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The phenomenon of squatter settlements and the informal economy began to draw 

attention from academics and government officials in the 1940’s. At the time, and 

through the 1950’s, mainstream development economists attributed the growth of the 

informal sector to the existence of a large labor force surplus that had to create 

employment and housing for itself in order to survive (Wilson, 1998). Thus, at this point, 

the informal economy and squatter settlements were conceived as byproducts of 

underdevelopment that would disappear as soon as poor countries entered an 

industrialized stage (Moser, 1994). The policy of choice towards informal settlements 

during these years was to simply ignore squatter settlements with the idea that they would 

disappear. This policy later became know as benign neglect (UN HABITAT, 2003). 

After decades of ignoring informal settlements, governments realized that this type of 

development was guiding most of the urban growth. This realization brought a radical 

shift in the policy towards squatter settlements and introduced the practice of large scale 

forceful evictions during the 1960s and 1970s. In many Latin American countries this 

policy tool was used by military regimes, which were characterized by highly centralized 

government power. Forceful evictions, however, proved to be ineffective and costly in 

political and economic terms. As a consequence, they became less popular in Latin 

America during the 1980’s as country governments became more democratic. This was 

not the case for several African nations where violent forceful evictions are still the 

policy of choice (UN HABITAT, 2003). 

During the 1980’s it became clear that informal settlements were not going to 

disappear any time soon, and that governments did not have the resources or the capacity 

to stop informal growth. The policy options then were less clear: governments could not 
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completely permit informal settlements but they could not control it either. As a result, 

governments adopted a policy of partial neglect. In Latin America, the policy of partial 

neglect came at a time when American and British scholars began writing about the 

benefits of “spontaneous self-help” housing as tool for fighting poverty by documenting 

the Peruvian experience (Mangin, 1967; Turner, 1982).  Turner (1982), in an influential 

writing, suggested that government participation in housing policy for the poor should be 

limited to land provision assistance, small cash transfers at specific stages of the 

settlement’s development, and technical support in settlement planning. In several cases 

governments used these suggestions to justify policies of partial neglect in the name of 

housing policy for the poor (Solares, 1999). Furthermore, governments would use partial 

neglect policies towards informal settlements and keep the probability of eviction latent 

in order to position the informal settlers in a clientilistic relation. These governments then 

would ask for political support in exchange for tenure security (Coppedge, 1993).  

By the late 1980’s, amidst a wave of economic reforms taking place in the United 

States and England to downsize government and celebrate private entrepreneurship, 

Hernando de Soto (1989) changed the perception developing lending organizations had 

regarding the informal economy and informal housing. De Soto’s argument is that 

government’s inefficient bureaucracy and outdated regulations were the main causes of 

informality (De Soto, 1989). Using the city of Lima as a case study, he persuasively 

argues that poor settlers faced with large legal and bureaucratic costs of obtaining land 

through legal means have no other alternative than to invade plots of land and engage in 

self-help housing construction. De Soto’s policy prescription is simple: provide property 

titles to all illegal settlers and let them unleash the power of their capital (as collateral) to 
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upgrade their property and create businesses (De Soto, 2000). De Soto’s ideas became, as 

Woodruff (2001) describes, a “smash hit” in the media and in the developing policy 

community. Soon after, during the 1990’s, institutions like the World Bank began 

financing large-scale titling programs around the world. The results of such programs are 

currently being evaluated.     

Today’s Housing Policy 

Today, informal settlement policy is generally characterized by a combination of 

relative tolerance and eviction followed by a regularization (land titling) program for 

settlements that survive eviction (Solares, 1999; Smolka, 2003). Some studies find that 

issuing property titles to informal owners has a positive impact on beneficiaries’ well-

being. Studies in Peru and Argentina show that owners of informal settlements that 

received property titles tend to have relatively higher housing quality and child education 

investment (Galiani and Schargrodsky, 2006), better child health (Galiani and 

Schargrodsky, 2004), and supply more labor than informal settlers with no formal 

property title (Field, 2003). Interestingly, however, none of the mentioned studies find a 

positive and significant relation between formal title provision and increased access to 

bank loans. Calderon (2003) finds that less than a quarter of households receiving formal 

titles use bank loans to upgrade their houses in Peru. Similarly, Galiani and Schargrodsky 

(2006) find that only 4% of owners who receive titles obtain mortgage loans in a former 

squatter settlement in Argentina.  Surprisingly both of these studies report that the modest 

housing upgrades done by beneficiaries of titling programs were made with their own 

resources as opposed to loans that could have financed greater housing upgrading. 



