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estate developeis documented. The main research
issue then 15, what are the peculiarities of reu csiaic
form of housing supply and if rcel cstate form of
housing” delivery bas a prospect mn the Fthiopiun
urban context.

Investigation of real eslate form of housing debvery
in Addis Ababa indicated the presence of various
issues that need attention. Therc is no regulatory
fremework to control operations, the leve] of subsidy
necessary for the sector 1s unregulated, property rights
of real eslate investors and end-users are unclear.
Moreover, real eslate developments cater for the high
income group; its prospects for the middle and low
income  group which make up the majomily of
inhabitants of urban areax are under-Jocwmnented. The
consequences of such situations on the prospect of
real eslate development as a form of housing supply
arc unclear.

Objective, Scope & Methodolopy of the Research

Objective af the study

This research will try to mvestigate the theorctical
and empingal basiz for real estate form of uthun
development, especiadly in the housing sector. [t wall
also deal with the planning approaches, land 1ssies,
and [inancing mechanisms of real estales The mamn
objective of the rescarch is to investigate the
characteristics and contnbution of real estate form of
housing supply to the alleviation of urban housing
problems The paper will focus on the link between
land dehvery and housing dJevelopment, policy
consiraints for real estate development in the housing
sector, and the accessibilily of real estate developed
housing to different income proups.

Scope of the study

The scope of the study 15 limiled to the mivestigation
of modes of housing supply sinee the ¢doption of the
leasehold poliey of land in Ftluopa. Review ol the
leasehold policy witi be the basis for understanding
real estate operations. The empirical study will be
limited to the investigation of the level of
accessibility of land and housig to different inceme
groups, the lund acquisition and mode of developrment
of restdences, the method/s of financing by investors
and clients, and the tripartite, link between the
Government, developers, and clients.

Research outcome and beneficiaries

This research is expected to lughlight problems in
urban lard management and housing development
Based on the analysis of empinical situations, issucs
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relevant for policy opiions will be produced.
Urban lund and housing 1ssues being the concern
of all wban managers and residents alike. a
research  outcome  which  indicates  cnitweal
conditions and proposes means of solving the
problems 15 highly beneficial to all. The findings
of this research will be useful as an wput 10 the
efforts of the Federad Government in its urban
development policy preparation, specifically for
the housing sector and in the formulation of
regulations for real estate developments

Muethad of reseurch

The tocus of this study was Addis Ababa, mainly
beeause other urban centres de not have real
estate Jdeveloped hooses It cannol be claimed
Urat emgnneal investigations in one situation will
hold true tor all other cases, bul as a Capita)
City, Addis Ahaba 15 Lhe lorerunner in the
tornulation of urha development policies in the
country  Therefore, studies that focus at policy
level couid be relevant lor other urbun centres.
This rescarch 13 focused on policy 1ssucs enacted
by the Federal Government, such as leuschold
policy | laxation policy, and Lansius of title.

The case study method was -used in research
desigu, data collection and data analvsis. The
case study method s appropnate for issues that
involve complex relativnships More specifically
the cuse study method 1s uppropriate for research
1ssugs  which  stress on “how”™ and  “why”
qucstions, where behavioural real evenls ‘are not
possible to control, and in situations where the
research deals with contemporary and complex
soclal phepomena whose boundary is not clear
with the conleat under investigation [1].

The mam sowrees of data were the Lease Otfiee,
real estale devclopers and their chients The
sclection of reul estate developinents for the case
study was based on the lovel of operation {must
have an adianced stage of construction and
chients should be known), the size of the estate
(the higger the hetter), and variations in medes
of fineneing the developments. There are only
few agencies operating as real eslate developers
in the housing sector. Dala for the research was
gathered using semi-struetured inlerviews and
were administered by the rescarcher.  The
category  of  inlerviewee  were  real  eslate

.developers.  therr techrnucal  departments, and

chients. Field obscrvation was ulso used as a
method of data collection. General conditions for
reat esle devclopers were evatuated based on
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primary and secondary dala gathercd trom the lund
admimustration office For this studv two real estate
developments were selected and investipated. Avat
Real Estate Development and Habatat New [lower
Homes-Kadiln site. The main metlods of analysis used
in the rescarch were pattermn-matching, triangulation
of information. und comparisen of physteal standards
The empirical dats for this rescarch was gathered
through ficld works that lasted from June to
September 2000 and an update 1n April 2003

Organisation of the paper

The lirst part the paper has already introduced the
vhigetive, seope, Televance and  method ol the
rescarch The temaiming parts are arganised nto fve
parts Part I will deal with theoretical 1ssues about
urban housing in general and specifically about real
estatc developments. It will indicate the pap between
current  knowledge on  the houstng  1ssue and
contemporary urban phenomena m the Ftluopian
context. Part {1 will present developments in the
supply ol housing through rcal estate developers in
Ethiopia by  subdiading  periods of  urban
developments according o lund policy tipes Part 111
deals with case studies of real estate housing
developments 1n Addis Ababa while Part IV deuls
with main hindings and discussion ol results Finatly,
Part V presents a tentative conclusion and a summary
of the mmn points that are relevant tor policy
considerations

PART I - URBAN HOUSING AND REAL
ESTATE DEVELOPMENTS

The housing question 1s central 1in urban planning as it
15 the concemn of all whban residents and it also
accounts for a major parl of urban land uses Due to
its importance the success rate of urban housing has
been suggested to be the test tor the success of land
use planning and urban land policy. lo mention two of
the central 13sues in planming Betore embarking upon
the discussion of a specific fonm of housing supply-
the real estate form of supply, an overview of
developments in the urban housing and land pohey
issucs scems to be appropriate.

Developments of Urban Land and Housing Issues

The link berween Land and housing

The proportion of land used for housing may vary
depending on the level of technology, the culture, and
the availabihity of resources in o soviely ln general

terms housing a5 @ land use covers about 40% of
urban areas n developed countries and  more
than 60% 1n most developing countnies On the
other hand Jand accounts for 300.50%% of the
construction  cost of  dwellings im0 hghly
developed countriet |2, p.2R & 48] The share of
land <ost i housing o urban areas of maost
developing countries 15 much hugher than that of
developed countries. because mest houses are
mere  shelters buidt  through  seltthelp,  thus
invohwe less monetany capitel The land  for
housing  ssue s thus centrdd n houstg,
development but the bk between the two s a
matter tor empineeal study Potter and Llovd-
Faans |3 p 137-X) apth deseribed the hind in the
tollowing munner

the houstng problem is as much about
land owsnershup and aceess to land as 1t s

abuut  housimg  tsell. and whatever
cireumstances,  the role of the State s
fumdamental | ] as thard peint, b s

necessun o recogniise  that the  precise
conliguration of housing tvpe, land market
and lenure system is highly varied and highly
countny speitie’

The wviews shout land for housing and urban
growih are nientwined  The approaches  of
governments mn developing countries o the
1ssues of urban prowth, rural to urban migration
and housing development had passcd through
cycles of hostlily, acceptance and support [4],
bul the manner of handlng cases differed from
nation to nation and even from city to city within
2 nation However, 1 all cases the cenirality of
lund-reluted 1ssues in housing Jevelopment have
been progressiveiy recogrused by most authors
[3, 6. 7] The developments of urban land and
housing 1ssucs  over the vears could be
swrnmansed as follows

1. Pertnd of Indifference; rapd population
growth  through  rura-urbun  migration,
informal means of accommodating the
swplus population. wlerance of the new
urban  dweilers Lo sub-standard  housing
conditions, land allocation by tribal chief,
squalting  and  squalter  settlements,
spontaneous settlerments, Jdensification  of
exising housing areas;, dJduality in urban
structurcs  |Table 1], wban cconomy,
housing and urban development emerged.
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Tuble 1: Bawis for the definition of duality in housing developments

Authunsed/unauthorised,
Prvleged/underprivileged,
Pernanenllemporary,
Planned/unplanned,

YUY YW YUY vww

Dualities Basis for definition
Formal/informal, Economic operations
Legal/illegal. Official law,

Regular/irregular, Planning approach,
Planned/spontanecus, Development phase and planning,
¥ticial/popular Participation in the housing production

Planning and building permit
Pylitics

Physical structure,

Official planning,

Sourees (%]

2 Housing rights period. limiations of the all
inclusive formal/intennal typology recognised
[, 4], differerices in social contracts of settlers
given aitention, efficacy of contravention to
laws that applied to as fow as 3%, or at best
to 0%, of wrban residents was questioned
[13} Govermuent  approsches  ncluded a
combination ot demulition ofsslums, provision
of minimuwm standard subsidised housing to
the few, and pursuing agrunan progiammes to
keep people in rural arcas [3].

