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RESUMEN EJECUTIVO

El propósito de esta investigación es crear conocimiento y entendimiento sobre el
problema de la vivienda en México, demostrar que es un problema complejo en donde
intervienen muchas variables y varias disciplinas, que es multidisciplinario y transdisciplinario.
En el pasado, el análisis que se ha hecho del problema ha sido parcial desde el punto de vista
de cada una de las disciplinas que intervienen, con un enfoque reduccionista y mecanicista, por
lo que se propone el Enfoque de Sistemas como un mejor método para llegar a soluciones
integrales. Así mismo se hace una comparación y contrastación del Método Científico y el
Enfoque de Sistemas, se diseña y explica un modelo operacional de vivienda y se llega a
conclusiones y sugerencias, tanto de política de empresa para los negocios dedicados a la
vivienda, como para llegar a la solución de los problemas prácticos de la vivienda en México.

Se presenta el enfoque de sistemas como un método adecuado para entender el todo y
las partes, así como el medio ambiente de un problema complejo como el de la vivienda en
México, y el Método Científico como un método adecuado para analizar el detalle de la
relación entre las partes y el todo.

Se diseña y explica un modelo operacional de vivienda, que incluye entre las partes
más importantes: la disponibilidad de tierra con permisos e infraestructura, la disponibilidad de
capital, tanto de corto como de largo plazo, la capacidad de construcción y el mercado
comprador de viviendas, rodeado por un medio ambiente con implicaciones económicas,
políticas, sociales, tecnológicas, ecológicas, estéticas y éticas.

Se concluye como sugerencias específicas de política de empresa, la conveniencia para
las empresas desarrolladoras de vivienda de llevar a cabo una alianza estratégica con alguna
empresa extranjera, en donde se puedan unir esfuerzos y obtener sinergia; así mismo se
sugiere la prudencia en las estrategias de diversificación, en un entorno de globalización que
implica menores márgenes de utilidad, mayores volúmenes, más competencia, y la necesidad
de mayor flexibilidad por los cambios frecuentes de las condiciones macroeconómicas.

Con relación al problema de la vivienda, se concluye que el déficit de 6'000,000 de
viviendas está aumentando, derivado de una falta de capital, principalmente de largo plazo en
condiciones accesibles para los compradores, falta de una visión holística por parte de las
autoridades y los empresarios, falta de tierra con permisos e infraestructura, falta de capacidad
de pago de los compradores, necesidad de financiar casas usadas, de promover el ahorro
dirigido a la vivienda y de promover la promoción de casas para renta, y se mencionan los
principales obstáculos que hay que resolver para avanzar en la solución del problema de la
vivienda.

Se ofrecen sugerencias para el gobierno y el sector privado relacionadas con la
conveniencia de incrementar el Sistema de Ahorro para el Retiro, crear un sistema de
bursatilización de hipotecas, crear una Secretaría de la Vivienda que sea capaz de integrar las
partes del problema y trabajar en los problemas propios de la corrupción e impuestos
excesivos, la conveniencia de aprovechar las economías de escala en la producción de
viviendas, de integrarse verticalmente en algunos de los materiales para la construcción,
promover la adquisición y financiamiento de viviendas usadas, promover la inversión en

vivienda para arrendamiento, hacer deducibles de impuestos los intereses que se pagan por los
créditos hipotecarios, convertir el Impuesto al Valor Agregado que se paga en tasa cero, para
disminuir el costo de producción de las viviendas, promover el sistema de "Justo a Tiempo"
en la producción de viviendas, para disminuir el monto de los inventarios y el costo financiero
implícito, y generar una conciencia nacional del problema social de la vivienda que lleve al
gobierno a destinar subsidios para la construcción de vivienda de interés social, que pueden
tomar la forma de fondos de garantía para la bursatilización de los créditos y estimular de esta
manera el crecimiento económico y la generación de empleos.

ABSTRACT
The purpose of this research is to créate knowledge and understanding of the housing
problem in México and to demónstrate that it is a complex one, involving many factors and
spanning several disciplines, that it is a multidisciplinary and transdisciplinary issue.

The

problem has been partially analyzed in previous research within one or other of the disciplines
involved, but with a reductionist and mechanist approach. The systems approach is proposed
as a better alternative for reaching integral solutions, and is compared and contrasted with the
scientific method.

An operational housing model is designed and explained, and the

conclusions reached point to a business strategy for the housing industry and possible
solutions to the practical housing problems in México.

The systems approach is presented as an appropriate method for studying the whole,
the parts and the environment of such a complex issue; the scientific method is considered
appropriate for detailed analysis of the relationship between the parts and the whole.

The principal elements of the operational housing model are the availability of land
with building permission and infrastructure, the availability of short and long term finance,
construction capacity and the housing market, all within an environment with economic,
political, social, technological, ecological, aesthetic and ethical implications.

It is found that the shortfall of 6 million housing units is increasing due to a wide range
of factors, including the scarcity of long term finance on terms accessible to potential buyers;
the lack of holistic visión on the part of the authorities and entrepreneurs alike; the lack of
land with building permission and infrastructure; insufficient payment capacity among buyers;

the need to finance purchases of second-owner homes; to foment savings for housing and to
promote rental housing; and mention is made of the principal obstacles to be overeóme in
order to move toward a solution to the housing problem.

Specific company policy suggestions for housing developers include entering into joint
ventures with foreign companies to derive synergy from united efforts.

Caution is

recommended in diversifícation strategy at this time of globalization implying reduced profit
margins, higher volumes, increased competition and the need to be more flexible in the face of
frequent changes in the macroeconomic situation.

Suggestions are offered to the government and the prívate sector concerning the
desirability of broadening the national savings retirement scheme, creating a mortgage
securitization system, and establishing a government housing department capable of
integrating the parts of the problem and of working to elimínate corruption and reduce
excessive taxes; recommendations are made regarding advantages to be had in economies of
scale in housing production; in vertical integration with some of the construction materials; in
promoting the acquisition and financing of second-owner properties; in fomenting investment
in rental housing, in making mortgage interest payments tax deductible; in classifying housing
construction at zero rate for sales tax purposes to reduce the cost of housing production; in
promoting use of the "just in time" system in housing production to reduce inventories and the
implied fmancial cost; and finally in creating a national awareness of the social problem of
housing so that the government might apply subsidies to low-cost housing construction in the
form of guarantee funds for the securitization of mortgage loans, and thus trigger economic
growth and job creation.
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PART I

OVERVIEW AND BACKGROUND

i

CHAPTER 1
INTRODUCTION

1.1 THE HOUSING PROBLEM IN MÉXICO

It is estimated that in 1990 there was a housing shortage in México of 6,000,000 units
(1). This figure is based upon calculations that take into account: the number of families, the
number of houses built and the number of members in each family. The national census has
considered 5.02 people per family.

The problems derived from the lack of appropriate

housing for this population are many, specifically for those with low economic resources, and
have a great social impact. According to sociological studies, living in crowded conditions is
an influencing factor in drug abuse, alcoholism, prostitution, gangs, and high levéis of crime,
as well as many other socially undesirable types of behavior (2).

The housing problem in México is not new. It has been known about since 1930.
However, formal studies conducted on this issue did not appear until the sixties. Basically
because of the creation of the Instituto Nacional de la Vivienda (3), in recent years, studies
have been conducted to explain and overeóme the problem. However; these studies focused
on very specific issues without considering that housing is a complex problem that invob/es
several disciplines and is the result of many systems with many relationships and
interrelationships (4).
(1)
(2)
(3)
(4)

Barragan, Juan Ignacio. 1994: 100 Años de Vivienda en México. Urbis Internacional, p. 45.
Nodarse, J.J. 1990: Elementos de Sociología. Cia. General de Ediciones, S.A.
Op. c i t , Barragan 1994, p. 45.
Gilbert Alan. 1989 Housing and Land in Urban México. University of California, Sn. Diego, p. 10.
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1.2 DISSERTATION METHODOLOGY

In a bibliography research conducted at librarles of: The University of California, the
University of Texas at Austin, and the Instituto Tecnológico de Monterrey among others, we
fínd a number of books and articles about the problem of housing in México, but none of them
is written from the systems point of view. For example Gilbert (5) published a monograph on
housing and land in urban México that covered topics from rental housing, urban public
services and social conflicts, to state intervention in housing. However, each is a sepárate
study and explains just part of the problem. Barragan (6) tells the history of housing in
México, but again, the work is descriptive and anecdotal. There are works on housing studies
(7) using the systems approach but they are not specific to the Mexican problem.

Each discipline that has studied the housing problem, has done so from its very
particular standpoint. For the economist it is a situation of resources and productivity. For
the politician, it is a social pressure; while for the attorney it has to do with the land as
property; the architect and the civil engineer consider it as a problem of design, efficiency and
cost; but for the urbanist, it is a question of planning the living spaces. In this way, each
specialty analyzes and interprets the problem from its point of view.

I consider these

fragmented approaches to be reductionist, focused only on their particular field of action,
paying inadequate attention to the relationships with all the parts of the system, and creating
solutions that are problematical and often inoperative.
(5) IBID pp í-n.
(6) Barragan, Juan Ignacio. 1994: op. cit.
(7) United Nations. 1973: Integration of Housing into National Development Plans: a Svstems Approach. N e w York.

3

To study and offer meaningful solutions to the problem of housing in México requires
the consideration of many issues: political, social, economic, financial, legal, anthropological,
engineering, architectural, medical and so forth. In each one of these fields studies have been
carried out in order to explain and overeóme the problems in each área of speciality, but to
date, in none of these áreas has an effort been made to study the problem as an integrated
whole.

The systems approach provides an excellent opportunity to study the housing problem
in México from an integrated standpoint. Seeing the problem as multidisciplinary, for which
one understands the necessity of developing a model to identify and explain the relationships
that the parts have to each other and the whole. Only in this manner is it possible to propose
feasible and attainable solutions.

Through my exploratory and descriptive research, I

demónstrate that:

1.

The problem of housing in México is complex. It involves many variables and includes
several disciplines. It is multidisciplinary and transdisciplinary.

2.

The studies carried out to date have not achieved the proper definition and explanation
of the problem because the scientific method has been used instead of a systems
approach; this is explained in detail in Chapter 2.

4

3.

A systems approach is a better way to analyze and explain relationships between the
different parts that define the housing problem, and to achieve integral solutions.

4.

Specific solutions can be derived from the application of an operational systems model,
and some of these solutions can be formulated in terms of business policy suggestions.

One of the contributions of this doctoral dissertation is to demónstrate that the systems
approach is a better tool to identify, explain, and help solve the problem of housing in México,
than is the scientific method which has been used to date.

Through the presentation of a real case, chosen from many studied (Table 4.3): 1) I
explain the housing problem, 2) identifying its primary variables, 3) its relationships and
interrelationships and based on many other cases, revised in interviews (Appendix 3), 4) I
créate an operational model (8) using the systems approach.

This model explains the

complexity of the problem and serves as a basis for suggestions and possible solutions.

Based on the operational model and on 15 years' work by Constructora Ecles in the
field of housing in México, I provide business policy oriented suggestions to: government
agencies, housing promoters, land developers and financing institutions.

The methodology used implied the investigation and explanation of what the scientific
(8)

Ackoff, Rusell L. and F.E. Emery. 1972: On Purposeful Systems. California, Intersystems Publications, for more on
the notion of "operational models" They are not just conceptual models but show the functions of the parts.

5

method is, its meaning, origins, achievements, and the kind of problems it has overeóme. The
studies and proposed solutions to the housing problem to date have been conducted using this
method, and the solutions found and implemented did not have the desired results. I explain
and detail the origins and meanings of the systems approach, from the standpoint of authors
such as Ludwing Von Bertalanffy, Kenneth Boulding, Peter Checkland, C. West Churchman
and Rusell Ackoff.

The first step was to review the current approach to solving the housing problem in
México over time. This assumes a bibliographic research that includes the available material
in libraries of the following educational institutions: Instituto Tecnológico y de Estudios
Superiores de Monterrey, Universidad Autónoma de Nuevo León, University of Houston,
University of California, University of Texas, as well as a review of what has been published
by Instituto Nacional de Estadística, Geografía e Informática (INEGI) and the organizations
that group together the sectors concerned with housing in México: PROVTVAC and
ADIVAC.

The aforementioned research, along with the work conducted throughout my doctoral
studies, has led me to the perspective that housing in México is a multidisciplinary and
transdisciplinary problem (a hybrid problem involving several disciplines and in some respeets
going beyond the formal boundaries of those disciplines themselves), that has not been solved
employing the scientific method, since a serious shortage of houses still prevails ih México.

6

The second step was the description of the scientific method and systems approach,
their comparative strengths and limitations, and the demonstration that because we are dealing
with an interdisciplinary problem, (cross-disciplinary, including several disciplines) (9), a
systemic method is more appropriate to explain and propose better solutions than the ones
proposed and carried out to date. In this step I used the bibliography presented at the end of
this work, as well as the results of the direct research developed throughout the presentation
of the doctoral comprehensive exams.

Having reviewed the status of housing in México, and asserted that the systems
approach is an appropriate tool to study it, I explain a real case as an example of many
reviewed, that consists of a project of 5,837 houses of "social interest" (10) in Apodaca, N.L.
México, constructed during 1990 and 1992. This project, called Metroplex, was developed
by Constructora Ecles, S.A. de C.V. Today, it is completely integrated into the urban área and
is a finished development. The project provides an excellent example to identify, describe and
analyze many variables necessary to a full understanding of the housing problem. Metroplex
was started from scratch; that is, each one of the steps necessary to build and deliver houses
was performed, including: getting the land, and the required licenses to develop it, as well as
the financing for infrastructure, urbanization and building, the building process itself, the
marketing of the houses, obtaining of mortgage loans for individual clients, and the delivery of
the development either to inhabitants or to municipal officials.

(9) Klir, G. J. 1993: Svstems Science: A Guided Tour. Journal of biological systems, V o l . l , N o . l , p (27-58).
(10) JJI México the term "social interest house" is used to desígnate the subsidized mortgage interest house for low income families.

7

There are reliable documents and statistics from Constructora Ecles available to me
that allow an in-depth analysis of the situations that are encountered throughout the
development of the project, as well as many other cases from the government and prívate
companies, information that is very difficult to get from the industry participants.

Finally, based on the study of many cases and the application to them of soft systems
methodology created by Checkland (including action research) (11), I propose an operational
model in Ackoffian terms (12) (not just a conceptual model but one based on a consideration
of the function of the parts), that explains the phenomenon of the housing problem in México,
its individual variables and their relationships and interrelationships. From this model and my
experience accumulated through 15 years of work with housing development, I offer some
business policy oriented suggestions for the solution of the housing problem in México, and
conclude with a discussion of suggested áreas for future research.

1.3. DISSERTATION OVERVIEW

Chapter 2 presents an overview of the history of housing in México. This is important
because it represents the diachronic analysis of housing in México and allows us to understand
the emergence of the problem of housing shortage and the efforts carried out to overeóme it.
This historical overview provides a better understanding of the model in Chapter 5, the
business policy suggestions in Chapter 6, and the conclusions in Chapter 7. In this chapter we
(11) Checkland Peter. 1981: Systems Thinking. Systems Practice. N e w York; John Wiley.
(12) Ackoff, Rusell L. and F.E. Emery. 1972 op. cit.
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will review not only the history of land development and the fírst housing units but also the
history of mortgage financing. The latter is highly related to the shortage problem due to the
need for most people to have a mortgage credit in order to acquire a house and to transform
the payment of this credit into an incentive for future savings.

Chapter 3 discusses the theoretical support for a systems approach to complement
scientific method attempts to overeóme the problem of housing shortage in México. In order
to understand the operational model in Chapter 5 it is necessary to analyze the theoretical
foundations, and review the history and classical thinking of the branch of knowledge called
systems science.

Chapter 4 presents the Metroplex Case, a real case submitted as a sample of the many
cases that were the basis for the study of the housing problem and the proposal of the
operational model as well as the conclusions and suggestions.

Chapter 5 discusses the operational model to demónstrate how the concept of systems
thinking relates itself to the study and development of cities, both from a structural and
functional standpoint. We will see a housing project in terms of systems and the development
by steps of the housing operational model in México, as a first attempt and proposal which
enables us to understand the whole and the parts of the problem, and the relationships
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between the parts and the whole. We will have at the same time a greater appreciation of the
need to study the relationship between one or several parts and the whole.

Chapter 6 offers a theoretical support in the área of business policy to lay the
foundations for two specific suggestions for home developers in México. One is the necessity
or convenience of joining forces with a foreign partner and the other suggestion is the
convenience of being highly prudent in diversification, tending more toward a specialization
strategy in the segment to be tackled.

Chapter 7 is a summary of the conclusions, suggestions and füture research of the
current dissertation, mainly related to the history of housing in México (Chapter 2), the
sample of the actual case (Chapter 4) and the operational model (Chapter 5), using systems
theory (Chapter 3) (Fig. 1.1).

1.4 DISSERTATION LEVQTATIONS

This is exploratory and descriptive research that makes a synthesis effort to understand
the whole and the parts of the housing problem in México. According to this research the
problem and immediate solutions are more related to economic, financial, political and
business issues than to technical or sociological aspects, and that is why the analysis,
conclusions and suggestions are more oriented toward finance and business policy in systems
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terms (13).

The reader will not find deep treatises of construction systems, self-construction methods,
landscaping or environmental aspects.

Starting with real cases (Table 4.3) and interviews with entrepreneurs and government
officials (Appendix 3), I use a soft system methodology (14) to design an operational model,
and inductively and deductively reach conclusions, suggestions and further research, without
mathematical models or statistical inference.

(13) See Chapter 7 for conclusions, suggestions and further research, specifically see Section 7.3.
(14) Checkland Peter 1981 op. cit. The method of "Action Research" is used through the Metroplex case, as a means of
having the exact and real information. With this method, the researcher is an actor in the case, losing objectivity but
gaining precisión and credibility.
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PART II

APPROACH, STUDY AND MODEL
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CHAPTER 2

HISTORY OF HOUSING IN MÉXICO

2.1

INTRODUCTION

Chapter 1 defined the problem of housing in México as the inability to genérate the
number of houses necessary to match population growth, as well as the generation of new
family cells. The extent of this dissertation was also determined and defined; now we will talk
about the history of housing in México.

This chapter is a diachronic description of what has been done about the generation of
housing in México from 1900 up to the present time.

It is an exposition of historical

developments obtained from several sources that shows the evolution of the approach to
solving the problem for almost a century. I do not attempt to analyze or question the history,
but simply to describe facts and relate history to the methodology of systems (Chapter 3) and
the Mextroplex Case (Chapter 4), in order to support the development of the operational
model (Chapter 5) and the conclusions, suggestions, and future research (Chapters 6 and 7).

2.2

EMERGENCE OF "THE HOUSING PROBLEM"

As of the middle of the 20th century, housing in México became a significant subject
of social and academic discussion. Before this date, while a concern for housing existed, it had
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never emerged as a major issue. In fact, up to the end of the 19th century, the housing
situation went unnoticed in political and social circles in México, as is evident from the almost
complete lack of literature on the subject.

Of course, at the end of the 19th century, México was barely recovering from a long
period of political instability, marked by an endless series of wars, coups d'état, foreign
invasions and ideological conflicts; so the concern about housing was far from being a national
priority. The essential task for politicians and academics was to strengthen political stability,
organize infrastructure and foster productive investment, as per capita income had remained
practically unchanged throughout the century, whereas in the United States it had multiplied
by4.45 (15 ).

Unlike other human satisfactors, such as health, public order or morality, housing did
not become a major concern of organized societies anywhere until the middle of the 19th
century, being addressed successively by public health specialists, moral ideologists and
utopian entrepreneurs, this last group sustaining that an industrial-type organization would
solve all their problems(16 ).

The first legislative initiatives appeared shortly after 1890, almost simultaneously in

(15 ) Coatsworth, John H. 1990. Los Orígenes del Atraso. Nueve ensayos de historia económica de México en los Siglos
XVTJJ vXTX. México, Alianza Editorial Mexicana
(16) Roux, Simone 1976. La Maison Dans 1' Histore. París, Albin Michel.
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several countries, consisting of a set of public health related measures concerning urban
developments and construction of houses, which included the incorporation of mains water
supply, sewers in major cities, regulations about the máximum number of inhabitants per
house, mínimum height of rooms, mínimum área of windows, etc.

These initiatíves were followed at the turn of the century by a set of financial-type
measures aimed at allowing white and blue collar workers to house in better conditions,
thanks to subsidies in interest rates granted by authorities to widen access to housing or the
construction of rental housing.

