate success in Brazil. It only gained momentum a few years later, after a first round of regulatory adjustments in the initial model, changes in the macroeconomic conditions and, above all, more public incentives through tax exemptions.33 Nevertheless, Mortgage-Backed Securities (CRI) and the formation of Real-Estate Investment Funds FII) started to be used by commercial real-estate development companies involved with the promotion of corporate buildings and shopping centres, as we will see later.34

For the residential real-estate market, an important factor in the revitalisation of housing credit was the recuperation of the FGTS, due to the resumption of economic growth and the increased number of registered workers. Other regulatory measures were also responsible for this revitalisation on a new basis at the beginning of the 2000s, constituting the programmes that preceded Minha Casa Minha Vida.

Firstly, between 1995 and 1998, the individual credit bonds – carta de crédito individual, a programme of direct financing to the borrower, absorbed 76 per cent of FGTS resources within the SFH (Housing Finance System). In that way, the paradigm changed ‘from a model centred on the financing of the production of new units and based on a network of public providers, to a model centred on financing the final borrower’.35

Subsequently, still under President Fernando Henrique Cardoso’s administration, two programmes of social housing were launched, although smaller in scale. In one of them (Programa de Arrendamento Individual, PAR), private entrepreneurs were responsible for the whole project – from the purchase of land to the construction of the units, including the design of the project; local governments were responsible solely for the ‘selection of the demand’, while the federal government dealt with the direct and subsidised financing to the borrower through the Caixa Econômica Federal that had replaced the BNH. Through the Programa Social de Habitação (PSH), the second programme launched by President Cardoso’s government, the state auctioned regional subsidies, and minor banks acquired them to build houses in partnership with the municipalities. By the end of his second mandate, Cardoso was close to sealing an agreement with the World Bank to restructure Brazil’s housing finance system along the lines of Mexico’s.

However, in 2004, progress was halted when Lula’s government adopted three new measures to expand housing credit and revitalise the housing sales circuit. With these changes, compulsory investment in housing derived from savings accounts went from less than 2 billion reais in 2002 to approximately 18 billion reais five years later. Finally, in 2005, a resolution from FGTS’s Administrative Council allowed the expansion of subsidies supplied by the federal government and the doubling of the housing sector’s budget for that year.36 This was not yet a process of financialisation, as it did not involve the formation of a securitised mortgage market, nor an intense participation by financial trusts and institutions. But these were about to happen.

Since the 1990s, there had been sweeping changes in the real-estate sector, with mergers, acquisitions and the entrance of equity funds and asset management companies into the real-estate business. This intensified after the 1997–98 Asian crisis and the recovery of Latin America’s economic growth.

GP Investments, for example, founded in 1993 by Jorge Lemann and his partners in Banco Garantia (an investment bank sold to Crédit Suisse in 1998), mobilised investors across the world to manage the capital and/or control fifty Latin American (mainly Brazilian) companies in real-estate, retail, logistics and telecommunications sectors. In 2005, GP brought into Gafisa (a real-estate developer incorporated by GP in 1997) one of the US’s largest real-estate investment funds, Equity International Management, which acquired 32 per cent of Gafisa´s capital.37 The next year, led by GP and Equity, Gafisa made its IPO (Initial Public Offering), raising 927 million reais with the sale of 47 per cent of its stock.38 In 2007, Gafisa raised 1,171 billion reais in a follow-on offering.39 That same year, GP exited from Gafisa, realising a profit of approximately 6.5 times the invested capital.40

This process was repeated in the early 2000s by several developers and international funds. Developers sold part of the company to one or more investment funds, bought up competitors and launched IPOs. This is how the residential development sector was taken over by the financial sector.

The most explicit case of this type of arrangement was PDG (Poder de Garantir), created by a participating trust controlled by Banco Pactual’s former partners in 2003, when the bank was sold to a Swiss bank. PDG progressively acquired real-estate developers and brokerages (Agra, Abyara, Klabin Segall), also bringing investment funds that had already entered into these companies, such as Enrique Bañuelos, Morgan Stanley Real Estate, Crédit Suisse and Polo Capital Management.41 Some of those investment funds had previously participated in similar companies, like Equity International in Homex in Mexico, and brought their expertise, strategies and housing policy proposals to their new markets.

A significant proportion of the new capital was then injected into development companies and invested in land banks. In 2014, twenty-two companies were listed on São Paulo Stock and Futures Exchange (BM&F-Bovespa). Among them, nine concentrated 100 billion reais (US$37 billion) in land, which represents almost 620,000 square kilometres of urban land in various Brazilian cities. As we will see further on, this would have notable repercussions on the rise of land prices in the larger cities.42 Giant development companies that had traditionally served the high-income residential segment now introduced new lines aimed at the ‘lower middle class’.

In 2002, after three consecutive defeats, Lula finally won the presidential elections. Adopting a moderate political position, the former union leader was able to bring together the support of the historic political sectors that backed the PT in preceding contests alongside a new electorate. He obtained votes from sectors that were dissatisfied with the outcomes of the Social Democracy Party administration, and seduced by the soft reformism proposed by the PT.

If Lula’s victory was full of symbolic meaning – a sense of historic triumph for workers, migrants, the poor and marginalised sectors of Brazilian society in general – it also corresponded to a widespread desire for change. It did not, however, signal the victory of an authentic left-wing political project. Rather it was a coalition of conflicting interests and purposes. Lula represented a wide and pluralistic coalition, embracing old rivals from conservative political parties, big business and other stakeholders that had stood against him in prior elections. The broadening of Lula’s electorate was a response to his platform of cautious, gradual reforms, committed to the respect of market institutions and the maintenance of macroeconomic prudence.43 His leadership, in turn, depended on pacts with conservative political parties that had joined the coalition out of expedience, resulting in a fragile political balance. In this political scenario, the actual margins for change remained very limited.44

One of the first initiatives taken by Lula’s government was the institution of a new Ministry for Cities, a governmental board charged with formulating urban policy at the national level and providing financial and technical support for local governments. It brought together housing, sanitation and urban transportation – which had, since 1985, been spread across fourteen different ministries and secretariats. Initially run by PT members and social activists, this ministry signalled the recognition of the urban reform agenda as a political priority. Initiatives included participatory processes for policy formulation, such as councils and conferences, as well as self-management experiments for the production of housing, which gained in political scale and power among housing movements in São Paulo by the end of the PT’s first term (1989–92).45

The government’s housing policy had already been drafted during the campaign. Named Projeto Moradia (Project Housing), it was one of the pillars of development policy in a country that sought to balance social issues with economic growth and the generation of jobs.46 For one year, Instituto Cidadania’s team promoted numerous technical meetings, as well as seminars with social movements, corporate, technical and academic institutions, NGOs, unions and state sectors, in order to compile ideas and debate alternatives.

The project proposed the creation of a National Housing System that was to be supervised by the National Cities’ Council and by similar bodies created at state and municipal level. They were responsible for managing funds, with a focus on subsidising housing for lower-income populations, financed by Brazil’s General Budget (OGU) and FGTS.

In October 2003, the Ministry of Cities organised the first National Conference of Cities, with 2,500 delegates elected through a broad process of social mobilisation in more than 3,000 municipalities. The election of a National Housing Council resulted from this process, with 56 per cent of its representatives originating from civil society (social movements, construction industry union, professional and academic associations and NGOs) and 44 per cent coming from the government (at federal, state and municipal levels). Social movements occupied almost half of the seats allocated to civil society.47 However, the housing policy’s principal element continued to be SFH and its main funder to be FGTS, which remained subordinate to the Ministry of Finance.

In 2005, chivvied by social movements, President Lula inaugurated the Second National Conference of Cities by proclaiming his endorsement of the bill that had emerged from the people’s initiative for the creation of the National Social Housing System (SNHIS), including a specific fund (FNHIS) and a council. The bill was approved. According to this law, all public resources earmarked for housing were part of SNHIS – including non-interest finances – and were to be subject to the housing plans to be formulated and approved in every municipality and state and at the national lever. Again, lower-income families were to be prioritised. Resources were to be assigned to the production of houses and urban plots, urbanisation of informal settlements, land regularisation, housing amelioration and the renovation and conversion of empty buildings into homes.

However, the implementation of SNHIS and the Ministry of Cities’ urban reform agenda encountered resistance from part of the government’s economic team. In addition, an internal political change in 2005 brought the fall of the minister and the resignation of a significant part of the ministerial team. After the outbreak of a big corruption scandal, dubbed the Mensalão, the government was forced to cede more space to its conservative allies in order to keep political support in Congress. As a result, the control of the Ministry of Cities went to the right-wing Progressistas Party (PP). In spite of the restructuring of the ministry, the Secretariat of Housing remained under PT control, as well as the presidency of Caixa Econômica Federal and its government vice-presidency, tasked with running the SFH and implementing the government’s urban development programmes.

It was in this context that Dilma Rousseff, the minister of mining and energy, assumed the position of chief of staff, the government’s top manager in effect, and politically in charge of housing and urban infrastructure. At the same time the Ministry of Finance changed staff and Guido Mantega, a developmental economist from the PT’s historic core and linked to the union movements, was named minister. The government decided it was a propitious time to focus on expanding working-class consumption, in hopes of establishing a ‘new middle class’. The Minha Casa Minha Vida programme (My House My Life) would be the most important achievement of Dilma Rousseff’s first mandate.48

Since the beginning of the 2000s, both housing credit and the number of housing units produced by the market had been growing. In 2007, almost 550,000 units were financed by FGTS and SBPE, and in mid-2008 the volume of loans reached 40 billion reais.49 Real-estate developers had accumulated large reserves of land and, in that year, were poised to launch approximately 200,000 housing units.

When the subprime mortgage crisis broke in the US in 2007–08, investors rushed to sell their stocks. By the end of 2008, land was selling at a fraction of its value. It was a situation of international crisis with the risk of wholesale bankruptcy in the sector, something that might contaminate the whole productive chain and, ultimately, the Brazilian government’s economic strategy. At that moment, the affected construction and development companies, led by Gafisa and supported by the CBIC (the Brazilian Chamber of Construction Industry), started to intensify their lobbying of the Ministry of Finance in order to implement a ‘housing package’ inspired by the Mexican system – which had, in turn, followed the Chilean model.

Through direct subsidies to buyers, the government facilitated the purchase of the 200,000 units that the capitalised construction companies were ready to launch in the market. Had it not been for the state’s intervention, this operation would have been severely jeopardised by the crisis. The subsidies were given in the form of resources for final buyers and through easier access to mortgage credit, with the introduction of a loan guarantee fund. The ‘package’ was developed by the government in direct dialogue with the construction industry and investors concerned. It was originally devised to save the companies from the debacle and, at the same time, to work as a countercyclical measure furthering jobs and growth in an unfavourable international scenario.

Nevertheless, when the ‘housing package’ was presented to President Lula at the end of 2008, he ‘politicised’ its measures: instead of 200,000, he proposed the construction of 1 million houses, and increased the proportion earmarked for the lowest-income sectors, that would be subsidised 100 per cent. Governors and mayors were to be responsible for identifying the beneficiaries.

Around the end of 2008 and the beginning of 2009, social housing movements and the National Forum for Urban Reform organised several acts of protest. They were worried at the rumours of a housing policy created without their participation. The sit-ins and demonstrations in many states resulted in audiences with President Lula and his chief of staff, Dilma Rousseff, at the beginning of 2009, when the movements presented proposals to be included in the housing ‘package’. The Minha Casa Minha Vida (MCMV) programme finally included the promise that a proportion of the ‘1 million houses’ for construction would be self-managed by cooperatives formed by housing movement activists.

Initially, MCMV was designed to serve only metropolitan regions and cities with more than 100,000 inhabitants. However, during negotiations to get the relevant bill through Congress, the government agreed to extend MCMV to every municipality in the country. The programme was launched in a ceremony presided by Lula in March 2009. On that occasion, alongside the president, four more people spoke: a representative of state governors, a representative of the mayors, the president of CBIC and the president of Gafisa. In the audience, representatives of the social housing movements expressed such frustration at not being on the podium that, during the ceremony, they obtained the right to speak directly from President Lula.

Although crucial to ensure the programme’s political support from social housing movements, cooperative and self-managed housing represented less than 1 per cent of the total units. More importantly MCMV offered different conditions for different income ranges, with different levels of subsidy. The first range (up to 1,600 reais in monthly household income) offers a highly subsidised product, built by private firms and ‘distributed’ by local governments. The beneficiaries were defined by local governments, based on their own level of demand. The takers were supposed to pay a monthly fee for twenty years, corresponding to 5 per cent of household income, with the aspiration of becoming homeowners at the end.50 Caixa received the payments and was responsible for paying the construction company. The difference between the cost of the unit and the total amount paid by beneficiaries was covered by a public fund fed by the federal budget.

The second range (families with a monthly income of between 1,600 and 3,100 reais) also received subsidies, but to a lesser extent. When signing the contract, homebuyers in this category could access direct subsidies of up to 23,000 reais – around 20 per cent of the upper limit of a unit’s price. They also benefitted from credit lines with interest set below market rates, and a guarantee extended by a public fund (FGHab). The third range only got cheaper credit and the guarantee from FGHab.

