Housing Construction for PSD – Checklist of Possible Economic, Policy, Institutional and Reform Process Issues:

The purpose of this checklist is to help developing countries quickly identify the most important issues which might affect the development of the housing construction sector.

The need for such a checklist arose from the fact that the importance of the housing construction sector to PSD is often overlooked by governments and donors alike.  The sector by itself typically accounts for 5% of GDP.  Its performance also directly affects another 5% of the economy (e.g. construction materials).  Housing is also a key driver of standards of living and consumption. Housing construction is also an important source of competitiveness for the tourism sector.  Issues in the sector are often complex and cut across many different institutions at different levels of the government.

Most questions of the checklist should be answerable through basic desk research and a few selected interviews with local best practice developers, potential international investors, and government officials – the most likely information sources are indicated for each section.  The checklist is largely derived from the results of the twelve housing construction sector studies completed by the McKinsey Global Institute around the world (fully and freely available on their website).  A construction specific ICA questionnaire may be developed in the not too distant future.  Suggestions as to how to improve this checklist should be forwarded to Vincent Palmade.

The checklist is organized around the three basic steps of any reform process: diagnostic, solution design, and implementation (see summary diagram below):
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1. Possible Economic Performance Issues in the Housing Construction Sector

This section provides a comprehensive list of the possible economic performance issues which might be found in the housing construction sector.  Identifying these issues will help indicate the most serious policy and institutional issues (listed in the second section) causing them.  

Suggested information sources to answer these questions: sector level analysis (e.g. McKinsey studies) and in-depth expert interviews with local best practice developers (in particular foreign ones) or potential investors. 

· How has the market share of large scale modern developers (e.g. apartment buildings, large-scale single family home programs) evolved over time?  How does it change for different cities and regions?

· How does the operations and productivity level of the large scale modern developers compare to international benchmarks? 

· High profitability levels of developers?
· Excess workers?

· What are the main sources of operational deficiencies between the local best practice and international best practice developers?

· lower scale of operations  

· lower skills of workforce

· inefficient design and lack of modularity

· lack of standardized and prefabricated materials

· poor project management skills

· lack of task specialization 

· lack of equipment and automation, which would be viable given the prevailing labor costs – e.g. wheel barrows, paint spray, bar benders, electric drills, and circular saws 

· less effective supplier relations – lack of special trade

· issues with infrastructure and utility connections 

· How has the market share of informal developers (unregistered and/or tax evading companies) evolved over time?

· To what extent are informal developers linking up with informal suppliers of construction materials?

· What is the share of owner built housing?

· What is the share of housing built in perishable materials – e.g. mud?

· To what extent is there underutilized “prime” land for housing development in the country – e.g. abandoned or obsolete warehouses and buildings in city centers, empty prime waterfront properties, unfinished buildings, vacant lots, slums on prime urban land?

· How do housing land prices (for similar lots in city centers and suburban areas) compare with other countries with similar growth rates and development levels?

· Shallow secondary market? Lack of information on vacancies and prices?  

2. Possible Policy and Institutional Issues Affecting Housing Construction?

This section provides a comprehensive list of possible policy and institutional issues which could lead to the economic performance issues identified in the previous section. 

The suggested information sources to answer these questions include in-depth interview with local best practice developers and interviews with government officials in the relevant policy areas (including local government officials).  In turn we discuss sector specific policy issues, non level playing field/informality issues, land market issues, and other cross-cutting PSD issues.  The first three categories of issues were found to be particularly important in the McKinsey studies.

a) Sector Specific Policy Issues?

· Are there restrictions to FDI in the sector? Can they only operate through joint ventures like in China and the UAE?  Can only operate in certain cities?  

· Are there restrictions against large scale housing development?  

· Are there import restrictions on key materials or machineries?  

· Are there stringent tenant laws and rent controls discouraging investments?

· Are standards on construction materials performance based opposed to mean based? 

· How transparent and fair are government procurements with respect to social housing?  Are social housing programs relying on targeted demand side policies (e.g. vouchers) or supply side programs with problematic governance?

· Are there policy and institutional issues within the supplier industries affecting developers – e.g. licensing restrictions limiting the scale of Indian domestic manufacturers leading to inefficiencies in supplier relations?  

b) Non-Level Playing Field/Informality Issues?

Unequal enforcement of taxes, labor rules, and construction standard regulations were found to be a critical issue affecting the level playing field in most developing countries.  The answer to these questions requires comparative cost analysis which can be obtained through in-depth interviews of formal and informal developers (see chart below):
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· Which developers evade taxes and to what extent?  