It was at this time that housing became a concern for

engineers and architects and the first urbanism proposals aróse, airning for integral habitat
solutions. These included Howard's famous treaty on the "Garden City", Charles Garnier's
projects on the "Labor City", the papers of traditionalists about the return to the country and
traditional housing, and the projects for houses with family kitchen gardens promoted by the
Catholic Church. From these beginnings the concept of urbanism evolved over a twenty-year
period, centered around personalities such as Le Corbusier and Walter Gropius, and in the
major capitals the first dwelling complexes were built; urban sociology and the first attempts
to industriaüze housing emerged simultaneously.

México was just recovering from its revolutionary struggle when Europe was
discussing the measures to be adopted in order to assure adequate housing production. The

15

"housing problem" under discussion had developed gradually during the 19th century due to a
combination of factors:

The first of these was the constitution of a huge mass of blue collar workers and the
underemployed grouped together in the cities, living in very high-density housing with poor
conditions of hygiene, and segregative urban schemes.

The second factor had to do with the emergence of innovative technological and scientific
solutions that allowed for dramatic improvements in hygiene conditions and comfort in the
housing of the privileged classes. One example of this was the introduction of a mains water
supply, that created a clear distinction between houses that received the improvement and
those that did not (17). Cholera epidemics sparked the appearance in Europe of the first
papers proposing mínimum regulations for each house concerning ventilation, lighting and the
number of inhabitants per room (18 ), while Pasteur's work on the transmission of infections
led at the end of the century to regulations concerning sewage disposal and the collection of
domestic garbage (19 ).

The third major factor was the appearance of political and social pressure groups who

(17) Barragan, Juan Ignacio. 1994. 1Ú0 Años de Vivienda en México. Historia de la Vivienda en México en una Óptica
Económica y Social. Monterrey N.L., Urbis Internacional, S.A. de C. V.
( 1 8 ) Ibid.
¿(19) Ibid.
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began to struggle within the modern democratic scheme, vindicating among other things a
house of quality comparable to that of the privileged classes, at least as far as utilities and
quality of construction were concerned.

2.3

URBANIZATION AND URBAN CIVTLIZATION IN MÉXICO

The México of 1900 did not yet show serious signs of urban sprawl: 72 % of the
population lived in cities of less than 2,500 inhabitants and 92% in cities of less than 25,000
ínhabitants. Furthermore, México City with its 344,000 inhabitants had recorded quite low
indexes of population growth, about 1% per year in the last decades of the century; so the
pressure for new houses was not significant. The situation was the same in Puebla, which
with a population of 93,000 inhabitants, had a growth rate of only 1.9%. However,
Guadalajara and Monterrey, with 101,000 and 62,000 inhabitants respectively and growth
rates of 4% and 7% per year, showed situations which were likely to put pressure on the
market; but urban conditions permitted the population to be easily channeled to the peripheral
zones (20).

Infrastructure and transportaron services had hardly begun to be introduced in some
districts of the main cities; so

the housing solution was still relatively simple almost

(20) Barragan, Juan Ignacio, op. cit.
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everywhere.

Only México City, and to a lesser degree Guadalajara and Puebla, were

characterized by an acceleration in the pnces of central land related to the improvement of
infrastructure.

The political aspect related to housing was still less developed, because at that time the
authoritarian regime of General Diaz did not facilítate the expression of discontent; therefore
social pressures were focused on the truly essential issue which in those years was the struggle
to democratize the political system.

However, throughout the 20th century the three variables evolved at a high rate.
Between the 50s and 60s, several cities began to show serious problems of overpopulation
and crowding; at the same time, modern infrastructure became widely available, causing rises
in land pnces and strengthening the segregative distinction between poor and wealthy zones.
Both processes would increase from then on; today there are about a hundred cities all over
México where crowding and social contrast problems are considerable.

It was perhaps the political issue that took more time to develop for two principal
reasons: first, urban settlements had wide territorial reserves of common land which absorbed
the pressure of demand and in part placated the social leadership, even though the long term
result was far flung chaos booming in some of our principal cities. On the other hand, part of
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the government were adept at using the situation in order to favor the popular sectors,
involving the social leadership in the "business of housing" and at the same time strengthenir.g
their presence in the community.

In spite of the aforementioned developments, some popular movements were
Consolidated at the end of the 70s, leading to a period of great politization in the field of
housing from 1968 to 1982 approximately, during which time the State was forced to increase
its initiatives in favor of the housing sector. Then as never before, the "housing problem" had
a particular validity in the country (21 ).

However, throughout the 80s this phenomenon of politization has considerably
decreased giving rise to more creative schemes of economic and social pressure in this sector.
The international social experience shows us that from the 50s on, social and political thought
around housing began to change, passing from the perception of a problem to an awareness of
an opportunity.

After World War II, the developed nations launched the definitive offensive in favor of
housing production, reaching at the beginning of the 70s production volumes higher than one
house per year for each hundred inhabitants; that in México would be equal to producing

(21) Gilbert, Alan. op. cit.
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around 900,000 houses a year. By about 1965, several of those nations had overeóme the
etninently quantitative problem and refocused their objectives to the qualitative improvement
of the dwelling complex. Quality of life returned to urban centers and architectural beauty
reigned again over their cities.

This change was possible when the state and society as a whole understood that
housing was an opportunity to reconcile the population and trigger the growth of the national
economy. Therefore, while there still exists in those places an unsatisfied demand for housing
and vindications associated to the quality of life, it is undeniable that their levéis of production
have allowed the consolidation of several branches of national industry and, above all, the
constitution of a patrimony for middle and working classes.

In México, we recognized this same attitude shortly after it appeared in Europe: there
are some notable proposals for the production of working and middle class housing by some
entrepreneurial groups and, then, the emergence of state bodies such as FOVI, INFONAVIT,
FOVISSSTE, FOVTMI, and FONAHAPO (22 ), devices through which the State attempts to
make house ownership available and accessible to all social strata.

Unfortunately, the efforts in favor of housing have not reached the level of consensus

(22) Gilbert, Alan. 1989. op. cit.
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that allowed the dramatic changes in European countries, so deficiencies and contradictions
prevail in the strategy of housing production. So, for example, some of the devices of state
assistance have been used for political ends, without assurance of their economic efficiency;
many levéis of public administration have turned into enemies of housing production; the
financial system as a whole has not considered housing as an área of opportunity; the
population itself has adopted an attitude against the development of formal housing, defending
its quality of Ufe but unaware of the major prejudices caused by informal housing.

2.4

GENERATION OF HOUSING IN THE 19th CENTURY

2.4.1 Land and Urbanization

Land is the first factor to consider when talking about urban housing. In
agricultural zones, the valué of the land is basically set in terms of the fruits it is likely to
produce and in the last century the housing function had little influence on the valué of the
plot; landowners lived alongside farmhands, and even day laborers and

sharecroppers

frequently built their huts landowner's property. (23 ).

But the situation is different in urban zones, where the price of the land is derived from
the urban rent that it is able to produce in a given location. This rent is related to shortage

(23) Nickel, Herbert J. (Editor) 1992. Paternalismo y Economía Moral de las Haciendas Mexicanas del Porfiriato.
México, Universidad Iberoamericana
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factors derived from the quality of services and infrastructure, social and physical
environments, urban regulations, quantity and quality of transportation, nearness to places of
attraction, etc. However, in those years the difference between urban and rural land was not
so marked as it is nowadays. Until the beginning of this century, many of the differential
elements of land had not become general. For example, the current concept of land with
Utilities was not regulated, so the incorporation of land into urban zones was a quite simple
operation of delimitation, clearing and alignment.

The question of sewerage was generally solved on each plot through septic tanks, as is
still the practice in several towns of the country. Even in México City, the 1858 hygiene
regulations established that each neighborhood must have at least one septic tank which was
periodically evacuated (24).

The water supply was generally solved with wells and springs or peripheral rivers
through irrigation channels or aqueducts. Street lighting was developed throughout the 19th
century in most of the country, consisting of gas or oil lamps, located mainly in public squares.
Electricity, known at the end of 19th century, was not widespread until the 20s in the principal
cities of the country.

(24) Katzman, Israel 1993. Arquitectura del Siglo XDC en México. México, Centro de Investigaciones Arquitectónicas,
UNAM, pp. 42
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Paving was generally limited to main streets and around squares and churches.
Therefore, the infrastructure of

Utilities

of 19th century Mexican towns was at an embryonic

stage. Urban growth was provided for by laws dating from the Colonial period, stipulating
that towns and cities should have a common destined for grazing domestic animáis and for
absorbing the growth of the place. Originally, such a common was of "half square league
around it" (25 ), which represented about 924 meters from the boundaries of city; however,
other authors point out that the ordinary sizes were one square league, which was the legal
minimum. In the case of México City, due to its status as capital city, the audience granted in
1539 a 15-league common; while most of this land was distributed during the Colony, in 1830
there were still several stables (26 ) in existence. As of the middle of the 19th century general
legislation still stipulated the establishment of a common measuring "six hundred yards in any
direction" (27 ).

Land prices were low in cities and towns practically all over the country. Under the
Constitution of 1824, in order to obtain the status of municipality it was necessary to amass a
minimum number of 1,000 inhabitants, so plots were sold at a very low cost; in some cases,
where it was desired to extend the city, the authorities decided to bestow on each family up to
ablock of land and

a. fanega

of" sown field" (28 ). In the case of Torreón, a settlement

(25 ) Méndez Sainz, Eloy 1988. Urbanismo y Morfologia de las Ciudades Novohispanas. El diseño de Puebla, México,
UNAMUAP
(26 ) Quoted in: D e Gortari, Rabiela, Hira y Herandez Franyuti, Regina La ciudad de México y el Distrito Federal (19241928), Memorias y encuentros, Departamento del Distrito Federal, Instituto de Investigación Dr. José María Luis
Mora, 1988, Tomo m pp.55-66
(27) Quoted in: D e Gortari, Rabiela, Hira y Hernández Franyuti, Regina La Ciudad de México v el Distrito Federal
(1924-1928), op. cit. 55-66
(28) Gobierno del estado de Nuevo León, 1958 The most important laws and decrees of constitutional legislatures
throughout one hundred thirty four years of institutional life, Monterrey.
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founded at the end of the 19th century at the junction of two great railroad Unes, plots in the
original allocation were obtained at only 4 cents per square meter (29 ).

In the agricultural communities, urban plots were even more economical. In Garza
Garcia, Nuevo León, there were plots at between 1 and 3 cents per square meter in 1861
However, it is important to clarify that in cases where the community was oriented to other
than agricultural activities, access to urban land became difficult for day laborers (30 ).

Frequently, the plots accommodated múltiple families in the traditional way.

The

family groups often comprised several generations; typically they kept livestock and planted
fruit trees. In Monterrey, the cheaper plots were of an average of 700 to 1,000 square meters,
at prices from 3 to 5 cents, which meant an investment of between $21.00 and $50.00,
equivalent to 84 to 200 days' salary. In Torreón the mínimum plot was a quarter of a block, or
1,790 square meters, sold for $75.00 pesos (31 ). As a result, only the zones opened by the
municipal authorities on their former common land were accessible because they were offered
at low prices and long terms. This contributed to an exacerbation of the space segregation in
the cities: the humble sectors built on the outskirts still mark where the cities were established.

(29 ) Guerra, Eduardo 1992 Historia de la Laguna. Torreón, su Origen, y sus Fundadores, pp. 59-64
(30 ) The Most Importants Laws and Decrees. op. cit.
(31) Ibid.
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The clearest case is that of México City (32 ). In 1814, when the capital had about
170,000 inhabitants and 254 blocks, economical plots were acquired at between 1 and 5 cents
in the peripheral zones. But the average price of the land was $5.66 pesos per square meter,
over a sample of 107 valúes in the entire city.

From early times the land in México City was a lot more expensive than in the rest of
the country. Four factors explain this: population growth, the introduction of Utilities, the
widening of differences between urban zones, and the new phenomenon of a dynamic property
market (33 ).

The first factor had a limited influence because demographic growth was modérate in
the capital, above all in the first half of the century, when it grew from 170,000 inhabitants in
1814 to just 200,000 in 1870, though it accelerated by the end of the century, reaching
344,000 inhabitants in 1900.

The introduction of

Utilities

and other cost elements was a more significant factor.

México City, due to its size and importance, began to incorpórate functional elements of the

(32 ) Information about the valué of land in México City comes from Alvarez, Manuel F. paper La Valorización de los
Predios de la Ciudad de México originally published in 1924 by American Book & Printing Co., S.A., reprinted in:
Alvarez, Manuel F. Algunos Escritos, Cuadernos de Arquitectura y Conservación de Patrimonio Artistico, No. 1819, SEP-INBA, México, N o v . - D e c , 1981, Jan.-Feb. 1982.
(33 ) Ibid
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European urban model before other cities of the country (34 ). Stone cobbling was laid in
central streets throughout the I9th century. Then carne the introduction of mains water
supply: by 1902 6,800 houses were integrated in to the network. The construction of central
drains was regulated from 1858, but it was not until the end of the century that the major
works were carried out. Street lighting was introduced in México City in the 18th century
and installed throughout the center of the city as of the middle of the 19th century. Public
transportation began to develop in 1857 with horse-drawn streetcars and in 1899 these were
replaced with electric ones serving the central zones. The cosí of many of these services
directly influences the properties incorporated into the systems, which automatically increases
their valué signifícantly. In addition to its direct cost, the incorporation of services and other
characteristic elements of 19th century urban civilization had the consequence of
strengthening the pressure of demand for land in privileged áreas.

The last contributory factor is the transformation undergone by the system of land
transference. The oíd feudal principie of transference of a right of use against a rent in
perpetuity was still used in México, but following the enactment of the law of disentailment of
Corporation assets in 1856, the increase in the number of property sale transactions made the
real estáte market more dynamic.

(34 ) Katzman, Israel 1993. Arquitectura del Siglo XTX en México, op. cit.
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2.4.2

Impact of land and urbanization on housing production

The significant rise in land prices in México City had a series of consequences on
housing production. The first was the concentration of property and building land in the
central district, which at that time was endowed with the best services and many other
location advantages.

Another consequence was the progressive exclusión of middle and low income
population from the central zones of the big city, because disentailment ended the system of
fixed rent in perpetuity that benefited the poorer members of the population, and rents began
to increase in line with prices or demand.

Finally, the rise in land prices caused an increase in the density of construction and
population, because it was necessary to distribute the cost of investments in land between a
larger constructed área and more people. In this way, México City had a higher density of
construction than the rest of the cities in the country: according to the 1900 census, 30% of
the buildings were of more than one floor, compared with 2.13% in Morelia (35 ); or 2.57%
in Queretaro (36 ).

(35)

Sánchez Diaz, Gerardo et al. Pueblos. Villas v Ciudades de Michoacan durante el Porfiriato, Universidad
Michoacana de San Nicolás Hidalgo, Instituto de Investigaciones Históricas, Morelia, 1991
(36 ) Censo General de la República, Estado de Queretaro, México, Secretaria de Fomento, 1902
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The rise of land prices in urban centers naturally prompted a series of developments in
peripheral zones. In 1857, in México City, Francisco Somera projected ''the Architect's
district", where architects and architecture students acquired rural lands for between 35 and
60 cents per square meter (37 ); other developments aróse simultaneously, such as the district
of Santa Maria de la Ribera, which included a square, church, and school (38 ). In 1874, the
Guerrero district appeared comprising plots sold for between 15 to 80 cents per meter and
some low priced houses. The architect Nicolás Mariscal was scathing in his criticism of the
efforts of functionalism and constructive normalization evident in them: "...the profít motive is
so imperative that in order to avoid waste they have made sure that the wall área is a múltiple
of the wallpaper and the bay área is also the size of commercial lumber. The order of things is
reversed here; needs are adapted to materials" (39 ).

By 1900, the third and strongest wave of developments emerged. In 1902, the
construction of the Roma district, the first development with modern infrastructure in the
country, was authorized; because the urbanist himself undertook to defray the expenses of
paving, sidewalks, sewers, and mains water supply.

The city of Monterrey experienced significant population growth after 1890, going

(37) Morales, Ma. Dolores. 1981 Francisco Somera v el Primer Fraccionamiento en la Ciudad de México f 1840-1889).
in: Cardoso, Ciro (coordinador) Formación y desarrollo de la burguesía en México, Siglo XXI editores, 1981, pp.
188-229
(38) Quoted in: De Gortari Rabiela, Hira y Hernández Franyuti, Regina La Ciudad de México y el Distrito Federal op.
,
cit. tomo JJ, pp. 83-155
(39) Quoted in: Katzman, Israel. 1963 La Arquitectura Contemporánea en México. Precedentes v Desarrollo, Memorias
VTJJ, INAH-SEP, pp. 60
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from 41,000 to 78,000 inhabitants in 1900. However, this demographic pressure was not
enough to prompt the appearance of districts. Most of the working population settled to the
south of the city in new towns. Meanwhile the high income population continued to prefer
the traditional streets to the west of the city, acquiring large plots, most of which carne from
the partitioning of small manors or local gardens. The first district did not arise in Monterrey
until 1905, when the government gave its authorization for a development to the north of the
city on the land adjacent to Cervecería Cuauhtemoc.

2.4.3 Long Term Financing

México inherited from the Spanish colonization a long term credit system of feudal
characteristics which unfortunately delayed the appearance in the economy of modern credit
schemes. During the Colonial period and until the mid-19th century, the acquisition of an
estáte could be made either paying cash or through the constitution of a rent. The concept of
rent was inherited from European feudal customs, through which the landlord transferred the
right of use of the land against a monthly payment in perpetuity. This system benefited the
population in general and specifically people of scarce resources, because they could hardly
pay cash. Also, the system presented several advantages: on the one hand, the rent was fixed,
so the usufructuary of the land paid annuities which decreased in real terms over time, even
though inflation rates were quite low, after three or four generations the rent became truly
negligible. Rents were at a very low rate and controlled by the authorities, they fluctuated
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during the Colonial period 4% to 8%. However, the system allowed for the constitution of
additional rents on the same plot and this created problems in that plots frequently became
burdened with rents up to their máximum limit. In times of economic crises, land
usufructuaries did not pay their established rents and, at worst, abandoned the land causing a
huge confusión in the credit system and serious confiicts surrounding ownership (40 ).

The rental system first carne under fire in México in 1804 (41 ), but no serious changes
were effected before the law of disentailment of 1856, which allowed tenants to acquire the
land in property through the capitalization of the rent at a rate of 6%. For those people who
paid very oíd established rents, the transaction was very attractive; but for those whose rents
were recent, it implied paying unreachable amounts, especially for the population with low
resources. In fact, disentailment has been criticized by several analysts, who have denounced
how the procedure dispoiled many peasants and urban workers of the plots they had occupied
for generations, favoring, in turn, the constitution of latifundia (many single family plots
owned by one person) and large urban properties (42 ).

The disappearance of the transference of properties in rent caused a sharp rise in

(40) Barragan, Juan Ignacio 1987 Le Passage de la Maison D'Histore Economique de l'Habitation Humanie, Tesis de
DPLG, Paris.
(41 ) About this subject see: Sánchez Cuen, Manuel. El Crédito a Largo Plazo en México. Reseña Histórica, Banco
Nacional Hipotecario Urbano y de Obras Publicas, S.A., México, 1958. Also, Ludlow, Leonor and Manchal, Carlos
(publishers) Banca y poder en México (1800-1925), editorial Grijalvo, 1986; specifically the paper of Betiz, José
Antonio "Trayectoria de la banca en México hasta 1910", pp. 267-295.
(42) López Gallo, Manuel. 1974. Economia v Politica en la Historia de México. Novena edición ampliada, México,
Ediciones El Caballito.

30

demand for land and consequently gave rise to some early financing schemes. The earliest
reference to financing for housing is found in the Carrera Lardizabal district in México City
(43 ), a project to build 300 houses for artisans with drinking water and land enough to raise
crops and livestock. Plots fluctuated between 200 and 650 square meters and the transaction
included: plot, construction (one room and a kitchen), fence, yard, and drinking water. It was
a 5-year transaction with 260 weekly payments of $1.00 to $5.00 pesos per week depending
on the size of the property (44 ).

Another reference to that time is a set of deluxe residences to be purchased in
installments in the Paseo de la Reforma and Marsella district around 1901 (45 ). In this case,
the mediator was the architect J.G. de la Lama, who obtained financing from the Mutualist
and Saving Bank incorporated to the American Bank.

2.4.3.1 Origin of the Mortgage Bank and Exclusión of Housing

After the disappearance of the rental system, the banking industry gradually began to
develop in the country (46 ). In the first half of the 19th century some institutions such as the
Banco de Avio de Minas and the Banco de Avio for industry emerged; but their life was short.

(43 ) De Gortari, Rabiela; Hira y Hernández Franyuti, Regina. La Ciudad de México y el Distrito Federal op. cit. pp. 9596
(44) Ibid.
(45 ) Quoted by Katzman, Israel. La Arquitectura del Siglo XIX en México, op. cit
(46) Sánchez Cuen, Manuel 1958 op. cit.
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In 1864, the country's first prívate bank appeared, Banco de Londres y México, and
throughout the 1880's credit institutions were developed in several áreas of the Republic,
notably México City and the states of Chihuahua and Nuevo León.