In the case of the second and third income brackets, private companies conducted the whole process of buying land, construction and marketing at their own risk. Caixa financed the production and subsidised those who wanted to buy the units, but the risks and responsibilities were assumed by private enterprise. In all cases, there was a price ceiling for the unit that had to be met in order for the housing project to be eligible for the subsidies and credit conditions: 76,000 reais for the first range, and up to 190,000 for the second.51

Immediately after the launch of the programme, real-estate developers recuperated the value of their shares on the bourse. Clearly, the real-estate sector and, especially, financialised developers and their investors greatly benefited from the programme, as it not only saved them from bankruptcy, but also hiked the value of their shares. After pocketing the profits, these large companies – the ones that launched the highest number of units during the first phase of MCMV – slowly left the programme in phase two, returning to more traditional market niches. In any case, propelled by the programme, housing credit went from 1.55 per cent of Brazil’s GDP in 2006 to 3.48 per cent in 2010 and 6.73 per cent in 2013.52

MCMV’s countercyclical effect on the civil construction industry was indisputable. According to data from the São Paulo Construction Companies Syndicate Review, this sector grew by 47.1 per cent between 2003 and 2013, while the country’s GDP grew by 45.9 per cent in the same period. What is more, 2.23 million formal jobs were created. From 2010 on, some 1 million units financed by FGTS and SBPE have been launched per year, four times more than in 2003. The production of paint grew by 75 per cent and that of rebar by 72 per cent in the same period.53

However, it is not possible to understand the programme’s success without closely observing its political dimensions. The centralisation of all financial resources gave a crucial role to the federal government in terms of housing policy,54 and hence control of an important electoral capital. It was no coincidence that MCMV was launched in March 2009, eighteen months before the presidential elections. Besides mitigating the adverse political effects that an economic crisis could cast on the presidential succession, it served to strengthen the candidature of Dilma Rousseff – touted as the ‘mother of Minha Casa Minha Vida’, the anointed successor to Lula, who, according to the law, could not apply for re-election.

One of the programme’s central devices was to overcome local government opposition. Party alignment was important in the implementation of federal government policies at a local level, generating political capital for their promoters. However, a novelty brought by MCMV was the chance to bypass the ‘party’ by delegating the management of housing ventures to private firms. MCMV transformed Caixa into an important actor at local level, being responsible for ‘spreading’ the programme and making it work as a crucial link between the parties involved – federal government, private firms, local governments and beneficiaries.55 In that way, it reinforced the financing agent’s role as the policy’s main implementer.

There were electoral dividends from inaugurations of new MCMV housing complexes – always big political events, which conferred prestige on all the politicians involved.56 They were attended not only by local executive and legislative leaders, but, often, by members of the federal executive and legislative powers. Thus, each housing unit delivered counted twice: the political capital that it generated served both the municipal and the federal government – as well as the deputies from the government’s coalition.

Finally, although small in numbers, organised social movements obtained appreciable gains from MCMV: they could offer help and advice to their supporters, who were mainly families seeking a home.57 While not participating de facto in housing policy decision-making processes, the movements were nonetheless included in debates over the share of the benefits. Making the most of their representation within councils, these groups became part of the mechanisms for controlling the distribution of the government’s political assets, alongside party leaders and their support base.58

The ripples of MCMV’s economic and political success can be seen in Dilma Rousseff’s election in 2010 and re-election in 2014, after the launch of MCMV-2 (2011) and MCMV-3 (2014). According to the Ministry of Planning, in August 2014, the programme had already financed 3.5 million units and delivered approximately 1.7 million houses or apartments.59 Thus, from a package designed to save financialised real-estate developers, MCMV grew to be the national housing policy, based solely on the model of promotion of homeownership through the market and mortgage credit. The unintended effect, however, was the end of the diversified housing policy, tailored to local needs, that social movements and urban reform activists had hoped for at the beginning of Lula’s presidency and contained in the National Social Housing System (SNHIS).

The programme articulated specific patterns of coordination between public and private agents in Brazilian capitalism. If, on one hand, it was fashioned to incentivise private companies to engage in the production of housing for less affluent citizens, it remained on the other hand highly dependent on public resources, required to subsidise the acquisition of properties by low- and middle-income homebuyers. This ambivalent financial arrangement meant transferring the risks to public institutions while the eventual profits – generally amplified by indirect subsidies – went to the private sector, reiterating historical patterns of appropriation of public funds by private actors.60

A few years later, after the delivery of more than one million new private dwellings, collateral effects emerged. Decisions concerning the projects’ location and design had been handed to private agents, and such decisions were inevitably driven by considerations of gain. Since the units’ dimensions and ceiling price were pre-established, the entrepreneur’s profit was based on cutting production costs. Savings were obtained through standardisation, large-scale reproduction of units, speedy approval and construction, and limited expenditure on land.61 The result was a proliferation of indistinguishable mega housing complexes in the cities’ peripheral locations.62

The standardisation of housing was closely related to the standardisation of the production process, which involved the uniformisation of measurements, materials, components and even forms of execution and management of the building site. This explains, for example, how a company was able to build 40,000 units in one year, following only three housing typologies in more than seventy Brazilian cities’.63 The homogeneity of size and internal arrangement is not appropriate to families’ different sizes and, above all, does not allow the flexibility to adapt to the families’ changes. It is not possible to add puxadinhos (self-built extra rooms) to the houses so as to incorporate economic activities or to accommodate relatives.64

According to these construction companies, large-scale construction was a necessary condition for profitability: they argued that, with return rates of less than 15 per cent, projects for the first income range were only cost-effective at over 600 housing units. Such mass builds often had disastrous urban impacts.65

The issue of their location is, in turn, directly related to the effects that the growth of income and the vertiginous rise of credit availability had on land prices, mainly in big cities. Almost immediately, real-estate prices began to soar above inflation indexes, construction costs and income rise.

Given the prevalent urbanisation pattern of Brazilian cities, in which jobs, services, and economic and cultural opportunities are concentrated in pockets of middle- to high-income areas, these places experienced a price boom. Among the programme’s housing complexes, those earmarked for the third income range lie closest to the cities’ central and better equipped areas, while those for the first income range are relegated to the perimeters. These large-scale ventures were produced on great tracts at the fringes of cities, bleak places lacking proper infrastructure, commercial spaces, public facilities, even public transportation.

Housing policy has historically performed a key role in the consolidation of the urban model of these metropolitan regions, notably in their reproduction of socio-spatial patterns of segregation. The construction of large housing complexes in outlying areas where land is cheaper substantially contributed to urban sprawl, and the entrenchment of the territorial cleavage between rich and poor. As a result, despite the many billions of reais in public subsidies, MCMV did nothing to lessen urban segregation. Rather, this was reinforced by producing new mono-functional urban areas or adding to the population density in pre-existing ghettoised zones. This ended up generating a series of social problems that placed significant burdens on the government in the following decades.

In particular, gated communities – compulsory for the programme’s vertical complexes – reproduced fortified enclaves that further fragmented and dislocated the urban social fabric. In addition, such communities required residents to pay a monthly maintenance fee. Residents in the state of São Paulo, for example, complained that such fees ate up more than 17 per cent of their income. When added to the condominium fee, this sometimes rose to almost 40 per cent of income. In time, residents started to default on such fees and conflicts emerged around management issues, often leading to the swift collapse of the project.

Housing expenses weighed even more heavily once the cost of water, electricity and gas was factored in. This impacted mainly on people who had been forcibly evicted and resettled. Their previous housing arrangements would often have included clandestine connections for water and electricity supplies, and certainly did not require payment of condominium fees.66

This issue is related to another effect of the programme. MCMV enabled mass evictions, for example in Campinas, where dwellers of various favelas bordering rivers and streams were moved into large complexes on the outskirts. In this case, the displacements clearly contributed to ‘adjust’ land values, removing lower-income families from more central districts and resettling them in homogeneous environments of very low average household income.

Eventually, some complexes became dominated by groups connected to drug trafficking and/or paramilitary groups. This came about through the control of collective spaces and also of condominium management, where leaders of residents’ committees were imposed by one or another gang. Residents might even be driven from their homes in order for other families – in favour with the gangsters – to take possession. The victims’ silence was ensured by threats and retaliation. Even so, 38.4 per cent of the families described their condominium as violent or dangerous, and 45.8 per cent considered them more violent or dangerous than their previous homes. Of the 494 families who had already thought about relocating, approximately 49.6 per cent cited violence as the reason.

Such data demonstrate the failure of the idea, frequently put forward to justify favela clearances, that resettling people in gated, formalised, regularised and ordered housing complexes will put an end to violence.
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At the Frontier of the
Real-Estate–Financial Complex

The crisis that hit Brazilian cities at the end of the 1970s contributed greatly to the urban reform movement. Its advocates began to include not only the residents of cities’ informal settlements, peripheries and favelas, but also middle-class sectors of liberal professionals such as architects, engineers and lawyers who, mainly through their recently created unions, supported and joined this coalition.1 Besides demanding the recognition of informal settlements and their integration into cities, the movement proposed measures to combat ‘real-estate speculation’, introducing the concept of social function of the city and properties, and including forms of ‘direct democracy’.

Especially in those cities most affected by the crisis, this coalition succeeded throughout the 1980s in electing local governments committed to a model of redistribution and the expansion of citizenship. Despite the extremely limited budgets available to local administrations at the time, this model set out to introduce infrastructure and public services in favelas and peripheries, and support cooperatives, business incubators, income-generation programmes and other social projects, drawing attention to the lack of national policies of this kind and counteracting national fiscal austerity policies 2

The new redistributive, local model also impelled a conceptual and methodological revision of urban planning and regulations – especially after the Constitution made Municipal Master Plans compulsory for municipalities with over 20,000 inhabitants. According to this progressive agenda, the formulation of Master Plans was intended to change the model of urban development that had been followed over four decades of intense urbanisation based upon territorial exclusion of the poor. It aspired to the ‘rupture of the exclusive control over access to wealth, income and opportunities generated within (and by) the use and occupation of urban land, ensuring the right to the city for all, as social wealth rather than commodification’.3 It also set out to influence the model of urban policies concerning citizenship.4

As a result, the 1980–90s saw greater investment in infrastructure, especially in the more deprived areas. However, ‘irregular’ or ‘illegal’ settlements remained barred by urban and environmental planning regulations from total integration into the city. It is precisely against this background, and from a perspective of the universalisation of rights, that the first attempts to recognise favelas in urban planning and regulation came about. Recife and Belo Horizonte’s pioneering experiments in the 1980s were innovative not solely for their investment in favelas, something sporadically carried out in many Brazilian cities, but because they identified and demarcated these areas as Zones of Special Social Interest (ZEIS), recognising their existence and proclaiming a public commitment to their regularisation.

In Recife’s case, Prezeis (Plan for the Regularisation of the Zones of Special Social Interest) proposed rules for the implementation of urbanisation programmes and their consolidation through the development of special plans, participatory processes and the recognition of the existence of specific occupational patterns.5 Prezeis was particularly innovative in creating a management system that involved deliberation in local Urbanisation and Legalisation Commissions (Comuls). These were formed by residents and municipal representatives, and were responsible for approving and managing each ZEIS’s urbanisation plan. Moreover, a Prezeis Permanent Forum was launched to discuss and deliberate on priorities and general strategies related to the demarcated areas.

Belo Horizonte too was a pioneer, creating, in 1983, the Profavela (Municipal Programme for the Regularisation of Favelas) that developed a new zoning category in its Master Plan.

In the wake of these two experiences, there was a nationwide multiplication of programmes which directed the regularisation and urbanisation of favelas, along with new laws specifying instruments for the regularisation and recognition of tenure rights. Among Brazilian municipalities, the adoption of ZEIS accelerated between 2001 and 2009, with a significant increase after 2005, when they were incorporated into Municipal Master Plans. ‘The number of municipalities whose Master Plans included ZEIS jumped from 672 in 2001 to 1,799 in 2009, which represents an increment of 168 per cent.’6

However, the day-to-day struggles of informal settlements and occupations in resisting violent evictions and expulsions were much more complex and contradictory. In the 1990s, the consolidation of favelas in central areas was already an object of dispute and controversy.7 It was not a coincidence that, although approved by the National Congress, the very instrument that enabled the concession of irregularly occupied public areas to their residents – the Special Concession for Housing Purposes – was vetoed by President Cardoso. Later negotiations resulted in the promulgation of a Provisional Measure, prohibiting the application of these instruments in green spaces and environmental protection areas. The official federal system of housing finance and urban development – even under the PT coalition’s administration – has never recognised anything other than fully registered property as a guarantee of security of tenure, despite its being protected by the statute books.

ZEIS were also included in some Master Plans to designate areas where affordable housing should be built, combined with innovative land policy instruments designed to curb speculation – such as progressive taxes in empty or under-utilised areas or compulsory occupation orders. These attempts faced resistance in city councils and courts, which alleged lack of federal regulation.

In 2001, the Statute of the City, a federal law, tried to provide the legal framework to solve this impasse and established a five-year deadline for all cities to approve their Master Plans. Therefore, when the team led by Olívio Dutra – an advocate of ‘municipal socialism’8 – took over the Ministry of Cities, the Ministry decided to promote the elaboration of participatory master plans as well as the incorporation of the new land policy instruments in them. The law required master plans to consider the ‘social function’ of each city, through a participatory process of discussion and agreement that should take place in the public arena in each city.

Based on a proposal derived from the Technical Committee of Planning and Urban Land Management and in alliance with civil society organisations and government bodies, the ministry decided to support a campaign partnering with a network of technical and academic bodies, research institutions, state and municipal governments, social movements and, in some states, the Public Prosecutor’s Office.9 This agenda challenged the public machine, state bureaucrats and political leaders

to produce institutions capable of generating exchanges and agreements between the various local stakeholders about the future of their society; to promote networks of stakeholders working on public problems; to establish instruments of citizens’ mobilisation; to create norms to ensure the implementation of these agreements; to have a strategic capacity of political articulation; and, above all, to gain stakeholders’ trust and reduce the uncertainties of the political system.10

From an urban planning point of view, the idea was to promote ‘urban pacts’ capable of promoting sustainable occupation of each city’s territories, ensuring an adequate place for all its inhabitants. From a political point of view, there was a commitment to multiplying the number of actors having political representation, to allow the incorporation of new subjects into the debate and decision-making around urban policies.