3 Selfthelp approach and  territorial  issues
period: Recognition of the centrality of land
Issucs 1o housmg, pranting ol skcure lenure
thought 10 mobilise own resources, provision
of siles and seniees, [ormalising existing
informal  seutlements, provision of financial
loan, successive invasion of low  income
setlements by the middle income group (down
raiding process), do-1i-vourself upproach as a
means o aveiding  mvolvement by
governments [11]

4. Commerciahisotion of land and  housing:
regularisation, provision  of  services and
securtty of tenure to mformal sedtlements, and
self~help approaches mitated land markets,
LOVEITULICTLs promoted integrated
development projects that were  affordable,
designed o recover ¢osts, consolidation of
tand dealess i the hands ol big operators
(Anancial  institulions,  major  Jandowners,
mternational  corporale bodies, rteal estate
developersy thereby lLimiting access to the
pour. Howeser, the pap between the big actors
and the majority who were not catered for did
create small but many land apents [12]. Neo-
liberal approaches necessituted povernments to
prvalise publicly held assets including land,
emphasis on derepulation wnd promotiont of an
enabling environment {13].
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5. Enabling approach: It 1 simuar in very many
ways but not synonymous to the
commodification of goods and  services
advocated by Lhe nco-liberal ideology, in
tecognition to the fallurg of government
planning empowerment of communities
adwocated, proprammes were required 1o be
settlement-wide;, Government's responsibilities
were required to be limited to facilitating
operations and mtervening in areas where the
private sector is unable to provide profitably
{14, p.337-39] Community-based self-help
groups were recommended to be the planning
a.ndhimplementlng agencies, thereby calling for
a “new division of responsibilities between
governmental apgencies and community-based
sell-help group™ [10, p.197).

Land Tenure Systems and Ambiguities about
Land as Property

Land 1s a basic resource to construct shelter and as
a base for living. Viewed in this way il is the right
of cvery citizen to have & base on the nature-given
terra fimma, Various cultures holéd ‘the view that
land is natural so 1t should be eccessible to all. The
basic concept of land that it was natural and man
held it as a trustee o “God” was chellenged by
John Locke in the 17th century. He claimed that
man 1s entitled to annex something as a property
which his labour has created. Thus if land is
improved, it maybe rightfully claimed to be private.
Morc importantly, Locke believed thet <laiming
land privately “does not lessen but increase the
common stock of mankind™ [15]. But this has been
challenged since the advent of rapid urbanisation as
a result of the lunitalions Lhat private land
ownership had posed on the public interest.
Invesiment tn the improvement of land apd Lhe
social networks created to regulote rights “may”
trinsform land to a “property”. According to Payne

[7.p:3]
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“Land tenure can be defined as the mode by
which land 15 held or owned, or the set of
relationships ameng people concernng the use
of land and 1its product. Property nghts can
simatarly be defined as a recogrmused mterest in
land or property vested m an indnvidual gr
group and can apply scparatcly to land or
development en 1t Rights wmay coser, infer aliq,
access, usc, development or transter and, as
such, exist m parallel with ownership”

The hterature on urban land and its rule in the
development of bousing 15 extensive, the relevant
issues for the present case are how land s held
{owned;, nghls 1o use and io lransier land. 1e
about land tenure and property rights Vanous
tenure systems co-exist i cach coumiry. though
few are recognised by (e “official imw ' Iven
within the “official law” there cannot be just one
“land policy”, but ditlerent sets of polivies on lana
issues. According to Darnmn-Drabkan {2, p. 186} land
policy measurcs (hat mfluence pnvate decisions on
land use could “be categorised 1ntv hrce groups,
namely 1, legal measures, 1, taxation methods;
and 3) direct action by public authcritie s

Ihe fegal measures include the power to plan (Le
10 fix land use type), manner of subdivision, phases
of development, and the power (o expropriate. The
taxarion methads invelve fixing types and rates of
lax on land and property. while the direct public
action deals wath methods of public aequisition of
land, the development of infrastucture, and the
dllocation of developable land to indisaduals In all
the three measures outhned above the manner of
holding and the rights of the holder play a key role.
These land policy measures will not be effectise in
situations where lhe lega! system does not
encompass the major put of the urban sysiem, a
typical case in developing vountries as most urban
areas informal. Thus types of tenure and the roles
Lhey piay in providing access to land for housing in
.developing countries 15 une of the central 1s5ues in
lard and housing studies.

Urbaruzation poses several problems, not least,
social interactions change to anonymity, access 1o
land, nature and housing are also curtatled
Different generauons used varying methods (o
solye thewr urban problems. Social transformation
through changes in ownership and handling
problems through urban planmng were practiced
subsequently. In the late Twentieth Century
market-based approaches becamne the principal
means to handie the problems of accessibility of

goods and services [16]. The commerciahsahon of
land and wban deveiopment through real estate
development are manifestalions of features ol the
market-based approcches to urban development
Jowever, to be effective, real estate development
requires  precondutions  {Generally  dominant
development paradipms tnfluence policies of must
countrres, but it s only n few situations that
condittons  beeomi.  apprepriate for a4 general
development  approach to be  sistuinable. The
aperation of real estate development i the housing
sector 1 most developing countnies lacks the
necessary peniet frameworks o function properly,
The characiensticy of rewl estate developments and
the necessary  puolicy  Irameworks  are hoefly
reviewed on the nest sochon

Characteristics of Reul Estate Developments
Land issuex in real estate development

Real estate 18 land 11 1ls developed form. Raw land
that 15 ol put to use of amy Kind-has no value but 1t
15 a resource waly laient use value. Land 1noits
developed funmn 15 a commadits that has distinet
characteristics Tom land s a fesource. As a
resource, land provides hasie goods and seriees,
such as minerals and vegetation [t 1s also a capital
good which can supply other poods and services
over a period of Uine ¢such as housinp, roads,
recreation) land has te be transformed so that U s
in a produciive form. hence useable land is fometed
m supply  Another ven nnportant charactenstic of
real estate is the netore of externalivies in land
developmen' In land development all costs and
benefits cunnmor be mtemalised, there are costs
which have to be bume by naghbours or sotiety at
large, and benefits that acerue to free riders R 1s
the cxternniitics issue that prowides lepitimacy to
governments to control land uses und to levy
dificrent tuxes from property. Society's welfare is
al ity greatest when avmlahle resources are
allocated etficiently. s will b possible only
when users uf resources bear all costs related 1o the
production of the goods und services. Externalities
are one of the crucial wssues in urban development

Real estate commeditics ere created through a
process of land conversion {rom onc usc to the
other. The conversion could be from agricuiture to
wban use o from une catepory of urban use to
another. Conversion, thus involves development or
redevelopment of land or land use It is the rent gap
between (he potential of a land at a lecation and the
existing use lhat prothpts conversion of land use
Land 1ent i3 & theoretical field that has atlracted
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Finarncing real estate developments

Feal estate development 15 an cxpensive activity, in
most casecs it requires borrowing funds. In some
countries there is tax advantape lor borrowers to
finance home ownership; especially for first time
homeowners. In such cases tax rebates are
mmportant aspects of rcal estate development.
Similar to any loan, morigage debts for real estate
developments could be paid in any of the followiug
mechanisms:

1. level-payment mortgage (repayment is equally
distributed over whole period),

2. graduated pavment norigage (repayment is
low at the starl and incrcases and incrcases
over Lhe life of the contract), or

3 vanable paymen! morlgage s(repayment varies
according to interest rate).

In most standard mortgage loan contracts, the raie
of interest on the balance over lhe life of Lhe
contract is generally fixed. This condition has
serious tmplications for [inancial institutions when
lhe loan period is considerably long as in real cstate
finance Consider the case where interest rates have
fallen. The borrower will likely borrow more and
repay his former debl, even il repaymentl penally
exists, On the other hand, if interest rates increase,
the lender canmot increasc the rale, hence the
borrower has still an advantape. Faced with such
dilemma some governments have authorised
adfustable rate mortgages (ARM) over the unpaid
portion of the debt. In other cases lenders enter into
contracl to share the appreciation from real eslalc
property {shared appreciation morigage).

Real estate developers could start their operation by
acquiring raw land or may buy an already serviced
land from landlords. Depending on the situation,
the cost of development may include land cost,
land development cost (surveying, preparation of
_subdivisien plen, approval, servicing), actual
building construction cost, disposal costs (broker
fee), and cost of borrowed money. It follows from
this that Lhe existenee of an efficient loan [inance
system 1s eritical for real estate developments.