The Law of Credit Institutions passed in 1897 clearly defined the operating parameters
for banks and divided the Mexican credit system into three kinds of bank: the bank of deposit,
the bank of loans secured by fixed assets, and the mortgage bank; with short, médium and
long term functions, respectively.

In those days, mortgage activity was low and essentially

focused on agricultural development. The great majority of 15-year loans were destined to
works such as irrigation channels and dams and occasionally to buildings for production or
warehousing. Cases where the loans were directed to the financing of urban development
projects or housing are very rare. Even when the National Mortgage Bank appeared in 1933,
its primary function was the financing of rural and urban infrastructure. Although its charter
covered the financing of all kind of urban constructions, the housing element was not
developed until 1947.

2.5

HOUSING PRODUCTION FROM 1900 TO 1994

2.5.1 Housing demand and production in the 20th century

Studies show that in 1990(47) there was a housing shortage of at least 6

(47)

Barragan, Juan Ignacio, op. cit.
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million units, compared with an existing stock of 16 million. Some estimations that take into
account housing in bad conditions or with incomplete services, put the shortage at closer to
12 million units. Now, this does not mean that there are 30 million

Mexicans sleeping

outdoors; rather, the figures measure what we would cali a 'theoretical shortage' designed to
describe how many units are required for the population to live in optimum conditions.

The historical data available on demand and housing production do not allow us to
make a precise analysis of the sector behavior at the beginning of the century. Quite apart
from the methodological deficiencies of the censuses at that time, the information shows
significant voids, which it is necessary to fill through extrapolations and assumptions. In view
of this, I will attempt to trace the behavior of the demand-production ratio for housing
throughout the 20th century, in terms of the current behavior of the sector.

Everything seems to indícate that between 1900 and 1920 the supply-demand ratio
was quite reasonable, if we compare it with the later situation. Table 2.1 shows us that the
average annual production was around 45,000 units, and the average number of annual
marriages which fluctuated between 54,000 after the Revolution and 63,000 in boom years,
giving a ratio of new families to housing generation of about 1:1.3. From the mid-1920s,
thanks to the pacification of the country, the number of marriages began to increase. By 1930
(48), there were 100,724 annual marriages on average, almost twice as many as in the

(48) S e e t a b l e 2 . 1 .
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previous decade. The growth accelerated from 1940 on, so that in 1950 the number of annual
marriages was 177,531 and in 1960, 239,527.

Housing production could not keep pace; it stood at 54,000 (49 ) annual units average
between 1930 and 1950, that is, hardly 20% higher than the previous period. Two factors are
observed during these decades: on the one hand, the swift increase in urban population which
until 1930 had remained around 30 %, reaching 50% in 1960, caused the emergence of
problems, common today, of scarcity of land for development in the cities; and on the other
hand the interruption of the self-construction - self-financing system.

So, the housing - marriage production ratio reached 1:2.21 by 1930, 1:2.86 by 1940,
and 1:3.25 by 1950 (50). This period of 'urban unawareness' was the worst period of
housing production in México in the 20th century. Then, between the 195 Os and 1960s, the
housing supply-demand ratio began to move in a positive direction, thanks to several factors:
the appearance of some rental programs of public institutions, the incipient awakening of
mortgage loans for housing, and above all, the formalization of popular developments in the
big cities, though the latter emerged without Utilities and were frequently manipulated to serve
the corporatist interests of the government in power.

(49) Ibid.
(50) Ibid.
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ín spite of the notable efforts made to reduce the housing shortage, the situation at
that time still reflected the lag of the previous period and this was to have repercussions to the
extent that the birthrate grew; so that by 1970 statistics showed an average of 5.82 (51 )
individuáis per house. From the 1970s a series of efforts have been made to reverse the
situation caused between 1930 and 1960.

The generation of formal and informal housing began to grow in the 1960s at 6.35%
per year, a higher rate than the 4.92% annual rate of marriages. During the 1960s, this trend
was confirmed with housing growth reaching a 10.17% annual increase, while the rate of
marriages decreased by 3.81% per year. Therefore, the relationship between new families and
new houses improved; by 1970 it was 1.9:1 and by 1980 (52) was 1.3:1; in this way the
relative balance of the preindustrial period was reached again.

While a high percentage of houses was established during this period in popular
developments lacking
Utilities

Utilities

or on invaded land, the progressive urbanization of plots with

was formalized in the cities, and schemes of self-construction in urban environments

were carried out through organisms such as DMDECO, at national level; FOMERREY, in the
city of Monterrey; and AURIS in the state of México. Birth control campaigns gradually
reduced the pressure of crowding in houses and by 1980 the occupation rate had fallen to the

(51) Ibid.
(52) Ibid.
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level of 5.75 individuáis per unit (53 ).

The economic crisis that affected México throughout the 80s was dramatic for the
housing sector. The average annual housing production was hardly able to maintain the level
of the 70s, with an increase of only 0.88%; meanwhile, the increase in the number of annual
marriages was 2.97% (54 ), a lower figure than that of the previous decade but still higher
than the growth in housing production.

Thus it was that the relationship between added

demand and new housing increased to 1.55. And, while the occupation rate diminished to 5.06
(55 ), a situation almost as good as at the beginning of the century, it was result of decreasing
birth rate and not an improvement in production.

The causes of the recession are to be found in the forced restraint on the growth of
financing, the increase in construction costs, the problems of scarcity of urban land in most
cities, exacerbated by the institution of devices to restrain invasión of lands, and changes in
State housing policy which meant the progressive abolition of subsidies.

Regardless of the academic definitions of 'worthy and respectable' housing, the reality
is that housing demands in México are kept at relatively elementary levéis. Analyzing, for

(53) Ibid.
(54) Ibid.
(55) Ibid.

37

example, the demands of sectors living on the margin of the city of Monterrey in 1933 (56 ),
we find a progressive hierarchy. The most elementary level of demand is for urban space: the
land necessary to build one's house. In a second stage, the most frequent demands revolved
around elementary Utilities, above all, water and electricity; sewerage and street lighting
appeared at the third level; paving, transportation, schools and public security were in fourth
place. Finally, other items demanded were storm drains, sports, commercial and cultural
facilities, day nurseries, health care centers and telephone; and proper land use regulation.

Logically, a poor district that has already achieved a certain satisfactor tends to
demand the next, but those who have achieved the third level of services rarely engage in mass
demonstrations to demand paving or schools. Likewise, while the fifth level of comfort is
beyond the expectations of most of the inhabitants of isolated zones, it is commonly demanded
by the middle class. Expectations are synthesized within a framework of economic and
sociopolitical dimensions. The poor, urban individual of rural origin demands the elementary,
because that is what he believes he can get; the young professional or small merchant demands
satisfactors associated to a higher quality of life.

The point about realism of social expectations takes on a greater significance from a
historical viewpoint; because in order for social demands to be vindicated material
breakthroughs must be achieved by a sector of the privileged population.

This has only

(56 ) INFONAVTT 1992 Apuntes para la Historia de la Habitación Obrera en México. México, INFONAVTT, pp. 53
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happened recently. In the first half of this century, only México City, Monterrey and
Guadalajara had mains water supply; the other important capitals were not modernized until
the 20s. Even in 1950 (57 ), out of the 100 most important cities in the country, only 20 had
mains water supply in more than 40% of their houses. It was not until the end of the 70s (58 )
that this service expanded to communities of less than 15,000 inhabitants.

Sewerage carne even later. While master sewers were installed in the center of the
principal cities quite early on, the peripheries continued to use septic tanks, at least, until the
1970s. In fact, the insufficiency of sewerage is still a reality in the majority of urban
communities of the country, while states such as Yucatán and Campeche are almost
completely lacking in this service even in the principal urban zones.

Electricity was probably introduced at a faster pace, especially from the 1940s on;
though small or isolated cities were not actually served until after the nationalization of the
utility in 1957. With regard to paving, there are many important cities in the country such as
León, Hermosillo and Tijuana where districts have neither paving ñor sidewalks, except,
obviously, the residential zones.

Therefore, social pressure in the question of Utilities developed progressively. Before

(57) Censo General de Población 1950. Instituto Nacional de Estadística e Informática, México.
(58) Censo General de Población 1970. Instituto Nacional de Estadistica e Informática, México.
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the 1960s, only 5 or 6 big regional capitals had a basic infrastructure in the middle and upper
class districts; so it was in these districts that the population first demanded
However, the proliferation of medium-sized

Utilities

(59).

cities has also coincided with the general

development of the country's basic infrastructure. Therefore, the recent pressure of demand
has meant the emergence of a two-fold challenge: to provide land and

Utilities

to millions of

Mexicans in more than 100 cities in the Republic (60 ).

To summarize, the situation of housing in this century was affected by radical changes
that transformed it into an unprecedented problem:

1.-

The urbanization of cities complicated the process of self-construction which was ageold in the rural environment.

2.-

The accelerated growth of housing demand due to population growth and n e w
marriages specifically in urban environments.

3.-

The density and technological advance that led, on the one hand, to the installation of
expensive infrastructure of

Utilities

not previously existent, and on the other, to the

accelerated rise of urban land prices.

(59) Censo General de Población 1950. op. cit.
(60) Censo General de Población 1970. op. cit.
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4.-

The disappearance of the oíd system of financing through rent in perpetuity, in the
effort of the Mexican State to modernize the credit system.

2.5.2 Mortgage Financing of Housing

Once the Revolution carne to an end, the government began to come under pressure
from labor unions and employees for support in the construction of houses. However, the
deplorable situation of public finances prevented President Alvaro Obregon's Administration
from responding to these demands.

President Plutarco Elias Calles had the honor to begin the state strategy in question of
housing, by creating in 1956 the Office of Civil and Retirement Pensions through decree on
August 12, 1925; this included among its functions the granting of mortgage credits for the
acquisition or construction of houses. The action of this institution benefited 9,200 federal
public employees over 21 years (61 ) before being substituted in 1947 by ISSSTE.

Between 1932 and 1934, the Department of the Distrito Federal (DDF) attempted a
similar strategy through the construction of two housing developments. The first of 108

(61) Perlo Cohén, Manuel. 1910-1952. Política v Vivienda en México, in: Revista Mexicana de Sociología, No. XLI, pp.
769-835.
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houses for blue-collar workers in Balbuena, and the second of 205 houses for teachers in San
Jacinto (62 ). These were the first two developments of economical housing in the country.
However, the program was interrupted, and it was not until 1962-1964 that the Department
began again the construction of houses designed for the low paid and underemployed. This
time the DDF built 3,000 houses in the Santa Cruz Meyehualco and San Juan de Aragón
Units, which had 10,000 units with 10 primary schools, 6 kindergartens, 4 markets, 3 sports
fields, a pediatric hospital, a wooded área, a children's railroad and a large zoo (63 ).

These first efforts were limited in their volume and were basically designed for
workers in government service. It was not until 1947, in the context of the worldwide
postwar reconstruction, with serious social conflicts in the capital of the country and
increasing country-city migration, that government action and prívate initiative in favor of
housing production for workers in general gathered forcé and continuity.

For the first time in a presidential program Miguel Alemán Valdez (1947-1952)
included among his fourteen priority strategies the promotion of housing construction for
workers and the middle class (64 ). His policy began with the creation of the Banco Nacional
Hipotecario Urbano y de Obras Publicas, today BANOBRAS, and at the end of his period,
with the establishment of the Instituto Nacional de la Vivienda (National Housing Institute).

(62) Ibid.
(63) Ibid.
(64) BANAMEX, 1978 Examen de la Situación Económica de México. 1925-1976. México, Fomento Cultural Banamex.
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Both institutions functioned throughout the 50s, 60s and 70s together with some contributions
from prívate banks and rental housing programs operated by the ISSSTE and IMSS.

2.5.2.1

BANOBRAS

The first great credit institution to provide the services of a mortgage bank after the
Revolution, BANOBRAS, began to opérate in 1933, with an authorized capital of
$25,000,000 pesos. It was authorized to issue mortgage bonds which could be destined to
urban and rural property loans and industrial development, as long as it was considered of
public service or evident social benefít (65 ). In practice, therefore, the bank's activities were
divided between supporting urban modernization works such as the introduction of water and
sewerage; works to stimulate growth such as the construction of roads or industrial
promotion; and works of social benefít such as the construction of clinics, schools, etc. The
issuing of loans for housing construction did come fully into operation until 1947, when the
institution absorbed the Banco para el Fomento de la Habitación (Bank for the Promotion of
Housing), founded in 1943 for the development of low cost houses. An analysis of the first
25 years of its activities shows fluctuations in the institution's lending priorities (see Table
2.2) (66 ).

(65 ) Sánchez Cuen, Manuel 1958. El Crédito a Largo Plazo en México. Reseña Histórica, Edición del Banco Nacional
Hipotecario urbano y de Obras Publicas, México, 1958
(66) Sánchez Cuen, Manuel 1958. op. cit. p. 64.
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It was not until President Miguel Alemán's Administration that the application of
resources to housing financing began, fírstly in 1947 with direct investments by the bank itself
and later, in 1949, with loans to institutions, mainly to the ISSSTE. After the third year of the
administration, the percentage of loans oriented to housing fluctuated around 50% of the
total; when added to loans oriented to mains water and sewerage infrastructure, this figure
reached an average of 70% (67 ).

This concern for the urban question acquired more forcé during President Adolfo Ruiz
Cortines' Administration, throughout which investment in the two items mentioned increased
to more than 80%, reaching 97% and 98% in 1954 and 1953, respectively. As regards loans
for housing itself, these were maintained at an average of more than 50%, with peaks of 77%
in 1954 and 1956 (68 ).

Considering the investment applied and the average cost of a low-price house at that
time, we may infer that around 7,329 houses would have been financed between 1947 and
1957, that is an average of 666 per year; with a peak of 1,195 in 1952. Regarding the
territorial distribution of loans, it is clear that the bank tried primarily to attack the housing
problem in the capital of the country, because 64% of investments in housing were
concentrated in the Distrito Federal, and an additional 5% in the State of México (69 ).

(67) See table 2.2.
(68) Ibid.
(69) See table 2.3.
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From 1965, BANOBRAS' policy toward housing began to change: its work began to
be oriented to home improvements and the supply of Utilities to isolated districts, and it
increasingly concentrated on supporting the financing of infrastructure works. However, it
continued supporting some special housing projects, above all in zones that required specific
support such as the border regions or tourist developments.

2.5.2.2

FONAHAPO

In 1981, within the strategy of housing financing support for the most underprivileged
classes, the Fideicomiso del Fondo Nacional de Habitaciones Populares (FONAHAPO) was
constituted as an independent body of BANOBRAS. This fünd existed within the structure of
the Banco Nacional Hipotecario y de Obras Publicas since 1954; in fact, through it, most of
the credit operations for low income families were carried out. Therefore, the reduction in
housing financing by BANOBRAS at the end of the 70s affected precisely those in greatest
need.

When the Fund was constituted as an independent institution, in 1981, it targeted its
efforts essentially on families with incomes lower than 2.5 minimum salaries, which constitute
70% of the population. Its sources of funding are essentially of three kinds: a) retrieving of
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resources derived from granted loans; b) fiscal resources provided by the federal government;
c) resources derived from loans from the World Bank.

During the period 1983-1988, the presence of FONAHAPO grew considerably.
Throughout that period, the number of housing-related operations was 245,068, which
represented 17.5% of the national total (70 ) and 52% of the objective set at the foundation of
the institution (71 ).

The program was not entirely oriented to the construction of new

housing, however; rather it combined loans for home improvements and plots with utilities
(33% of the investment), with progressive housing, or "house start" (47%) (72). This is
clearly evident on comparing the amount of investments granted by FONAHAPO against
other institutions. For example, during the period in question, the average investment made
by FONAHAPO in housing operations was $61,515 pesos (of 1980), against $327,997 by
INFONAVIT and $448,134 by the FOVI-BANK program, so that the resources applied by
FONAHAPO throughout the period amounted to only 4% of the national investment in
housing.

Since its emergence as an independent body, FONAHAPO has continued a set of
strategic lines that is convenient to underline (73 ):

(70) SEDESOL, Catalogo CIHUAC, 1992
(71) Aguilera, Manuel 1987 Lineas Estratégicas de Acción para el Financiamiento de la Vivienda Popular, en: Gobierno
del Estado de Nuevo León, Vivienda para la población precarista, Memory of the International Symposium held on
November 5, in Monterrey, N.L.
(72) Ibid.
(73) Ibid.
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1.-

Massive production of social housing, granting credits to groups, not individuáis,
limiting the action to the most underprivileged sectors;

2.-

Development and social participaron, promoting self-construction and community
solidarity in the building of houses;

3.-

Decentralization, alloting investment across the entire federal territory, through its ten
regional offices; though following the guides of the national strategy for development
through the application of 80% of resources to priority cities, and 20% to rural áreas.
In the metropolitan áreas, programs of consolidation and improvement have been
favored

(16% of operations from 1983 to 1987), in medium-sized cities, massive

programs of progressive housing (56%), and in rural áreas and small communities,
home improvements (28%).
4.-

Institutionalization, designing realistic financial schemes that assure the recovering of
loans and tend to reduce subsidies; from 1987 on, according to the institution's own
calculations, recuperation has increased 50% thanks to the design of a better system of
payments (74 ). Moreover, the fund is limited to the function of financial agent,
working through the state housing institutions or other bodies in each entity.

In 1990, FONAHAPO introduced the "credit under word" scheme, which takes into
account the social and cultural problems of the less favored sectors of the population and their
difiGculties in proving their incomes to gain access to credit.

(74) CIDAC, 1991 Vivienda y Estabilidad Politica. México, pp. 93-97
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FONAHAPO financing declined slightly in 1993, with 195,000 housing operations
according to the "credit under word" scheme, amounting to N$358 million new pesos, for
home improvements and self-construction. However, at the Second National Meetíng of
Promotion and Deregulation of Housing, in November 1993, President Salinas announced
unprecedented support from the federal government to the tune of N$3,000 million new
pesos, to help those with incomes lower than 3 minimum salaries; this would mean a growth
of almost 800% in relation to 1993, and practically twice as much as was applied in the first
five years of the administration.

In spite of its increased presence and more efficient management of the credit, the
FONAHAPO is still receiving criticism. Its detractors argüe that the percentage of financing
directed toward low income sectors is still very small in relation to the housing needs of this
majority segment.

They also criticize the policy of diminution of subsidies and even the

strategy of granting credit to groups, because they have frequently been channeled to the most
politically sensitive organizations, and not necessarily to the most needy (75 ).

2.5.2.3 Mortgage Banks and the Housing Finance Program

Throughout the 20s companies existed that in a more or less formal way supported
credit for housing. Examples are the Compañía Constructora de Bienes Raices, S.A., which
r~
(75) See for example CIDAC, Vivienda y Estabilidad Política, op.cit., pp. 93-97
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built several houses in the Chapultepec Heights development in Lomas de Chapultepec,
México City, financing the land and construction at a term of three to six years (76 ); and the
Compañía de Banco de Hipotecas y Prestamos, which developed the Manuel Romero Rubio
district(77). Throughout the 30s these kinds of transactions multiplied; a typical example is
the Lindavista district in México City, where in 1939 the Compañía Tepeyac-Insurgentes sold
houses at $10,000 pesos, with a down payment of $4,000 and 50 monthly payments of $150
pesos (78).

Some small scale organizations, specialized in the mortgage arena, were

authorized by the General Law of Credit Institutions and Auxiliary Organizations to issue
mortgage bonds and grant loans with real estáte as collateral. The credit conditions varied
over time: throughout the 50s there were institutions that financed 75% of the property cost
at a rate of 8% on outstanding balances (79 ); while at the beginning of the 70s it was
stipulated that the loan could not exceed 50% of the property valué (80 ).

In the course of the 40s, these institutions were pooled in the Asociación Hipotecaria
Mexicana (Mexican Mortgage Association), which by 1963 already represented 26 mortgage
loan companies and 14 branches or agencies in México City alone (81 ). While we do not
have information about the number of units prívate banks built in the 40s and 5 Os, we can
measure their significance within the mortgage financial system. Table No. 2.3 shows us the

(76) Revista Cemento, 1924-1926
(77) Quoted by Cruz Rodríguez, María Soledad 1992. México. D.F.: Colonias y Politica Urbana (T920-1930). in:
Ciudades, Revista Trimestral de la Red Nacional de Investigación Urbana, No. 13, Ene-Marzo
(78) INBA Arquitectura Mexicana del Siglo XX. Cuaderno de Arquitectura y Conservación del Patrimonio Artistico Nos.
22-23, 1982, pp. 66
(79) Quotation belonging to the Banco Inmobiliario de Monterrey, S.A. institution of saving and loans for family housing,
in: Revista Propiedad, several numbers, 1952.
(80) Quoted by López Rosado, Diego. Problemas Económicos de México, México, UNAM, 1963
(81) López Rosado, op. cit. p. 65. pp. 233
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evolution in percentage terms of the role of the mortgage from 1955 to 1965: while mortgage
bonds issued by BANOBRAS remained stable and began to decline after 1964, bonds issued
by prívate banks remained at a very low level until 1960, when they begin to increase,
overtaking the National Mortgage Bank in just a few years.