After the Ministry of Cities’ call, more than 4,000 Brazilian municipalities encouraged local discussion of urban development policies, either through municipal conferences, the development of participatory master plans or the participation in newly formed councils, with a variety of results. Naturally, in cities where organised social movements existed already, they used the political space opened by the debate as an additional forum to present their agendas.

In many cities, public debates on urban policy were being held for the first time. In others, it was merely a formal procedure – the convening of a public hearing and its record in secretarial minutes – to avoid the accusation (and possible retribution) against local councils and mayors of non-compliance with the law. A significant proportion of local administrations went through the motions, hoping that fulfilling the legal requirements would make them eligible to receive federal support for urban development. Research performed by the Metropolis Observatory showed that, despite the quantitative success of approved municipal master plans and the presence of the Statute of the City’s ‘new instruments’,

Many plans merely transcribe excerpts of the Statute; others incorporate instruments without assessing their pertinence to the territory and the municipality’s management capacity; others incorporate fragments of concepts and ideas from the Statute with no connection to the urban plan itself … This research exposed a generalised inadequacy of the instruments’ regulation within master plans in terms of their auto-applicability or effectiveness, mainly in the case of instruments related to the induction of inclusive urban development.11

At the same time, the policy of growth with job generation and wage improvement mobilised public resources to foster urban development through large infrastructure projects, often without any consideration of the development of housing or the effects on urban markets. This resulted in a total disjunction between the master plan’s directives and the large investments under way or about to be realised. According to a report on the plans developed in Rio de Janeiro:

large investments are imposed onto the master plan as external conditions, i.e., large investment definitions are decided with no relation to municipal master plans and plans do not dialogue as much as they could with existing or projected investments. Investments in power plants, steel industries, airports, large road works or PAC (Growth Acceleration Programme) initiatives are not mentioned within master plans, and do not explicitly relate to any other growth strategy or directive.12

It is possible to say the same about Minha Casa Minha Vida’s programme, which failed to include any element of land policy. Local master plans thus became law that could be enforced or not, and definitely did not direct the location choices of MCMV projects.

Meanwhile, with the defeat of the Movement for Urban Reform’s agenda under the PT government at the national level, fiscal austerity measures expressed an archetypal neoliberal response to the crisis at local level. Urban policy now aimed at inciting competition between cities, demonstrating how strategic planning might become a fundamental instrument for neoliberal political administrations. Such was the case with Mayor Cesar Maia’s administration, which emptied of meaning the Master Plan approved for Rio de Janeiro.13 According to Carlos Vainer,

It is impossible not to acknowledge the centrality of the idea of competition between cities within the theoretical and political project of urban strategic planning. It is the recognition of competition between cities that authorises the transposition of the strategic model from the entrepreneurial world to the urban universe, as it is this same recognition that authorises the sale of cities, the use of urban marketing, the authoritarian and despotic unification of citizens and, finally, the enforcement of civic patriotism.14

Rather than opposing ‘socialist’ urban policies with ‘neoliberal’ policies, one saw the simultaneous and contradictory presence of both ideologies inside ‘left-wing’ administrations. Take São Paulo. Here, the city’s Master Plan, produced at the beginning of the 2000s during the administration of Mayor Marta Suplicy, incorporated various instruments from the Statute of the City for land regularisation, recognition of tenure and promotion of access to urbanised land for lower-income residents. And yet, the same plan marked out a significant part of the municipal territory as areas open to public–private partnerships and backed projects exempt from the general regulations of the city, designed to attract private capital and investment. This was a deliberate move to expand the frontiers of the real-estate–financial complex.

The first instance of bending existing zoning regulations to allow changes in land use rules, in exchange for financial compensation from real-estate developers, was on the occasion of a co-project agreement between the cities of São Paulo and Toronto at the end of the 1980s. São Paulo had recently chosen Jânio Quadros, supported by a right-wing coalition, as its first directly elected mayor (1985–88) after the military dictatorship.15 The relaxation of regulations was proposed as a ‘Law for De-Favelisation’ (Law no. 10,209, 1986). The joint venture granted special authorisation for the alteration of urban patterns (area floor ratios, permitted uses, set-backs, occupation rates, etc.) in plots occupied by favelas. Authorisation to use flexible zoning rules would be granted to the owner of the plot in exchange for the obligation to build and donate social housing for the favela residents in a different location. The number of housing units to be built was calculated according to a percentage of the potential profit that the landowners would obtain with the new zoning patterns.

Two years later, interested landlords could, instead of directly building the affordable housing units, hire a municipal government body, FUNAPS (Fund for Residents of Substandard Housing), to do so: ‘the payment of the compensation to FUNAPS … allowed the creation of a potentially huge sum, transferred from private money to a Social Fund.’16

For this reason, when the following elections were won by Luiza Erundina, the first PT mayor of São Paulo (1989–92), the instrument continued to be used, financing almost 4,000 of the 10,000 housing units produced during that administration. FUNAPS resources were responsible for funding projects of cooperative and self-managed housing construction, urbanisation of favelas and renovation of buildings in downtown areas. Nevertheless, during Erundina’s mandate, this instrument became detached from de-favelisation and was opened to any entrepreneur. New methods of calculating and negotiating compensation were introduced, raising not only the number of projects, but also the price paid by entrepreneurs per square metre.17

During the following administration, under a right-wing coalition led by Paulo Maluf (1993–96), joint ventures continued, although under pressure from the city council, which demanded a say in the process of negotiation and approval.18 The resources paid by private entrepreneurs in exchange for flexible zoning started to finance the Cingapura project – apartment buildings to replace part of the favelas neighbouring São Paulo’s main avenues. Finally, in 1998, the judiciary suspended the application of the de-favelisation law. It was declared unconstitutional in 2000 and, in the following year, became the object of a Parliamentary Commission of Inquiry involving the city council, after accusations of the loss of almost US$80 million that had not been transferred to the housing fund during the administrations of Paulo Maluf and his successor, Celso Pitta.19

This account reveals the threads that underhandedly wove the local version of a global paradigm. Its starting point was undoubtedly the fiscal crisis. Indeed,

since 1983, São Paulo’s own investment capacity became negative. The diagnostic presented by Mário Covas’s administration in 1984 indicated that, for the first time in the city’s recent history, the expenditures related to the repayment of debts exceeded the level of investment.20

Why? Brazil’s economic stagnation, combined with the galloping rise of international interest rates, hugely swelled the public debt. One recipe to confront inexorable budget deficits came from Canada, in the form of ‘co-projects’ between cities. Such ‘co-projects’ were among the new mechanisms that redrew the world of international relations, with cities and municipalities assuming more initiative and independence towards their international contacts, bent on defending their interests in the global environment. It is what is now called ‘para-diplomacy’, one of urban entrepreneurship’s new weapons.

While Toronto ‘sistered’ São Paulo, the Canada Mortgage and Housing Corporation – the Canadian authority for housing and homeownership – was seeking new forms of public–private partnerships to beat the Canadian fiscal crisis. It financed the Toronto municipality’s research into linkage programmes with San Francisco, in the US, and with British Columbia. These policies required corporate investors to produce housing units in their area of action, in the form of financial resources or land donations.21

In the same period (late 1970s to early ’80s), North American cities introduced what they called ‘inclusionary zoning’: incentives in the form of ‘density bonuses’ or the possibility of increasing the construction potential in exchange for the production, by the entrepreneur, of a certain number of affordable units in the building.22

The ‘translation’ of this instrument by Jânio Quadro’s administration labelled the production of houses a ‘compensation’, not an ‘obligation’, as it was in North American and Canadian linkage programmes. Under São Paulo’s version of the linkage programme, both sides of the equation were interconnected: it became possible to remove favelas from cities and, at the same time, to bow to the real-estate sector’s pressure to undertake construction that was currently immobilised by the rigidity of zoning regulations. By connecting the potential profits with the provision of affordable dwellings, this mechanism promoted homeownership as the solution. Within the city’s political economy, the programme was presented as a fair mechanism, that helped the poorest while solving the social blight of housing precariousness. That way, it dissolved the resistance to increased liberalisation. Additionally, it gained the support of ‘left-wing’ parties.

The liberalisation of zoning was also a part of neoliberal ideology. It meant the creation of a less regulated working environment, with more freedom of action for the market. However, it did not mean the suspension or substitution of zoning, but the opening for potential exceptions, as described by Wilderode:

joint ventures reveal the obsolescence of zoning. However, despite allowing the derogation of the zoning law, joint ventures do not oppose it. Conversely, the maintenance of zoning is a fundamental element for the functioning of the interconnected mechanism … it is the creation of an exception to the previous rule, and this exception generates much more profit than is shown in the technical reports to calculate potential gains, which are produced by certified evaluators (coming from the private sector itself).23

In this way, practices and ideologies of different origins and objectives became interwoven, while cutting a path that progressively expanded the areas of the city to be opened up by the real-estate–financial industry.

Nonetheless, the joint ventures came to an end when their application was judicially contested by zoning regulation defenders. They were suspended, and only publicly reappeared when the city council started an inquiry into their dealings. That was when another trait of these projects’ ‘business’ came to light: Maluf and Pitta’s administrations, besides enabling earnings for the real-estate sector, did not transfer any resources resulting from joint ventures to ‘affordable housing’.

While São Paulo experimented with joint ventures, it also experimented with other types of public–private partnerships. Proposed for the first time in the 1985 Master Plan project, during Mário Covas’s administration, it planned to expand the supply of infrastructure, urban facilities and housing in thirty-five areas of the city – above all in the suburbs.24 However, the proposal was shelved.

It resurfaced later, in Jânio Quadros’s Master Plan, but only began to be implemented under Luiza Erundina. During his administration, Quadros had initiated a large package of roadworks (tunnels, viaducts, canals and new avenues) distributed between nine large contractor companies. The initial total value was of 330 million reais. By the end of his term, it had already risen to 416 million reais. In that way, when Erundina became mayor, she inherited an outstanding debt of 135 million reais and a total budget of 900 million reais for the completion of the works. As no external financing was obtained, the works were halted for reassessment by the new administration. It was decided to renegotiate the costs and to finish the works at Anhangabaú, due to their downtown location.25

The funding strategy for the new tunnel crossing the city centre was to launch a public-private partnership – Operação Urbana Centro – to sell building rights in exchange for money to finish the public works. The justification for this was the necessity of ‘revitalising’ the area by attracting new real-state investors. Similarly, the Faria Lima Urban Project (Operação Urbana Faria Lima), which was included in the Master Plan of 1991 and regulated only in 1995, was directly tied to a road project. The proposal for its inclusion in the city’s Master Plan came from Júlio Neves’s architecture office. He was involved in planning the city’s new corporate district, in the south-west. Initially christened ‘Boulevard Sul’, the project of extending Avenue Faria Lima was presented to the city hall as ‘important road works at no cost to the municipality’.26 According to Ermínia Maricato and João Whitaker,

the market’s interest in the Marginal Pinheiros’ region, along Faria Lima and Água Espraiada avenues … is related to the movement of private enterprise towards the creation of a new ‘globalised’ – and, evidently, segregated – centre in São Paulo. A powerful group was formed to put pressure on City Hall. It included renowned architects with their own interests in the project (having developed projects and urban plans for the area) … that is, the urban project becomes an end in itself, an element of leverage of a mega real-estate project.27

Faria Lima Urban Project was considered a great success, attracting the participation of developers and raising more than 2 billion reais.28 This project also saw later on, under its first revision in the city council in 2004, the introduction of the Certificates of Additional Construction Potential, (CEPACs) – a real-estate–financial bond. CEPACs were auctioned in ‘packs’ and negotiated on financial markets through the Stock Exchange. The price was determined by auction and, like any other financial bond, oscillated according to the market’s interests, which, in turn, depended on the appreciation of the urban spaces to which the project was linked.29 Thus the introduction of CEPACs was another step towards the financialisation of urban development. As Paulo Sandroni notes:

The first auction of CEPACs was made in Operação Urbana/Urban Operation Água Espraiada in July 2004; 100,000 CEPACs were offered at the minimum price of R$300 (US$150). All of them were sold, producing revenue of R$30 million (US$15 million) …

In December 2004 the first CEPAC auction was held in Faria Lima Urban Operation, and 90,000 CEPACs were offered at an initial price, determined by law, of R$1,100 (US$550) each. Only 9,091 were sold, resulting in revenue of around R$10 million (US$5 million) …

The failure of this auction and the apparent lack of interest of developers in a very dynamic area of the city (from the real-estate business point of view) was due to many causes … When it became clear at the beginning of 2004 that the CEPACs law was going to be approved in urban operation Faria Lima, many developers obtained licenses to build in accordance with the former method of economic compensation …

Additional reasons for the huge failure of the first auction in the Faria Lima UO were a recession in the real-estate business cycle and the fact that the auction took place during the last week of the mandate of the mayor who had lost the election to the opposition … This caused some uncertainty about the future of urban projects in general … The first two public auctions in the Faria Lima UO failed …

The third public auction in 2007 was very successful. In this auction, 156,730 CEPACs were offered at an initial price of R$1,225, and all of them were sold for R$1,240.01, an increase of almost 13 per cent.30

The introduction of CEPACs in São Paulo was a step forward in weaving connections between finance, real estate and urban regulations, under both left-wing and right-wing local coalitions.
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Real-Estate Avenues

‘The Avenue Is Owned by the Funds.’

With this slogan, the Brazilian Review of Pension Funds celebrated the first business district outside of the city centre and Avenida Paulista.1 The project took off between 1968 and 1971 with the construction of an expressway on the banks of the Pinheiros river: the Marginal Pinheiros.2 The availability of land for sale, the presence of high-income residential neighbourhoods and the launch of the city’s first shopping centre, Iguatemi, in the late 1960s (also near Marginal Pinheiros), propelled the next phase of expansion.