Taxes on property

The types and rates of taxes levied on property
uffect real estate operations. Income from real
property mavbe be eamed in Lhe form of rent, sale,
or using it. Incomes maybe categorised as ordinary
income and gains income. In most countries, for tax

purposes, carhed  compensabion,  investment
income, and income ecamed from most business
activitics are classified as .ordinary  income.
Normally a progressive tax structure 1s applied to
ordinary income, however, deducthions {rom
income and lax rates differ trom country to
country, Some countries make differenves on the
tax rate and allowable deductions on the basis of
marital status of houschold heads, and the number
of non-earming household members. First time
homebuyers maybe rclieved from paymg tax for an
amount of incomec used fto pay interest on
mortgage. For tux purposes there could be only one
property to be used as primary residence

When an asset 15 sold tor an umount that exceeds
the adjusicd hasis plus selling costs, a taxable gain
extsts. The adjusted basis of properly is its cost
plus any additton, less depreciation or deduction in
value from other losses. Ditferent condittons are
applied for tax purposes on capital pains and losses.
Certain portion of a capital gatn 15 exempt Fom tax
if a property is held for more thun a specified
period.“For example, in the USA, a property held
for more than one year, 60% of the capital gains 1s
exempted ffom tax while the remaining 40% is
taxed at a rate applied to ordinary income

For tax purposes, real estales arc categorised mto
four: persoral-use property, investmenmt property,
dealer's inventory, and property used m trade or
husiness. The first two calegories arc capilal assets
lhat may produce capital gains or losses when sold.
The last two categories Yepresent business property
where pains and losses during their sale are treated
as ordinary -income or loss. Personal-use property
cncompasses all residential housing that do not
produce mcome private homes. condominiums,
and ceoperative houscs Such properties pay Jocal
property laxes and maybe interest arising from debt
for the construction of the groperty However, if a
personal-use property is rented, tax may be levied
on the rental income. An investment - property
represents net leases of undeveloped land {or long
time or developed property (rentng a building)
where the owner detives 4 guaranteed income with
no responsibility for running costs

Dealer’s inventory includes property bought and
held temporanly for sale. Gains from brokerage
operations, the marketing of improved land end
property, Lhe development of houses for sale are
lreated as ordinary inceme by most countries Tax
on such incomes is simslar to ordinary income.
Property used in trade and husiness is considered

" Journal 0f EEA, Vol 21, 2004
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an income producing property. In the calculation of
taxable income, depreciation of properly, interest
on mortgage, and operating expenses are taken into
sccount, In lhe case of depreciation, countries
decide Lhe life cxpeclancy of buildings and assign
rates for lhe designated period. However, it is usual
to have high mates for the carly vears and lower
rates for he later years.

It could be observed that types and rates of laxes on
real properties affect the operation of developers. If
the different types of property uscs are not well
regulated through 1ax lhere is a possibility that
business operation in a couniry could have
differential advantages that are not desired. A fair
and just system should provide an evén ground (or
all business activities without prejudipe to policies
for chennelling subsidies to the necdy. The
propenty tax syslemn in Ethiopia 13 flawed in many
ways, as will be shown in Part 2.

Problems and Questions at Issue

From the f{orepoing revicw of theoretical and
empirical sitwations of real eslale developments
several crilical issues remain unanswered. Real
estate property is as mugh about land as it 1s about
general urban economics. The demand and supply
relationship in land for development and Lhe value
of property nghts in an individual parcel of land are
complex. The situalion becomes even more
indeterminate when land is under public ownership.
The issue for research then becomes how allecation
of land for diffcrent use vlasses, and pagticularly for
housing, affects-the performance of reul estate
developers. The clusters of 1ssues along Lhis line of
inquury include:

1. WHat were the policics for land zllocation to
varions os¢ classes {espceially housing), and

how did they alfeet the accessibility of land for

different income groups?

2. What were the different mechanisms by which
land and housing were developed”

(¥

How and what did development planning and
control policies contribute to the operation of
real estate developments? Specifically, on
what basis were decisions passcd regarding
location, size, subdivisioo standards, wnd
timing of develcpments und what were the
effects of such policies on the performance of
real estate developers?
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4. What are the mechanisms used by rcal estate
developers to finance developments? Which
SOCIO-eCONOMIC groups get access to real estate
developments?

Other cluster of issues rclale Lo the price of real
estates, methods of financing developments and Lhe
transfer of properly rights. In olher forms of
housing lhe land pnee component is high as the
housc itself could be built progressively through
the use of personal lahoor and without cost of
money (use of non-borrowed funds). Real estate
development 1s a busincss activity, hence land is
acquired against the payment -of lease fee
Moreaver, residences maybe developed [or sale or
rent. The issues related to rental arrangemcnts
could be the affordability of real estale developed
houses whereas those that ure developed for sale
post additional legal and fnancial issues related
with transfer of titles, The issues for research are
then:

1. To what extent does land cost affect the price
of real estate developed houscs?

2. How arc real cstate developments financed and
marketed 1n Ethiopia?

3. What are the preblems faced during Lhe
transfer of titles?

4. Is real estatc development m the housing
sector a viable economic activity with the
current urban economic policies (land policy,
taxation policy, title transfer policy, cte)?

5. What is tic prospect of accessing real estate
form of housing supply to low income
househaolds?

The following scctions will elaborate on the
different issues based on critical asscssment of
Federal and regional policy documents and
empirical data.

PART [{ - REAL ESTATE FORMS OF
HOUSING SUPPLY IN ETHIOP1A

Real esiate  development 15 linked wilh
specialisation; that a person or a firm develops land
and property for salc or rent. As shown earlier, real
estate development is intrinsically linked with land,
hence the mode of land ownership affects its
cperation. The issue of speciahisation places real
estate development as an urban activity, Therefore,
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the history of real estate development in Ethiopa is
rclated  with urbanisaiion and wban  land
ownership. In Ethiopia, urbanisation 1s basicall at
subsistenice  level, 1e. similar to rural areas,
everyone produces spaces for his own need, that no
(ar linle) finance 15 involved, and property rights
are simple social contracts that guarantee use rights
without a representation. Simple socia] contacts
could oblige a property holder to respect the rights
of others in return for a similar right cver onc’s
property. . However, in modern society properly
rights have standard representations thal enable
owners to rade in whole or pans of the rights [ 8]

In fact, the unplarmed growth of most urhan areas
is a reflection of the state. of real eslate
developments 1 Ethiopia  Real ~ estate
developments, especially those that are developed
for sale, require formal operations. The prevalence
of informal developments shows the low level of
development of real estate fonn urban growth On
the basis of the mode of land ownership, real csiate
developments in Flhiopia could be categorised into
three periods:

ay Private landownership (pre-1975 period)

b) Public ownership wth usufruct right only
(1975-93), and

¢} Public ownership with leusehold rights {post-
1991).

Private Land Ownership Period (pre-1973
period)

During the private landownership period, most
landtords sold percels of land for individuals who
wanted to build houses. The producers of built up
space were mostly the occupiers, this is stilt the
case in most urban cenlres in Lhe counlry,
especially for housing. Where space {or rent was
produced, (he developers were mostly the landlords
Lhemnselves. Except for the few modern buildings in
central areas ol cities, landlord-devcloped estates
had neither planning permission nor building
permits. In most cases the development of
traditiona! chicka houses was done wilhoul bank
loan. The positive aspects of this mode of
development were (he ability of 'the system to
utilise traditional means of mobilising project
finance and 1he high accessibility of renlal houses
1o residents. However, this manner of development
has had drawbacks:

e the dewelopments lacked  planiung  and
buildmg permission, henee posed dilfieudiies
for urban manapchient,

e« houses were below stndard in teoms of size
SPACE Qrpanisallorn. ennstructivg, and
ifrastructure, hence, pose health and salety
hazards,

»  promoted rental housing, subscquently rmsing
urben maintenanve mohlterms ailer they were
nationalised,

e maunlaned monopoly on fad and real estate
n the hands of very tew landlords. henee
slowed the tansition of the economie order to
4 modern system

In other cases lew mduvlaals jeased o bought
land and developed thenr own residences. The maim
developers of housing durmp this penod  were
lundlords and indrvdoals for thewr own use

Puhlic Land Ownevship with Usufruct Rights
Only (1975-93)

[unng this period land was centrully allocated o
individuals  and  mstitutions (privale  and
government) for own use only (Proc.No.47/1975).
The main developers of estates for uses other than
hpusing  were  the  (Govermment,  parastatal
institutions and public associations. In the housing
seclor, the developers of new estates could be
culegortsed 1nto eight as shown in Table 3.