By 1965, prívate mortgage banks surpassed the already nationalized banks in relation
to volume of securities in circulation. Obviously, both types of bodies offered mortgage loans
targeted to support different constructions, not only of the housing type. Moreover, bank
credits were essentially targeted toward higher levéis of demand.

So, a broad view of

financing at the beginning of the 60s shows us that BANOBRAS, supported the production of
housing for the less favored groups, to a great extent through the National Housing Institute;
the ISSSTE and LMSS supported their rightful claimants; and prívate banks supported the
financing of more solvent strata. This distribution shows how, regardless of the insufficiency
of credit support to housing at all levéis, the existing schemes presented a signifícant void in
relation to housing support for the middle-class segments.

To confront this quantitative

challenge would be the mission of the Housing Finance Program.

2.5.3 Housing Finance Program

The Housing Finance Program, originally called the National Housing Financial Plan,
Bppeared on April 10, 1963, integrated by two basic bodies: FOVI, Fondo de Operaciones y
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Descuento Bancario para la Vivienda (Fund of Operations and Bank Discount for Housing)
and FOGA, Fondo de Garantía y Apoyo (Fund of Guarantee and Support) for social interest
housing. These two Banco de México trusts were initially funded by several institutions,
beginning with a contribution of $200 million pesos from the federal government, $250 million
pesos from the International Development Agency (IDA), $125 million pesos from the
Interamerican Development Bank (TDB), and $125 million pesos from the American
Federation of Labor and Congress of Industrial Organization (82 ).

The objective of the FHP was to influence the commercial banks, mortgage
institutions, and savings and loans institutions to channel a considerable part of their resources
towards low cost housing, and likewise, to stimulate the creation of new funds, by
transforming a large number of low income families into savers (83 ).

$700 million pesos were initially destined to support prívate credit institutions through
FOVT, while FOGA had an initial contribution of $25 million pesos to carry out the guarantee
transactions (84 ). In 1964 and 1965, FOVI financed some developments directly, due to the
low interest shown by the prívate sector in social interest housing (85 ). The first was the
Loma Hermosa Unit in México City, which consisted of 76 buildings with 1,648 apartments to
house 9,000 people; there followed the President Kennedy Artes Gráficas Unit, with 94

(82)
(83 )
(84)
(85)

Dirección de Promoción del FOVI, Evolución del Programa Financiero de Vivienda, Polycopiado, s.l.n.f.
Banco Nacional del Comercio Exterior, México 1966. pp. 229
Ibid
Dirección de Promoción del FOVI. op cit.
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buildings and 3,104 apartments. At the same time, in the city of Monterrey, FOVI built the
Condominios Constitution, consisting of 50 buildings with 1,044 condominiums (86 ).

The original goal of the Housing Finance Program was to support the financing of
2,819,339 houses in a lapse of 40 years; in the first 27 years of the program 1,053,493 units
have been financed, including those the banks have favored with their own resources (87 ).
However, FOVTs labor in favor of housing and the strengthening of the profession of
industrial urbanist has been considerable.

One of the reasons that have caused the HFP's lag in relation to its initial objectives
has been the lack of sufficient resources. In 1963, credit institutions were obliged to make a
minimum percentage investment in low-cost housing loans; for mortgage banks it was 30% of
their resources; while saving banks were required to grant mortgage credits equivalent to 50%
of their deposits, until these kinds of transactions reached 30% of their total liabilities. Since
1979, when the múltiple banking system was established, those percentages were unified in
one percentage of investment over and above the obligatory collection, (the encaje legal): in
1983, this percentage was 3%; in 1984, 4.5%; in 1985, 5%; in 1986, 6%. With all this, the
volume of resources remains insufficient in relation to demand(88 ).

(86) Dirección de Promoción del FOVT. op cit.
(87) Datos de México 1966, op. cit. and Catalogo CIHAC, 1992, op. cit.
(88) Dirección de Promoción del FOVI. Evaluación del Programa Financiero de Vivienda, op. cit.
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The economic crisis at the end of the 80s caused severe fluctuations in the availability
of resources, and strong pressure from housing promoters to créate schemes to prevent or at
least smooth these variances (89 ). For their part, the banks argued that these ups and downs
were product of the decrease in the collection associated with the appearance of more
profítable investment instruments (90 ).

Throughout the Salinas administraron a solution to these questions was pursued
through a strategy of liberalization and modernization of the economic processes of the
country. Mandatory investment disappeared, and commercial banks were given free access to
HFP resources. Meanwhile the Banco de México continued financing FOVI, turning again to
the íunding of the International Development Bank for long-term, low interest resources for
housing projects. FOVI initially had access to a credit line of $300 million dollars from the
World Bank starting from 1990 (91 ); later a further credit was obtained for $500 million
dollars, which was applied from 1991.

At the Second National Meeting of Promotion and Deregulation of Housing, on
November 27, 1993, the President announced that FOVI would have access to the resources
of the Sistema de Ahorro para el Retiro, SAR (System of Saving for Retirement), created in

(89) Almaguer Lozano, Jesús. "Nuevo Esquema del Programa Financiero de la Vivienda", in: Provivienda No. 1, SeptOct, 1989, pp. 20-22
(90) Alonso, José Antonio. El Desarrollo Habitacional ante el Nuevo Entorno Macroeconomico, in: Provivienda, No. 5,
May-Jun. 1990
(91) Zepeda Payeras, Manuel. Disponibilidad de Financiamiento. in: Provivienda, No. 1, Sept.-Oct. 1989, pp. 13-15
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1992: an amount of $3,000 million new pesos. In this meeting it was further announced that a
secondary mortgage market would be established to allow the growth not only of FOVI fünd
but of the entire banking system through the collection of international savings resources;
though this last measure will not have an immediate impact (92 ).

Due to the inflationary circumstances that México experienced from 1974 on, the
program started to benefít higher strata of the population than was originally foreseen. FOVI,
through a system of ranking of housing valúes, attempted to maintain the valué of houses in
relation to the purchasing power of the population, though the upward trend in the program's
benefits continued.

The crisis of the 80s was the second cause of transformation in FOVI schemes,
causing between 1984 and 1988 countless adjustments in the ranks of housing valúes, interest
rates and financial schemes. At this time, the system of additional financing for the partial
payment of interest (negative amortization) was used by housing for first time (1984). Since
1988, the gradually macroeconomic normalization has allowed FOVI to recover the annual
production of the previous period, and to reach the original objectives of the HFP. While this
increase began in 1980, its consolidation was clear since 1984. The Salinas administration,
characterized by the drive for modernization and open markets, gave a primary significance to
housing.

(92 ) Provivienda, No. 24, Nov.-Dec. 1993

56

The National Development Plan considered taking advantage of the multiplying effect
of housing investment in order to reactívate the economy (93 ). Through several forums of
popular consultation, the State undertook to promote housing as a factor of social
improvement, promising "to carry out an unprecedented program", equivalent to $5.8 billion
oíd pesos, to benefit 255,000 families (94). The Development Plan itself insisted on "the
participation of prívate sector resources, in the construction of social interest as well as rental
housing...". This within a framework of liberal economic policy, eliminating subsidies,
subjecting the performance of the financial system to market forces and reprivatizing the
banks.

Prompted by a lack of interest, above all on the part of commercial banks, FOVI
announced a new set of measures in April 1993, undertaking to guarantee over 60% of lowcost housing loans, which significantly reduced the risk for the banks. This guarantee was
extended in November up to 80% for more economical housing. Housing promoters were
offered a bridge loan at attractive rates to finance up to 90% of the housing cost.

2.5.3.1 Current Situation of Mortgage Banks

In 1963, there were 26 mortgage loan companies in addition to 14 branch agencies,

(93 ) Mackinlai Grohman, Carlos 1989 La Modernización de la Vivienda. El Plan de Desarrollo, in: Provivienda, No. 0.2,
Nov.-Dec.
(94) Chavez Martínez, Carlos Humberto. 1989 Programa Nacional de Vivienda SEDUE 1989-1994" in: Provivienda, No.
1 Sept.- Nov.
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which aróse with and operated with the HFP. Over time, however, these specialized
institutions began to merge with the larger banking groups, so that by 1978, when the múltiple
bank concept was accepted in law, only 6 specialist banks remained, and these, too,
disappeared over the next five or six years (95 ).

When financing was liberalized in 1989, there was a signifícant, accumulated shortage
of middle-class housing, a more profitable mortgage product than social interest housing,
which was intensely exploited, first by Banamex and Bancomer, then by the rest of the large
and medium-sized banks. From 1989 to 1993, the commercial banks had already granted
around 470,000 loans of which approximately 260,000 corresponded to middle-class housing:
in fact, the mortgage portfolio in middle-class and residential housing went from 28.9% in
1990 to 62.7% in 1993 (96).

This required the investment of signifícant amounts of

resources, so that by August 1993 mortgage portfolios amounted to $65,000 million new
pesos, which represented an increase in constant valúes of more than 300% in relation to
December 1990 (Figure 2.1).

This process brought about several problems, which crystallized in 1993. First, the
already mentioned relative neglect shown by commercial banks for FOVI resources, which left
unused 70% of the available funds for the year, and underlined the need to streamline the
infrastructure of the mortgage división in order to continué to serve that market.
(95) Borja Martínez, Francisco. 1991 El Nuevo Sistema Financiero Mexicano. México. Fondo de Cultura Económica.
(96) Data presented in several events by the Coordinators of the Mortgage Subcommission of the Banks association.
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Fig. 2.1 Evolution of Mortgage Portfolio in México
Source: Subcomite hipotecario de la Asociación Mexicana de Bancos.

The accelerated growth led the múltiple banks to exceed the recommended limits of
ratio of their mortgage portfolios to their global portfolios, which is internationally located
around 20%. In the case of the major banks, the ratio went 13.5% in December 1990, to 24%
in August 1993 (97 ). These large banks thus tended to withdraw from the system at the end
of 1992, causing strong pressures because of the shortage of resources.

Oversaturation of the mortgage portfolio gave rise by mid-1992 to discussions about
the needs to establish in México a secondary mortgage market; a device that would allow
banks to securitize a part of their mortgage assets, consequently decreasing their portfolios, in
such a way that the Mexican mortgage system could still be increased in order to serve the
growing demand for loans. This process culminated in the Second National Meeting of
Promotion and Deregulation of Housing, in November 1993, during which the President
declared the process of constitution of the secondary mortgage market to be officially
initiated.

Finally, the great growth of mortgage credit during 1990-1992 brought about a
problem of oversupply of middle-class housing in some marketsand a serious fall in sales. The
fiíll extent of the problem became evident with a signifícant increase in the banks' overdue
mortgage portfolios, which indicated that houses had been sold to people with insufficient

(97) Subcomisión Hipotecaria de la Banca, Report presented in the 4th. annual meeting of housing in tourist poles.
PRO VIVAC, Nov. 1993.
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payment capacity.

2.5.3.2

Limited Scope Finance Company (SOFOL)

On June 14, 1994, the Diario Oficial de la Federación published the operational rules
for limited scope finance companies (Sociedad Financiera de Objeto Limitado: SOFOL). This
constituted a signifícant transformation within the framework of Mexican banking strategy,
which had been oriented since 1978 to the strengthening of multi-function banks, representing
as they did a return to the specialized bank of the type that had prevailed in México years
before.

The funding devices for these institutions are basically the public offering of securities
registered in the National Register of Securities Intermediaries, and loans from national and
international financial entities. The institutions are therefore well positioned to opérate in the
context of the widely expected securitization of the secondary mortgage market, but may also
opérate a direct fund from FOVI.

2.5.3.3 National Funds for Housing

Given the condition of Mexican workers' incomes, the financing devices for housing
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which had been created until the end of the 60s were insufficient to provide many of them
with housing. BANOBRAS funding derived from the placement of obligations in the market
and from federal subsidies, while the Housing Finance Program was basically funded with
bank savings; but in either case income did not cover more than a small segment of potential
demand. To overeóme this problem, the National Housing Funds were created.

2.5.3.3.1 INFONAVIT

In August 1972, INFONAVIT began the financing of the first 9,000 house purchases
simultaneously in eight cities. The original plan foresaw the construction of 100,000 units
annually, with quite ambitious characteristics: 70 square meter houses on individual plots or
multifamily units with several services. A little later, these projections had to be corrected
downwards, first because of financial adjustments and then because of inflation, concluding
with 50 to 55 square meter or in some cases smaller models (98 ). These houses might seem
small, but in fact represented a better option than most of the beneficiaries could have
acquired if they had taken part in the free market.

The frequent criticism and complaints in relation to INFONAVIT housing were
groundless, because the benefited population had access to houses with a valué of 90 and 130

<98) INFONAVTT 1992. op. cit.
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minimum salaries, when their payment capacity allowed them, at best, to pay for a house with
a valué of around 60 minimum salaries. The repayment terms were such that the beneficiary
only disbursed 25% of his monthly income, whatever it was, placing him in a better position
in relation to any subject of credit in the free market.

However, these distortions were

progressively adjusted, especially from 1988 onwards (99 ).

The orientation of the organism throughout its first 20 years of life has been
undeniably social: in 1991, of the 854,625 houses supported, 80% were granted to people
with incomes up to 2 minimum salaries; 10% to workers with incomes between 2 and 3
mínimum salaries; 5% to rightful claimants with incomes between 3 and 4 minimum salaries,
and the remaining 5% for those people who earned between 4 and 5 minimum salaries (100 ).

INFONAVIT offers several alternatives to qualifying candidates. Originally, there only
existed the "number one" line, which consisted in financing for the construction of housing
programs; that is, the institute acted as promoter, subcontracting urbanization and
construction. These programs tended to be monopolized by companies having ties with unión
leaders or individuáis of the employer sector, who sometimes increased the costs considerably.
So, from 1974, a scheme was introduced for "external promoters", called later line "number
two", where INFONAVIT or the groups of workers themselves acquired houses from other
unión or non-union promoters. This scheme permitted benchmarks in relation to quality and

(99) INFONAVIT 1992, op. cit.
(100) Ibid.
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costs, favoring a decrease in the average investment per house. Likewise, the institute
developed other lines, numbers three to five, for construction on own land; improvement or
extensión; and liability payment for the aforesaid concepts, respectively.

Within these parameters, INFONAVIT itself recognized three stages of development:
The first (1972-1980), characterized by large housing units, basically in line one. The second
(1981-1987), during which the size of the housing units decreased and the percentage in line
two increased progressively; it was also the time of the economic crisis and the loss of capital
of the institute. And the third, that began to géstate in 1988 and took off in 1992, where the
institute was reformed progressively, leaving behind its functions as promoter in order to
basically perform as a financial organism.

2.5.3.3.2

FOVISSSTE and Other Funds of State Character

Created in 1972, FOVISSSTE was essentially aimed at rental housing. In its first
decade, FOVISSSTE was sustained at a lower level than INFONAVIT, with an average
production of 7,033 units annually. However, the level of houses was noticeably higher than
those of INFONAVIT, because the average investment per unit was around 120 mínimum
salaries of that time, against 78 of the other organism.
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The average investment per house was signifícantly reduced in the 80s, to a level of 55
to 65 minimum salaries, when a great deal of resources had to be channelled toward
refinancing the incurred debt (101 ).

However, like the other programs, FOVISSSTE

signifícantly increased its production in the course of the Salinas administration, reaching a
peak in 1991 with 48,057 units, while in 1992 and 1993 it fell back to a level of 23,000 units.
These figures may contain some distortion because they include credits shared between
FOVISSSTE and the HFP (102 ).

Finally a brief mention of the work of FOVLMI, the fund for servicemen's housing,
which also has a long history. Initiated during the 50s, it produced a total of 9,220 houses up
to 1991 (103 ).

2.6

THE GOVERNMENT'S ROLE IN HOUSING PROMOTION

The first public institution of housing promotion was the National Housing Institute
(NHI), which underwent several transformations, becoming first the National Institute for
Rural Community and Popular Housing Development (INDECO), and later being
decentralized to establish the state housing institutes of the different federal entities. Thus
regional bodies aróse in the Distrito Federal, State of México, Nuevo León and Jalisco,

(101)

Schteingart, Martha. 1989 Diez Años de Programas v Politicas de Vivienda, in: Garza, Gustavo (Comp.) Una
decada de planeacion urbano-regional en México. 1978-1988, El Colegio de México, pp. 209-229.
(102) Ibid.
(103) Ibid.
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specializing in housing promotion, either through programs of plots with services and selfconstruction and in some cases of finished housing.

The difference between these promoter bodies and the state financial bodies already
mentioned is significant. Financial bodies focus their activity on collection, distribution and
recovering of the applied resources. Promoter bodies directly genérate social benefit houses,
beginning with obtaining the land and urbanization feasibility studies, execution of urban and
house construction works, up to the delivery of the houses. In this last case, financing can
come from several sources, either direct contributions from federal or state government, or
some decentralized public body such as Pemex or the IMSS; or rather derived from negotiated
credits with commercial banks or the state financial bodies themselves. Thus, promoter bodies
place the resources of financial mediators, even though on occasion they particípate in the
administration of mortgage portfolios. Let us trace the history of the principal promoter
bodies, establishing insofar as it is possible the evolution of their financing sources.

2.6.1 From the National Housing Institute to State Housing Institutes

President Miguel Alemán Valdes included housing for the working and middle-classes
among his priorities of economic and social policy (104). His action immediately started from

f!04) Banamex, 1978. op. cit.
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the existing institution, the mortgage bank BANOBRAS, which was reoriented to support
housing financing. But his project went further, because envisaged a body responsible for
dealing globally with the housing question, including the social, territorial, economic,
constructive and political dimensions: this was the origin of the National Housing Institute,
which carne into effect during one of the richest in political and theoretical reflections on the
application of housing construction programs at world level. It was precisely during these
years that the proposals of minimum housing, housing industrialization and construction, and
functionalist urbanism, which had been discussed by European architects and theoreticians
since the 20s, were put into practice massively and systematically in Europe and the United
States.

A Mexican delegation headed by the architects Serrano and Pedro de la Mora attended
the 19th International Congress on Planning of Cities and Houses in Zurich in 1948, and in
May 1951, a Round Table met in México City to discuss the problem of popular housing, an
event chaired by the architect Carlos Contreras, a pioneer of urbanism in México (105 ). So it
was in the context of extensive international discussion on the question, that the National
Housing Institute was conceived.

During this event, it was proposed that the State créate of a "National Housing
Institute", and an advisory board to include representativos from federal government, banks,

(105 ) Revista "Edificación" No. 58, June 15,1951
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housing agencies and professional colleges. The Institute (INV) was duly created in 1954,
having as its objectives "the promotion of popular dwelling with the most advanced
architectonic, urbanistic, and construction methods, and the strict rules of hygiene and
economy, etc.". It was also charged with coordinating the work of the different institutions
involved in housing construction, carrying out research at national level, elaborating studies of
urban and territorial planning, and designing housing units.

From its foundation until 1958, the INV promoted the investment of $26 million pesos
in the construction of 3,161 low-cost dwellings; in the period from 1959 to 1964, this
investment rose to $291 million pesos destined to the construction of 6,930 houses (106 ).

In 1964, with the emergence of FOVI, its promotional strategy was increasingly
oriented to less favored communities and rural áreas. To this end, it took part in a special plan
in 25 counties to bestow land for the construction of low cost houses for the most
underprivileged sectors.

2.6.2 From the National Housing Institute to the National Institute for Development of
Rural Community and Popular Housing (INDECO).

With the establishment of the National Housing Finance Plan in 1964, and the later

(106) Banco Nacional de Comercio Exterior, "México 1966", op. cit.
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constitution of INFONAVIT and FOVISSSTE, the function of INV with respect to housing
for workers and employees lost its significance, and it was eventually replaced by the National
Institute for Development of Rural Community and Popular Housing (INDECO) whose
objectives were:

1.-

The regeneration of shanty áreas and insanitary housing;

2.-

The participaron in programs and development works in the rural community; and,

3.-

The diffüsion among rural and urban inhabitants of cooperative practices, collective
work and mutual assistance

This project encompassed not only housing but self-negotiated community promotion
as a whole, and was strongly influenced by the work of Ivan Mich, John Turner and Jan
Bazant, housing theoreticians who were in fashion at that time, with whom the new President
Luis Echeverría Alvarez (1970-1976) sympathized.