However, the entrance of pension funds into São Paulo’s real-estate market and the shift in corporate real-estate strategy – renting floors or buildings through long-term contracts instead of building or buying them – drove the boom of corporate towers, hotels and convention and shopping centres in the region from the late 1980s onwards.3 Between 1984 and 1999, more than 800,000 square metres of corporate buildings were completed, with the sizeable participation of Previ, Funcef, Sistel and other pension funds.4

Pension funds had first been introduced in Brazil in 1977 as a strategic tool for the generation of internal savings and the formation of a capital market during the military regime. Inspired by similar North American schemes, they were initially created within banks and state companies and sponsored by public companies. In 2010, there was a total of 369 funds, which, together, managed 504 billion reais – the equivalent of 17.5 per cent of Brazil’s GDP. The majority were run by private companies, 64.7 per cent of the market, giving these actors considerable economic and political power. Brazil’s largest funds were: Previ, fed by Banco do Brasil employees; Petros, from Petrobras; Funcef, from Caixa Econômica Federal; and Valia, from Vale (a mining and metals company that was privatised in the 1990s).5

Since their creation during the military dictatorship, pension funds have had strategic importance for the government and have been repeatedly mobilised for the implementation of its policies. During President Fernando Henrique Cardoso’s mandate (1995–2002), they were called upon by the government, alongside the National Bank for Economic and Social Development (BNDES), to participate in state company auctions and become their minority shareholders. In that way, they formed, alongside banks and private equity funds, Special Purpose Entities (SPEs) with the sole purpose of acquiring such shares.6 According to Sérgio Lazzarini,

during the privatisation process, President Cardoso’s government received strong criticism from left-wing opposition parties for delivering Brazil’s national companies to foreign capital. At the same time, it was necessary to reassure public opinion that the auctions would be successful … In order to attenuate this criticism and politically enable this process, state pension funds and BNDES were vigorously activated.7

Nonetheless, from the 1990s on, a movement led by the Bank Clerks’ Union grew within the Unified Workers’ Central (CUT) and other union federations to demand a say in the regulation of pension funds, aiming to expand their activities while exerting greater political control over them.8 In 2001, a bill, strongly supported by deputies with union links, extended worker participation in the running of the funds. In October 2002, these new directors of Closed Private Pension Entities published the ‘Carta de Brasília’ (Brasilia Letter), supporting union leader Lula da Silva’s candidature for the presidency:

We, the undersigned, were elected by the workers to direct their pension funds, are committed to the independent and serious management of their resources in the face of any government and manifest our support for Lula’s candidature, certain that this is the best way for the funds to develop their full potential, fulfil their commitments and contribute to the country’s development.9

Indeed, once elected, Lula enthusiastically mobilised the funds’ participation in PPPs and large industrial and infrastructure projects in the country. For example, pension funds were the main investors in high-end offices, shopping centres and holiday resorts between the mid-1990s and mid-2000s. Thus they worked as ‘a substitute for real-estate credit in the destination of capital flows into the real-estate sector; some funds invested up to 20 per cent of their resources in real estate – a significant capital flow that had important consequences for the real-estate sector’s structure at the time’.10 However, this changed in 2002, when the Central Bank reduced the maximum percentage of pension fund participation in real-estate assets to 16 per cent. From then on, this figure progressively decreased approximately two percentage points every two years, until reaching 8 per cent in 2009.11

Pension funds were important agents in the construction of São Paulo’s business district, opening a new real-estate frontier in the city’s south-west zone. In order to ensure high rates of return, pension and real-estate funds favoured commercial buildings classified by real-estate consultants as ‘triple A’, along with shopping centres. Wherever possible, the building was situated on an axis of real-estate value appreciation: location was everything.12

Nevertheless, any area’s long-term value essentially relies on public investments in infrastructure, especially roads and transportation. Public investment was decisive for setting prices and profitability margins of real-estate investments.13 According to João Whitaker, ‘the completion of the city’s most desirable and important real-estate front, Marginal Pinheiros’s “new globalised centrality” … depends almost exclusively on various investments in the region and, thus, on the pressure of the lobby to direct public investment according to its own interests.’14

At this point, another fundamental actor in the coalition emerged: the contractor.

The State and the Contractors

The state has enjoyed a strong and long-lasting relationship with the nation’s contractors. It is a ‘functional union’ that has resulted not only in the inextricable entanglement of public and private interests, but also in the great power of contractors to influence public policies.15

The intimate association between the state and private capital is, in the words of Raymundo Faoro, an ‘internal game of exchange of advantages, fundamentally sustained by a patrimonial network’.16 It applies not only to the relations between state and contractors, but also to a peculiarity of capitalism in Brazil – the primacy of ‘patronage’. Faoro attributes this characteristic to the specificities of Brazil’s historic formation, especially in the colonial era.

During that period, in the absence of an impartial, rule-based system, the private sector’s economic opportunities depended on its capacity to establish direct links with a discretionary Crown. According to Faoro, this logic dominated both the Imperial era (1822–98) and the First Republic (1898–1930), when the state became the main conductor of the economy. Sérgio Lazzarini develops the thesis that the individuals with power are those who are inserted and coordinated within a web of corporate links between public and private actors – links that are expressed through interactions across the spheres of property and company directorships.17

Although it is certainly possible to detect this tendency in past state–contractor relations, we must reflect upon the specificity of this sector and its role in the country in order to understand the recent transformations of the built environment, as well as the making of the Brazilian real-estate–financial complex. Contractor companies are currently the main drivers of this process, coordinating and leading the new form of infrastructure financing and governance: the PPPs – public–private partnerships.

At the end of the 1970s, due to the economic and fiscal crisis, the federal government progressively reduced its investment, cooling the market for ambitious projects. Contractor companies switched to seeking deals with state governments and metropolitan administrations. They participated in the implementation of sanitation programmes and other infrastructure sectors – for example, the construction of São Paulo’s metro system.18

By that point, in the mid-1980s, direct elections for mayors of state capitals were already in place. As the contests for the government of states and for legislative positions grew fierce, campaign funding became a vital means of connecting political influence with big money. State and municipal elections became occasions for bargaining between candidates and their campaign sponsors. Deals were clinched directly with future members of the executive, such as mayors and governors.

São Paulo’s municipal budget – the country’s third largest – became increasingly attractive when the Constitution transferred resources previously reserved for the Federation to municipalities.19 According to Szmrecsanyi and Lefèvre, the package of works proposed by Jânio Quadros in 1985 were literally a ‘package’, a hotchpotch of proposals presented by contractor companies, selected according to personal criteria by the then mayor. The final cut included the following projects and companies: tunnels under Ibirapuera Park (CBPO and Constran); boulevards JK I and II (Serveng-Civilsan, CBPO and Constran); tunnels under the Pinheiros river (Camargo Corrêa); a mini ring road (Andrade Gutierrez); a canalisation of the Água Espraiada creek and an avenue along its length (Mendes Jr.); the Jacu-Pêssego road complex (CR Almeida); the redevelopment of Vale do Anhangabaú’s (Andrade Gutierrez).20

Most of the works in the ‘package’ launched by Mayor Quadros were directly related to the expansion and consolidation of São Paulo’s southern business district. These urban projects were managed by the public company Emurb, which administered both the works themselves and the financial resources raised by the projects. Emurb was, therefore, the point of coordination between large contractor companies and the local government in São Paulo.21

After the return of democracy, in São Paulo and other municipalities and states, connections between contractor companies and the government began to be made through political parties and, more precisely, through fund-raising for electoral campaigns. The power-brokers are generally members of the party, who occasionally also occupy positions within the government that allow them to continue to act as links between the government and contractor companies.

In recent decades, unsurprisingly, large contractor companies have become the main financers of political campaigns, especially those for executive positions, as this is the level with most power to instigate and distribute public works contracts.22 The companies usually donate to several parties, betting larger sums on those who have a better chance of winning. For contractor companies, donations work as a kind of ‘insurance’, to guarantee that they will be hired by the new government, or get paid if they have ongoing contracts. For the politicians involved, contracting and paying those companies is a ‘return’ for the support received.23 Heavy construction has thus been politicised, as ‘the condition for obtaining contracts – as well as their profits – are of a political nature, linked to the company’s ability to deploy its influence within the state apparatus.’24

Ultimately, this deployment allows large and mega-contractors not only to redirect public budgets, but also to draw up the infrastructure projects they wish to execute, ‘selling’ them to their potential clients (governments and state companies).25 This was clearly the case for Mayor Quadros’s ‘package of works’ (tunnels, avenues, bridges and canals) that made up his ‘urban renewal plan’. The circle is thus closed: the ‘real-estate avenues’ finance the cost of the works proposed by the contractor, simultaneously opening new fronts for rent extraction and feeding the machine of political campaign financing.

Moreover, throughout the 1990s, many contractors participated in real-estate ventures as a strategy for business diversification, joining developers and investors in building clusters of corporate towers and retail spaces. They took advantage, for example, of previously established relations with the BNDES (Bank for Economic and Social Development) to raise public money to build shopping malls, defined by BNDES’s lines of credit as ‘urban equipment’. They also took advantage of their historic links with the public works sector to urge investment in road projects that, in turn, offered their businesses new opportunities.

But there were still bigger prizes on the horizon.
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Real-Estate Games

2 October 2009

In the streets, you could hear the cheering. Crowds watched the big screen set up by the town hall on Copacabana Beach. Live from Copenhagen, it broadcast the announcement of Rio de Janeiro as the host city of the 2016 Olympic Games, beating Chicago and Madrid. Chief of Staff Dilma Rousseff went to Rio to add her voice to the celebration, accompanied by the minister of cities, Márcio Fortes. At the beach, many were dressed in green and yellow, responding to the call to brighten up a shoreline already decorated with a 250-metre banner that said ‘Rio Loves You’.1

On the screen, Lula shed copious tears, while hugging Rio de Janeiro’s governor, Sérgio Cabral. At the back, Henrique Meirelles, the president of Brazil’s Central Bank, and Carlos Nuzman, president of the Brazilian Olympic Committee, looked on smilingly. The headline of the newspaper O Globo read: ‘Yes, We Can: Rio Beats Chicago and Will Host the 2016 Olympic Games’. Eike Batista – then one of Brazil’s richest men, the owner of mining, transportation and oil companies that had recently completed their IPOs – had donated 10 million reais to Rio’s Olympic campaign and was one of those who celebrated the most.

March 2014

In Rio, the World Cup and Olympic Games People’s Committee and Instituto Mais Democracia (More Democracy) publish the leaflet ‘Who are the owners of Rio?’ It lists the large works, with their respective values, financers and executors. The BNDES and the Caixa (National Savings Bank) together lead the financing with 10.5 billion reais. They are followed by the municipality (10.4 billion reais) and then the state of Rio de Janeiro (8.7 billion reais). Among the works planned are urbanisation projects for the favelas of Manguinhos and Alemão, the construction of the Olympic Village, the renovation of Maracanã Stadium and new transit lines such as the Light Rail, Transolímpica and Transcarioca roads and Metro Line 4, as well as the renovation of Galeão International Airport. The leaflet also lists the Porto Maravilha project.

Barring the schemes for Manguinhos and Alemão – won respectively by Andrade Gutierrez/Camargo Corrêa and Odebrecht – all the other projects on the list were PPPs, implemented by joint ventures between Odebrecht, Andrade Gutierrez, Camargo Corrêa and OAS. The renovation of Maracanã, for example, was carried out by Andrade Gutierrez and Odebrecht. The latter, alongside IMX, owned by Eike Batista, won the bid to manage the stadium. Over four years, Batista donated 80 million reais per year to equip the Pacifying Police Units (UPPs) installed in favelas surrounding the area that would host Olympic events. The UPP in the Alemão community was set up in May 2012; the one in Manguinhos, in January 2013.

Once the Rio Barra Joint Venture (CCRB), led by Odebrecht, concluded the construction of Metro Line 4, it was operated by Invepar, a joint venture that managed transportation services in partnership with OAS and the main Brazilian pension funds, Previ and Funcef. The Olympic Village in Barra da Tijuca, baptised ‘Pure Island’ by its constructors, has thirty-one tower blocks with 3,604 high-quality apartments that served 18,000 athletes during the Games. They were already being sold at the minimum price of 800,000 reais. This venture came under the responsibility of another joint venture composed by Odebrecht, Andrade Gutierrez and Carvalho Hosken. The latter had been one of the principal developers of the Barra da Tijuca neighbourhood since the 1970s.2

December 2014

I received a promotional leaflet announcing the launch of the Holiday Inn, Porto Maravilha, from Odebrecht Real Estate Developments. Besides describing Holiday Inn as the ‘largest hotel chain in the world’ as a hook for potential investors, the leaflet puffed Porto Maravilha itself as the city’s future corporate district, with ‘5 million developed square metres’, and Rio de Janeiro as the Brazilian city that receives the largest amounts of foreign investment. Quoting the Federation of Industries of Rio de Janeiro (Firjan), the leaflet announced that US$266 billion was to be invested in the city between 2014 and 2016. It presented Odebrecht Real Estate Developments as the pioneer in real-estate developments in Porto Maravilha, and disclosed that the Holiday Inn was to occupy the plot of Praia Formosa, the old railway station garage, which became federal property after the closing of the Federal Rail Network.

On receiving this leaflet, I remember the affordable homes project that the Ministry of Cities developed with Caixa for this piece of land in 2005. The plots of Praia Formosa, Usina do Asfalto and Pátio da Marítima had been sold to the Porto Area Real Estate Investment Trust (Fiirp), in 2013, guaranteeing the transfer of 1 billion reais to Porto Maravilha Urban Project. These resources were necessary to finance the joint venture over the second stage of the works and services.