The first three producers of housing hsted above
accounied for necarly 99% of new housing
developments in Addis Ababa.  According 1o
MWUD {19] the share of new housing production
in Addis Ababa wus 47 7% cooperabves, 31 2%
individuals, apd 21% Agpgency for Rental Housing
Admimstration.  [he share ol indibviduals  and
housing cooperativies was high i other urban
cemtres.

Public ewnership of land did enable urban centres
to plan their developments but Lhe imitations in the
allocution  of land  have curbed  growlh
Transfprmation of uses maybe a natural outgrowth
of urban change but the hmutation on land supply
and the ban on rcal estale developmenl as an
economic activity are observed 1o have accelerated
the converston uf houses to other use classes and
the supply of prnvate rental hovse in contravention
to the law According  lo one  study,  these

Journal of EEA, Vol. 21, 2004
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Table 3+ Iyvpology of housing developers during 1975-93 period

Housing assoviationg

Individuals.

Central  Government ¢ Agency
Housing Administration- ARHAD

A S

for

Rental

4. Municipalities and kebeles (low cost houses)

l 5. Parastalal instituticns (temp accommodat

100

6. Intermational NGOs (upgrading and
minor redevelopment works)

7 Informal’ settlers (developers of chereka
hait) at urban fringes,

8 3Squatter settlers (urban fringe) _and
pavement dwellers (city centres)

Source: Fieldwork 2000 and | %]

transtormations were mainly informal, but they
constutuled real estate developments for the period
[20].  According to the Addis Ababa City
Governument [21] by P97 a total of about 113, (00
residences were comverted to busingss functions m
Addis Ababa. Lixeept dilerenecs i magnilude,
conversion of residences to other use classes was
COMmMon m most wban céneres in the country as
simular polices of land allocation werg applied

Public Ownership of Lund with Leasehold
Rights (post-1993) Period

There are ambiguities i the way ownership of land
is stated in the dillerent proclamations since the
naticnalisation of land tn 1975 Land was declared
to be “a collective property™ in Proe Nu 31/1975,
“state property” 1n Proe.No 1/1987. and “common
property and the property of Stute and the people”
in Proc No. [/1995 Leaving aside the ramifications
on properly nights, the different laws Iimted the
nghts of individuals on land to usufruet only [22]
However, this was not made explicit prior to the
1993 proclamation  Proc No 8041993 that
introduced a leaschold policy for urban land.

Unlike the prenious socialist povernment, the
national investment policy of the Federal
Government of Ethiopia cncouraged the prvate
sector 1o have an active role i the national
economy {Proc. Ne .37/ 1996 Consequently there
is more demand for operating space. In fact when
the socialist governmen! introduced the mixed
eponomic principle in ihe late 19R%0s there was
alrcady a surge of request for land. The urban
spolicies pursued to implement the hberalisation
poliey in the last days of the Derg Government and
the policies since the takeover n 1991 have net
succeeded 1n delivering servieed land as required
One of the effects of this dispunty between the
liberalisation of the ceonomy and the land delivery
policics is the womversion of existing properties
informally to business places and the informal
development of land at the uban fringe at a higher
rate. Main Federal policies and policies of the City
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of Addis Ababa which have had effects on urban
development are analysed next

Generql development policies

The Govemment of Ethiopia adopted a structural
adjustment programme in 1991 Accordingly
policies that were significantly different from the
previous govermment regarding overall
development  strategy, and particularly urban
development, were enacted These include,
admimstrative restructuring favouring
decentralisation, trade liberalisation, monetary and
financial regulalions based on market-led economic
principles,, and encouragements to the private
sector. The effects of these policies an urban
development in general and on housing in
particular are far reaching,

In keeping with the deceniralisation policy, Addis
Absba was given regional status and became
Region {4 Adpvinistration. lls onginal nhme was
reinstated in 1997 when the Federal Government
granted it a Charler (Proc. No.8741997). The 1997
Charter was revised and the administrative link
with the Federal Government was revisited in 2002,
{Proc. No 311/2002) The 1997 Charler of Addis
Ababs repenled its previous posilion ag a regional
governunent, but the City retained administrative
autonomy over most of its affairs including
planning and execution of develppment projects.
The mmmediate legal clfect of the decentralisation
policy and the creation of mutonomous regional
stales was the making of Addis Ababa a besieged
island  with limited possibility of physical
expansion. This situation has not curbed (he
expansion of the City until now. However, a pew
phenomenon of urban expansion is observed at the
urban fringe of the City.

The development of edge cities that ere highly
linked to Addis Ababa but do nol fall under its
junsdiction are becoming a reality. For example,
Ropack Real Estate is developing & small township
{about 1,500 houses that could accommiodate aboul
7,500 population) in Lege Taffo arer North-zast of
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Table 4: Comparison of developments in the Federal Urban Land Leasehold Policies

Criteria _J

Proc. No 80/1993

Proc.No 272/2002

Leasc rate and
provistons for
housing tender only

Minimum rate of rent (o be set
-Actual tate to be determined by public

-For low cost housing lowest raje
-For higher cost- similar to other uses

-Rate of lease to be determined by Cily
administrations or Regional Governments

-No minimum lease rate

Regional or eity Government can permil fand up

to nil lease payment

Land allocation: -Public tendering only

-Public tendering (mimmum rate to be set)

-Negotiation {minimum rate to be set)

-For housing- to be regulated by City or
Regional Governments

Launching of

construction Regional Governments

-Period to be regulated by City or

-Period to be regulated by City or Regional
Govermunents {the same)

(race period for

Not specified
completion of dev’t '

-Period 10 be repulated by City or Regional
Governments

Size of land holding | Not regulated

Naot regulated

Scope of application | -All new developments
of the policy

-lixisting possession upon iransler of
title in ways other than inheritance

-All urban land under the rent system and
leaschold system,

-For lands not 1n the leaschold system peried of
transfer to leusehold to be decided by City or
Regional Governments

Title transfers and | -Lessée can transfer right;

held through lease

mcome  from land | -Can morigage the holding, or collect
incotne for up to the lease rent only

-Lessee can transfer right for the peried the
lease 15 valid .

-Can mortpape the holding,

-Ineome from transfer of right has no limitations

|
I Lease period
type of use class

| centre from 50-99 years

iR

-Bused on level of urban centre and
-Period tixed for each level of urban

-Housing-personal=99, leasable=60)

-Category of towns limited (o Addis Ababa
level and others only

-Usc classes for AL A level from 50-99 years,

others from 70-99 years

-housing. personal and leasable=99 years

Source: Federal Proelamations No. BO/1993 & No.272/2002.

the minimum. taxable annual income was raised to
Birr 1,800 and the maximum rate was [xed at 35%.
Allowable expenses are deducted in the
computation of laxable income {rom building rent.
However, the repulation does not allow for
varialions on the basis of function of the building
nor the overall ineome of houscholds.

Urban land rent

Most wrban areas in Ethiopia are administered
through the urban land rent system, not through
leasehold system. Proclamation No.80/1975 and its
amendment Proc.No.161/1979 provided the basis
for fixing urban land rent and housc tax.
Accordingly, urban centres were classified inte
four categories with Lhree grades cach and land
rents deereased progressively from higher to lower
grades Currently the urban grading regulation is
under review.
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For example, in Oromiye Regional State the
leasehold policy applies to only eleven urban
centres. Ewven within these wurban centres (he
proportion of property under the leasehold syslem
of land is very low. Unlike urban house tax, which
15 caleulated according to tts annual rental value,
land tent s adminisuratively (ixed. According 1o a
senior planning officer in the Oromiya Regional
Office for Urban Dewvelopment Affairs, land rent
was fixed by considering market value. The market
value of land is considerably higher than the
previous land rent; hence the mimmum rate was
[ixed at about [our times the minimum rate [ixed in
ProcNo.163/1979. Furthermore, except for
terminology (leasce or rent), the revenue from land
in most urban eentres of Oromiya that have similar

* category dnd grade has been evened qut.

In the case of Addis Ababa, the rate of urban land
rent is based on the Cherters of the City
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Proc No 8771997 and * Proe No311/2002% is
development  plan, the leasehold  puliey
(Reg No 3/1993  and  Rep No 29/2002), and
regulations for the lixing of land rent {Regulation
No. /1994y, According 1o these regulations land
within the boundary of the City is categonsed 1nto
four 7Zones and each zone 15 sub-divided into three
grades cach The rate of rent s based on the type of
funclion {commerce, industry, or houstng), and the
zone and grade of land. In the case of housing, the
size of land holding 1s also considercd to fix the
rate of rent.