INDECO always suffered from underfinancing; although the body received subsidies
from Federal Government and from states and municipalities, these hardly covered its
administration costs (107). Therefore, the Institute's actions were limited and tended to

(107) Garza, Gustavo La Acción Habitacional del Estado op. cit. pp. 132
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concéntrate in the metropolitan zone of Netzahualcóyotl City, where loans for construction
materials and technical assistance were granted.

2.6.3 State Housing Institutes

INDECO was replaced in 1982 by a set of state housing institutes in each federative
entity, during a period was marked by the emergence of a new visión of the role of the State,
and the need for realistic schemes to favor México's competing in the globalization of
international trade. Thus, if INDECO pursued an objective of social development tied to
housing but disconnected from the economic-financial reality, the new scheme promoted the
independence and creativity of each state promoter organism in the context of fínancial
limitations dictated by FONAHAPO, a fínancial organism that emerged simultaneously for the
support of economical housing.

As an example of the state housing institutes, I have selected one of the most
significant: FOMERREY, which was founded in July 1973 with the purpose of carrying out
an integral program of urban regeneration and putting a stop to the phenomenon of invasión
of property that severely affected Monterrey, culminating in the construction of the self-styled
"Tierray Libertad" (Land and Liberty) community, founded under the ideology that land
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belongs to those who occupy it (108 ).

FOMERREY's principal Unes of action are:
1.-

The program of regularization of irregular settlements, which later passed to the Plan
Tierra Propia (Own Land) of the State Government.

2.-

The destitute families integration program.

3.-

The housing self-construction program.

4.-

The isolation prevention program.

It is unquestionable that FOMERREY carnes much social weight in the life of the city,
and has become a valid forum for several political and unión conflicts. In twenty years of
existence the organism has participated in over 100 developments that group together more
than 100,000 plots, that is, about 20% of housing in the Metropolitan Área of Monterrey.

Recently, FOMERREY has adopted two new strategies: on the one hand, to improve
the quality of life of its inhabitants, by supporting more complete housing solutions, including
the education and entertainment of inhabitants. On the other hand, following state policy in

(108) Villarreal, Diana. 1986. Urbanización v Autoconstrucción de Vivienda en Monterrey. Centro de ecodesarrollo, De.
Claves Latinas.
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the matter of urban decentralization, it has acquired its territorial reserves outside of the
Metropolitan Área of Monterrey. Unfortunately, this has led to a decrease in the number of
housing operations, causing serious pressures from the population and its unión leaders.

During the 80s the state housing institutes were criticized for inefficiency, a poor
record in recovering the credit resources used, and for political manipulation on the part of
state governors. However, in recent years, changes have appeared in the strategies of several
state institutes, seeking more efficient and balanced solutions, and increasing association with
the prívate sector.

2.7

STATE HOUSING POLICY

At the highest level, development and promotion of housing must be part of the
housing policy of the Federal Government. This is over and above the action of financial
organisms or housing promoters vinculated with the state, encompassing the definition of
guidelines for the different components of the prívate financing sector, and the control of land,
construction, the activity of promoters and the market itself.

Housing was first included within governmental priorities in the Alemán administration
(1946-1952), through organisms of housing financing for workers. The administration tackled
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the problem of information shortage with the national census of population in 1950, which
extended the availability of data related to housing, adding statistics about land titles and
sourcing of water to the information about materials collected in 1929.

The creation of the National Housing Institute in 1954 established the conditions to
increase the knowledge of the situation of the sector, though in its early years, its work was
focused on the isolated population of the capital, and to a lesser extent on rural housing.

It was not until the 60s that the theoretical concern for the question of housing at
national level was increased. The 1960 census added some variables to improve statistical
knowledge of the problems; also in this decade the first global studies and analyses dedicated
to cities outside the capital appeared.

Among these it is worth noting the national study

carried out between 1964 and 1967 by the Mexican Institute of Social Security, and the first
essays about the problems of housing in Monterrey in 1963, coordinated by prívate initiative
and the University of Nuevo León (109 ).

Similarly, the first efforts to elabórate a formal policy on housing emerged during that
time. First, the National Housing Financial Plan was established by FOVI in 1965 with the
purpose of programming its credit actions; likewise, the National Housing Institute, published

(109) Barragan, Juan Ignacio, op. cit.
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in 1967 a report entitled " Social Interest Housing, A National Problem", that proposed
general guidelines to follow, and in 1969 published the text "Toward a policy for housing in
México", showing its position in favor of housing from a self-negotiated standpoint. However,
the political position of INV was quite weak, because while it was given the responsibility as
"coordinator of actions" of the different institutions involved in housing generation, its actual
authority over them was minimal. Therefore its proposals and investigations were considered
with interest but respected with discretion.

An additional step occurred in 1971, with the constitution of the Tripartite National
Commission to analyze the solutions to the problems of workers' housing. This commission
carried out significant statistical and financial research in order to plan a global strategy for
housing. Its proposals were of great significance because they gave rise to INFONAVIT,
FOVISSSTE and FOVTMI. But the definitive step toward the establishment of a planning and
form structure with enough capacity to influence decisión making did not occur until 1972, as
a consequence of the launching of INFONAVIT and other funds: This was a Subcommission
reporting, in turn, to the Department of Hacienda and the President's office. Headed by the
Ministers of the aforementioned departments, the subcommission also included representatives
form all the public housing organisms. Later, under President De La Madrid, it was raised to
the rank of Bureau of Urban Development and Ecology (SEDUE) and later transformed into
the Department of Social Development (SEDESOL).
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At the outset of the Salinas administration, the perception of the housing issue changed
from one of a serious social problem to a challenge that involved a great economic and social
opportunity. This change of direction was supported in the macroeconomic transformation of
the period, which, by allowing open markets and free trade, found in housing an eminently
nationalist industry which could favor internal economic growth, while creating patrimonial
wealth and consequently saving, and satisfying the principal claim of society. Housing was
thus seen as the "motor of development" and was presented as such in several forums for
financial specialists and in economic and social development strategies.

Within this

framework, President Salinas promised at the beginning of his administration to develop a
housing program without precedent in the history of the country.

While it seems undoubtedly that there is a long way to go, to refine and adapt the
changing reality of housing policy, progress to date shows that the federal authorities have
adopted a clear attitude of promotion to housing, from a standpoint that combines the
efficiency of the free market for those with access to credit, with the solidary participation of
the State for those sectors of the population who, due to their low income, are not able to
obtain credit in the free market.
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2.8

FINAL COMMENTS

After summarily reviewing the development of housing over the last 94 years, it is
clear that the problem of generating sufficient houses for the needs of the population is not
solved. The shortage exists and increases as time goes by and, given the current economic
situation, a solution seems impossible in the short term.

A long term plan to solve housing needs has never existed; rather, it has been a case of
isolated efforts derived from political or financial motives that change from time to time and
do not from part of an integral system. The government's role has been decisive in such
housing programs as have been implemented, either developing projects with its own
institutions or forcing prívate banks to fünd programs.

Most of the plans implemented up to the present time the reasons are eminently
political in motivation and are to a great extent partial and reductionist; they have mitigated
the situation to some degree, but in the long run they have caused more problems than they
have solved.

In the next chapter we will look at the systems approach in order to establish the
grounds for a systemic analysis of the housing problems, to study a real case (Chapter 4), and
then, through an operational model (Chapter 5), we will develop suggestions oriented to
solving the problem of housing in México (Chapter 6 and 7).
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CHAPTER

3

THE SYSTEMS APPROACH AND THE SCIENTIFIC M E T H O D

After understanding the problem of housing shortage and reviewing the history of
housing in México, it is important to make a deep analysis of the systems approach, to
compare it and contrast it with the scientific method, as a means to understanding the real case
(Chapter 4), the operational model (Chapter 5), and the conclusions, suggestions and
proposed further research (Chapters 6 and 7). For that purpose, the present chapter is divided
into four main sections: emergence of systemic thinking, contributors to systems thinking,
systems thinking and the scientific method and cases where the systemic approach and the
scientific method are more applicable.

3.1

EMERGENCE OF SYSTEMIC THINKING

Based on mechanism, from Galileo, men learned to analyze the content of world
situations from the standpoint of the study of their parts. Daily work was divided into smaller
elements giving as a result an increase in productivity, but at the same time, a dehumanization.
Machine replaced man in iterative activities, and then, facing the need in the scientific and
pragmatic environment, the revolution of systemic thinking emerged as an advanced way of
looking at the world, on the basic principie of the whole, its parts and the relationship of its
parts (110).

(110)

Rapoport, Anatol. 1985. General Systems Theorv: Essential Concepts and Applications Kent & Cambridge,
Mass, Tunbridge Wells, 1985.

78

The emergence of systemic thinking has its philosophical background in the thinking of
the first Greek philosophers, including Aristotle, who mentioned the differences between the
whole and the parts. Hegel mentioned that the whole is not equal to the sum of the parts
(111 ). However, it was Von Bertalanffy who, through studies related to biology and physics,
gave origin to the thinking of General System Theory (112).

Human beings in society are organized in complex ways. Within society, institutions
and social cores such as family, sectors, and individuáis have been characterized by their
complexity. Understanding complexity is not easy, as the result of the number of relationships
between the parts of a system (113).

As technology advances, communication becomes easier and increases, and the
number of organizations augments internally and externally. Complexity tends toward chaos
(114 ). The need to understand, describe, explain, and model this complexity gives as a result
the adoption of a holistic view for a new way of thinking, where the philosophy and
methodology of change are put together in order to understand the interaction and
interrelation of the parts of a system.

Systems thinking today provides the feasible solution for understanding and modeling

(111)
(112 )
(113)
(114)

Checkland, Peter, 1981. op. cit.
Von Bertalanffy, L., 1968. General System Theory. Foundations. Development. Applications. George Braziller
Inc.
Lilienfeld, Robert, 1978. The Rise of System Theory; An Ideological Analvsis. Robert E. Krieger Publishing
Company.
Chaos is the conñised unorganized state facing the creation of distinct forms also understood as a complete
disorder, uncertainty or randomness.
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complexity (115). Increasing technical advances, provide the opportunity to deal with a great
number of variables as well as the relationship between them. This is done using computers as
a means of modeling and solving problems also employing systems thinking. According to
John Van Gigch (116), systems thinking emerged to meet the following needs:

1. Need to generalize. To look for the extensión of ideas, theories and methods of problem
solving.

2.- Need to simplify complexity, trying to extend the limits of problem understanding.

3.- Need to intégrate. It is the need for the parts of subsystems to meet the whole.

4.- Need to optimize, assess and control systems under the scheme of systems thinking.

Complexity and technology, as well as the need to generalize, simplify, intégrate,
optimize, assess and control problems and situations, genérate the emergence of systems
thinking as a way to deal with the development of human beings in a new age.

Several disciplines have emerged throughout the twentieth century which could be
classified under the general title of "Systems Thinking" (117).

(115 )

Laszlo, Erwin 1972. The Systems View of the World: the Natural Philosophv of the N e w Developments in the
Sciences. N. Y., George Braziller.
(116 ) Van Gigch, J. P. 1991. Systems Pesien Modeling and Metamodeling. N. Y., Plenum Press.
(117) Lilienfeld, Robert 1978. op. cit.
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These disciplines, originally separated from each other, include the following:

1.

Cybernetic system theories [Wiener, Ashby, Beer]

2.

Information system theories [Shannon, Weaver]

3.

Biological system theories [Von Bertalanffy, Gerard, Weiss, Miller]

4.

Mathematical system theories [Rapoport, Von Neumann]

5.

Social system theories [Parsons, Merton, Buckley]

6.

Political system theories [Easton, Taylor, Deutsch]

7.

Management and organization system theories [Boulding, Ackoff, Churchmann]

8.

Socio-technical system theories [Emery, Trist]

9.

Psychological and psychiatric system theories [Grinker, Menninger, Arieti, Gray,
Rizzo]

10.

Human communication system theories [Cherry, Vickers, Thayer]

11.

Systems philosophy [Margenau, Laszlo, Wilbur]

12.

Soft systems methodology [Checkland]

13.

Autopoietic systems [Maturana, Várela]

14.

Precursors to systems thinking [Whitehead, Bernard, Cannon]

15.

Critics of the systems approach [Hoos, Berman, Thompson, Habermas]
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3.2.

CONTRIBUTORS TO SYSTEMS THINKING

As a sample of the main contributors and as a means to understand the concept of
systems thinking, there follows a brief sampler of the work of fíve thinkers: Von Bertalanffy,
Boulding, Checkland, Churchman and Ackoff.

3.2.1. Ludwig Von Bertalanffy

As mentioned before, Systems Thinking emerged with Bertalanffy's works. In his
works, Bertalanffy tried to unify the various sciences, reassembling aspects of nature in which
sciences specialize. He tried to build up a new structure of science based on the unification
movement of sciences initiated by the logical positivists through reductionism. He considers
General Systems Theory as a "puré natural science"; he also redefines systems as
"complexities of the elements in interaction through which some systems laws may be
explained". In the '3 Os, he worked on biological organisms as open systems which keep a
degree of organization by the continuous exchange of energy, matter and information with
their environment.

The formulations of the concept of open system established systems thinking as a
scientific movement. Like Henderson and Cannon, Bertalanffy began his career as scientist,
making contributions to theoretical biology from 1920 onwards. His philosophical interest
later became apparent in his work on biology.
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His first formulations of the Systems Theory emerged early in his works such as
"Modern Theories of Development" (1933) and "Problems of Life" (1952), but his essay "The
Theory of Open Systems in Physics and Biology" (Science, 1950) gave rise, quoting Emery's
words, "to the movement of the thinking that has supported the General Systems Yearbook
for more than a decade" (118).

In these formulations, Von Bertalanffy looked to set the foundations for systems
thinking in biology more than purely as philosophical thinking. In his papers he argued
extensively that the phenomenon of biology called for new ways of thinking that the methods
of physical sciences did not provide. Thus, in his book "Modern Theories of Development"
(1933), he set the basis for discussion and experimental work in biology designed to show that
cells or organisms, when they were interfered with experimentation, could correct those
interferences and transform into totally developed animáis; which would be hard to understand
from physical laws alone which had not given evidence of such a phenomenon. Bertalanffy
concluded that in the higher levéis of organization new laws participated which could not be
inferred from the appropriate laws of lower levéis.

Von Bertalanffy kept clear throughout his work his belief in the fundamental unity of
the sciences. Physics, biology, psychology and philosophy, contribute to a General System
Theory. In this connection, phenomena are of an interdisciplinary nature, for example:
"Relaxation oscillations appear in certain physical systems, and in many biological and

(118) Ibid
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demographical phenomena as well. Thus, a General System Theory, is a step toward the
mathesis universalis of which Leibniz dreamed" (119).

The parallels found by Von Bertalanffy in these several áreas of science are more than
new analogies and homologies; they indicate fundamental isomorphisms in the structure of
scientific disciplines and their respective áreas of investigation, and we can distinguish
between three levéis:

1.

Analogies that from a scientific standpoint do not have valué, if we talk about
superficial similarities in the phenomena that do not belong to factors or laws operating
on such phenomena, this means apparent but not real relationships.

2.

Logical homologies. In this case phenomena differ in the causal factors involved, but
they are ruled by laws which are structurally equal, for example, fluid flow and heat
conduction are expressed by the same law.

3.

Explanation in the proper sense dealing with the appropriate conditions and laws.
General System Theory, according to Von Bertalanffy, serves as a tool for
distinguishing analogies from homologies (120).

(119) Ibid
(120) Von Bertalanffy, L. 1968.

op. cit.
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3.2.2 Kenneth E. Boulding

Another of the thinkers, proponent of the General System Theory is K.E. Boulding.
His 1956 paper "General Systems Theory -The Skeleton of Science" (121 ) is very well
known and is a starting point for discussion of the ideas of systems. In this paper, Boulding
introduces the notion of the General System Theory and argües that this concerns are not
related with a

self-contained general theory of practically everything, since we pay for

generality by sacrificing contení, and "all we can say about practically everything is almost
nothing". Nevertheless, there ought to be a level at which a General Theory of Systems can
achieve a compromise between "the specific that has no meaning and the general that has no
content". A theory of such a nature could point to the similarities between the theoretical
constructions of different disciplines, reveal gaps in empirical knowledge and provide a
language through which experts in different disciplines were able to communicate among
themselves.

As evidence for the need of such general transdisciplinary theories, Boulding quotes
the emergence of an increasing set of hybrid disciplines in a mixed way such as Cybernetics,
Information Theory, Organization Theory, and Management Science; which have connections
with many other different fields of study. He suggests that the approach adopted by General
Systems Theory could set theories of very general problematical and phenomenological fields
such as birth, growth and death, as well as the interaction of an individual entity with an

(121) Boulding, Kenneth E. 1956. General Systems Theory. the Skeleton of Science American Journal of Sociology. Vol.
2. ISS.3, 1956.
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environment; or it could arrange the empirical fields in a hierarchy of organizational
complexity in their individual, unitary and basic behaviors and to try to develop an appropriate
level of abstraction for each one.

He adopts the last position and presents a preliminary hierarchy of these individual
units found in empirical studies of the real world. The position of each object in the hierarchy
is determined by its grade of complexity judged intuitively. Such a hierarchy is explained
through different levéis of real complexities, explaining its characteristics, giving specific or
abstract examples about the kind of complexity and the relevant discipline that studies them
and goes from static structures such as crystals to transcendental systems such as the notion of
God. Boulding points out the absence of suitable systems and models to analyze and
understand a high level of complexity and suggests that the use of such a hierarchy can help to
understand the lack of knowledge and understanding and to serve as a warning that we should
never accept as final "a level of theoretical analysis which is below the level of the empirical
world which we are investigating".

Finally, Boulding mentions that the General Systems

Theory is "the skeleton of science" and that the theory aims to provide a reference framework
or a systems structure wherein to hang the flesh and blood of particular disciplines and specific
problems in an ordered and coherent body of knowledge.

Boulding's approach does not begin from real world disciplines, but from an intuitive
enumeration of the complexity levéis that he subsequently reports from the different empirical
sciences. Total systems described by Boulding are not by themselves an empirical finding. We
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can only ask ourselves if these concepts are convincing and if they help us to solve problems.
If we analyze their contributions in the subject of hierarchization of complex problems we can
conclude that it is indeed a very good source of help. For example, it provides a means of
appraising the history of the hybrid discipline called management science.

3.2.3

Peter Checkland

Another of the thinkers in the área of systems thinking is the English architect, Peter
Checkland, who has contributed to this área of knowledge with a great deal of articles and
books, and his "soft system methodology" and "action research concept" form the basis of this
dissertation. In his book, "Systems Thinking, Systems Practice" (122 ), he makes an excellent
compilation of the work carried out on the subject of systems. Besides defining the concept
clearly, he analyzes the systems movement in the context of science, from the Greeks to
medieval science, the scientific revolution, the scientific method, social sciences, management
related concepts of emergence and hierarchy, communication and control, and the shape of
the systems movement. Checkland analyzes the fundamentáis of Systems Thinking, studying at
the same time the concept of a hierarchy of systems complexity, a systems taxonomy, a
systems typology, systems classes, national systems, human activity systems, design systems,
social systems, etc., where he summanzes the opinión of many authors about what we cali
Systems Thinking.

In addition to getting into the practice of systems thinking for problem solving and into

(122 ) Checkland, Peter 1981 .op. cit.
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the concept of "action research" (doing research in real action through real projects),
Checkland goes into what he called "meta-problems", that is, the problem of problems and
their solution in order to arrive at the design of a systems methodology for tackling
unstructured problems. Checkland develops his own systems methodology for real problems
which consists in defining the unstructured problem in order to express it clearly, to set root
definitions of relevant systems, and based on this to build conceptual models within the área of
systems thinking and then go into the real world to compare these conceptual models with the
expressed situation of the problem and afterwards to think of possible, desired changes and
finally the actions to improve the problem situation (Fig. 3.1).

In this methodology,

Checkland studies the systems analysis of past events, how to structure such problems, the
theoretical classification of concepts, organizational studies, and so forth.

The outcome, which at least for the researchers has had the kind of unexpectedness
associated with true learning, is a methodology for finding out about the social world. In
Churchman's language, it is an "inquiring system", in which inquiry is never ending; he offers
a way of discovering "the appreciative system" and establishing a debate in which they will
change. The theoretical and practical work described here and done in Checkland's career
leads to the conclusión that the unquestioned prime valué embodied in a systems approach is
that continuous, never-ending learning is a good thing. This means that Soft Systems Thinking
is not something to be enjoyed by determinists, dictators, or demagogues; it is a methodology
aimed at those people who work in any discipline, who understand enough to know that there
a lot they do not know and that learning and re-learning is something worthy. That is,
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SOFT SYSTEMS

METHODOLOGY

Fig. 3 . 1 The soft systems methodology of Peter Checkland

Source: Checkland, Peter, 1981: Systems Thinking, Systems Practice, New York: John Wiley
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considering the oíd adage of Sócrates, "I only know that I do not know". It seems as we
arrive at this point that, as a result of systems thinking, more than data, information or
knowledge, what we are looking for is an understanding of things, an awareness that not
understanding is a good beginning. However, through the analysis of problems, trying to fit
them into a systems approach to assess which is the whole and which the parts, we are in a
position to know through empirical observation in addition to scientific method what
relationships exist between the parts, implying not a casual but a multicausal and dynamic
relationship, and in many cases we can aspire to improve the desired situation or problem
situation.