The three scenes above introduce the main actors involved with the making of Brazil’s new urban policy, founded on PPPs and strongly attached to the real-estate–financial complex. They unveil, in Carlos Vainer’s words, ‘the slow, complex and continuous process of the constitution of a hegemonic block, which has, since the 1970s and more so in the 1980s, set out to offer a new project to the city in crisis’.3 In these scenarios, the protagonists are named and identified: the three levels of government (the president and the chief of staff, then the president, the governor and the mayor); Rede Globo (the leading media network, based in Rio); and ‘Rio’s business friends’ in the figure of Eike Batista, the Federation of Industries of Rio de Janeiro [Firjan], public banks, large contractor companies, old and new real-estate developers, pension funds from public workers, and foreign investors. However, most noteworthy are the new forms of interplay between these actors, as they bind together in joint ventures and PPPs financed 100 per cent by public funds.

Mega sports events provided a favourable political environment for this transformation, ‘shielding’ the projects from the public administration’s daily democratic-bureaucratic scrutiny. Through their network of consultants, they were also able to introduce technical-political and management devices already employed in other countries.4 Nevertheless, the new urban regime was a local construct, designed through practices with deep roots in Brazil’s history and culture, and commanded by the state. As previously seen, this construct took advantage of the experience of São Paulo’s urban projects, but was also reliant on reforms of the regulatory framework for public procurement of works and services, implemented by left-wing administrations: the regulation of PPPs, changes to the concessions law, the option of public manifestations of interest (MPIs) and, finally, the adoption of the differentiated hiring regime (RDC).

The Institutionalisation of the ‘Complex’

In June 2002, in the thick of the presidential campaign, the stock market seemed ready to plummet in response to the prospect of Lula’s victory. This financial jolt increased the ‘country risk’ and depreciated Brazilian currency. It was then that Lula publicised his Letter to the Brazilians at a PT Congress, committing himself to the control of inflation, fiscal balance, the maintenance of the benchmark of primary surplus and the fulfilment of the country’s contracts. The letter critiqued the previous government’s economic policy, blaming it for the crisis, while affirming a ‘responsible’ agenda of growth with income redistribution. This seemed to soothe the market.

The first years of Lula’s government were marked by the orthodox monetary policy laid out in the letter: high interest rates, stratospheric primary surplus and high levels of budget control. At the other end of the spectrum were the Ministry of Planning, commanded by Guido Mantega, and the chiefs of staff – first José Dirceu, then Dilma Rousseff. Constrained by the reigning economic policy, the Ministry of Planning sought alternatives to ignite the expansion of investment in infrastructure. It put forward a bill regulating public–private partnerships which was passed in December 2004.5

Inspired by the British model, the Brazilian PPP law was an instrument to facilitate major investments in infrastructure – mainly in transportation and energy – while bypassing the limits imposed by the then existing regulations for tenders and public procurement. The relocation of the minister of planning, Guido Mantega, into BNDES, in 2004, further ensured the availability of resources from the national bank to finance private companies willing to undertake large projects.

Although the law had been approved by Congress, and public resources had been allocated to finance the companies, the PPP solution was still hampered by a ‘chronic lack of projects’, according to the views expressed in the ministerial corridors of Brasília. In 2005 and 2006, during negotiations between the government and the contractor companies involved with the construction of the Santo Antônio Hydroelectric Plant, on the Madeira river, Odebrecht proposed the inclusion of a new instrument – the Public Manifestation of Interest (MPI) – into the decree that regulated PPPs.6 Based on the European Union model, an MPI allows the private parties interested in the works that are to be done via PPP to design the project and present the partnership’s technical, legal and and financial model. If their bid is not chosen by the future PPP the winners pay the MPI proponent the cost of drawing it up. Finally, once the country started preparations for the World Cup and the Olympic Games, the government instituted a new hiring regime – the Differentiated Hiring Regime (RDC) – which applied to Games-related works, airport and road infrastructure, health and education installations and new prisons. Beyond shortening deadlines and suspending certain requirements, the law introduced so-called ‘integrated hiring’. Through this mechanism, contractors could be hired without submitting a detailed project, which would be developed by the contractor company after it won the bid.

Equally important, the Statute of the City also envisaged ‘urban planning concessions’, without defining exactly what these were. The first concession was made in 2009, as part of an attempt to renovate São Paulo’s historical centre: ‘Project Nova Luz’. The idea was to give the private sector the power to expropriate 400,000 square metres in one of the city’s oldest neighbourhoods (Santa Ifigênia) for further private development. However, the project attracted furious protests from the affected residents and businesses, and was blocked by the courts in 2011. Due to the political mobilisation against Nova Luz, the whole topic of expropriation by the private sector gave rise to a legal debate. The issue has now been resolved, thanks to an article inserted in a 2013 Federal Law regarding construction of silos: it explicitly declares that private contractors involved in public works have the right to expropriate buildings.7

Thus, within less than a decade, the regulatory framework for the relations between the state and contractors of public works was transformed, chiefly by the progressive transfer to contractors of the power to plan, define and execute projects, as well as to manage spaces and services in the aftermath. This resulted in an increasing number of public spaces governed by private contractual relations, beyond state control. Contractors could now suggest and design the projects, execute the construction, and then manage the space for the lowest price. Meanwhile the state picked up the bill.

With the World Cup and the Olympic Games on the horizon, this logic was finally applied to large urban projects, through urban planning concessions and PPPs. Whole portions of cities were handed to companies to be occupied and subsequently managed by the real-estate–financial complex for as long as it took for the extraction of that area’s rent. The constitution of these territories, built and controlled under the logic of rent extraction and the promotion of consumption, managed under a regime parallel to the city’s general administration, expanded from residential and commercial ‘enclaves’ – the gated communities and malls – into wider areas of the city. In that way, private players started to exercise some of the powers of government, amplifying the indefinite zone between the public and the private and reconfiguring the political order.8

For Whom Is the City?

Rio de Janeiro’s Olympic project was centred around the Olympic Park, at Barra da Tijuca, along with two ‘clusters’ around the Deodoro Sports Complex and Maracanã Stadium. In addition to these sites, in 2010 the project encompassed the port area, which was to host the Media Village and the Referees’ Village. Barra da Tijuca had been the main frontier of expansion in Rio de Janeiro’s real-estate market since the 1970s.9 Barra’s growth was possible due to road works implemented by Francisco Negrão de Lima’s administration (1965–70). These works improved the connection between the city centre, the south zone and Barra.10 Furthermore, in the 1980s, the different municipal administrations invested heavily in infrastructure, such as water and electricity supply.

According to Nelma Gusmão, the public notice announcing the Games included invitations to bid for the administration of services, implementation and management of the Olympic Park.11 The winning joint venture was to assume the construction and maintenance costs of some facilities for fifteen years. Besides monetary compensation, the joint venture would receive real-estate compensation: property of an area measuring 1.8 million square metres, equivalent to 75 per cent of the land the Park is on.

According to the agreement signed after the bids were adjudicated, Rio Mais (the winning consortium, made up of Odebrecht and Andrade Gutierrez in association with Carvalho Hosken) was in charge of building a 400-bedroom hotel, the main media centre and three pavilions constituting a future Olympic Training Centre for high-performance athletes. The municipality was responsible for building various facilities in the Olympic Park that were not part of the PPP: the Aquatic Park, the Tennis Centre and the International Broadcast Centre (IBC), among others.

In addition to the public land, the real-estate compensation for the construction of Barra da Tijuca’s Olympic Park also comprises the homes of the Vila do Autódromo community – a fishing community that had sprung up with the arrival of labourers building a race track nearby. These people had lived there for more than thirty years and, in the 1990s, had received from the state of Rio (the owner of the land) legal titles to occupy that land in perpetuity (a concession of real rights of use for housing purposes). Nevertheless, as the Games loomed, they became at risk of eviction.

During preparations for the Games, with their additional transportation projects, it soon became clear that expropriations and evictions would be unavoidable. The threat affected both favelas and formal neighbourhoods located outside the plots actually earmarked for the works, and the possibility emerged of selling additional building rights in those expropriated areas.

One illustration was the Plan for the Urban Restructuration of the Corridor T5/Transcarioca project, that saw the expropriation of 1,627 plots of land in a total area of 1,476,383.39 square metres.12 According to this project, the priority was the expropriation of plots that could be reused for construction. However, the same project also stipulated the expropriation of a fifteen-metre band adjacent to the corridors in an area occupied by favelas, in order to ‘reconstitute the informal urban tissue’. Therefore, the Transcarioca Corridor was intended to clear either totally or partially the following favelas: Arroio Pavuna, Comunidade São Francisco de Assis, Vila Sapê, Chácara do Tanque, Chacrinha do Mato Alto, Vila Campinho, Comendador Lisboa, Vila Santo Antônio, Uga-Uga, Avenida Teixeira de Castro and Parque União.

According to Lucas Faulhaber, a recurring problem was the affected population’s total lack of information about the projects and their fate.13 Moreover, as the new transit routes were constantly being modified, the communities suspected that such notices were only a pretext for more evictions, as was the case with Vila União in Curicica. This community was due to be urbanised under the Morar Carioca programme, but with the proposal for a BRT (rapid bus transit) system, the municipality had told 700 families that their homes were to be razed to make way for the Transolímpica Highway.14

Rosane Rebeca de Oliveira Santos conducted a survey of favelas undergoing, or at risk of, eviction, to reveal an ‘eviction geography’ directly linked to Olympic clusters and their transportation projects.15 In October 2009, immediately after Rio’s investiture as the 2016 Olympic Games host, the municipality declared that it would be necessary to resettle more than 3,500 families through the ‘Plan for the Rio Olympics 2016 Urban and Environmental Legacy’. Additional evictions came after the 2010 rains, which caused landslides in various areas. Geo-Rio’s survey was contested in a counter-map commissioned by the Public Defender.16

Soon after, the Morar Carioca programme was launched with the goal of urbanising 100 per cent of the remaining favelas by 2020. According to Rio de Janeiro’s municipality, the priority was communities in areas located within a four-kilometre radius of the Olympic facilities.17 Despite appearances to the contrary, the municipal government dubbed these actions ‘democratic evictions’ – a term coined by municipal deputy Adilson Pires (PT). When announcing the plan for the reduction of the city’s informal area, following the ‘Olympic legacy plan’, the PT congressman Jorge Bittar, then Rio’s secretary of housing, declared:

We will not evict as it has been done in the past. This process will take place without trauma. We will offer alternatives to families living in high-risk and insalubrious areas. In addition to Minha Casa Minha Vida, they can opt to buy used homes or [to receive] compensation – in this last case, in order to go back to their hometowns.18

This was not the residents’ version of events. The methods of clearance were well rehearsed. Evictions were negotiated on a case-by-case basis. The abandonment of the debris of demolished homes, pressures and threats, and insufficient indemnity payments for the families to access alternative housing were the norm. In addition to the forms of violence described above, many dwellers learned about their imminent eviction when they discovered their homes’ outer wall spray-painted with the letters SMH (the acronym for Municipal Secretary of Housing) and a number, without prior explanation or permission.19 Moreover, cash compensation was based solely on the ‘ameliorations’ in the house value, not including the plot’s value, even when residents had already lived in the area long enough to claim ownership, or where communities had already been granted legal titles by the government.

In a February 2014 interview, the municipal secretary for housing, Pierre Batista, admitted that 20,299 families (around 67,000 people) had been compulsorily displaced since 2009 – that is, more than ten homes per day during the full term for that administration. This number does not include buildings located in formal areas that were also expropriated to make way for infrastructure works.

Since for most residents the cash compensation was insufficient to acquire a new house, the Minha Casa Minha Vida apartments option was, in reality, the only one. According to Cardoso, Araújo, Nunes Jr. and Jaenisch, most MCMV complexes were located in Rio de Janeiro’s western zone, the region most lacking in transportation, amenities, jobs and services. For example, the Ipê Amarelo housing estate at Realengo lies twenty-five kilometres away from the residents’ former homes, dismantling their professional and interpersonal networks. The geography of evictions and resettlements is clear: removing from the real-estate financial complex front while at the same time creating a captive consumption market – forced resettlement – for private MCMV housing complexes in remote locations.

The Old and the New in Brazil’s Urban Policy

The fictions of literature and cinema offer many plots in which a character falls deeply asleep and wakes up decades later, revealing the strangeness of the contemporary world. If someone woke up in 2014 in Brazil after a sleep of fifty years, they would be pretty surprised by the changes. The impoverished migrants so masterfully portrayed by João Cabral de Melo Neto in his play, Morte e Vida Severina, practically no longer exist. Nor do Rio de Janeiro’s malandros, the charming rogues of the city’s folklore.

Within that half-century Brazil’s cities, once teeming with migrants in a society ruled by the agrarian world, have become large, complex and diversified metropolises. However, when exploring these cities, it is impossible to ignore the sea of affordable housing complexes that Brazilians have nicknamed ‘the BNHs’ (the acronym of the National Housing Bank). They are where the city centres’ ‘invaders’ were resettled, on recently opened urban frontiers or in precariously consolidated ‘non-cities’. There, we see the favelas and squatters’ camps, bravely resisting, periodically hit by waves of violence or charity. There, too, we find the tunnels, viaducts and highways, always constructed by the same contractor companies, marking the latest fronts of real-estate development. There, we may also discern the links that connect these real-estate frontiers to new and old parties and political forces in the cities’ governments.

Such could be the description, in 2014, of the landscapes of MCMV’s popular housing, São Paulo’s southern business district or the Rio Olímpico project. However, it is also possible to identify the stout roots of a state captured by private interests and shaped by a culture of racism, oppression and exclusion, stressed by a simultaneous process of struggle against poverty and inclusion by consumption, and by the seizure of urban land and housing by global finance.

Today, contractors and real-estate developers still dominate the logic of urban expansion, but now through a much more complex interweaving between them and the workers’ pension funds directed by former union leaders who may also occupy city legislative and executive posts. This is the Brazilian version of the real-estate–financial complex.