The acls at Federa] and regional levels provide
mcentives lor housing trrespective of household
mcome. The problem with universal prowvision of
subsidy is that 1t diminishes the capacity to assist
househalds who really nced help

Capital gains tax

in the 1990s, the Caputal Gains Tax regulaiion
{Proc No.108/1994) 1equired the payment of tax on

caprtal gains from the sale of shares, bonds and -

buildings. The buyer was supposed to pay %% as
duties for transter of property and the seller 30% as
Capital Gains Tax of the lotal sale value of
properties. This segulation provided possibility to
legally transfer property. but the high rate of tax
was a deterrent for private investors, espectally 10
the housing sector [24]. Thus policy was repealed as
ol' 2002 through Proc. No.286/2002. The revised
proclamation simplified taxable incomes. One of
the improvements was (he tax exemplion from
guns oblained from the transfer of buildings held
for residence. All incomes, tegardless of means of
securing the incomne, were lreated 1n the same
manner.

Land Allocation and Housing Development
Modalities

The main actors in the housing development sector
in the 1990s were individuals and cooperatrves for
own occupation, and real estate developers The
government tried to avoid a cooperative system of
‘housing development in the imtial years of its
period, but this was reversed soon because there
were several housing cooperatives waiting for land
allocation However, cooperatives were required to
get reorganised in line with new requirements, such
us deposits in blocked account. As a result most
cooperatives had to ¢hange more than 50% of their
previous members &, p 380}, The main policy for
lund allocation being the leasehold policy, Lhe
policy of Addis Ababa and that of the largest

regional state. Oromiva National Kegional State,
are critlcally reviewed below

Leaschold policy of 4ddis Ababa and Oromiya

Pursuant t the national law on lease holding of
urban iand, the Addis Ababa Administration and
the Oromiya Natiopal Regional Stale enacted their
own laws on lease holding of urban land
{Regulation Mo 371994 for AA. and
RegNo 11995 for Oromiva). These regulations
were anended in 2002 (Rep.No 29/2002 for AA
and RegNo.1/1995 for Oromiya, Amended). The
provisions which have diredt beaning on real estate
housmg developments are rate of lease, lease
perind,  launching and  completion lUme of
development, size of holding, and Lransfer of rights.
Investigations showed that lease rate for real estate
housing development does not differ from other
forms of nvestment. However, there are hidden
subsidies n Lhe form of warved payments for parts
of estate holdings The requirements for launching
time and project completion pericd are also
ambiyguous for real estate developments of large
sizes  The prowisions of Lhese regulations are
compared in Table 3.

In the case of Addis Ababa, there was no clear
directive for the implementation of the 1994
leasehold policy However, as parl of the reform
process, a directive was prepered in 2002 to guide
the implementation of land development. "Directive
Nu 272102 provided detail implementation norms;
1t has clanfied land development and allocation
issues that were vague both for (he Iland
administration office and the public at large.

Modes of urbdn land delivery

The mam requircments for eligibility to get land for
housing in the leasehold pemod have similarities
wilth the previous socialist peniod However,
additional requirements were also added, mainly
deposit of money bolth for individual and
cuoperutive form of housing developments. In the
framewark of public ownership of land under the
Derg regume, there are three main ways of
dequinng wban iand for housing. The first way is
tc formally apply for land to the City Government
on individual basis or through housing
cooperatives, The second option is to buy land
disguised as house sale from individuals who hold
land légally or semi-legally in already developed
aregs. ‘The third option is to illegally squat or buy
land from persons who have no legal rights to sell
land. lhis last option is pracliced at the urban
fringe both within the boundary of the €ity and its
=“mmediate surroundings.
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Table 5: Comparison of Leasehold Policies of Addis Ababa & Oromiya National Regiona] Siate
Criteria RegNo.3/94 A A, Reg.No.29/2004 A.A. QOromtys Reg. No.1/2002
Fixing Jease Not explicit, but rmnimum rate -Minmum lease rate to | -Minimum rate defined based
mte existed, be fixed by the on land rent, house lax &
- Lease rale to be set by public adminisiration, cost of infrastructure,
tender -Lease rate 10 be set by -Public tender for city centre
public tender, land,
Subsidy for Lease rate for 73-175 m°=0.50 | -Lease rate for 105-175 | -Up to 200 m’ through rent
housing cents/year/ m’ m?=0,50 cents/year’ m’ | system,
-Below 73 m? free, above 175 “Above 175 m’ by tender | -Above 200 m? leasehold
. m’ by tender
Land allocaticn { - Auetion, -Auction, -Auction
mechanisms | - Negotiation -Negotiation -Atlocation
- - Allocation, -Allocation/ or awardin, -Lot system for housing
Period for - 6 months for hoystng 18 months for housing; One year for all classes of
launching. “(individuals and cooperatives}, and 18-30 months for all | uses
construction " 18 months for investors other class of uses
Grace peried Not specified No limitation for Not specified
for completion hbusing,
of project | - 2-5*years for investors
Size of holding | Fixed for housing with minimum | -Fixed for housing with | Fixed for housing in rental
in m? lease rate (73-175 m%) minimum lease rate administration (200 m?),
- No maximum for other uses No maximum for other No maximum for other uses
.| uses
Scope f - Commeroial establishments on | -All new developments Urban centre of Level one
application existing possessions -Existing possessions and two onty,
- ‘New developments upon redevel opment -Commercialsnoldings not
- Existing possessions by -Existing possession covered by rent,
application for transfer to | upon request for -New developments
leasehold system, transfer to leasehold, -Existing possessions by
- Or when they request for -Request for expansion application for transfer to
expansion (on part or whole of leasehold system, or when
existing holding) they request for expansion
Title transfer - Transfer allowdd but nghts for | -Conditions for eslates -Land title and possession
real eslates developed for sale developed for sale not right over house clarified for
not clear, clear real estate housing
- Capital gains tex + 10% development
required

Sources: Reg.No.2 & 3/94, Reg.No.29/2002 for A A. and Consolidated Reg.No.1/19955 for Oromiya

acquisitton for housing seem to be
straightforward but in practice getting land
formally has proved to be difficult. The main
cause for this situation is the scarcity of
developed iand commensurate with the need.
The lack of infrastructure in areas where land
was delivered for development has also delayed
effective occupation of the areas. Real estate
form of housing supply is partly a response to
this protracted process of land delivery and
housing development. '

In the formal system, there are thre¢ ways of land
delivery for new requests from the City Government:
normal lease, lease-grant and lease-by-administrative
fiat [25, p.B9]. The first option refers mainly to
delivery of land through auction or negotiation for
investment activities, The second alternative covers
those sectors of the economy (hat the Government
intends o promoie, such as, low cost housing, and
social services. The third kind refers to the special
power of the Executive Council. of the City
Government to transfer nghts on land to ndividuals
honoured by the administration for various merits.
The requirements and procedures for formal land
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houses category is 80 m’. The special houses were
planned to be built on request; size of plots and house
types were not defined, The low cast fype was not
really that low on cost. The term us used by Avyat
simply implies the construction would not be
complete: no sie work will be done and no service
quarter will be built by the developer. The plot sizes
for this house type range from 105 to 250 m® The
minimum size of a house on such plots is 25 m”.

The composition of houses was typically Addis
Ababa style; there are two blocks-the main house and
a service quarler. Concrete frame structure and an in-
fill of either concrete block or brick was uscd in Lhe
construction. None of Lhe houses were atlached to
each other (even those called low cost houses) The
main * building materials --used for facades were
concrete blocks and red brick; in some caeses
decorative stone was used ncar lhe entrance. A front
garden was provided in most cases. The development
does not have 8 general water-borne sewage disposal
system;, each house has its own septic tank located tn
the front garden. Front fences are composed of stone
work, ooncrefe block wall and iron works Boundanes
between plots have concrete block wull of up to two
metres The heipht and design of the front fence
complies wilth the City’s planning standard. Ayat
claimed (o have made continuous consultalions with
prospective homeowners about having similar fence
designs. The ome-time and onc-developer mode of
developmeni has produced a clear roud network and a
unified streetscape. Each block is developed with only
one housc type. The development of bouses of similar
design for a full lenglh of a block is rare in Addis
Ababa.