 134

These and other studies are now being portrayed as evidence of a missing link between 

formal titles and access to financial markets (The Economist, 2006), and therefore a big 

weakness in the philosophy of large scale De Soto-style titling programs.  

 The theoretical model presented in chapter 7 of this dissertation presents a 

tentative answer to why beneficiaries of titling programs tend to withhold significant 

investments in property upgrading longer than their counterparts in formal settlements. 

Our model showed that the greater the initial density of development in a settlement, the 

longer the optimal time for redevelopment/upgrading tends to be. Thus, our model 

predicts that squatter settlements that go through a title regularization program will not 

make serious upgrading or redevelopment investments at the same rate property 

originated in the formal sector does largely because they originate with greater density. 

We found this pattern in Cochabamba, Bolivia in the empirical analysis presented in 

chapter 8. As a result, the model presents a compelling argument as to why former 

squatters do not use bank loans to upgrade their properties like owners of formally 

originated property.  

Our findings raise serious concerns about the practice of relative tolerance 

towards informal development. Keeping a threat of eviction latent with the possibility of 

granting a title to those settlements that avoid eviction in the future creates incentives that 

have perverse future consequences for a settlement. As explained by the theoretical 

model in chapter 6, the threat of eviction induces squatters to over-invest in housing 

capital in order to reduce the credible eviction threat and increase the chance of receiving 

formal title in the future. This strategy creates a legacy effect that leads owners to 

postpone large investments in housing upgrading for longer periods of time. As a result, 
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the incentives created by current policies drive future squatters to build high density and 

low quality housing and curtails the incentive to upgrade their property after they receive 

titles for this properties. In a sense, a policy that seems benevolent and pro-poor has 

perverse effects in the long run for poverty alleviation strategies. Our work does not 

question titling programs per se, but raises questions about the costs of a policy that 

combines relative tolerance towards squatter settlements with the expectation of a title in 

terms of future quality of housing for the poor. 

Informal settlements represent one of the only long-term strategies for low-

income populations to own a house in developing countries. Throughout the last 50 years, 

governments experimented with several policy tools to deal with informal settlements 

with no clear results in terms of living conditions for the poor. Both benign neglect and 

forceful evictions proved to be costly and ineffective, and the current policy, of relative 

tolerance combined with a possibility of title, has perverse effects on future upgrading 

incentives. There is no silver-bullet in low-income housing policy, but chapters 6 though 

8 of this dissertation show the important negative legacy effects of informal settlements 

on urban development in terms of living conditions. These findings call for a shift in 

policy concerning informal settlements from  “dealing with informal settlements” to a 

“helping the poor obtain housing in the formal sector” paradigm. This shift, in turn, calls 

for innovative tools to acquire and develop land that can later be accessed by the poor. 

This dissertation does not present policy prescriptions for dealing with existing or 

potential informal settlements. Our findings, however, highlight some of the costs 

associated with the current policy in terms of legacy effects that undermine future 

upgrading possibilities. It also offers one of the first empirical studies of how informal 
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development strategies shape urban form in developing countries. This represents an 

important contribution for the understanding of the mechanisms through which property 

rights affect economic development.  

Rental Housing for the Poor 

Urban dwellers in developing countries use a variety of tenure mechanisms to 

access housing. This wide variety in tenure type modalities that shape housing markets 

are influenced by several aspects such as the types of landlords, tenants, legal status of 

properties and existing legal and social frameworks (Payne, 1997). Owner-occupied 

housing represents one type out of many housing tenure modalities observed in housing 

markets, yet it has become the gold standard of low-income housing policy for most 

governments and international development organizations. As Kumar (2001) states, 

“National housing policies show little sign of deviating from their primary objective – 

conferring ownership rights” (p. 1). This myopic view of housing policy creates a one-

dimensional approach that obviates diverse and dynamic needs and priorities of different 

landlords and tenants in a housing market. In other words, it ignores that the poor can 

(and do) also gain from having access to rental markets. Recognizing the neglect toward 

polices that facilitate housing alternatives for the poor, some authors recently began to 

explore how innovative methods, other than ownership, can be fostered by governments 

and international aid organizations (Payne, 1997). One of the tenure modalities gaining 

recognition is that of the Antichresis contract (Payne, 2002b; Farfan, 2002). Even though 

the Antichresis contract has been in use since biblical times in different countries, its 

study by mainstream economics as a tool for housing is fairly recent. This dissertation 

proposes a model of the Antichresis contract that explains its coexistence with the 
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commonly used periodic-rent lease and allows us to analyze its potential for helping the 

poor. 