In order to remain in power, political groups governing cities continue to depend both on campaign finance from those companies, and on the votes from favelas and the urban peripheries. Endeavouring to reduce the diversion of public resources involved in these balancing acts, tighter controls are applied to public administrations, making them increasingly bureaucratic and sluggish, with ever less executive capacity.

This process, along with the progressive dismantling of the state, abets the continued advance of a space removed from the democratic imperatives of social control, directly defined and managed by the real-estate–financial complex itself.

But if our fictional character should wake up in 2017 – just three years after the scene described above – she will find a very different political and economic picture. Just over a week after the closing of the Rio 2016 Olympic Games, Dilma Rousseff – re-elected in 2014 for a new four-year PT mandate – was impeached. The economy has suffered a massive recession, and contractor companies’ CEOs and high-ranking government officials have been arrested or are standing trial over so-called Lava Jato (Car Wash) corruption scandals. Since Michel Temer (Rousseff’s former vice president) took the presidency, major fiscal austerity reforms and neoliberal economic policies have been rolled out, including drastic cuts to the subsidies of Minha Casa Minha Vida and massive privatisations. The Porto Maravilha PPP is near bankrupt: in 2016 the City of Rio was forced to inject money to keep public services running in the area, and most of the CEPACs remain unsold. What happened?
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June 2013: Journeys and Beyond

17 June 2013

More than 100,000 people are occupying São Paulo’s streets. The demonstrators are concentrated on Faria Lima Avenue, then they divide into two groups. One heads towards Paulista Avenue. The other makes for the southern business district, occupying Marginal Pinheiros, Berrini Avenue and the Ponte Estaiada that spans the Pinheiros river. Thousands of people are also occupying downtown Rio de Janeiro, in an even larger street demonstration.

Some days later, similar gatherings were sparked in different Brazilian cities, initiating what was afterwards called the ‘June Journeys’. The first protests were against the increase in bus fares. They were organised via Facebook and other social media by the Movimento Passe Livre (MPL, Free Pass Movement), a decentralised group composed mostly of high-school and university students, which emerged in 2005 in different cities in response to bus fares and quality and availability of public transportation.1 But rejection of the proposed increase in public transportation fares was not the only demand now being heard on the streets. ‘It is not only for 20 cents’ was the slogan written on improvised posters and banners, and shouted by the protesters. In these moments the voices of young people who refused traditional forms of representation, such as political parties and trade unions, rang out loud and clear as they defended such values as autonomy, self-management and the urban commons.

In mainstream international media, commentators were surprised at the outbreak of the massive street demonstrations. They compared the Brazilian June with other movements such as Occupy Wall Street in the United States, and with 15-M and Indignados, in Spain. The surprise came from the fact that Brazil was not experiencing an economic crisis in 2013. On the contrary, in the first years of the millennium, Brazil was part of an exclusive group of countries that had seen steady growth and that had emerged onto the international economic scene as new and thriving economies, the so-called BRICs. If the country’s economy was growing, if jobs, opportunities and income were expanding in a more redistributive way, what were the reasons for the protests and who were the social actors behind them?

Reading the demands written on banners and posters, listening to what was shouted on the streets and reading the posts on Facebook and Twitter, several elements of discontent can be identified. Firstly, the quality and availability of public services, summed up in the slogan ‘We want a FIFA-standard educational/health system’ – alluding to the exorbitant spending in preparation for the mega-events hosted by Brazil, the World Cup and the Olympics. Secondly, the human and social rights violations that were embedded in the policies created for these events. This was also an outcry against the rise of moralistic and conservative values within the Brazilian political scene, epitomised by the appointment of an evangelical pastor who believes in the possibility of a ‘gay cure’ as the head of Congress’s Human Rights Committee. The mood was further ignited by a more general and diffuse rejection of politicians and political parties, much like the Argentinian ‘Que se vayan todos’ (Away with the lot of them) in 2001.2

Since the protests were not organised by unions, parties or traditional social movements, the insurgency was mostly composed of young and middle-class people, as well as a very significant part of the ‘new middle class’.3 This new middle class comprised those working-class and poorer cohorts that had been roped into the consumer market and educational system thanks to the inclusionary economic and educational policies implemented by the Workers’ Party (PT). This was, in effect, the first generation of working-class youth who left high school and entered university, funded by sizeable student loans. Some commentators point out the disappointment of this group with the lack of well-paid and stable jobs, despite their higher education. The fact that they finished their degrees only to become part of a precarious labour force has been put forward as one of the sources of the discontent.4

Although we cannot reduce the June protests solely to a youthful expression of dissatisfaction with the urban condition, this was a very important component of the June turmoil. When the Salvador city council building was occupied in July 2013, the letter to the city government presenting the protesters’ claims stated: ‘We are struggling for a life without turnstiles, in which citizens have the universal right to the city and to public services.’.5

Besides the MPL, one of the previously existing social movements that made their presence felt in June 2013 was the Comitês Populares da Copa (World Cup Popular Committees). In Rio, São Paulo, Fortaleza and other Brazilian cities where World Cup/Olympics-related urban renewal works had been under way since 2011, favela dwellers threatened or affected by evictions were organising, together with NGOs and university students, to defend their right to housing – whether the right to adequate resettlement or the right to stay put. They were denouncing the way those projects were defined and designed, beyond any previous adopted planning schemes and without any public discussion.6 The activity of the Committee demonstrators on the streets, blocking roads and the front of stadiums, did not end in 2013. They were violently repressed during the World Cup in 2014, as well.

Despite the Minha Casa Minha Vida housing programme, and in a less visible manner, the ‘housing question’ was also present in June’s cauldron. On 19 June, for instance, MTST – Movimento dos Trabalhadores Sem Teto (Homeless Workers Movement), a housing movement that emerged in early 2000s – held street demonstrations denouncing the high cost of living and demanding housing policies.7 According to Guilherme Boulos, MTST leader: ‘What wages have given with one hand, rental and housing prices have taken away with the other.’8 This rise in housing prices helps explain the boom of new organised squats, both of urban land and of empty buildings in São Paulo and other cities, which gained momentum after 2013.9


Figure 16.1 Rate of appreciation in residential prices
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Source: Aragāo, Housing Policy and the Restructuring of the Real Estate Sector in Brazil, (updated)



In any case, the different claims of the June Journeys exposed the toxic combination of the political and economic choices made in the previous years. Brazilians had more money in their pockets but were living in totally dysfunctional cities, unable to provide habitable public spaces, efficient public services or adequate housing. There was dissatisfaction with the political system and its inability to represent society’s desires and voices, as increasingly it moved away from social claims and shut itself up in the business of politics.

According to the editorial of a liberal French news magazine, the events in June were

violent riots that threw more than 1 million people into the streets of a hundred Brazilian cities, exploding like a thunderclap in an apparently tranquil sky. Nonetheless, more than protesting against the rise in transportation fares, they testify to the Brazilian miracle’s collapse. After a decade of exceptional growth (5 per cent per year), which increased the income per capita from US$7,500 to US$11,800 and brought forth a middle class of 90 million people, economic activity grew only 0.9 per cent in 2012, due to Dilma Rousseff’s statist and protectionist political orientation.10

Based on the main tenets of the neoliberal handbook, the article pointed to the high cost of labour, the heavy tax burden, state interventionism and, finally, corruption as the main causes of unrest. This vision intended to circumscribe the indignation, confining it to an ideological niche in opposition to Dilma Rousseff’s ‘statism’. The system was blasted as imperfect, needing correction through the successful adoption of a globalised neoliberal economy controlled by the financial system.

Indeed, one of the movements that came out of the June Journeys was the right-wing Movimento Brasil Livre [MBL, Free Brazil Movement]. MBL began with a group of former students with scholarships from Students for Liberty and the Atlas Network, a think tank funded by Koch Industries, the US fossilfuel energy and petrochemicals giant, to promote free-market policies.11 Together with Vem pra rua [Come to the street] and other politically and economically liberal right-wing groups (including a group rooting for the return of military dictatorship), MBL organised protests that were pro-impeachment for Rousseff and anti-PT.

This movement grew quickly with the advancement of the Operação Lava Jato, or Car Wash Operation, a judicial investigation into allegations of corruption involving contractors and politicians, starting with the state-controlled oil company Petrobras. The operation included more than 1,000 warrants for dawn raids, temporary and preventive detention and coercive measures. Led by the federal judge Sérgio Moro and the federal police, the corruption scandal grew in part because it challenged the impunity of politicians and business leaders until then, and because it was keenly supported by the media. Many high-level politicians were caught up in the investigations – present and former presidents, governors, senators and deputies from several parties, including PT, PMDB (Party of the Brazilian Democratic Movement) and PSDB (Brazilian Social Democracy Party). What with the right’s increasing presence on the streets and wide support from corporate media, the investigation into the promiscuous relationship between large corporations and politicians soon evolved into an anti-corruption, anti-PT, pro-neoliberal reform movement.

But the anger with politicians and the political system was not limited to right-wing, neoliberal and opposition parties; it was also present on the left. Since the country’s democratisation in the 1980’s, there had been a fragmented political scene without a consistent majority in Congress. Elected presidents were forced to distribute posts in the executive and to hand out money to political allies for support in elections. This is what political scientists called ‘presidencialismo de coalisão’ (coalition presidentialism) or ‘pemedebismo’, in allusion to the role played by the PMDB, a centre-right party that since democratisation has taken part in every national government.

In this way, presidents found themselves the head of a conglomerate of parties and mandates, interested above all in controlling the distribution of public resources and staying in power.12 Lula and the PT did not break with this pattern in the 2000s. The economic growth and the increase in public funds only fed the appetite of those coalitions. During his two terms in office, besides maintaining the alliance with conservative and corrupt forces, Lula also opened spaces for direct dialogue with unions and social movements; however, these spaces were not bases for decision-making, but rather ‘listening’ spaces, a strategy to include selected organised movements in the distribution of public benefits.13

Dilma Rousseff, heir to Lula’s political capital but lacking his political ability, isolated herself, implementing a sort of ‘technocratic developmentalism’ that sought rapid results.14 Re-elected in 2014, she promised the PT’s social base to radicalise redistribution policies and to curb financial profits, putting pressure on private banks to lower interest rates. But as the signs of economic crisis became more visible, her first measures in 2015 were guided by fiscal austerity.

The anti-PT coalition that lost the presidential election in 2014 then filed for impeachment, on grounds of the dubious legality of certain fiscal accounting methods. These were called ‘pedaladas’ (pedalling), that allowed the administration to fund a programme for farmers using money that was not reimbursed until several months later. But this was only a pretext: since the Brazilian Constitution does not contemplate the no-confidence vote as a device to eject a president from office, the political opposition that was gaining force resorted to impeachment to do the job. The PMDB, via Eduardo Cunha, the Congress president, was the first to break the coalition led by PT, accepting the petition of impeachment.

Under Rousseff, on the left side of the political spectrum, spaces of direct participation became even more precarious. In the name of economic growth and development, indigenous and traditional communities’ rights were increasingly bypassed, while movements like MPL, groups opposing Belo Monte (a hydroelectric dam in the Amazon), and Comitês Populares da Copa were demanding more control on the decision-making process regarding infrastructure and other investments with high impact on their territories. As a result, the PT was increasingly losing the sympathy of its traditional popular base.15 Nonetheless, many of these groups still regarded the impeachment as a coup d’état conducted by the neoliberal coalition that had been defeated in 2014.

Rousseff’s ousting in 2016 triggered the rapid implementation of massive cuts in social programmes, like Minha Casa Minha Vida. In addition, constitutional reforms were approved by Congress as part of a wholesale dismantling of the welfare state. But Brazilian civil society did not remain silent. Although it was not possible to block the impeachment and the reforms completely, polls indicated that Michel Temer, Rousseff’s PMDB vice-president who stepped into her shoes, had the support of only 3 per cent of the population. And, in April 2018, six months before the presidential election, Judge Sergio Moro succeeded in imprisoning Lula. According to the polls, Lula and the PT led the electoral campaign with 40 per cent of the vote.

Despite the conservative tsunami, June was also a time of hope for the future. Here we also saw the ‘ocupas’ – high-school students occupying their schools against educational reform;16 the strengthening of an anti-racism movement fighting the genocide of black youth in Brazil, and feminist movements, among a myriad of new social organisations. In São Paulo and other Brazilian cities, hundreds of cultural and housing squats (including combinations of both) are experimenting with alternative solutions to the urban and also the political crises, self-managing their destinies while clamouring for resources and political attention.

It seems that a new coalition of social movements is starting to come together, in which the right to the city is definitely at the heart of the agenda.




Afterword
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The Rental Housing Boom:
New Frontiers of Housing
Financialisation

9 June 2017: Carrer Leiva, Hostafrancs, Barcelona, Spain

In June 2017, I was on my way to the headquarters of the Platform for People Affected by Mortgages (Plataforma de Afectados por la Hipoteca – PAH) to take part in a debate on a housing bill to be proposed by popular initiative (filed to the Spanish Congress at the beginning of 2018), when I saw a building covered in banners that said:


Nos quieren echar [They want to throw us out]

L’habitatge es un Dret! [Housing is a right!]

No som bitxos som persones [We are not animals we are people]

@Somleiva37 em lluita [@Somleiva37 in struggle]



At PAH’s headquarters, I heard many stories about the foreclosures that have been multiplying since the financial crisis of 2008. I also heard stories of victories won through the platform’s actions, and through the emergence of a new housing movement in the city. I heard stories about the new faces of the housing crisis in Barcelona: people being evicted from apartments they had been renting for years, a vertiginous increase in rent prices, the proliferation of new neighbourhood organisations in districts that are being heavily impacted by those processes, and the formation of a new federation of local organisations of tenants: the Sindicat de Llogaters (tenants’ union).