Modalities of housing development

Avat started as a rcal cstate developer, bul analysis of
s operatfons showed (hat it was mainly a
management cousultant rather (han & developer
Clients choose a plot size, location, and house type.
They also choose the method of payment from one of
two options: 1} cash, or 2) mortgage. The cash
method of payment was amrenged in such 2 way that
clients pay in instalments proportional to the progress
of the coustruction. At completion of Lhe house the
client must haw paid all costs. In the mortgage
system the client was required to pay 60% of the
construction cost at the beginning end the remaining
40% with mnterest over up to thirty years period.
Currently the morigage form of housing development
was not operational. There are also houscs which
Ayat intends fo devclop wilh its own capilal, and sell
them either for cash or mortgage; but these houses
represent a very small part of the development.

The developer was working mainly with clicnts®
capilal; the clients seem to be shareholders and
lhe developer simply a management consultant.
The fnll-costcash-payee proup could have laken
land from thc Lease Olfice and employed a
contractor. The mortgagers could have borrowed
money had there been aceess to housing finance.
The logical conclusion from this analysis would
be that potential home builders were obliged to
resort 10 such expensive options mainly due io
the obscurity and the welficiency of the land
delivery system and the non-responsive financial
syslem in Lhe country,

During the 1997-2004 period the construction of
houses was camied out both by Aval
Construction Bripade and labour contractors.
There was no third party lo cheek the quality of
construction; the lechnical department of the
City Government had no capacity to, control
compliance to-approved plans. As a result chients
had to accept what was on offer. But by 2000
Ayat was persuaded by the City authorities to
cmploy two consultant firms_ to  supervise
construction works. It was obscrved that clients
have wvarious demands (hat could nmot be fully
satisfied without the intervention of a third party.
The 1ulervention of the owners during
construction might be pood for the final resull;
but this is a peculiar forin of real estate
development.

Socia-econdmic groups served by Ayar

Cost of developinent for the least size house (two
rooms) on the least size plot (105m®) amounted
to ubout 45,000 Birr (as of 2001). The sale price
of such houses was about 50,000 Birr and 57,000
Birr for cash and mortgape respectively. If (he
sale was on moriguge, it required an initial
deposit of about 25,000 Bimr The remaitung
32,000 Birr had to be paid over a maximum of
thirty years. This requires a monthly instalment
of about 125 Birr. Assuming that all capital will
be borrowed from commercial banks {at interest
rate of 10.5% per annum) this loan :s affordable
to less than 5% of houscholds in Addis Ababa.
More over the initial deposit of Burr 25 000 is a
burden (hat most households cannot afford to
pay. The salc price does not seem to be inflated
for the standard of construction employed here.
The lease fes (which accounted for about 30% of
the construction cost of the smallest house} has
contributed to the high cost of the housing
development.
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Land acquisition, development planning and spatial
characteristics

The Habitat New Flower Homes housing estate at
Kalii was planned on previously held land. The
procedure for the conversion of land use starts with a
landholder applying for change of use by presenting
project profile. If planning consent is giver, then site
planning and design for capital mrojects will proceed.
Upon submission of the proposed layout and detail
designs the City’s planning and building permit
department reviews the proposal and upoen fulfilment
of requremcnts a building permit is issued.
Developers are expected to adhere to the approved
site subdivision plan and building layout and detail
designs. The developer has passed ‘through  this
process but the ambiguity about space standards and
about the power of the City Government on land held
prior to the leasehold policy has complications. If a
develeper fulfils the minithum standards, subdivision
plans and building design could be approved. The
guestion is in thc absence of a maximum 4mit for
land holding and clear space standards, while at the
same time declaring land a public property, what arc
the cnteria for site development? Spacc standards
should be applicable city-wide, variations may be
acceplablc lo a certamn level, bot in a city where
horizontal expansion is to be curbed, where the size of
tand for individual allocation is getling lesser and
lesser, the development of very wide green-fields in
the scrviced areas of the City produces inefficient
urban system. In this regard, the physical layout and
space standard of Habilat Homes at Kaliti is a elass of
its own (Fig. 2).

Housing types and physical development

This housing estate has basically six types of houses.
The plot sizes range from 250-1000 m2and the area
of the houses ffom 72-289 m’. One of the peculiarities
of this housing eslate is the usc of basement foors for
service rooms and the incorporation of carporis within
lhe main building. The Eastward slope and the large
size of the eslate has facilitated the use of basement
floors. When the site is fully developed, it will have
shopping facilities, a gathering, catering and indoor as
well as ouldoor recreational facilities, and an artificial
lake in lieu of the wetland within the premises, The
developer plans fo create a gated-community where
the housing cstate will be self-sufficient, feneed and
gated, internul roads and facilities will be privately
owned. This might be a natural reaction as the
surrounding area is not of a similar standard.

Affordability of the housing estate

The minimum cost of & housing unit at the Keliti
site is about Bifr 500,000. The method of
financing the development is through users
capital. Each house is developed for a real client.
Applicants register for a house type and plot size
of their own choice, Upon sgreement, clients are
required to pay-a down payment of about 10% of
the cost of 1he ,house type they chose: The
developer/consultant has produced a variety of
designs and sale prices for each type. Clients are
required to pay instalments at certain stages of
the constriction. Clients can bring their own
supervisor to monitor quality and pace of
construction. Berla acts as a contractor and
HabBilat Homes as a «consulland i the
development process. Through this arrangement
Habitat Homes supervises the works, authorises
variations in design at the request of customers,
and also negotiates costs for the variations with
the clients. The whole operation resembles e
normal  owner-consullant-coniractor form  of
construction management. Variations that are
acceptable to the developer are then specified in
the agreement between customers and Habital
Homes. Customers cannot specify  different
materials that the sister companies do not
produce. However, within the limits of the
agreemenl, customers are asswred to get a
property ‘of their liking within the time and the
budget they agreed with the res] estate
developer.

Socio-economic groups served 'by the estate

The cost of houses is a good‘indicator of the
economic groups to be served by a housing
development. In the Habitat New Flower Homes
developed housing site the minirmum house cost
being aver half a million Birr, the customers of
this real estate developer must be high-income
Broups. It was not possible to get sufficient data
to  describe the social -and  ecomomic
characteristics of clients, but discussions with
few clients and Habitat Homes indicated that the
fnajority are Ethiopians residing abroad gnd few
business operators in the couvnlry. In fact, most of
the chents are not shelter-needy households;
rathier the purchase of homes in such real estates
is part of sccurmulating property and & way of
upward mobility in social and economic spheres.
Thase interviewed indicated their preference for
Lhe estate on ils exclusiveness, the high quality
of its infrastructure and open space standards.
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PART IV - DISCUSSION OF RESULTS

The foregoing review of urban poticies; housing
development  practices, and real estale housing
developmenis indicated that land and housing
development mechanisms have sels of problems
Policies for land and housing develooment since the
nationalisation of urbgn land have not kept pace with
the complexity of urban developmeut jissues and the
demand far housing. Since the liberalisation of the
economy and thé enactment of the leasehold pohcy
for urban land, rea! estate development has become an
acceptable economic activily, However, as this study
revealed, the environment necessary for its operation

did "not secm appropriate to make real estate.

development o viable form of housing supply. The
main {indings of the research are discussed in the
following sections.

Environment for Real Estate Developments

Real-estate development is a highly interlinked, high
cost operation that.requires a well-functioning private
properly system' capeble financial sector lransparent
legal and economic system Real estate development
connot be r profitable activity unlcss other sectors of
the economy ocperate in fully legal and transparent
way. For example, it whole sale and retail trade is not
taxed properly, whereas a real estate developer cannot
evade taxes, it follows that, either no one operates in
real estate or real esiate developed properties become
very expensive. Moregver, as real estate development
is an expensive activity it requires an cfficient land
delivery system from land acquisition stape to the
disposal of developed properties. Where these
requirements are deficient, real estate developers
become few (n number, real estate developed houses
become expensive, Consequently, only the very few
high income groups could benefit from the division of
labour as developer and home buyer.

In & well-funetioning ecunomic system the operatinn
of reai estate development has the following actors
-and division of activities.