We can conclude that Checkland is a systemic thinker who, besides summing up the
Work

of many of his predecessors, has gone into systems practice in order to establish the

concepts and derive frora them practical solutions to complex problems either of organizations
and societies.

3.2.4 West C. Churchman

Another of the proponents of the systems approach is C.W. Churchman. He is a
thinker who was making the transition from philosophical thinkings based on the philosopher
Singer, among others, also influenced by Von Bertalanffy, and took the way of systems
thinking applying it to management; that is, as Boulding foresaw it, the ideas of systems could
have great applications for very different áreas of knowledge. Churchman introduced these
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concepts to the difficult áreas of social systems, specifícally within organizations to the
concept of management.

In his book "The Systems Approach" (123 ), a classic of this área, Churchman
considers aspects that after twenty-fíve years are seen as quite simple because they have
penetrated the common language of administration and business, from stating what a system
is, tackling the concepts of thinking, efficiency, input and output, he also goes into some of
the applications of systems thinking in administrative áreas such as program budgeting and
management information systems, in addition to this, he sees the applications of the systems
approach in the future and talks about time and planning that later greatly influenced Ackoff
who develops many of these concepts in strategic planning. Likewise Churchman talks of the
relationship between the systems approach and the human being.

Churchman contributes to this área of knowledge with very fundamental things such as
the fact that talking of systems one must have questions about the most obvious and simple
things and about the assumptions that are being stated. This concept of questioning of the
essential, trying to start from zero, had later applications such as the inquiring systems, the
zero base budget and also with today's futurologists, who talk about the importance of
jiaradigms, and how not being aware of such paradigms and assumptions from which we are
starting affects our daily life, and so emphasize the importance of questioning basic things as a
way of solving complex problems. Likewise Churchman mentions that cities and societies in
which we live are so complicated that it is beyond our intellectual forces and technological
Í
(123 ) Churchman, C. West 1968. The Svstems Approach . Dell Publishing Co.
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advances to understand them, and given this limited extent of our ability to understand and
deal with these social problems, we have all the right to ask ourselves which of the approaches
is the correct one to understand our society, whether it is the systems approach, humanistic
approach, artist's approach, religious approach, psychoanalytic approach, scientific method,
etc.

Churchman mentions four principies of the deception-perception approach to systems:

1.

The systems approach begins when first you see the world, through the eyes of
another. Churchman gives here a great importance to philosophy because it is a way to
see through other eyes and precisely to see through those of the greatest thinkers of
history. Churchman thinks that using the systems approach begins with philosophy
because philosophy is the opportunity we have to see the world through the eyes of
Plato, Leibniz or Kant.

2.

The systems approach goes on to discover that every world view is terribly restricted.
That is, we cannot depend on our own visión of the world because it is very limited.

3.

There are no experts in the systems approach. Churchman thinks that the audience
knows more than any experts, be they economists, behavioral scientists, or anything
else. The problem of the systems approach is to learn what everybody knows.

4

The systems approach is not a bad idea. Churchman mentions that this is a bias he has.

«2

3.2.5 Russell L. Ackoff

Another researcher in Systems Thinking is Russell L. Ackoff, to whom we owe
contributions such as change, as an attribute inherent in the concept of the world. He also
wrote about the machine era, where learning was obtained through analysis, that is, breaking
up a problem into many parts as possible to observe them independently, a heritage from
Descartes' book "Discourse on Method", and also reductionism, which is related to analysis in
that it involves reduction of the problem to a minimum expression or into its parts, related at
the same time to determinism which pre-assumes a determined cause-effect relationship and
seeks to establish the relationship of one cause to one effect. Determinism, in turn, maintains
that everything occurs either by opportunities or by selection. The use of analysis and the
doctrines of reductionism-determinism leads us to what is called "mechanism" which consists
in trying to see the universe or organizations with a mechanical approach, as a machine, where
there is a clear and determined relationship between the parts, cause-effect relationships are
identified, and the whole is equal to the sum of the parts (fíg. 3.2). Basing his explanations on
the non-existence of a judgment point in a determined era, Ackoff puts forward a new visión
of the world which he calis "Systems Age", establishing a system as set of two or more
elements that meet three conditions (124 ).

1.

The behavior of each element has an effect on the behavior of the whole.

2.

The behavior of elements and their effects on the whole are interdependent.

(124) Ackoff, Russell L. 1981. Creatina the Corporate Future John Wiley & Sons.
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Supplier 1 is an organization which has a transaction
relationship with other organizations

Corporation A decides to internalize the market through the
absorptionof supplier 1.

Corporation A absorbs the environment's influence
over its subunit. Then it can be designed mechanisücally

Figure 3.2 Conditions to conceive an organization from a Mechanical Perspective

3.

The subgroups of elements have an effect on the behavior of the whole and none of
them have an independent effect upon it.

Within the trend of systems thinking, Ackoff explains the change of thinking from the
mechanist age to the organic (fig.3.3) and the systemic one (fig.3.4), starting from the concept
of synthesis, which etymologically means joint thesis, or putting things together, as a key of
this thinking. The concept of synthesis has great applications and is a reaction to the concept
of analysis. The traditional scientific method, which to a great extent led to the aforesaid
concepts of reductionism, determinism and mechanism, has its fundamental basis in analysis as
a tool to break up problems into all the possible parts in order to analyze or study them better.
The concept of synthesis aims to put things back together in order to understand problems in
context. The concept of synthesis has great applications today in the study of complexity
within the trend of systems thinking.

Ackoff explains that solving thinking problems

sometimes requires the ability to synthesize rather than analyze in order to see the total
problem and understand it (125 ) (fig. 3.5).

Another contribution from Ackoff to the field of systems approach is the concept of
interactive planning: proposing a planning model based on the formulation of opportunities
and threats the organization deals with. Today it is very common to find strategic planning
models that study the environment of the Corporation for opportunities and threats, in addition
to identifíed internal strengths and weaknesses; in turn, these are concepts that have been

(125 ) Ackoff, Russell L. 1988. "Towards a System of Systems Concepts" Management Science Vol. 17 ISSUE. 11.

Corporation A decides to reverse its vertical
integration.

Supplier 1 becomes influenced by the environment. Consequently
maintaining its mechanistic design would endanger its survival. An
Organic-Adaptive approach is best recommended.

Figure 3.3 Conditions to conceive an organization from an Organic Perspective

Os

ENVIRONMENT
Figure 3.4 A systems approach to visualizing an organization

DIFFERENT VIEWS OF AN ORGANIZATION

3.5 The mechanic, organic and systemic view of an organizaron
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derived from the application of the systems approach to that specific field of management
which is planning.

3.3.- SYSTEMS THINKING AND THE SCIENTIFIC METHOD

3.3.1 ProcessofWorld Systemization

Nowadays the word "system" is omnipresent since we are immersed in systems
everywhere (technical, physical, biological, social and so forth). Systems theory does not
come from nothing; rather it arises from the conjunction of a set of circumstances which
occurred simultaneously in contemporary society (126 ). The first one consists of what could
be called complexity of social organization. The social world turns out to be increasingly
complex due to the concurrence of a number of factors such as the increase in
Communications,

the development of technique, an increase in the number of organizations

and an exponential increase in knowledge. The consequent fact is the following: any current
organizational reality appears to us increasingly complex.

On the other hand, since 1920 and 1930 a whole set of structural homologies and
analogies among several fields of reality, and consequently among their respective scientific
formulations, have been simultaneously discovered in Russia and the United States, mainly by
biologists (among the initiators we have Bogdanov in Russia and Von Bertalanffy in the

(126 )

Parra Luna, F. Elementos para una Teoría Formal del Sistema Social, p.44
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United States) (127 ). Different scholars began to verify there were structures which were
quite similar within one theoretical field compared to another; so, for example, the wellknown logistic curve (which we know presents an initial exponential increase and then a
saturation and an asymptotic máximum), occurs in many social phenomena because nothing or
almost nothing can continué growing exponentially; for example, the growth of populations,
labor stoppages, strikes, etc., present practically insurmountáble "ceilings". Another example
of homology and isomorphism, in this case the puré exponential curve that grows in geometric
progression, is the one represented by the compound interest formula, which has
approximately the same kind of accumulation of scientific knowledge. Finally, in the fields of
physical and mechanical systems, we have the case of harmonio, mechanical oscillator, which
is represented by the same differential equation of an electric circuit with inductance,
resistance and capacitance (128 ). Summarizing, it is increasingly verified the fact that there
are structures that have their homologs in other fields of knowledge, a phenomenon which
represents a scientifically favorable circumstance to be taken into account in order to take
advantage of interdisciplinary communication.

Another factor that has favored the emergence of General Systems Theory is
increasing technification, mainly through computing. Indeed, we are immersed in a more
complex world, but at the same time we have the opportunity to deal with compound entities
with a great number of variables and highly complicated relationships between them through
powerful computers that make the task extraordinarily easy.

It may be said that the

(127 ) Von Bertalanffy op. cit.
(128 ) Rapoport, Anatol op. cit.
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appearance of the computer together with the proliferation of quantified data and the
development of programming techniques for scientific calculations has made possible the
practical reaüzation of Systems Theory in the field of Social Sciences.

If these three parallel movements were not enough, today we have the need to
approach our objects of study with a more ambitious and realistic scientific disposition. This is
due to the verification, hardly refutable, that "objects" are compound entities of complexly
interrelated elements, so that it is quite difficult to isolate the effect of a variable and act upon
it without taking into account the effects such a variable has on the other variables and vice
versa. Let us look at some examples that can clarify the ability of the Systems Theory to deal
with such situations.

In the field of Communications, Parra Luna mentions that Ashby (129 ) argües that a
simple fact such as any communicative message may in fact turn out to be rather
incomprehensible if it is taken out of context. He gives the example of a prisoner who sends a
message to his family from jail. If this prisoner simply communicates "I am fine", such an
expression may not mean "I am fine", rather its meaning depends on the options the prisoner
had to choose from when he wrote the message; it depends on his freedom to be able to
express other different messages, or on the type or degree of freedom of the "jail" system; it is
possible that there were some controls or filters in the prison by which the communicator
could not use other words, or he only had a limited range of answers; this means that any

(129 ) Parra Luna, F.op. cit.
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message has to be expressed in relation to its physical-social environment in order to be
understood in its real meaning. This clearly demonstrates that a single phenomenon, or a
single variable, cannot be understood if it is not interrelatedly placed in its füll context.

Let us look now at the example of the problem of world hunger provided by
Churchman (130 ). The problem is the foliowing:

1)

It is verified that there is a need to feed, lodge and clothe to more than half the people
in the world, which is considered a peremptory type need.

2)

It is foreseen that in order to do so a worldwide super-organization is necessary, since
the task of distributing food to millions of inhabitants in the world who need it requires
a complex organization.

3)

It is thought that the countries which are able to carry out such a great operation are
mainly the big powers, if of course they agree to feed the needy of the world, instead
of spending thousands of millions on armaments.

4)

But there is neither agreement ñor trust between the powers, because we live in an
international context confronted by power struggles and divergent ideologies.

(130)

Ibid
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5)

This means that in order to remove the ideological discrepancies the first step would
be wide education programs that develop new systems of knowledge that would be
able to discover the deep causes of ideological confrontations and the way to
overeóme them cooperatively.

Distrust, Churchman says, always oceurs in the

environment of ignorance. It is not possible to expect the appearance of civilized and
brotherly international relations, if peoples of the world are not educated; basically the
problem is one of education.

6)

In order to edúcate it is necessary first to feed the hungry children, which leads us to
the fish that bites its tail in the typical vicious circle.

The approach proposed by General Systems Theory will consist in taking into account
the global nature of the problem, and the principal interactions. Problems have to be treated
this way, or we will not be able to break the several vicious circles which exist in modern
societies; either we take the significant totality and figure out which will be the fundamental
and interinfluential variables, or we will be unable to give solutions for the problems. Let us
consider a more personal case: a pacifist who decides to edúcate his children under the
principie of non-violence. Likely, he will begin not buying them war toys and telling them not
to fight with their friends; but because the child is placed in a violent environment and does
not have his gun-toy or equivalent, is quite possible that the child will be traumatized or that
he will get frightened and others will hit him. So the problem will have to be restated globally,

103

that is, either the implicit violence of the environment is resolved first or the pacifism problem
of the specific child does not have a solution.

A similar case is the international coexistence of any pacifist country, why does any
country have to spend "X" millions on armaments?

However, this question cannot be

answered without a careful examination of its geopolitical situation. Considering the problem
this environment can cause, it is possible to decide on the inevitable need to keep some armed
forces, just for prestige and because the remaining countries know about the existence of an
appropriately equipped army. The problem is stated in contextual terms and not exclusively
internal.

3.3.2

The unity of science and systemic theories

With these examples it is clear that Systems Theory is presented to us as a method
focused on the object to be studied in its totality, taking into account that such totality
includes the environment as a fundamental, complementary notion.

This global treatment

leads us to the problem of interdisciplinary collaboration from the inverse field of scientific
specializations. There was a time when no researcher who was not attached to a very concrete
aspect within a quite specialized área could enjoy serious professional recognition (131 ).
However, from this complexness to which I have referred and from this possibility to control
the complexity, a complementary movement aróse which goes in the opposite direction at

(131 ) Laszlo, Erwin op. cit.
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least in Social Sciences (132 ). By no means is this meant to say that the social scientist must
inevitably specialize further or move into fields different from his, because this is practically
and increasingly impossible. Rather, the study of the complex object, not only structurally
complex, but also functionally dynamic (as opposed to static), has to be a study carried out
across múltiple disciplines or specializations, henee all who collaborate in understanding it
would have to have some notions of the concepts, instruments and theories used by the others
in order to achieve an agreement in the selection of the variables to be used, in the use of
some common vocabulary, in the use of some techniques, in the acknowledgment of
homologous structures, and in the possibility to achieve gradually some scientific unity,
fundamental to Systems Theory (133 ).

We know that the unity of science has been an oíd aspiration at least since Leibniz, but
nowadays the integral codification of a successive set of general principies increasingly
common to the different disciplines seems plausible. Thus, Von Bertalanffy, summarizing the
principal objectives of the General Systems Theory, says that its role consists in: 1) Allowing
the general tendeney toward an integration of several natural and social sciences, 2) This
integration seems to be based on a General Systems Theory, that is, it appears based on the
disclosed isomorphisms, therefore it is possible to formúlate a general framework to all
systems: social, physical, mechanical or linguistic. 3) This theory may be a significant means of
obtaining precise explanations in the scientific fields. 4) Vertically developing uniíying
principies through the universe of individual sciences, General Systems Theory would move us

(132) Ibid.
(133 ) Von Bertalanffy 1968 op. cit.
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closer to the objective of the unity of science, and 5) This can lead us to a very useful
integration of the scientific teachings, as shown by the existing systemic movement in the
fields of psychology and sociology of education. These are the five principal objectives that
Von Bertalanffy assigns to the General Systems Theory. Van Gigch also describes the role of
the General Systems Theory; in the first place he points out its holistic or totalist approach;
secondly, he elevates the generality of particular laws in order to find their similarities, that is,
to discover the common structures or isomorphisms between several objects. In the third
place, he allows the use of mathematical models so that through their formalization knowledge
can be acquired that would not be possible otherwise. Finally, he unifies and promotes
scientific unity (134 ).

Van Gigch thinks that within the unity of science there are three possible conceptions:
the first one would consist in a reduction to common basis in which general science may be
reduced to have something that is general to all specific sciences (typical reductionism). A
second possibility is to gradually elabórate a synthesis of knowledge, something like beginning
with the interactionable totality of all knowledge and to discern upon the existence of a
synthetic structure; and in third place, to approach such a scientific unity as an accumulative
encyclopedia, that is, with the same vocabulary, the same approach in the use of models, a
common use of mathematics and formalist methods, in order to achieve sets of sepárate but
complementary knowledge which are simply set one after another, ordered by subjects, as
forming chapters of an encyclopedia. There are three versions of a unifying role attributed to
the Systems Theory.

(134 ) Van Gigch, J. P. 1991 op. cit.
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In any introduction to General Systems Theory we are faced with the problem of
establisbing a priori what it is about or what it attempts to be. Regarding this, there has been
a discussion about its own denomination; for some it is a Theory of the General System, for
others it is a Theory of General Systems, and for many others (the most common usage) it is a
General Systems Theory. The topic is worthy of some further consideration.

Between the three denominations there seem to be differences of content and mission.
If we stick to the semantic structure of each denomination it is obvious that a Theory of the
General System must be circumscribed to deal with those aspects or properties of an assumed
general system: the task to determine, among all possible systems, which those common traits
are,, will be previous to the description of the theory's content.

If we start from the denomination "Theory of General Systems", the actual existence
of several systems which are "general" appears implicit, so the fíeld of application seems to
expand as regards to the previous formulation. However, it seems that a "theory of general
systems" would still have to be concerned with the integral characteristics of these general
systems and only of them.

The third meaning called "General Systems Theory" would take care of all those
entities susceptible to being considered as systems, general or not. The theory elaborated in
this way would suppose an integrated theory of the relevant systemic traits of all entities and
consequently it would suppose the widest field of application of the systemic approach. But as
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I have stated before, the discussion does not seem to me irrelevant because underpinning these
positions, above all those held by Von Bertalanffy, Boulding, and Miller, among others, in
favor of the Theory of the General Systems, on one hand, and by Laszlo, Bunge, Aracil and
others in favor of General Systems Theory, on the other hand, are different conceptions of the
systemic paradigm. For the first group it is a modeling method (135 ) rather than a theory; for
the second (136 ) the question is to emphasize the theory (ontological characteristics of the
object, social in its case, as "complex adaptive system") rather than the heuristic, modeling or
technological instrumentation it provides. Contrary to what is expected from its semantic
denomination, this last position would be more restricted than the first one by being apt to
deal only with those objects which can be considered as systems while the position of General
System might de /acto deal with any object, system or not; from this standpoint the system
would be in the head of the modeler, not in the object. I believe that the best resolution to this
issue could come from an attempt to fit together both positions as befitting best in each
circumstance, but tending to consider that the so called General Systems Theory is a
methodological instrument or paradigm, and at the same time it is a theoretical set of related
proposals. As an instrument, its use can be generalized; as theory it is applicable only to
systemic objects; then for me it would be effectively a new scientific paradigm (or a "new
reasoning of the method"), but applicable only to objects with systemic properties. On the
other hand, and as I mentioned before, the denomination "General Systems Theory" would
allow its application to all systemic objects and not only to those that have the characteristics
of "general system", which is in tura what allows us to consider such specifíc, atypical and

(135 )

Miller, James G. 1969 Living Svstems: Basic Concepts General Systems Theorv and Psvchiatrv Boston William
Grey D. F. Duhl and Rizzo.
(136) Buckley, Walter 1968. Sociology and Modern Svstems Theorv . N e w Jersey Prentice Hall
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complex systems such as the housing one. If things were otherwise (the consideration of a
Systems Theory as a theory-method interaction) the formalization that the Systems Theory
suggests would not be of much use because "the concepts and formalisms belonging to the
systemic language are theoretically useful only if they are considered in the context of a
theory" (137 ).

Consequently, General Systems Theory (GST) can divide its conceptual field with a
first distinction between general systemic concepts and specific systemic concepts. The former
are found in any kind of system (element, interaction, feedback, transformaron, etc.); the
latter will appear with sui generis characteristics in different kind of systems (e.g. the
"homeostasis" of biological systems or the "self-organization" in social systems).

Accepted at least for me this last versión of the theory we are considering, it seems
opportune to begin to comment on what a systemic approach based on these principies would
be, to better apply it to the housing problem.

Pascal, in his Thoughts, stated that "it is impossible to know the part without knowing
the whole, as well as it is not possible to know the whole without specifícally knowing the
part" (138 ). This statement of Pascal is opposite to that common statement that says "one
step at a time", which we imperatively put before a problem when it appears complex; today
the "let's see it by parts" is declining and on the fringe of current schemes of scientific

(137 ) Parra Luna op. cit.
(138) Ibid
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thought. Nowadays the tendency is not to divide the problem but to totalize and put it into a
context and within a global conception, trying to analyze each part after considering the role
this part plays in the whole. On the other hand, the approach that Systems Theory suggests
consists of the substitution of speculative or intuitive judgments for a set of algorithmic,
precise concepts and formulations. These rules are based on fundamental postulates, both
methodological and epistemological, that will provide us with a research technology; which is
translated into a kind of conceptual algebra through which it will be possible to place the
position of the observer in relation to the observed object within a framework of an integral
theory. As Ackoff says, the systemic approach is neither structural ñor structuralist, in the
sense of considering which is the structure of the object in a static way; rather the systemic
approach is at the same time eminently functional; that is, it is the subject in its functioning
which allows it to be understood, because such functioning will depend on a set of structures
and variables that define its totality. Therefore, without leaving the structural visión, the
functional visión (also the historical one) of the object is assumed to grasp it in its dynamic
and complex development.