3 January 2017, Fulton County, Georgia, United States

On a chilly December afternoon in Atlanta, a judge told Reiton Allen that he had seven days to leave his house or the marshals would kick his belongings to the curb. In the packed courtroom, the truck driver, his beard flecked with gray, stood up, cast his eyes downward and clutched his black baseball cap.

The 44-year-old father of two had rented a single-family house from a company called HavenBrook Homes, which is controlled by one of the world’s biggest money managers, Pacific Investment Management Co. Here in Fulton County, Georgia, such large institutional investors are up to twice as likely to file eviction notices as smaller owners, according to a new Atlanta Federal Reserve study.

‘I’ve never been displaced like this,’ said Allen, who said he fell behind because of unexpected childcare expenses as his rent rose above $900 a month. ‘I need to go home and regroup.’1

The scenes described above are far from being an exception. Such scenes are visible not only in Barcelona or Atlanta, but also in Berlin, New York, Los Angeles, Dublin, Lisbon and many other cities.2 We are facing a new wave of housing financialisation, now overwhelming rental housing. A new type of institutional, corporate landlord, usually linked to transnational financial assets management companies, has begun to control a great number of rental houses and apartments in many cities. This landlord’s entry into the housing market was combined, in some global cities and tourist destinations like London, New York and Barcelona, with other dimensions of the residential real-estate–financial complex to produce this new and toxic trend, unleashing, once again, massive processes of dispossession.

Broadly speaking, large financial investors entered the rental housing market after the bursting of the real-estate bubble of 2008, seizing the opportunity to buy those so-called toxic assets on the cheap. Known as vulture investors, global financial conglomerates bought devalued assets in order to transform them into a new market frontier, infiltrating territories that had been neglected by – or protected from – them. By mobilising an enormous amount of capital via private equity funds, hedge funds, Real Estate Investment Trusts (REITs) and other financial instruments, capital obtained through shareholders or directly from loans, they were able to buy up deeply undervalued ‘housing stocks’ available in cities.

In the history of cities, cycles of destruction and devaluation of built space are by no means new. Such cycles generate new expansion fronts for social actors with the relevant capacity to raise capital. Despite that, there are some apparent novelties here. One is the huge scale of this process, its dimensions proportionate to the massive concentration and availability of global financial capital today; another is the velocity, directly derived from the technological revolution, of value representation, in online and real-time transactions, in increasingly abstract circuits that no longer have any connection to the social work embedded into built space, let alone to its inhabitants.3

These funds first entered the market by purchasing real-estate directly from the banks, a ‘stock’ of toxic assets composed of foreclosed or defaulting mortgages. Another way in for the funds was the acquisition of companies created after the crisis in order to ‘clean’ the banks’ portfolios. Many funds also bought directly from indebted and desperate homeowners. But these funds have also captured part of the controlled and regulated public housing stock, buying job lots of social housing units from indebted cities asphyxiated by fiscal austerity measures.

Once the phase of wholesale buying of ‘toxic’ or ‘rotten’ stocks was over, these global corporate landlords4 had become deeply rooted in local residential markets, controlling hundreds – sometimes thousands – of units in single districts or counties. From that point on, they started to behave like monopolies, pressing for a general increase in rents, indexing those markets towards a higher price.

Once again, the financial crisis itself ended up creating the demand for this new product – rental housing. The increased demand has been fuelled both by the expulsion of dwellers from their mortgaged houses and by the end of easy access to loans, creating a situation in which many people could no longer afford homeownership. Without access to social housing provision – destroyed in the previous cycle – and unable to become homeowners, people’s only available option in residential markets is to rent.

Since 2008, in the United States, private equity funds have bought foreclosed homes repossessed from indebted families. But it was only in 2011 that some of the biggest private equity funds that invest in real estate – such as Blackstone or Colony Capital – decisively entered the business. They set up affiliates that have accumulated thousands of housing units, especially in the cities most devastated by the mortgage collapse.5 For instance, today Blackstone owns 82,000 units in seventeen US markets.6 According to a report published by a civil organisation in defence of the right to housing in Atlanta, the housing stock owned by private equity funds in the United States amounted to 200,000 units in 2013.7

At first, the purchase of toxic assets that were by-products of the financial crisis was a short-term move. The idea was to buy real-estate units at extremely low prices and sell them on: quick profits were made as a result of the difference between capital costs and the yields obtained through letting or resale. Later, there was a process of consolidation of those companies, accompanied by mergers and acquisitions. They have also entered the stock market, investing in real-estate investment funds.8 These asset management funds operate in the United States and elsewhere. Blackstone, for example, has picked up CatalunyaCaixa’s bankrupt estate stock in Spain, paying €3,6 billion for a stock valued at the time at €6,5 billion.9

The entry of vulture funds into collapsing housing markets was eagerly promoted by national and local governments, which have regulated and fostered the operation of these funds as a part of their post-financial-crisis measures. In addition, as part of bailout policies, asset management companies were created to segregate the toxic assets – those with little or no possibility of repayment – from the banks’ portfolios. This was the case, for instance, of Ireland’s National Asset Management Agency (NAMA), the UK Asset Resolution (UKAR) and the Spanish Sociedad de Gestión de Activos Procedentes de la Reestructuración Bancaria (Sareb).10

Sareb had initially gathered a portfolio of 200,000 real-estate units, 56 per cent of which were housing units.11 The entry of private equity funds – especially North American – was made through management contracts with the asset manager, as service providers in charge of negotiating foreclosures, evicting tenants and residents, with the aim of later putting those units up for sale, organised in ‘packages’. US companies TPG, Apollo and Cerberus have taken part in these contracts. Through managing those services, they have gathered information on the housing stock, and were better positioned to win auctions promoted by the asset management companies. Cerberus acquired a portfolio of 118,323 securitised foreclosures that belonged to UKAR, in the United Kingdom, beating offers from Goldman Sachs, Blackstone, JP Morgan and CarVal.12

Besides, as happened in Ireland and in Spain, managers of toxic assets and investment funds have strongly lobbied governments to pass legislation allowing and encouraging the creation of real-estate investment funds that could buy the real-estate stock depreciated by the crisis, adopting and adapting the existing (REITs) models.

In the Spanish case, the regulatory framework of Sociedades Cotizadas de Inversión en el Mercado Inmobiliario (SOCIMIs) was codified into law in 2009, but reformulated in 2012 in order to make such firms more attractive to investors. One of these SOCIMIs is called Anticipa. The company was created with CatalunyaCaixa’s ‘rotten’ real-estate stock, acquired by Blackstone in 2014. Other real-estate funds were also constituted through SOCIMIs. Their strategy was to empty the apartments they owned as far as possible in order to rent them out and, eventually, to sell them individually or in packages, usually to other funds or REITs.13

But, in Spain and in other European countries, the formation of large, institutional landlords also took place through the acquisition of public social housing, sold by municipalities and governments directly to funds and REITs. In Spain, the first SOCIMI owned by Blackstone is called Fidere. Fidere bought 1,860 public housing units in 2013 from the city of Madrid’s Empresa Municipal de la Vivienda (EMV). Though this transaction created great controversy and was taken to court, the units remain with the American fund to this day.14

In Germany, the privatisation, but especially the financialisation, of the social housing stock has happened in many cities, above all in Berlin. In 1990, 30 per cent of Berlin’s housing stock consisted of public housing; this proportion was reduced by half by 2008.15 Unlike in the United Kingdom, for instance, where council houses were sold to their long-time tenants, in Berlin, 212,000 homes were privatised by being sold to large investment funds. This was a decision taken by the city government in view of their fiscal deficit at the end of the 1990s. Governments of different political affiliations maintained the policy for decades. Of the nineteen public housing companies in Berlin, two were sold outright to private equity funds (GSW and Gehag); others have sold part of their housing units stock.

Like Berlin, which has historically been a city of tenants, New York has also seen large investment funds enter its residential rental market. Although New York’s public social housing units amount only to 6 per cent of the entire stock, since the 1970s a very significant part of its private residential rental market stock has been regulated. Every year, a Rent Guidelines Board, composed of real-estate representatives and city officials, set the maximum allowed increase in rental prices. The stabilised rental market represents, today, more than one million units, or 45 per cent of the city’s total.

However, during the 1990s, new legislation began to deregulate the stabilised rental market, permitting, for instance, a specific real-estate unit to be exempt from the rental raise cap when the rental price reached US$2,000 (today, US$2,500) and the unit was vacant (vacancy decontrol). It also permitted the investment made by the landlord in improvements to the building or unit to be transferred onto the rent.16 According to a report published in 2009 by the Association of Neighbourhood and Housing Development (ANHD), between 2005 and 2009, around 100,000 stabilised-rent units – that is, 10 per cent of New York’s housing stock – were bought by private equity funds.17

Like the other processes, analysed in part one of this book, the financialisation of rental housing has been a result of public policies. States promote a ‘regulated deregulation’18 that enables and supports the pervasive expansion of this new urban business, strengthening a financial asset-based housing and urban policy.19

Even though the actual percentage of units controlled by these financialised landlords is only a minor proportion of local rental housing markets, the impacts of this process on tenants’ living and housing conditions have been significant. First, this housing stock is not geographically distributed in a random or scattered manner. Whole districts collapsed with the financial and mortgage crisis, especially in the suburbs and city outskirts. There have also been radical changes in downtown areas where it was once possible to find affordable lets. Amid intense and conflictive processes of gentrification and resistance, corporate landlords owned by affiliates of globalised investment companies have now captured those units.

In the case of Barcelona, Melissa García-Lamarca’s study shows the successive dispossession cycles in the city and maps their victims.20 By georeferencing the addresses of individuals and families at risk of foreclosure who had sought help from the advisory platform PAH, and cross-referencing this data with the location and the rental prices of real-estate units owned by Blackstone’s SOCIMIs, the research clearly reveals the socio-spatial dimension of this new frontier of housing financialisation. The working-class neighbourhoods in the north, northeast and south of the city were the ones that suffered the biggest devaluations during the crisis and the largest number of foreclosures afterwards. In those same neighbourhoods, 95 per cent of the rental units offered by Blackstone’s affiliates charge rents above the neighbourhood average.21

A similar scenario prevails in Atlanta, where, as shown by some already mentioned research,22 there is a concentration of real estate owned by funds in certain suburban areas; here, too, rental prices are above the city average. According to the same report, among the tenants of Invitation Home (Blackstone’s home rental company), 45 per cent spent more than 30 per cent of their income on rent, limiting other expenditures and, often, falling into debt due to arrears and defaults. In Fulton County, on the outskirts of Atlanta’s metropolitan area, more than 20 per cent of renters received eviction notices in 2015. According to a report published by the Federal Reserve Bank of Atlanta,23 12.2 per cent were ultimately evicted. Similar figures can be found in Los Angeles and in Riverside, California, where THR California, another one of Blackstone’s affiliates, operates.24

The ongoing process in Fulton County reveals who are the most affected by the machinery of dispossession: the county’s racial composition is largely non-white, with 44.3 per cent African Americans.25 In New York, too, most of the evicted tenants are African American and Hispanic. With an increasing number of apartments being taken out of stabilised rent protection, evictions have multiplied. According to the data on eviction lawsuits collected by the New York City Public Advocate’s Office, there were more than 450,000 lawsuits between January 2013 and June 2015, 80 per cent of them initiated by less than 10 per cent of landlords, highlighting a huge real-estate property concentration.26 Such lawsuits are especially common in Hispanic neighbourhoods (Bronx, Washington Heights and Bushwick) or African American (Crown Heights, in Brooklyn).27 In Berlin, the number of evictions has risen in privatised public housing projects owned by funds, mostly in those inhabited by low-income immigrant families.28

From the investors’ viewpoint, it is necessary to maximise the profitability of the invested capital, unlocking the wealth embedded in residential built spaces. In the words of a World Bank study aiming to persuade governments of the advantages of this new frontier: ‘Rental markets also play a key role in enhancing the market value of housing assets and in generating revenues from an unlocked housing wealth.’29 ‘Unlocking’ means liberating these assets from any constraints that could block their immediate disposal. One way is the eviction of dwellers who can no longer afford the prices determined by funds.

The capacity to set prices is directly linked to the number of units controlled by these funds and their concentration in certain areas. But it also derives from the practices adopted by financialised landlords in order to ‘unlock’ those assets. Coercion and intimidation are the words most often heard in the stories told by evictees and tenants who experienced pressure to leave their homes. In Spain, Germany and the US, you hear of the same tactics being used by banks and funds to get rid of tenants: from imposed agreements to free the housing units from indebted tenants, to assaults on people living in old public rental units with stabilised rent in New York and Berlin, especially in gentrifying neighbourhoods.30 Cutting off essential services or lowering the quality of buildings maintenance are other common tricks: winters without heating, buildings under endless repair with the tenants inside, threats to call immigration services, monthly rent cheques systematically returned, offers of cash to quit the building or not renew the contract.

In addition to those strategies, some countries and municipalities are working to facilitate evictions by making the rules more flexible. The Spanish rental law, Ley de Arrendamientos Urbanos (LAU), and the revision of stabilised rents in public housing units in Berlin and New York are some examples. The general hike in rent prices, combined with the stagnation of tenants’ incomes and the absence of efficient mechanisms to protect housing affordability, generates rises in evictions and in the homeless population. The number of homeless people in large American cities like New York, Los Angeles and Seattle has skyrocketed in recent years, amounting to more than 550,000 nationwide.31

Lastly, despite the fact that this new wave has been detected in European and American cities, there are signs that it also impacts cities of the so-called global South. In Santiago de Chile, for instance, an asset-management company called Asset Chile is mobilizing investors’ resources to buy entire residential buildings in downtown areas, launching them on the rental housing market.32 In São Paulo, the real-estate company Vitacon has just joined up with Capital Land, an equity fund from Cingapura, to invest in 5,000 residential units to rent.33 And, once more, just as we have already pointed out in this book, technical reports written by think tanks linked to multilateral agencies and presented in workshops for governments and business sectors are starting to circulate intensively in the countries of the capitalist periphery – arguing that now is the right time for public policies to enable rental housing.