A. Land developers

Landowner ({private or public ‘body) transfers
development right to a land developer. The land
developer surveys the land, prepares plot subdivision
plan, acquires planning permission and provides
infrastructure. The developed land is sold to real
estate developer/s. The land developer may borrow
‘mdney for the development of the site. He/she repays
the debt upon the sell of the plots. The prineiple of
land pooling operates with such mechenisms.
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B. Real estate developer

The real estate developer buvs & serviced estate
from a land developer. The weveloper of estates
prepares design of houses and scrvices, acquires
building permit from o wunicipal office,
develops the estate and sells the homes and
services through its marketing hranch nr through
brokers, It collects its sale price and transfers
properly rights to its customers. Real estate
developers normally borrow money from a
financial institution; the borrowed capital will be
returned upon the sell of developed homes and
Services

C. Financial institutions

Land devclopers, real estale developers and
homebuyers require loan facilihes as real estates
are costly compared io monthly incomes. The
loan debt for the devclopment of a plot passes
from the land developer tw the real estate
developer and then (inally 1o the home-buyer
The system requires & stable economic syslem.
What is traded is rights over “property, hence a
system where effictent and bunsparent system
for recoding ol property,  mechamism  for
enforcing the payment of borrewed money, and
means for encouraging higher f{requency of
property transaction are some of the prerequisites
for the operation of real estale development.

Therefore, in the absence of loan capital the
operation of real estatc developers is likely to
resemble the operation of housing cooperatives.
This is what is happening in reality in Addis
Ababa, as shown in the two case studies. These
real estalc  developers tesemble  management
contractors, they opersie on bchalf of their
customers who are the real financiers of the
developments. If that 1s the case, the customers
could have donc better, at least in terms of
finance, had they got the chance to acquire
developed land. The real estate developers
operating in Addis Ababa are performing the
task of the government, of course for a financial
reward.

Ambiguities in Real Estate Form of Housing
Development

Varicus levels of ambiguities are observed in the
relationship between developers and the City
CGovernment, the developer and its customers;,
and betweem customers snd  the Cry
Government. Real eslate developers seem to
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assume thal onve they had taken land they conld do
whalever they want that s profitable within the
margins of legahity  Government officials view real
estale developments as big housing cooperatives and
the Jdifferent authorities scem ta expect loyalty and
gven {avours Up until 2002 custotuers of real estate
developers were viewed as indwiduals who have
bought @ property m any part of the City and they
were required to pay transfer laxes and ditferent
duties Real estate developers were also expeeted to
pay capital paing tan Although 1t took a decade to
reclify the situation, Proe No, 27220402 has addiessed
the 1ssue of capital pains tax. Howewer, there s st
no clear repulation that puides (he operation of real
vstate developments in Fthiopia

Real Estate Form of Housing Development and
Development Control

Bigger units of development have their advantage for
development control. The task of the planning and
building permit department is reduced substantially in
direct proportion to the -size ol development land.
Meorcover, <ites rhal are developed 1 short space of
time by one or only few developers has the henefit of
imparting 1dentily to an urban area. Compliance 1o
planming regulations 18 alse casier 1 control when the
package of housing development is larger.,

Another  very  important factor  in relation o
compliance to planmng repgulations and  building
codes is the involvemnent of loan finance. The
finuncier has an interest in (he properly, non-
compliance to regulations lowers the wvalue of
property. Ilence, banks scrutinise compliance much
more strictly than municipal officers. Real estate form
of heusing has that potential for comphance, but
empirical investigation has shown the reality is
conrary to this. This 1s attributed to (he customer-
financed real estate development modalily,

Real estate form of housing was observed nol to
promote deasification; it rather promotes horizontal
expansion. This condition arose as a result of the
indiscriminate subsidy accorded to housing. The relief
from paying lease fee on comrnunal grounds, right-of-
ways, ele. without fixing an upper limit te space
standards encourages extravaganl zoming of urban
land for communal fucilities at planning stape, and
conversion of uses later In other parts of the Cily, for
example, at Lafto housing site, the City Government
has leased out open spaces planned for communal
use. It 15 socially unmjustifiable, espeeially in the
context of public ownership of land, to reduce
common spaces in oareas where (he majority have

smaller size private plots while at the sume line
allowing peneros space in alfeady  spacious
subdivisions as m real esiate developed housing
sites,

Another phenomenon that arose as a result of
nop-regutated allocation of kund Lur real estate
development is the uickle down efteet. Real
estute developments are found at the vutskirts of
the City, As a result, under-developed pocket
sies are  created  beiween  the  contiguousty
developed urban proper und tie real estale
neighbourhood, This nught be viewed posiively
or negatively depending on the vantage pomi.
tirban development where a phased operation is
not apphed  hus  implications for  jund  und
property  value  pradients. The tlexihility ol
policies, 1e. indeterminable conditions, creates
luctmations ~ 1 land  markets,  consequently
speculation in land will be very lugh On the
other hand, pockels of undesdeveloped land
provide opportanities for correcting nustakes
The underdeveloped Jand could be redeveloped
for desirable uses. However, such situations are
clear manfestation of development that 15 oot
plan-led.

Size of Real Estate Doevelopments

Bize of land thar 1s leased two real cstale
developers s & eritical issue that has not attracted
the attention of urban land managers until now.
Allocuting large parcels of land for a single
developer is tantamount 1o transferring un-
proportional rights from public bodies to
indwidual investors. In fact, this 15 in keeping
with the situation of having no regulation on
monopoly conditions in business, but it has
SCrioHs  [EPErCUssions on SOCI0-economic
composition of urban arcas and on fmmess to
other developers. In the case of real estate form
of housing, unregulated allocation of land is
cobserved to have created a socio-cconomic
composion that 1s contrary to the composition
observed 1n traditional urbun argas in Ethiopia.
Declared gated-commumtics are being ereatced,
A big real cstate helps to offsel neighhourhood
effect as externalities could be comtrolled; but
this is of a lmited advantage (o the City
Sepregation based on economic grounds waill
create polansed conditions. It is unavoidable to
heve small peockets of homogencous socio-
economic groups, but the allocation of hundreds
of hectares to a single developer results in tens of
thousands of people of a similar meome to
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supply operates i Lhe real market, the anomaly that
government intervention creates wili be delrimental to
the housmg market. The study has shown that land
accounts for a substantial part of housing cost, hence
it should be.delivered consciously by paving due
donsideralion to household income. ail cost plus for
the high income, at cost for middic income, and at
subsidised rate for the lower income group. The main
questions have been how to retain subsidised land
allocation in the hands of the eligible and to minimise
change of use of urban land and housing, and the
wisdom of curbing, urban change Policies that
address these issues are hiphly neccssary.

Subsidy for housing could come in various ways
Mixing low income residences with middle and high
income groups could result in partly subsidising low
income households. Tax subsidy based on family size
and level of income 1s practiced 0 developed
countries; this might prove difficult in a situation
where the majority are in need of basic subsisience,
However, in  situations where the Government
supports low income housing schemes, the subsidy
ought to be household-based and cognisant of others
in sumilar conditions. The emphesis given to policy
issuey wilh regard to housing development was
ownership mode - of development. However, in
modern  labour and indestrial orgamisation, the
dcvelopmeni of rental houses is & matter that needs
encouragement. Lowering taxable income {rom house
rent 15 one option Britain has had 90% of iis
population living in rented residences at its peak
economic penod in 1914 [28]

Specifying minmimum  number of years that a
subsidised-landholder shouild hold property before
transferring title and requinng a minimum level of
development prior to selling could curb transfer of
fand It ts also possible to regulate change of use of
urban land and property by coordmating the permit
systemn for business activilies and (he building permit
systetn However, care should be waken nol to stifle
urban transformation by having rigid permit svstems.
Morcover, this system requires elfective follow up, In
situations where the follow up is minimal, land
allocation &t subsidiscd rate should be mintmal

Modes of Real Estate Development for Low
Income Groups

Low income residents constitute the majority of urban
houscholds in Ethiopia. Whe should cater for these
households has becn a cntical issue for the last thirty
years. Nationa! and internstional experience shows
that unless housing is seen as parl of Lhe economic
system of a country, ie. unless it operates.in similar

market emvironments as other businesses, the
likelihood of s success is minimal. Duc to
several policy constraints, real estate developers
are observed not to cater for low income groups
However, if housing should be a business, real
estate form of housing delivery system should be
one of the main mechamsms for housing
development. The following i1ssues should be
understeod and addressed for  rteal cslate
development (o be a wviable housing supply
system for low income households

Operational problems that limit real estale
developments as an economic activity and
the promotion of build-occupy principles
negate the central 1ssue 1n development: that
of division of labour. The user-developer
approach has effect on the economy and
urban management. User-developer mode of
housing supply, as practiced during the
1980s, promoted subsislence flom  of
housing production [t encouraged the use of
public fund. public time und resource tor the
development of pnivate houses Therefore,
rcal cstate form of housing development s
an advanced and efficient form of housing
development. ’