Other authors such as Laszlo (139 ) assure that we are in the age of systems, in a stage
in which we are more interested in putting things together than in separating them, in the stage
(with higher intellectual ability) in which we are more interested in interrelationships than in
elements; in which we seek to understand the "whole", the "unity of things". It is possible to
go further: when it is said that the whole is a function of the part and the part in turn is a
fünction of the whole, it is possible to contradict that the part is doubtless a function of the

(139 ) Laszlo, Erwin op. cit.
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whole, but the whole is not exactly a function of the part; the whole depends rather than on
the part, on a set of relationships between the parts which will have to be taken into account if
the object is to be understood (specifically social objects). What is obvious is that each part is
a function of the whole, and this shows an undeniable epistemological preponderance (we
cannot understand housing systems without understanding the whole macroeconomic and
social system).

Based on this whole, GST appears to us as a new discipline which basically facilitates
the understanding of complexity:

we can cali it "Complexology". If this approach is so

named, scholars of sociocultural systems have an instrument that, no matter how different or
esoteric it seems to them, they cannot reject a prior i (140).

3.3.3

Analytic and holistic visión: "humean" (scientific) and "systemic" cultures

Going back to eras before Christ, R. Rodríguez Delgado quotes the Chinese poet Lao
Tse (VI B.C) as one of the fathers of the idea of the Whole and the Parts. Taking the poet's
ideas, he reasoned that if his car was something more than a juxtaposition of wheels, axles,
rods, boxes, etc., then effectively the car was an entity of new tendency in which curiously it
did not depend on the mentioned pieces, but rather the pieces depended on it; that is, the rods,
wheels, etc., were designed as a function of the idea of the car and not vice versa. R. Delgado
refers to a famous discussion about the content of a glass of wine. A chemist assured no wine
was there, and to prove it he made an exhaustive analysis of its most simple elements

(140 ) Parra Luna, F. op. cit.
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expressing them in percentages of its total content and effectively in his list no wine appeared.
This shows that the analytic visión does not lead us to the identification of the entity. Of
course the wine was there, but if you just see the parts without seeing the whole you do not
see the wine. If you see a house without looking at the other elements of the housing system
you do not understand the reason for the housing shortage in México (141).

Following historical developments, Plato and Aristotle saw the problem of the Whole
and the Parts. The former, in an outstanding text, written twenty four centuries ago, says in
Teeteto:

"First, put together in a unique concept the set of sepárate details so the whole world
understands what the object is about. Then divide it in sepárate elements, but at the level
of the natural points of articulation and not cutting the members in two" (142 ).

Aristotle, in whom science is inspired nowadays, studied some principies which are
interesting from the standpoint of Systems Theory; for example: he formulated the continuity
between man and nature, anticipating the theory of photosynthesis and the Darwinist theory
by stating that the world is matter and that this matter depends on the organization and
relationships of its components; he considers that man is an entity placed at the end of a kind
of material continuum which ends in that "spiritualized" naturalism assumed by the current
Systems Theory. Another principie formulated by Aristotle is the teleological principie or

(141 ) See Chapter 5
(142) Ibid
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"entelechy", by which it is assumed that the explanatory principie of all movement, of all
being, are the ends to be achieved.

This was taken up later in the social and biological

sciences by Functionalism, which to a certain extent is an Aristotelian heritage unavoidably
based on the ends and corresponding functions the object has to fulfill.

"Puré" Functionalism supposed an abuse of this idea by assuming that the explanation
of the object's functioning will lie exclusively in the function and not in any other set of causes
or factors. But Aristotle goes further: considering the thing in its whole, he says it is suitable
to treat it in its totality, ordering the explanation in the following way: each object of
knowledge is composed of matter, a structure, causal agents, and ends; these are the four
parts of the Aristotelian object. This corresponds to a methodological principie we can use
when attempting to analyze a specific social system; what we could ask today is: what does it
do? what for? how? why? with what consequences?; a set of fundamental questions that
Aristotle formulates in a certain way. The Stagirite tells us first that the object is composed of
matter; second, that matter is conformed according to a structure or specific "form" in which
matter is coordinated; third, that there are some historical agents which influence the behavior
of the object; and fourth, the existence of ends, that is, where the object is going and which is
its fundamental end. These are the famous Aristotelian causes; the first, the matter, would be
the material cause; the second, the structure, the formal cause; third, the agents, the efficient
cause; and fourth, the ends, the final cause. The Aristotelian philosophy uses them as a rule to
know the object, therefore Aristotle shows us a holistic conception which is accepted later
from him by Galileo. Galileo began to see the physical world in a mechanical way, in a way
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composed by parts which are able to be studied separately giving rise to "mechanism" which
would have huge scientific success and whose philosophy would develop mainly from
Newton.

But up to Galileo the conceptions of Dionisio Areopagita, Nicolás of Cusa, or
Paracelso, clearly showed that the Aristotelian ideas about totality and ends continued to exert
a powerfül influence, one that was not to disappear completely in spite of the appearance of
Hume and other empiricists.

An important course is marked by David Hume (143 ), considered as the father of
modern empirism, and whose philosophy would give rise to a whole scientific tradition to
origínate in a modern way a great epistemological discussion and a división between what
some authors called "Humean culture", and modern "Systemic culture" (144). Hume the
empiricist only believes in experience and in the way to register and relate isolated phenomena
operatively and not in the elaboration of a prioristic theories about these phenomena, because
it is impossible to know the necessary causal relationship between two phenomena; all that it
is possible to know is an empirical relationship between the phenomena limited to the specific
environment in which they are produced. Hume carne to say, in current language, that in
order to elabórate a theory it is necessary to register and relate the phenomena, to calcúlate an
association, and if this reflects a signifícant, "statistical" relationship, then a theory follows
from here; for Hume, the continuity, for example, between fire and burning is produced by the

(143 ) Hume, David 1739 Treat About Human Nature
(144 ) Cronen, C. and Harris, L. 1979 University of Massachusetts cit. in. Parra.
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empirical, experimental linking of two isolated facts, arguing that this association between fire
and burning was a kind of "instinctive" causaüty of the observer if he experimentally proved
that each time one comes closer to a fíame one burns; this principie gives rise to a scientific
tradition called empiricism based on the examination of associations between discrete
phenomena without a lot of worry about the previous formulation of a theoretical hypothesis.
Specifically, in social sciences, the procedure moved toward the definition of some easily
quantified variables, to the register of their valúes, and the calculation of their possible
relationships, anticipating that theoretical meanings would result from there which have given
rise to what many scientists called "going fishing" (to catch the facts and knowledge).

Results given by computers, allowing the application of more or less sophisticated
statistical techniques to a great deal of data, exacérbate the problem, because the researcher
verifies, practically without any efFort at all, that he has disclosed some "findings" (subjacent
factors, types, structures, etc.) from the interrelationship of variables, without taking into
account a previous theory, much less the interrelational totality of the studied phenomenon.

3.3.4 The new paradigm of systems theory

The long dialectic trajectory of the notion of the Whole and the Parts developed after
the Second World War into what Kuhn called a new scientific paradigm, understanding by
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paradigm the set of " universally known scientific relationships which, over a certain period,
provides models of problems and solutions to a scientific community" (145 ).

It is worth noting that Hegel formulates the following, that would be assumed by any
modern systemist: 1) totality is more than the sum of the parts; 2) totality determines the
nature of the parts; 3)the parts cannot be understood if they are considered in isolation or if
they are taken as independent elements of the totality, and 4) the parts are dynamically
interrelated, so Hegel gives a valid and almost current definition of the General Systems
Theory (146 ). Later, Claude Bernard, talks about two phenomena within his conception of
object, separating what is external and internal, with which he anticipates the idea of systemenvironment. At the same time, he also talks about the functional interdependence of the
organs of the human body, naturally interrelated, so when one of them becomes sick the
whole system will be affected (147 ). The English philosopher Whitehead, comparing the atom
with a tiny organism, anticipated the importance organicism would have as a movement of
thought. The organic structure of the human body would be the general paradigm, which
would give rise as we know to abuses, while inspiring modern systemic conceptions.

Several later scientists were really responsible for developing General Systems Theory;
one of the first is undoubtedly W. Kohler (148 ), a psychologist, who worked on the
formalization of the Gestalt theory, that applies the principies of totality and works with the

(145 )
(146 )
(147)
(148 )

Kuhn, Thomas S. 1962 The Structure of Scientific Revolutions
Van Gigch, J. P. 1991 op. cit.
Ibid
Cited in Parra Luna op. cit.
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parts that intégrate such a totality. Kohler's theory was developed in 1927 and throughout
that decade, 1920 to 1930, the biologist Von Bertalanffy, considered the father of the modern
Systems Theory, devoted his work to explaining the general principies of the modern
approach of systems and its application in several scientific fields. It is also necessary to
mention that in 1917 A. Bogdanov (149 ) elaborated in Saint Petersburg his "Tektology" or
"science of universal organization". Among the first pioneers we can find Cannon (150 ), who
invented the concept of homeostasis, a concept related to equilibrium and the theory of the
self-regulation and preservation of the system.

Similarly, among founders we can find Wiener, a mathematician, Rosenblueth, a
neurophysiologist and Bigelow, an engineer, who together at MIT discovered the significant
circular ringlet of information that becomes necessary to rectify every action (negative
retraction) and, generalizing this finding, the living organism. The neurophysiologist
McCulloch and the mathematician Pitts joined Wiener and Rosenblueth in working through
machines on the simulation of cerebral mechanisms. Equally fundamental are the works of
H.L. Hazen and G.S. Brown on the theory of servomechanisms (151 ). These are examples of
applications of systems theory in specific fields that help us understand how to apply them to
housing.

Boulding, an economist, attempted to elabórate a general empiric theory together with

(149) Ibid
(150) Ibid
(151 ) Parra Luna, F. op. cit.
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Gerard and Von Bertalanffy, one of the founders of the Association of Systems (Society for
General Systems Research). Among pioneers Ashby was interested in the formal principies of
cybernetics and defined the notion of system, like Von Bertalanffy, through a system of
differential equations. Von Newman and O. Norguersten, known for their Theory of Games,
also contributed. Very signifícant work from the standpoint of communication was performed
by Shanonn and Weaver, who elaborated a mathematical theory of information. Finally, in the
decade of 1950s, J. Forrester conceived his "Industrial Dynamics", which represents an
application of the new systemic philosophy to the dynamic manipulation of complex societies,
an approach of upmost interest for the sociologist Aracil in 1978 (152 ). All this movement
gave rise as I mentioned to the creation of the Society of General Systems by Rapoport,
Boulding, Von Bertalanffy and Gerard. This society was created in the United States and
several publications emerged from it, such as "General Systems Yearbook", which mark the
beginning of its scientific dedication and inclusión in several university programs.

We can summarize the above by means of the chart presented by Durand in 1979 and
cited by Parra Luna which clearly explains the scientific movements which led to the current
systemic approach and consequently its integrative and heuristic capacity. We need to look at
this to better understand the operational model in Chapter 5.

It is interesting to verify in figure 3.6. how the "Systemic" (in Durand's terms)
emerges in interaction with three avant-garde sciences: Information Theory, Cybernetics and

(152 ) Aracil, Javier 1978 Introducción a la Dinámica de Sistemas Madrid Alianza
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THE ORIGIN OF SYSTEMS THINKING

Fig. 3.6 Origin and application of the systemic movement
Source: Parra Luna op. cit. p. 57
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Structuralism.

At the same time it takes on board the instruments offered by analogy,

mathematical logic, modeling, simulation, theory of games, and graphics (in general
Semiotics). With all this and based on the finding of the mentioned isomorphisms, it is applied
using an increasing vocabulary common to such different sciences as the Theory of
Automatons and Political Sciences, Biology or Sociology.

Through this brief historical overview the origin and evolution of the systemic
movement, it is possible to infer a conclusión, seemingly contradictory, that the GST emerges
from the confiuence of two opposite movements of thought:

a.

According to Parra Luna (op. cit.), Darwinist theory of the origin of species leads to
the conclusión that the universe advances to its increasing complication; the material
and organic world evolves and the social world becomes increasingly differentiated,
more complex. This will give rise in both cases to the Theory of Open Systems, since it
is verified that each object, each system no matter how big or little, has unavoidably to
adapt to an environment, and of course in order to survive in such an environment it
has to become more complex, more sophisticated, more capable of resisting the
pressures from the environment; according to the Darwinist theory the organism that
cannot resist these pressures is eliminated as a system, giving rise to the theory of
selection; this movement of thought is as cruel as it is optimistic, where there is no
natural mercy for the weak, but where advances are toward the complex or increasing
differentiation and where it is assumed that complication means improvement,
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progress, and in general an increase in the individual's capacity for adaptation.
Obvious demonstration: the development of the brain of Australopitecus' to that of
modern man.
b.

This evolutionism seems to clash with another modern, scientific trend represented by
the current laws of thermodynamics. The fact was produced when in 1851 Lord Kelvin
formulated the second principie of thermodynamics which states that developed heat
cannot be integraUy transformed into work (irreversibility of energy), finding out with
this that the world advances to its thermal death; the universe turas out to be
increasingly entropic; understanding by entropy the natural tendency of the universe to
its increasing disorganization. It is inferred that the physical world in order to function
has to utilize energy and since this is not preserved we conclude that the universe in its
totality advances to its complete cooling, to its death, to its destruction (153 ).

So we are confronted with two opposite, universal trends; the laws of evolution and
social complexity on one hand, and the physical laws of the second principie of
thermodynamics on the other. According to the former, the world constructs, generates and
progresses by itself; according to the latter, the world self-destructs, disorganizes, loses heat
and dies. If the second principie of thermodynamics, criticized in turn by the idealism of
Cartesian rationalism and by the dialectic materialism of Engels and Lenin, were to take effect,
it would mean that open systems are continuously burning the energy of the environment and
consequently the sociocultural systems are "stealing" energy from their respective nonphysical environments. Thus dissonance is clear between an entropic (pessimistic) theory such

(153) Van Gigch, J. P. 1991 op. cit.

121

as the one stated by modern thermodynamics and a negentropic (optimistic) theory such as the
one formulated by the evolution and complication of the social.

Systems theory will be

confronted by both hypotheses, assuming them and putting them into operation within the
framework of its general and integrative approach. It is said that Information Theory can be
the bridge of unión between both trends.

Before finishing with these considerations on the systemic conception, it is pertinent to
make reference to a work carried out in 1979 by the communicators C. Cronen and L. Harris
of the University of Massachusetts (op. cit.), in which they compare the two scientific
prevailing traditions known as "Humean-reductionist" culture and "Systemic-revisionist"
culture. Differences between them can easily be perceived in the summary in fig. 3.7.

What is important to mention about this exhibit is principally the structure of the
systemic explanation. The tendency under the Humean culture is to postúlate causal
relationships between functions starting from the statistical relationships among them, but this
represents a dangerous extrapolaron.

The systemic culture says that the connections between structures are a product of the
qualities postulated in the models. Le Moigne (154 ) says that General Systems Theory is a
theory of modeling; modeling is really the battle horse of the systemic approach and Le

154 ) Cited in Parra Luna, op. cit.
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TWO CULTURES OF SCIENTIFIC INTERCOMM UNICATION

Flg. 3.7 The humean and the systemic cultures.
Source: Cronen, C. and Harris L. 1979 op cit.

123

Moigne adds that the qualities of the structures allow three types of causal connections
between processes: first, gnomic forcé (characterized by aphorisms), second, the logic forcé
and third, the practical forcé. The logic forcé is the one derived from the interrelationship
between the parts, and the practical forcé is the one derived from the usefulness of the model
with regard to its praxis and operativity. Another interesting point is the theory of process
development; according to Humean culture a theory is constructed beginning with the finding
of the associated phenomenon and from this knowledge there is a generation from the little to
the big; that is, there is a kind of induction that goes from small units to bigger units. In
systems theory, however, the theoretical source is in the model; the model does not only lead
the observations but also specifies the direction of statistical associations observed in reality.
The Humean theory says that the blocks of pardal theories are significant by their own right
and that a statistical association can be very cióse to being a cause; so, forecast and
explanation are synonyms within the Humean culture. The systems theory suggests the a
priori refutation of the model, arguing that the simple statistical association may reflect
gnomic, logic, or practical forces, and that the interpretation of what kind of forces it is about,
depends on the model. Finally, as regards the presentation of the form of theory, the Humean
approach organizes it inductively first, forming great bodies of knowledge starting from the
little, and then in deductive form links the proposals more or less in the classic way of the
syllogism. Systems theory on the other hand, is a theory that takes a different number of
presentation forms, the obtained knowledge can be inferred in any way as a function of the
research objectives and therefore it does not have to adhere to any specific form of
presentation.
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These would definitely be the two great scientific cultures nowadays. The Systems
Theory represents then what Kuhn would cali a new "scientific paradigm", a new form to see
the object and organize the knowledge of the object and complex social systems specifically.

The major effort in this dissertation is to explain if the systemic approach is effectively
useful to the housing problem, that is, if it contributes something to the rest of the known
approaches.

Taking the methodologies of problem solving under the scheme of both approaches we have:

1.

Generally, the scientific method approach considers the definition of the problem,
selection of objectives, possible alternatives, "systems analysis", selection of the best
alternative and the development of prototype and implementation.

2.

Following Checkland's methodology, the systemic approach consists in: the situation
of the problem, definition of relevant systems, the conceptual model, comparison of
the conceptual model with the problem, feasible changes and acting to solve the
problem (fig. 3.1).

The essential difference between the two trends lies in the way of visualizing the stated

125

situation and in the definition of the relevant systems, the conceptualization of the situation
and the design considering the system as a whole (155 ).

If we compare the scientific method with the systemic method from another
perspective we can still look at their differences. From the standpoint of how it begins to act,
the scientific method starts from a very well defined situation which the analyst can take as
granted once the client is asking for assistance, while in the systemic method one always starts
from a feeling of improvement, in a social system in which there is a problem situation not
quite defined. In the scientific method, the analysis is done clearly designating the system, its
objectives and the hierarchy of systems, while in the systemic method it is expressed by the
analysis of the elements, structure and process in its mutual relationships. Regarding the
system design, in the scientific model it is done through quantitative models, through
simulation, while in the systemic approach, relevant systems are analyzed and conceptual
models are constructed for those systems. The optimization of the model in the scientific
method is something that is sought precisely in the selection of the best alternative derived
from the analysis of quantitative methods, while in the systemic method improvement of such
conceptual models is sought through the use of a formal system model and other systems
thinking. As for implementation, in the scientific model the designed system is implemented
according to the methods of optimization, while in the systemic method the conceptual models
are compared with the actual situation and this comparison is used to define changes that are

(155 ) Checkland, Peter 1981 op. cit.
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desirable and feasible in order to implement later the changes agreed on in the improvement
process.

3.4.- CASES WHERE THE SYSTEMIC APPROACH AND THE

SCIENTIFIC

METHOD ARE MORE APPLICABLE

There are situations where one of the approaches is more appropriate to use for certain
research. However, it must be taken into account that the combination of both approaches is
actually giving good results for the solution of problems or situations.

Historically, áreas such as physics, chemistry and mathematics have been examples
where rigour and strict quantification are the basis for research, so the scientific method has
been used as a tool. However, in áreas such as psychology, sociology, administration, or
management science where the numeric rigour decreases and the basis is more qualitative, the
systemic approach has been used.

We can generalize by saying that the kind of cases where it is more appropriate to use
the Systemic Thinking instead of the Scientific Method are those situations which involve an
interrelated set of complex problems, where none of the problems is clearly defined, not even
the relationship that exists between the parts that make up the system or the problem, ñor the
relationship that exists between them and their environment; the boundaries of the problem are
not clearly defined and the actors in such situations do not understand what is happening
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generally because they form part of the same problem. As examples we have the cases of drug
abuse, delinquency, family disintegration, poverty, housing shortage, lack of planning in urban
development; and in the case of corporations situations such as lack of encouragement of
personnel, lack of profit generation, industrial sabotage, and so forth.

Use of the scientific method is more appropriate when the problem is well defined, the
objective is known and can be quantitatively modeled, or a model exists which can be adapted;
where it is possible to simúlate the behavior of the model, it is repeatable in experimentation,
also it is possible to examine if it is feasible to carry out an optimization of the situation. The
scientific administration developed solutions to situations in business environment using the
scientific method such as the administration of inventories and accounts receivable, as well as
the search for optimization in the use of resources.