In the UK, the presence of institutional landlords in rental residential markets has not been significant up to now; however, the government is seriously engaged in promoting their entry. In 2012 the government commissioned a study, the Montague Report, to examine the obstacles and propose measures for attracting large-scale institutional investment in new homes for private rent. This was a model of investment which is much more prevalent in other countries, and in some niche markets in the UK, like student housing.34 In 2013, a Private Rented Sector task force was established within the Department of Communities and Local Government to enforce some of the proposed measures.35

The rental housing market, though, has not been restructured solely by the presence of corporate landlords. If the housing crisis has been especially acute in New York, London and Barcelona, this is also down to the tourism industry and to a global market of second homes that removes housing units from the long-term rental market.

Buying high-end houses and apartments in global, cultural or tourist cities has become a safe-deposit box for the transnational wealthy elite. It functions as a stable store of value for part of their capital, with great scope for appreciation. Many of these transactions are made via off-shore tax havens, below the radars of national and local governments.36 London, New York and Miami are cities in which this phenomenon is conspicuous. In the last few years, Barcelona has also become a valued target for foreign investors. One of the factors that has contributed to launching Barcelona as a target was Spain’s promotion of the ‘Golden Visa’ as one of its post-crisis recovery measures. Golden Visas are nothing less than the gift of citizenship in exchange for investments in real estate.

Furthermore, in the cases of Barcelona and New York, the popularity of sharing-economy platforms that connect people seeking to let their apartments – or apartment fractions – with people hoping to pay less than hotel rates on their next trip is another element that affects rental housing markets. Airbnb is the most notorious example of such platforms.

Although Airbnb presents itself as a ‘community market’, the company is, in fact, a very profitable start-up. Airbnb’s market price exceeds one billion dollars and the company has not floated its capital on the stock market yet. The maths behind its profitability are very simple: the website charges a 10 per cent commission for each reservation and another 3 per cent commission for processing the payment. The ‘host’ pays these, but the ‘guest’ also pays a 6 to 12 per cent fee for the service. We are talking about a two-sided market that manages to make a profit from both sides. The platform’s appeal is confirmed by its list of investors. They include venture capital companies such as Mighty Capital, Sequoia Capital, Bracket Capital; global financial services firms such as Morgan Stanley and JP Morgan Chase & Co.; banks like Citigroup, and private equity companies such as China Broadband Capital.37

The success of the platform has repercussions not only in the hotel industry, but also on the long-term rental housing market.38 Due to their profitability and to flexible negotiations, Airbnb and copycat platforms have started to list premises that were formerly available on the long-term rental market, converting them into short-term lets for tourists and lodgers.

Once more, the effects of financialisation of rental housing go beyond the restructuring of rental markets, resulting in dispossession and displacement processes that hurt ethnic minorities, the poor and the vulnerable, and also young people. Once more, the financial logic of the operation – the bets and strategies to make sure that revenues from invested capital will increase – trumps city-dwellers’ housing needs.

The creation and expansion of this new frontier of housing financialisation does not proceed without resistance, especially in cities where the upheaval has been particularly intense and where there is a history of organised social movements. The victims of dispossession, together with activists for the right to housing and to the city, are challenged to develop new forms of resistance in order to confront the opacity and abstraction that are intrinsic to the world of finance.39

In New York, resistance originated from a network of community organisations, NGOs and legal advisory groups that had existed since the struggles for adequate housing in the 1960s. Stabilized rent was one of their first conquests. This network was revived in order to confront the city’s urban crisis at end of the 1970s. Rooted in the poorest communities, mainly home to African Americans and Hispanics, they were able to reactivate their capacities for mobilisation and struggle, reinventing strategies as soon as they began to detect the ominous signs of the entrance of private equity funds into the stabilized-rent housing stock in those neighbourhoods.

Local coalitions such as the Association for Neighborhood and Housing Development, along with neighbourhood organisations such as the Northwest Bronx Community and Clergy Coalition, committed to developing a critical narrative about what was going on. They mapped and developed social indicators; they engaged in advocacy, provided legal advice to tenants and designed eye-catching actions with the media.

By all these tactics, they managed to change public opinion in the city about what could be considered ‘predatory equity’. In a positive reaction, the municipality began to intervene in the most egregious cases and has, more recently, started to offer free legal counselling – and other services and measures – to those threatened with eviction.40 On the other hand, when Mayor de Blasio’s administration announced measures touted as extending the offer of rental housing to the poorest – including changes to the zoning laws of whole neighbourhoods, to allow high building potentials and tax exemptions for real-estate developers – even more heated protests ensued.41

In the case of Barcelona, despite the emergence of a new social housing movement in 2005, Plataforma por la vivienda digna [Platform for decent housing], it was only after the outbreak of the financial and mortgage crisis that the tenants’ defence bureau PAH was formed, organising those affected by foreclosures side by side with activists, housing rights campaigners and lawyers. Thanks to its wide-ranging advisory services for victims, information campaigns, proposal of legal bills and direct action – whether to stop evictions or to find shelter for those in urgent need – PAH has amplified its social base and political influence to the point that one of its leaders and founders, Ada Colau, was elected Barcelona’s mayor in 2015.

Besides PAH, several organisations in the districts affected by speculation have come together in a ‘tenants’ union’. Their agenda includes measures to introduce rent control and collective forms of negotiation of those prices, in favour of social housing and for the protection of tenants threatened with eviction.42 Initiatives to de-commodify housing are also springing up. Examples are social cooperatives, community land trusts and squatting of empty housing units. Direct actions like squatting are proposed both as concrete solutions for situations of urgent housing need, and as a tactic for the struggle.

Under pressure from – and committed to – those social movements, Barcelona’s new city government has attempted to promote social housing, adopting measures like the introduction of rent control caps for units renovated using municipal loans. The city has embarked on building a new stock of public housing. It has confronted predatory tourism by controlling the number of housing units rented for short-term periods through online platforms. The municipality is also keeping an eye on accommodation listed on Airbnb and similar platforms that are not registered with the municipality or that violate zoning laws, fining Airbnb and HomeAway directly.43 Given its financial and jurisdictional limitations in this matter, the local government has acted in concert with other cities to influence national housing policies, to reform the rental housing legislation and to abolish the benefits and tax incentives given for real-estate funds, REITs and through Golden Visas.44

Despite the fact that the new housing and urban movements emerging in New York and Barcelona were not able ultimately to reverse those financialisation processes, their practices build a link between the materiality of the victims’ concrete lives – and the privations they are subjected to – and the abstraction of transnational financial flows, advancing towards a more multi-dimensional comprehension of the phenomenon.

At the same time, these struggles have begun to delineate the political confrontation between territories understood as spaces for life and its reproduction and territories understood as playgrounds for finance capital, uprooted and disconnected from human needs and desires. It is this aspect that provides the connecting point between the movements around housing and habitation in contemporary cities around the world.

The scenes that open and close this book, in Astana, Barcelona, Tel Aviv, Manchester, São Paulo and Rio de Janeiro, depict contemporary rebellions in which space is more than the inert setting where battles take place, being itself the object of those battles. We are living in an era of rebellions, and occupations often spring up simultaneously at different points on the planet. The paradox of neoliberal economic globalisation is precisely that it simultaneously weakens and rouses the social forces of resistance.45

The occupation of public space for long periods has been one of the tactics employed. Even in temporary occupations – for the time of a demonstration – the occupied space carries an important symbolism. It is what Charles Tilly calls ‘symbolic geography’: the spaces become loaded with meanings, communicating the message that the movement wants to spread.46 Temporary occupations also represent a type of abrupt hiatus in the cities’ busy motion, bringing to the surface themes previously submerged under the avalanche of day-to-day life.

Longer occupations – as in Tahrir Square (Cairo), Taksim Square (Istanbul), Zuccotti Park (New York) and in empty buildings in São Paulo and other Brazilian cities – also offered the chance to experiment and ‘prefigure’. In other words, to try out forms of organisation, decision-making, self-governance and management of collective life, as well as to institute alternatives today, rehearsing possible futures.47

Traditional forms of political representation, such as parliaments, parties and unions, are being contested and there is a proliferation of groups campaigning for autonomy, or new forms of auto-representation and self-management. Vera Pallamin has commented on the effect of interventions by art collectives with reference to Edifício Prestes Maia – a building in the centre of São Paulo that was occupied in 2002 by members of the São Paulo Centre Homeless Movement (Movimento dos Sem Teto do Centro – MSTC). She affirmed:

Stamped on the urban landscape, [the image] becomes a seal lending substance and amplification to the actions for moral recognition and public subsidies taking place inside. In these terms, we may see how forms of spatialisation and its sensitive interweavings alter the city’s politico-aesthetic fabric.48

Finally, occupations also carry a confrontational dimension. A military occupation is the control of a space and the domination of an insurgent or enemy territory. An occupation carried out by a social movement, on the other hand, means the ‘liberation’ of a space so as to allow ordinary people to appropriate and intervene in it, challenging the authorities’ attempt to exclude them – from a space, a project or a decision. Therefore, it also implies confrontation, but in the opposite sense to that of a police or military occupation.49

Against this radical appropriation of space, repressive technologies impose a militarised management of the spaces. This model invades cities and their urbanistic and housing policies, capturing territories, expelling and colonising spaces and lifestyles. The effects of this colonisation are politico-territorial, creating a new form of metropolitan government. This form has been denominated by some authors as post-political or post-democratic, in which dissent and democratic negotiation are suppressed in the name of efficiency and management technologies.50 It is what Jacques Rancière has called a ‘democratic scandal’: for, despite promising equality and democracy, it produces a form of oligarchy, where political and economic power fuse perfectly.51

Those new forms of governance drive the expansion of the market’s borders through a continuous process of accumulation through spoliation: the capitalisation of space and life. This involved the capture and encirclement of public spaces; the extension of land and housing commodification; or, simply, expulsions.

In Slavoj Žižek’s words, this is the ‘further expansion of the reign of the market, combined with progressive enclosure of public space, diminishing of public services (health, education, culture) and rising authoritarianism’.52 Agamben goes even further when he describes the new forms of government in the metropolis:

we are not facing a process of growth and development of the old city, but the institution of a new paradigm … Undoubtedly one of its main traits is that there is a shift from the model of the polis founded on a centre … an agora, to a new metropolitan spatialisation that is certainly invested in a process of ‘de-politicisation’, which results in a strange zone where it is impossible to decide what is private and what is public.53

The colonisation of urban land and housing by finance is a powerful global process that, even after a crisis such as that in 2008, survives and recreates itself as a hegemonic movement, putting down roots and penetrating into different environments. Housing and urban policies cannot be considered neutral in relation to this process. On the contrary, they actively opt for the creation of material, symbolic and normative conditions that transform lived territories into abstract assets. However, at the margins, in the porosities and fissures of this process, ‘ferments a new hybrid conglomerate of practices, often in the midst of deepening political exclusion and social disempowerment’.54

The outbursts and mass protests are seismic tremors in which the power of this ferment can be glimpsed. However, it is not only on these occasions that urban warfare takes place; it is fought on every front. It exists in every resistance against expulsion and eviction; in every anti-privatisation and anti-homogenisation struggle; in every appropriation of public spaces as spaces of multiplicity and freedom. It exists, thus, in the daily struggle for the right to the city:

It is exactly these practices that urgently require attention, nurturing, recognition, and valorization. They demand their own space; they require the creation of their own material and cultural landscapes, their own emblematic geographies. These are the spaces where the post-political condition is questioned, the political re-treated, and practices of radical democratization experimented with.55

Urban planning and housing policies have been fundamental to the expansion of financialised capitalism. It will take more than imagination to protect these new geographies. Nonetheless, we need to imagine how to break with the idea that the ‘highest and best use’ equals the most profitable one. This logic must shift towards the universalisation of the right to housing and to the city, and towards the ‘communisation’ of urban spaces as the core of planning policies.

We also need a political movement to push against the current depoliticisation of urban governance – the way public–private partnerships are defined and regulated entirely in the private realm.56 This movement must insist on the promotion of citizenship, and the recognition of dissent. Amid the current plethora of social movements and struggles, it remains impossible to agree on the design of a new utopia of political and social organisation – post-capitalist and post-socialist. It is also not yet possible to define a new model of city.

For now, it suffices to know that, in the June Journeys in Brazil, in uprisings against the evictions caused by mega-events (in Cape Town, Tokyo or Rio de Janeiro), in the Platform for People Affected by Mortgages in Spain, in demonstrations against gentrification in the Global North and South, urban struggles are in the ascendant. The Lefebvrian concept of the ‘right to the city’ is definitely alive and kicking in the streets.
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This book is a register of what I saw – and of the reflections I developed – during and immediately after my mandate as the UN Special Rapporteur on Adequate Housing. Thanks to a sabbatical granted by the Faculty of Architecture and Urbanism of the University of São Paulo (FAU-USP), I was able to commit, for a few months, to its writing as an academic career thesis.

A Productivity Grant from the Brazilian National Council for Scientific and Technological Development (CNPq) gave me the resources that allowed me to complete several stages of the research, systematise the information collected during the years of my mandate as a rapporteur and, additionally, support the production of both the thesis and the Brazilian edition of the book.

The rapporteurs’ position is part of the UN Human Rights Council’s (UNHRC) ‘special procedures’. They are in charge of monitoring the implementation of pacts and negotiated resolutions. All rapporteurs are specialists who act independently: they are not subject to the UNHRC nor to any government or multilateral organisation. Their mission is to listen to the voices of those who feel that their rights – in my case, to housing – are being violated and, as much as possible, to strive to understand the circumstances in which this happens in order to dialogue with the country’s government, the UNHRC or the press, expressing their view on each case.
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