The Antichresis Contract as a Tool for the Poor 

We began our analysis of the Antichresis contract by recognizing that the division 

of property rights produces to two potential inefficiencies arising from information 

asymmetries between landlord and tenant: The problem of adverse selection of tenants, 

and the problem of moral hazard in landlord maintenance investments. The first is an 

information problem in which the landlord cannot observe the probability that the tenant 

will become illiquid and therefore unable to comply with the contractual obligation of 

timely rental payments. In the event of tenant illiquidity, the landlord faces costs in the 

form of forgone income and eviction costs. Therefore, because landlords require a 

minimum expected return for the housing services they provide to a tenant, other things 

being equal, the probability of encountering an illiquid tenant increases the rental 

payment for a property. This aspect is crucial in the analysis of rental markets in 

developing countries where the probability of encountering a potentially illiquid tenant is 

high because of the inherent poverty and the lack of information systems (e.g. credit 

reports) available to landlords. Furthermore, the costs faced by landlords in the event of 

tenant illiquidity tend to be greater in developing countries because of inefficient court 

systems and “tenant-friendly” regulations that make evictions very costly. 

The Antichresis contract requires the tenant to pay a large lump sum upfront and 

the landlord returns on that lump sum amount represent the payments for the property. 

The tenant is not required to make any more payments and therefore the probability of 

him becoming illiquid during the contract term is irrelevant to the landlord. In this sense, 
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the Antichresis mechanism solves the problem of adverse selection. As a result, holding 

everything else constant, the implicit rental payments are expected to be lower under 

Antichresis than they would be under a periodic rent agreement. This characteristic 

makes the contract appealing as a tool for housing the poor. On the other hand, the 

Antichresis mechanism may be unattainable for the poorest populations which usually do 

not have access to the large up-front lump sums required to enter an Antichresis 

agreement. 

Tenants that have access to a large lump sum to enter an Antichresis agreement 

tend to be those that will have a lower probability of illiquidity during the contractual 

arrangement in the first place, so every else being equal, we would expect to observe a 

sorting of liquid (richer) tenants into Antichresis and probable illiquid (poorer) tenants 

into periodic rent agreements. This reasoning suggests that the Antichresis agreement can 

be an effective mechanism to lower rental payments (by solving the adverse selection 

problem) for those who can afford to access the system. Tenants who cannot access the 

Antichresis mechanism will only have the option of periodic rent contracts at higher 

yearly rents than their counterparts under Antichresis agreements. 

Following the discussion above, it is tempting to picture a market where 

individuals with higher income levels sort into Antichresis agreements and individuals 

with lower income levels sort into periodic rent agreements. As explained in chapter 3, 

however, the Antichresis does not solve the moral hazard problem of landlord 

maintenance investment as effectively as the periodic rent agreement does. Therefore, 

properties where the supply of landlord inputs has a large effect on tenant value will gain 

more from being in a periodic rent contract than in an Antichresis contract. As a result, 



 139

we should expect to observe higher income individuals still choosing monthly rent 

contracts when living in a property type that requires greater levels of landlord 

maintenance investment. This is because property types for which the losses arising from 

the moral hazard problem outweigh the expected losses from the adverse selection 

problem will tend to be under monthly rent and vice versa. This point is important from a 

policy perspective because government actions that increase the costs of the adverse 

selection problem will tend to increase the range of property types for which the 

Antichresis contract dominates the monthly rent contract. Increases in court inefficiency 

and/or in the costs of tenant evictions, for example, will make it more profitably for 

landlords to offer their properties under Antichresis as opposed to monthly rents for a 

greater variety of property types68. Thus, such policies will tend to decrease the range of 

property types available for individuals who cannot access an Antichresis contract. As a 

result, laws that are usually thought to be “tenant friendly” by increasing the bureaucratic 

process of tenant eviction due to illiquidity tend to have the perverse consequence of 

restricting the choices for poor individuals seeking to enter the housing rental market in 

markets where the Antichresis option is available for landlords. 

Policies that make tenant eviction more costly will tend to drive landlords toward 

Antichresis agreements, but the same can be argued for policies than make the monthly 

rent agreement less profitable such as rent controls or taxes. The rationale behind rent 

controls is that they will keep rental prices at affordable levels for the poor and thereby 

                                                 

 
 
68 These policies will tend to increase parameter C of the model presented in chapter 3 which produces a 
shift downwards in the landlord profit curve for a monthly rent agreement in figure 3.5.1 
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increase their access to housing services69. However, in markets where landlords have the 

option of using unregulated Antichresis agreements, rent controls will tend to make the 

Antichresis agreement more attractive to landlords for a greater range of property types - 

thus restricting access to housing by economically disadvantaged groups. This was the 

case in Korea during the 1990’s, where strict rent controls drove landlords to use the 

Chonsei lease, a Korean version of the Antichresis contract (Ambrose and Kim, 2003).  