The truditicnal cooperative form of housing
development is unattractive for user-
developers- if there 15 no pgovernment
subsidy in various ways. However, if
cooperatives. are organised nto mother and
daughter form of housing cooperatives, the
mother cooperative could act as rcal estate
developer for members. In such a case clear
financial relation with furure homeowners
should be dewloped Members could
contribute labour but it should be calculated
at a ratc payable 1o any normmal employee lor
that kind of service Up 1o now housing
cooperalives  and  real eslate  housing
developments tn Eltnopia are organiscd with
the sole purpose ol withsianding land
delivery hardshaps. Therefore, with an
efficient land supply in place, traditional
housing cooperatives and Lthe current types
of real cstate developers will have reduced
imporlance

Non.profit housing developers
(murucipalities, NGQOs, CBQs, etc) could
develop houses for rent, or for personal

ownership aofler repayment period. Secd

capital for operation could be advanced and
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the repaid capital could be given as loan tu
prospective  homebuilders  However,  income
generation -in home-based aclivities should be
included in the system to enable borrowers o
repay their debt. The expenence of intermational
NGOs and that of GTZ in lunited urban centres
support this concept Sefer [dirs could be
transformed into real estate housing developers.
Women's  associattons,  youth  associations,
regional development associations, and other
endowment orgamisations  could  cngage
housing development The case from Nairobi
where women’s association 1s active in housing
15 a good example.

*  Lowenng planning and construction standards 15
a kev to promoting access to housing to low
income groups Currently, there are no statutory
planning slandards and building codes to regulate
development  However, the directives 1 use
limit aceessthility of housing to the low 1ncome
group. The accessibility of a standard house (20)
m’ spacc and concrete block conslruction) in
Addis ABaba has limited the accessibihity of
housing to less than 39% of income earmners |4,
p.183]

Need for Guidelincs for Real Estate Developments

There arc various issues that are wubiguous for both
municipal  officers and  real estate  developers
Subscquently cach party pulls the operation to suit
hus’her needs. The issucs which became clear in this
study that descrve policy attention are standards tor
open spaces and public facilities, sizes of estates fur
single developers, and status of subdivision plans and
building permits [or real estates.

Standards for open space and space for public
facilities are not the same for real estate developments
and other housing developments For example, in
Laflo the govermnment leased existing communal open
spaces whereas in Ayat and Habital New Flower
Homes real estates the open space standards are
pencrous. Planming consideration works  with
MiNIMum, maxunising open spaces does not seem a
problem at first glance. But, when seen in the light of
government ownership of land (even land used for
open spaces and puhlic facilities in real estaie
developments) variwhon in open space  slandard
should be a public issue,

The unregulated size of real estate developments
creates problems 1n various ways. The cstate cannol
be developed in shorl time, then the estate holder
becomes a speculator landlord. The landlord may

Journal of EEA, Vol. 21, 2004

maximise his protit from the rise in fand value
but the government/or the public become losers
as no income 15 denved from the leased land
with specified development during the 1idle
period. Another disadvantage comes from the
social composition of urban areas. A large sized
real estate 15 prone to the productiun of pelansed
SOCIO-GLONCILE roups.

END NOTES

1 The analysis of  Ayal Real estate
Devclopment is based on the in-depth
discussions held with senior project staff
(June-July of 2000} ; with a site cngineer of
a  consultant  firm supervising  the
construction {July 2001), planning ollicers
and the head of the [ease Office at the
municipality  (May-June 2000 and  July
20011 On-sile observation was also made
duning the above two fieldwork penods and
in April-May 2003

2. Analysis of the Habitai New Flower Homes
developed site at Kaliti 1s based on the data
vollected i Apnl-May 2003

3 A opreliminary purl of this paper was
presenled on a workshop orgamsed by Lhe
Nauonal Urban Planning Institute under the
titte “Prospects for reu] estate form of
housing supply in Ethtopia™ in June 2003,
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Prociamations, Regulations and-Directives
Related to urban development

Proclamations

Proc. No.286/2002- Income Tax Proclamation.
Federal Negarit Gazeta, 8% Year No.34. July
2002,

Proc.No 285/2002-Value Added Tax Proclamalion,
Federa! Negarit Gazets, 8% Year, No.33, July,
2002.

Proc. No.272/2002-A proclamation to Provide for the
Re-enactmentof Lease holding of Urban Lands.
Federal Negarit Gazeta, 87 Year, No.19, May,
2002,

Proc. No.311/2002-The Amended Addis Ababa City
Government Charter. Frdera! Negarirt Gazeta, 9™
Year, No.10, November 2002.

Proc No.87/1997 —Proclamation to Provide for the
Charler of the Addis Ababa Cily Government,
Federa! Ncgarit Gazeta, 3% year, No.52, July,
1997,

Proc. No.37/1996-Proctemation to Provide for .
Investment Incentives. Federal Neparit Gazeta,
2™ Yeer, No.25.

Proc No.108/1994-Proclamation to Provide for the
Payment of Tax on Gains from Capital. Negarit
Gazeta, 597 Year, No.4, November 1994,

Proc No.80/1993-A Proclamation to Provide for the
Lease holding of Urban Land Negarit Gazeta,
53" Year, No.40. Dec.1993.

Proc.No.62/1993-Proclamation to amend the Income

Tax Proclamation, Negarit Gazeta, 52™ Year,
No.54, July, 1993.
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Proc No.38/1993-Proclamation to Cance) Taxes
and Duties Levied on Export Goods. Negarit
Gazeta, 52" Year, no.23; January, 1993,

Proc. No.41/1993-Prociamation to define the
Powers and Duties of the Central and
Regional Executive Organs of the
Transitional Government of Ethiopia.
Negarit Gazeta, 52™ Year, No.26, Jan. 1993

Proc No.7/1992-Proclamation for the
Establishment of National/Regional Self-
Governments. Negarit Gazela, 51
Year,No 2, January, 1992

Proc. Nol/1995-Proclamation to Pronounce the
Coming :nto Liffect of the Constitution of
the Federal Democratic Republic of
Ethiopia. Federal Negarit Gazeta, 1% Year,
No.l.

Proc.No.1/1987-Proclamation of the Corstitution
of thc Pcoples Democratic Republic of
Ethiopia. Negarit Gazeta, 47" Year, No. 1,
Sept 1987.

Proc No.161/1979-Urban Land Rent and Urban
Houses Tax Amcndment Proclamation,
Negaril Gazeta, 38" Year, No.19, May
1979,

Proc. No.47/1975-Govermwnent Ownership of
Urban Land and Extra Houses. Negarit
Gazeta, 34™ Year, No 41

Proc No.31/1975-A Proclamalion to Provide for
the Public Ownership of Rural Lands.
Negarit Gazeta, 34™ Year, No.6, April,
1975,

Regulations

Reg.No.79/2002-Regulation Issued Pursuant to
the Value Added Tax Proclamation. Federal
Negarit Gazeta, 9" Year, No.19, Deccmber,
2002,

Reg No.78/2002- Regulations [ssued Pursuant
to the Income Tax Proclamation Council of
Ministers, Federal Negerit Guzeta, 8" Year,
No.37, July 2002

Reg.No.29/2002-The Addis Ababa Cily
Government Re-issued Urban Land Lease
hold Regulations. Addis Negari Gazeta, 5%
Year No.3, May 2002.
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Reg No 4/1994-Region 14 Administration
Regulations for the Rent Holding and the Fixing+
of Rent of Urban Land. Addis Negari Gazeta, 3™
Ycar, No.2 November, 1994,

Reg.no.3/1994-Region 14 Administralion Regulations
to Provide for the Lease holding of Urban Land.
Addis Negari Gazeta, 3™ Year, No.1, November
1954,

Reg No.1/1995 (Oromiva) Consolidated Regulation
enacted to provide for the Lease holding and
Administration of urban tand through Rent.
Issued by the Oromiya Regional State, May,
2002

Directives

Direetive No.1/1999-Directive for the Administration
of Urban Land and Urban Houses, Addis Ababa
City government. December 1999,

Directive No.2/2003-[rective for the
Implementation of lease procedures for the
Allocation of Land through Tender,
Negotiation, Lottery, and procedures for

" submission of appeals and costing of
mimimum lease fees, April 2003, The Addis
Ababa City Government,

Directive No.4/2003-Dircclive for the Allocation
of Leasehold Jand as Investment Incentive.
April 2003, The Addis Ababa City
(Grovernment.

Direetive No. 5/2003-Directive for the Allocation

of Short Period Lease hold of land. . April
2003, The Addis Ababa City Government.
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