· Value added taxes

· Sales taxes

· Profit taxes

· Property taxes

· Labor related taxes – including social security 

· Which developers evade labor rules and to what extent (e.g. reliance on informal labor subcontractors)?

· Minimum wage

· Regulations on temporary work

· Regulations on expatriate workers (a big issue in the Middle East)

· Regulations on hiring and firing

· Which developers rely on substandard construction materials?

c) Land Market Issues?

· Unsecured access to land - e.g. Southern States of India and the Philippines?

· Lack of clear land titles (issues with cadastres, land registries, and/or land rights) 

· Issues with contract enforcement/judiciary system in case of disputes

· Do some developers have unfair access to land – e.g. ex-Soviet developers in Russia and private developers in India?

· Is there a land ceiling act limiting the size of individual land ownership?

· Do zoning restrictions limit the development of suburban housing?

· Is the lack of road infrastructure a constraint on suburban housing?

· Do property tax revenues provide the financial means and incentives for local governments to develop new land for housing construction

· Is the level of red tape causing long delays and high costs in accessing and developing the land (see chart below)?

· Registration and transfer of property rights (see Doing Business indicators) – e.g. stringent documentation and high stamp duty
· Obtaining construction permits

· Obtaining utility connections

· Obtaining business registrations
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d) Other Cross-Cutting PSD Policy and Institutional  Issues?
· Access to finance issues

· Can developers use their land property rights as collaterals?

· Do some developers have privilege access to bank loans?

· Is mortgage financing available at affordable rate? 

· Do housing investors have concerns with the lack of effective contract enforcement?

· Is the education level a constraint to the productivity of the workforce (never found to be the case in the McKinsey studies)?

· Does macro instability adversely affect modern developers?  

· Do corporate governance issues affect the performance of retailers?  It was never found to be the case except for state owned developers (Russia). 

3. Possible reform process issues related to these policy and institutional issues affecting the housing construction sector?

This section lists the common issues and misconceptions associated with housing construction sector reforms.

Suggested sources of information: government officials (Ministry of Housing and Urban planning and local governments), business associations and consumer organizations. 

· Is the government aware of the importance of the housing sector to the economy?  We found that to rarely be the case (Singapore and Dubai are rare exceptions).  

· Has there been a detailed economic performance analysis/benchmarking performed in the sectors?

· Which reforms have been recently completed in the most problematic areas?  

· Does the government have a “strategy” to develop the housing construction sector? Is there effective coordination across the different government levels and agencies dealing with housing construction sector issues?  Is the highest level of government involved in this coordination? 

· Is the government relying on pilots and/or (good practice) special economic zones to learn how to tackle these issues?  See special economic zone checklist.
· Are there laws authorizing the government to “clear up” and develop strategic urban areas? 

· Does the program leverage the experience from international good practices in terms of housing sector reforms?    

· Are the political economy barriers to reforms well enough understood along each key issue and stakeholder – e.g. reform of social housing?

· Are stakeholders effectively managed – e.g. informed, involved, compensated, and/or confronted?

***
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HOUSING CONSTRUCTION  – SUMMARY CHECKLIST

       

           Economic issues

   

                  Reform issues

		 Low and stagnant market share of large scale modern housing developers
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   - Evasion of Taxes 

   - Evasion of labor rules
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		 Land market issues



   - Unsecured land property rights  
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   - Red tape for land development 

   - Property tax issues



		 Other cross-cutting PSD issues



   - Access  to finance (mortgages)

   - Contract enforcement, etc.



		 Housing sector development strategy supported by the  highest level of government?





		 Geographic pilots to test/develop comprehensive solution in priority areas?





		 Experience from relevant international good practices leveraged? 





		Economic benefits of housing sector reform well understood?



		Stakeholders effectively managed?









                 Policy issues 
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ADMINISTRATIVE PROCEDURES IN THE CONSTRUCTION PROCESS - POLAND
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ADVANTAGES OF TAX EVASION IN SINGLE FAMILY 

HOUSING – ARGENTINA

	*	These assumptions are related to the common industry practice of paying the workers a declared income equal to the minimum agreed salary and with the high level of evasion observed in the other taxes

Source:Cámara Argentina de la Construcción; “La Economía Oculta en la Argentina”, Fiel; McKinsey analysis
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Informality allows less efficient competitors to survive, which contributes to high fragmentation and low productivity
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