Differences in tax rates between Antichresis and monthly rent contracts may also 

drive landlords to prefer one contractual arrangement to another. Some authors argue that 

high tax rates and registration costs pose a major obstacle for landlords and tenants to 

enter Antichresis agreements and therefore represent a threat to the Antichresis system in 

the Bolivian case (Farfan, 2002; 2004). Our data paints a different picture. A sample of 

market data from the city of Cochabamba reveals that the majority (95%) of Antichresis 

agreements are taxed at a lower rate than monthly rent contracts. We found that 60% of 

the Antichresis contracts had tax rates running 12 percentage points lower than the tax 

rates for equivalent units under monthly rent contracts. Our results show that everything 

else being equal, landlords would actually prefer Antichresis contracts to rental contracts 

based on tax rates. Furthermore, the data shows that properties with lower rents (i.e. those 

more accessible to poorer tenants) tend to have a lower tax rates for tenants under 

Antichresis than they would under monthly rent. Thus, we found no evidence that tax 

rates pose a threat to the Antichresis system or tend to exclude the poor from Antichresis 

agreements in the Bolivian case.  
                                                 

 
 
69 This policy is also commonly referred in the literature as a “first generation” rent control (Buckley, 
2005). 



 141

Helping the Antichresis Help the Poor 

Previous sections of this dissertation argue that the Antichresis contract can be a 

very effective tool for landlords and tenants, but its nature does not serve the most 

disadvantaged populations. Poorer tenants that cannot raise a relatively large cash lump 

sum do not have access to Antichresis agreements. Moreover, this chapter argues that 

policies that make evictions costly or otherwise make the monthly rent contract less 

profitable, tend to drive landlords of a wider range of property types towards Antichresis 

agreements further restricting the range of housing options for the poorest sectors. So 

how can the Antichresis contract be used to help the poor?  

Consider subsidized loans for Antichresis targeted to the poorest prospective 

tenants. Under this policy, beneficiaries would access loans at a subsidized rate to be used 

for entering an Antichresis agreement for housing purposes. Every month, beneficiaries 

could make payments on the principal and interest until the loan is completely paid. After 

then loan is paid, beneficiaries would own the Antichresis lump sum and could use it for 

entering other Antichresis contracts or any other productive activity. In this sense the 

subsidized loan would have two main benefits; (1) it would help the beneficiary enter an 

Antichresis agreement for housing, and (2) it would help the beneficiary to save. One 

additional benefit of this policy is that it would not distort landlord profits and therefore 

will not drive landlords from one contract to another. The main drawback of this policy, 

however, rests with tenant illiquidity. In this case, the government assumes the risk of 

default and is left with no instruments to force tenants to honor their debt (because 

government cannot evict tenants without hurting the landlord). Thus, this policy not only 

shifts the problem of adverse selection of tenants to government, but it also introduces a 
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different moral hazard problem. The combination of these problems will likely make the 

policy extremely costly. 

In conclusion, the Antichresis contract is an important contractual agreement for 

society but its use as an innovative tool for helping the poor as claimed by various 

authors seems to be limited at best. On the contrary, the Antichresis mechanism may 

serve to restrict options for the poor in markets where periodic rent agreements are 

heavily regulated or function under laws that make tenant eviction costly.    

Conclusions 

This section of the dissertation evaluated policies for low income housing in 

developing countries in the light of our findings in previous chapters.  The chapter 

presents no policy prescriptions but it highlights the costs of current policies that deal 

with squatter settlements in terms of legacy effects that hinder informal settlements’ 

upgrading possibilities. The second section studies how commonly used policies such as 

rent controls, or regulations that make tenant eviction costly tend to restrict options for 

the poorest tenants. Finally, this chapter presented an analysis that dispels claims that 

portray the Antichresis system as a tool for helping the poor using the theoretical 

framework developed in chapter 3 and empirical data from chapter 4. 

 The link between property rights and economic development has been a focus of 

interest since the early years of economic science. Even though very few mainstream 

economists would question that secure property rights are a precondition for economic 

development, the mechanisms through which property rights guide incentives and how 

these can lead to economic development is still contested territory. This dissertation 

explores some of the issues faced by developing countries in the low-income housing 
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policy field. It concentrated on the issue of informal development and the Antichresis 

tenure modality taking property rights as a foundation for the theoretical analysis.  The 

squatter model shows how unsecured property rights drive informal settlers into a certain 

strategy that takes into account landowners’ best responses. Landowners, in turn, base 

their decisions on how profitable it is for them to exercise their property rights and 

reclaim a property after squatters occupy it. The Antichresis analysis, on the other hand, 

focuses on another dimension of property rights by exploring the economic incentives 

that arise when property rights are divided. Results from both models show that when 

regulatory environments threaten property rights, policies intended to help the poor gain 

access to decent housing can have perverse consequences. In this sense, this dissertation 

highlights the importance of considering institutional aspects that govern property rights 

in a market in order to design effective housing polices for the poor. Furthermore, this 

study stresses the dire need for more theoretical and empirical studies that help discover 

the mechanisms through which institutions such as property rights can help the poor 

obtain access to a better future. This dissertation represents a step towards that goal.      
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APPENDIX A 

CONSTRUCTION OF THE HOUSING QUALITY VARIABLES 

 

For the purpose of this dissertation, housing quality refers exclusively to 

construction materials employed in the housing structure. Construction materials were 

classified into low, medium or high quality using the Bolivian National Institute of 

Statistics (INE) as shown in table A-1.  

 

Table A1: 
Classification of Housing Construction Quality by Main Materials Used in Walls, 
Roof and Floors 
 

Quality Wall Materials Roof Materials Floor Materials 

  Bricks, Cement, Concrete Tiles (cement, clay fiber-cement) Treated wood 

High     Carpets 

      Tile, ceramic 

Medium Rock Zinc plates Brick 

  Adobe (covered)   Cement 

  Adobe (not covered) Palma, Cane, Dirt Dirt 

Low Cane, Palma   Other Other 

  Other     
 

The next step was to construct a set of housing quality variables that reflected the 

percentage of houses in a city block that fell in the high, medium, or low classification 

according to the construction materials employed in the housing structure. Houses that 

had high quality materials in at least 2 parts of their structure were classified as high 

quality houses. In the same line, houses that had low quality materials in at least 1 part of 
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their structure were classified as low quality houses. Finally, all houses that did not fall 

into the high or low quality categories were classified as medium quality houses.   
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APPENDIX B 

CONSTRUCTION OF THE INCOME FACTOR 

 

Bolivia’s last population census (2001) did not ask respondents to provide their 

level of income. However, the survey included a series of questions concerning home 

appliances, household equipment, and household education choices, among others. A 

group of these indicators was used to construct an income index at the census block level 

using exploratory and confirmatory factor analysis.  

The variables used to construct the index using a principal component extraction method 

of factor analysis were: 

A) % of households in the block that own a TV set. 

B) % of households in the block that own a car. 

C) % of households in the block that own a refrigerator. 

D) % of households in the block that own a telephone line. 

The correlation matrix for these variables is presented below in table B.1 

 

Table B.1  
Correlation Matrix of Variables Used to Construct the Block Income Index 

 
  Tvpnt Carpnt Refripnt Phonepnt 
Tvpnt 1.00    
Carpnt 0.45 1.00   
Refripnt 0.69 0.67 1.00  
Phonepnt 0.59 0.73 0.84 1.00 
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A principal component analysis used on the 4 variables produced a set factors of 

which the first one explained about 75% of the variance in the 4 variables combined 

(Eigen value = 2.98). The second factor explained only 14 % of the variance in the 4 

variables combined (Eigen value =.58). Using the Kaiser-Guttman rule we confidently 

conclude that these 4 variables produce only 1 principal component (i.e. block income) 

with a decent degree of reliability70. The estimated Eigen-values for each component are 

depicted in table B.2.  Finally, the block income variable was constructed using the 

estimated Eigen-vectors (factor loadings) presented in table B.3. 

 

Table B.2:   
Estimated Eigen-Values Using Principal Component Extraction Method  
 
Component Eigen value Difference Proportion Cumulative
Component 1 2.98 2.40 0.74 0.74 
Component 2 0.58 0.29 0.15 0.89 
Component 3 0.29 0.14 0.07 0.96 
Component 4 0.15 . 0.04 1.00 
 

 

Table B.3:  
Factor Loadings Used to Estimate the Block Income Variable 

 
Variable Component 1 
Tvpnt 0.45 
Carpnt 0.47 
Refripnt 0.54 
Phonepnt 0.53 

 

                                                 

 
 
70 The Cronbach alpha coefficient for these 4 variables was .88. We also applied Confirmatory Factor 
Analysis to test the one-factor model. The results give ample support for the one-factor model: Model χ²= 
12.96 (df =1); Root Mean Square Error of Approximation (RMSEA)=0.04; 90% confidence interval for the 
RMSEA = (0.024; 0.066); Comparative Fit Index (CFI) = 0.99   
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