In this categorization it is important to make clear that because of the expansión and
teaching of systems thinking it has come to be part of the methodology of investigation in
some áreas of management and administration, so it is not necessary to mention it explicitly,
but when considering the whole, its parts and the relationship between them, the systems
approach is being used for the solution of problems; however, it is important to extend the
study of the differences of both approaches and their applications in order to prevent rivalries
and to clearly establish in which kind of situations to use each one of them to obtain the
greatest advantage.
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In Chapter 4 we will see a real case of housing in México, the industry, the developer
and the project, as a means to understand, based on the theory of this Chapter 3, the
appropriateness of using the systems approach to address the housing problem, and develop
the operational housing model of Chapter 5.
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CHAPTER 4
THE METROPLEX CASE

4.1

INTRODUCTION

As I explained in the Introduction to this dissertation (Chapter 1), the empirical
evidence for the development of the Operational Model (Chapter 5) and the Conclusions and
Suggestions (Chapters 6 and 7), were based on the analysis of many real cases of housing
projects in México (Table 4.3), the study of the history of housing in México (Chapter 2), the
Systems Theory (Chapter 3) and hundreds of interviews with experts and people related to the
housing industry in México and the United States (Appendix 3).

I chose the Metroplex case developed by Constructora Ecles, S.A. de C.V. as a very
representative example that includes almost all the steps and kinds of problems found in this
type of project. In this chapter we will see aspects of the Mexican economy, the low-priced
housing market, the mortgage loans supply, the operations of Constructora Ecles, S.A. de
C.V. and all the details of the Metroplex case, including: land, production of houses,
financing, promotion and marketing, significant contributions of this project to the housing
business in México and the problems that emerged during and after the development of the
project.

Constructora Ecles, S.A. de C.V. is a real estáte developer specializing in low-priced
housing. The company, established twelve years ago, is one of the largest of its type in
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México. During the past five years it developed slightly more than ten thousand houses.
Although most of its activity has been in Monterrey, it has also operated in six other major
cities of México.

During the first ten years of operations, the company based its home developing
projects on the mortgage financing offered by the commercial banking system in México.
Home sales were therefore made in the open market, as opposed to the government-related
market, which drove the company to become market-oriented. Simultaneously, the company
was able to develop production efficiencies, and to intégrate construction procedures, so as
to become one of the most cost efficient home-builders in the industry. Three years ago,
Constructora Ecles began to focus its activities on government related mortgage funds.
Currently, most of the company's home developments are of this latter type, and the
experience achieved in the open-market operations has proved beneficial.

The low-priced housing déficit in México is estimated to be more than six million
units. The limitation that the country has is, therefore, capital availability; this is manifest in
the form of lack of mortgage loans, as well as lack of working capital financing (156 ).

Three years ago, when commercial banks gradually began to constrain their low-priced
home financing, Constructora Ecles' home development volume became limited by working
capital financing. In order to partially overeóme this limitation, and take advantage of the
potential for growth during 1993, Constructora worked on establishing a home development

(156)

SeeSection7.1.2.
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Joint Venture company. A JV was established with Pulte homes from United States; it began
to opérate in early 1994, and built over 1,400 houses throughout that year.

Currently, Constructora intends to increase its own volume of operations, and reduce
the heavy fínancial' expenses it incurs in order to reach the present volume. To achieve this
purpose, Constructora Ecles intends to sell new company shares for an amount of 20 million
US dollars. The intention is to place this equity with less than fíve potential investors, on the
understanding that such investor(s) shall have, or obtain, a substantial knowledge of the
industry and the business.

As of December 1994 the Total Assets of the company were N$ 256 million, (about
43 million US dollars), the Total Debt is N$ 93 million, and the Total Equity N$ 162 million.
The profit and Loss Statement for the year 1994 includes Sales of N$170 million, and a Net
Profit of N$23 million.

4.2

THE ECONOMY IN MÉXICO

As of December 20* 1994, the Mexican economy entered into a severe adjustment
process; this was triggered by the decisión of the Mexican authorities to let the Mexican Peso
exchange rate float in the open market. The Mexican authorities, however, explained that they
had to do this due to the fact that international institutional investors were withdrawing their
fínancial investments from México at a very fast pace, and the Central Bank reserves had
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already gone to their lowest limit. On the other hand, had the new administration handled the
situation more skillfully, the process could have gone through a more manageable adjustment
period.

Today, however, the Mexican economy is going through one of its most difficult
periods of low liquidity in recent history, with very high interest rates (80% per annum), and a
sharp reduction in economic activity. The process is expected to continué up to the third
quarter of this year. The intention is on the one hand, to ease the pressure on the peso
exchange rate, and on the other hand, to minimize the inflationary effects of the peso
devaluation.

For the above purpose, the Mexican government has implemented an economic
program with very strong measures. It includes the reduction of government spending by 9%,
the increase of the IVA tax (Valué Added Tax) from the previous 10% to 15%, the increase in
the prices of electricity by 20%, gasoline by 35%, and an additional minimum salary increase
of 10%, which together with the previous 10% gives a total of 20% for 1995. With this
program the government expects inflation for 1995 to be 42%, to stabilize the exchange rate
at about N$5.3/USD11., to have minus 2% GNP growth in 1995, and to prepare the conditions
required for a 1996 GNP growth of over 2%.

As for the impact on the low-priced housing industry, it has been announced that the
government-related programs will be reduced by about 15% as compared to last year. The
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major hurdle for home developers being the ability to pay for the current high cost of working
capital.

On the other hand, during the past six years the Mexican economy has achieved major
structural improvements which go beyond the current financial adjustment.

Such

improvements are described in appendix 1.

4.3 MARKET FOR LOW -PRICED HOUSING

4.3.1 The Characteristics of Demand.

The overall déficit for low-priced housing in México is estimated at about six million
units, which combined with the size of the population, its growth rate, the size of the age
groups, and the size of the income groups, represents an important growing demand for lowprice housing.

The population, based on the national census of 1990, is estimated to now be of about
83 million. During the recent past, its growth has been of about 2.3% per year, and currently
it is expected to be growing at about 1.9%.
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The age distribution of the population is heavily concentrated in the younger age
groups; approximately half the people are younger than 20 years. This characteristic naturally
represents an element that will determine a strong demand for homes in the coming years.

On the other hand, the income level characteristics of the population are such that
about 85% of the working population earn less than N$2,500.00 new pesos per month; the
equivalent to roughly 400.00 US dollars. Consequently, assuming that 25% of their income
would go to pay their mortgage, and that a financing of 12% per year (in real terms) would be
used, a very large majority of the population would need homes with a market price lower
than N$65,000.00 new pesos. In addition, given the usual capital limitation of a growing
economy, the need for mortgage financing has continuously been larger than the available
financing offered by the commercial banking system.

Given the above, it becomes clear that the demand for low-priced houses in México
goes beyond a usual market need, being one of the most important socio-political issues in the
country. It also explains why the Mexican government has, for over twenty years, sustained
popular housing programs as an important part of its overall program. It explains why the
Mexican government has continued to do so even through the tight economic periods the
economy has gone through in the past, and it explains why it is expected to continué with
substantial popular housing programs during these coming years.
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4.3.2 Characteristics of the Product.

The specifícations of low-priced homes are influenced by market preferences, together
with industry costs, and the different pnces the customers are willing to pay.

On the higher priced segment of the low-priced houses, a house of about N$90,000.00
new pesos, will include up to 85 sq. meters of construction área, in a two storey house, and
within a lot of about 85 sq. meters.

The construction is made of stone & concrete

foundations, walls of concrete block, and steel reinforced concrete roofs. The interior has
plastered walls, and ceramic floors. The land subdivisión commonly is in the outskirts of the
metropolitan áreas, and has paved streets, public lights, as well as water, electricity and
drainage services.

In a lower priced segment, around N$55,000.00 new pesos, the house could have
either very similar characteristics but with a significantly smaller construction área (i.e. 40 sq.
meters); or it could have the same amount of construction space, but with substantially less
interior finishing.

In a still lower priced segment, we find a home which is sold for the customer to finish.
This house which could be priced at about N$45,000.00 new pesos, would include a built área
of about 40 sq. meters and would have no interior or exterior finishing.
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4.3.3 The Industry Competitors.

The number of housing developers in the Mexican market is possibly in the order of
several hundred.

However most of these business have, through the years, operated a

relatively small volume of houses, i.e. below fifty homes per year, and they have typically
focused on the middle and high priced market segments. In addition, there are a few large
companies which have for several years developed a substantial volume of houses, in these
cases, they necessarily focus on the high volume, low-priced segment of the market.

On the other hand, up to two years ago, most of the supply of low-priced houses was
offered through government-related organizations. These organizations would contract the
construction of the houses mainly through a few large prívate construction companies.
Subsequently, those government-related organizations changed their operating policies. They
began to work more as a mortgage financing source and transformed their previous volume
into part of the open market volume. This change prompted some of the large construction
companies to evolve into the housing development business.

Consequently, among today's large housing developers, it is possible to find
competitors who have grown substantially in the last ten years and have accumulated the
corresponding experience of competing in an open market industry. It is possible to find large
home developers which have a strong background as large volume house contractors. The
following Table 4.1 shows some of the main participants in the industry; it indicates the city
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where they are based, as well as their main background: (a) home developers, (b) house
contractors. A home developer is a company that puts together the parts of the business:
land, infrastructure, credit and house, the house contractor is a construction company that
produces the house and/or the urbanization of the land.

Table 4.1
SOME INDUSTRY PARTICIPANTS

COMPANY

BASED IN

PREDOMEVANT BACKGROUND
DEVELOPER

CONSTRUCTION
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4.3.4

Company Strengths.

It is important to note that Constructora Ecles originated as a small prívate
construction company competing in the open market, grew as such, developed large projects
funded by commercial banks (5,000 houses), sold these projects in the open market, and then
evolved to the institutional (government) market. This market gave birth to, and for many
years sustained, protected prívate construction companies whose solé risk was collecting the
fiínds from the government.

Theirs was a captive market.

constrained to the availability of institutional funds.

Their growth was solely

These huge home developers later

evolved to compete in the open market where Ecles was already well positioned in the (largerthan-average) low-priced home market.

Constructora Ecles, S.A. de C.V. is considered to be one of the large home developers
which grew as mentioned above several years ago. It is fürthermore, one of the first "openmarket" home development companies which started to opérate significant volumes with
government-related organizations, once they changed their operating rules.

Among the

competitive strengths of Constructora Ecles, S.A. de C.V. are: a) its experience to opérate
simultaneously in several cities; b) its flexibility to respond quickly to change in the industry;
c) most important, the efficiency to be able to offer 85 sq. meters houses at the same price that
other large volume contractors offer a 55 sq. meters house.
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4.4 MORTGAGE LOANS SUPPLY.

The source of mortgage loans in México is determined by the valué of the house to be
financed. The commercial banks, when using their own funds (as opposed to government
funds) tend to concéntrate on mortgages for houses with a valué higher than, for instance,
N$ 150,000.00 new pesos. For houses with lower valúes, finance may be obtained through a
commercial bank, but more likely by accessing the resources of a government mortgage fund
called FOVI (157), which is coordinated by Mexico's central bank (Banco de México).
Otherwise,

low-priced

houses

are

mortgage financed through

government-related

organizations, some of which are Federal funds, some State funds; the largest is the
nationwide INFONAVIT program (158 ).

4.4.1 The Commercial Banks.

The participation of commercial banks in low-priced home mortgages is relatively
small, due to the limitations of the mortgage administration departments in handling large
volumes of mortgage credits. In addition, in some cases the mortgage loan portfolio of the
commercial bank has already reached an important proportion of their overall loans portfolio.

(157)

See Section 4.4.2.

(158)

See Section 2.5.3.3.1.
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Then there are also cases were the bank's natural preferences are for participating in other
banking áreas, as opposed to mortgage lending.

The profitability that can be obtained from the mortgage loans banking business,
however, is considered to be very attractive (possibly second only to the credit card business);
since the mortgage customer is willing to pay a margin (or spread) larger than in other
banking business áreas. Needless to say, for a bank to capitalize on this profit potential, it is
necessary to have a mortgage department which is competitive in customer selection, and
efficient in the collection of monthly payments.

On the other hand, the Mexican financial authorities have promoted the establishment
of Limited Service Financial Companies (Non-Bank Banks), among which a large majority
have focused in the mortgage business.

Also, the Mexican financial authorities have

stimulated the entry of international banks into the Mexican economy.

The financial

community of México (government included) is currently giving due attention to preparing the
way to mortgage loans securization; which is expected to take two or more years.

In general, it is considered that the volume of low-priced house mortgages coming
from the commercial (or prívate) sector of the banking system will increase in the médium
term. In the past, the commercial banking sector furnished a much higher proportion of
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mortgage loans than today. As a reference, see Table 4.2, these days their participation is
estimated at about 20% of the added mortgage financing coming from INFONAVIT and
FOVI , while in 1987, during the nationalization of the banks, its participation peaked to
about 180% of the other two combined, and in 1983 it was about 80%.

TABLE 4.2
HOUSE FINANCING
(Billion constant 1992 pesos)

* Ecles's own estimates.
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4.4.2 The FOVI Mortgage Fund (159 ).

The operations of FOVI (Fondo de Operación y Descuento a la Vivienda) Operations
and Home Discount Fund are managed so as to help ensure that individual development
programs, as proposed by each home developer, will follow the guidelines established by the
government authorities.

These guidelines refer to the urbanization requirements and

architectural specifications, as well as the different regional needs for low-priced housing.

FOVI was established in 1963 and so has been in operation for over thirty years. It
obtains its financial resources from low-cost sources, like the World Bank, and applies them
exclusively to financing low-priced houses.

Currently FOVI offers mortgages for houses

whose prices range from about N$39,000.00 to about N$79,000.00 new pesos. In the past,
FOVI has been financing about 32,000 houses per year.

FOVI supports the low-priced house developments in two different ways. On one
hand, it offers home developers a bridge loan with which to build the houses. On the other
hand it offers the home buyer a mortgage loan with an interest rate substantially lower than
what they could obtain through a commercial bank. For FOVI to carry out its program, it
requires the participation of a commercial bank which acts as a first floor bank. This bank

(159)

See Section 2.5.3.
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performs the function of managing the loans and collecting the receivables; the bank, of
course, receives a predetermined commission for these services. In the event that a particular
loan goes bad, then FOVI absorbs 50% of the losses , while the commercial bank absorbs the
remaining half.

In order for a home developer to particípate with FOVI, it is: a) first necessary for the
home developer to be registered with FOVI; b) the developer obtains from FOVI a technical
approval on the specific project they are trying to develop; c) the developer obtains a letter of
intent from a commercial bank, stating that they will opérate the loan if approved by FOVI
and d) the promoter has to particípate and win one of the loan auctions that are periodically
offered by FOVI.

4.4.3 The INFONAVIT Mortgage Fund (160 ).

The purpose of INFONAVIT (Instituto del Fondo Nacional de la Vivienda para los
Trabajadores) is to offer low cost mortgage loans to employed individuáis. INFONAVIT was
established in 1972 and has steadily increased its volume since then.

(160)

See Section 2.5.3.3.1
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The funding of INFONAVIT is through a bimonthly payment that every employer has
to make on behalf of each employee. This payment is a legal obligation of every employer,
and the payment is made through what is called the SAR (Sistema para el Ahorro y el Retiro
de los Trabajadores), a workers savings and retirement program.

The loans granted by INFONAVIT can be used for four different purposes: (1) to
acquire a new or used house, (2) to build a house on a lot that belongs to the same worker,
(3) to pay a mortgage loan, and (4) to remodel the house of the worker.

In order for a worker to qualify for an INFONAVIT mortgage loan it is necessary to
comply with the following: (a) ten years of INFONAVIT payments, (b) worker's age between
thirty to forty five years, c) applicant must have 2 or 3 dependents, and (d) a mínimum income
of N$l,064.00 new pesos per month. Once the worker has qualified, INFONAVIT assigns a
mortgage loan for an amount that depends on the monthly income and the years of
INFONAVIT payment. The mortgage loan is then paid back over a period of thirty years, by
using 25% of the worker's monthly income.

The worker that has received a mortgage loan has the right to acquire the house from
any developer. However, INFONAVIT prefers the worker to buy the house from one of the
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home developers approved by INFONAVIT, and from one of the projects which had
previously received the technical approval from INFONAVIT.

Throughout the years, INFONAVIT has made more than 1,300,000 mortgage loans.
The volume started at a relatively low level, and has continuously increased; so that last year it
operated more than 120,000 mortgages. Given the nationwide need for this support, it is
considered that their volume will continué to increase in the years ahead.

4.5. THE OPERATIONS OF CONSTRUCTORA ECLES, S.A. DE C.V.

One important strength a home developing company must have, possibly anywhere but
most certainly in México, is the capacity to change its operating procedures according to the
changing environment and the available opportunities. While reviewing the operations of
Constructora Ecles, as well as the change in those operations in the past, it is possible to
perceive such capacity as one of the major strengths of this company. This is important for
better understanding the housing industry in México and the business policy suggestions of
Chapter 6.
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4.5.1 Background.

The company was established in 1983, and during the first five years of operation it
developed cióse to 900 houses. This total volume was mainly reached based on one particular
project, developed in 1983, that accounted for 550 houses. As can be seen in Table 4.1,
where the history of house volume developed by year is shown, this was the first large project
for Constructora Ecles.

Subsequently, through 1984 the company had to concéntrate its

efforts on taking care of some aspects of the project that lagged behind caused by a crunch in
the availability of mortgage loans through the commercial banking system.

During 1985 the company focused its activities on the integration of several smaller
projects: one project was accomplished in 1986, and five projects carne through in 1987.
Afterwards, through 1986-87, Constructora Ecles began to concéntrate on larger size
projects. This led the company to the development of the Las Nuevas Puentes Project (685
houses) in 1988, and Los Robles (2803 houses) in 1989. Subsequently, the decisión was
taken to emphasize the integration of projects outside Monterrey.

In 1992 the company

developed

and Piedras Negras.

housing projects in Monterrey,

Saltillo, Torreón

Consequently, during the past six years, Constructora Ecles has developed several projects,
comprising around 14,000 (fourteen thousand) homes, an average of 2,323 houses per year.
The company has proved its capacity to develop 5,000 (five thousand) houses in a given year,
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TABLE 4.3
Constructora Ecles, S.A. de C. V.
HOUSES DEVELOPED BY PROJECT.

(*)Year in which most of the activity took place.
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as well as opérate in four cities simultaneously (urbanization, construction and sales
promotion).

During the first years of operation, the projects were generated in the usual manner; it
would start with a piece of land, the urbanization permit would be obtained, the financing
arranged, the construction carried out, and sales would be promoted simultaneously with
construction.

Gradually, Constructora Ecles was able to bring in as partner, on each

respective project, the owner of the land on which the project was going to be developed.
Constructora, therefore, developed the ability to identify owners of land appropriate as a
potential project site. Also, these owners had to be receptive to the idea of participating in a
project partnership. As time went by, the success record of the company naturally permitted
the establishment of these partnerships with greater ease.

In latter years, Constructora Ecles brought into partnership smaller construction
companies which would particípate on a project basis. The purpose was to have the owner(s)
of small but competent construction company committed to providing its personal
involvement and intensive supervisión to the construction activities.

Constructora Ecles

provides the cashflow to cover their operation costs. They, in turn, wait until the project
matures to start participating in the profits. Thus, while their operating costs are covered,
they share the risk of turning a profit with all involved. With this process Constructora has
been able to achieve considerable benefits in the áreas of quality and efficiency.
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4.5.2 Project Development.

A home development project usually starts with the identifícation of the land. Then a
process is followed to establish an association with the owner of the land. Afterwards,
the company's staff works in designing the best project for that particular land site,
until an internal approval is reached. As a next step, Constructora starts the procedure
to obtain the urbanization and house development permits from the government
authorities. Simultaneously, there is continuous activity in procuring financial
resources for the project under consideration, which allows for the final matching of
project and financing. The theory of Chapter 3 on Systems Sciences is normally used
to see the whole and the parts simultaneously, observing aspects of marketing, finance,
production, ethics, ecology, aesthetics, human resources, etc. (161 ).

Once the previous activities are completed, the project is triggered and several actions
follow simultaneously. For instance, when the project is directed towards the open market, as
opposed to the institutional (government-related) market, Constructora organizes a special
sales forcé which starts the promotion of the homes.

At the same time, Constructora

determines who is going to perform the urbanization and house building activities, and both of
those actions start and are carried out in parallel. As sales are made, the individual credits are
assigned to each home buyer, and the funds are transferred to the company. Once each house

(161 ) See Chapter 3 for systems theory and Chapter 5 for the operational housing model.
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is fínished, it is individually delivered to the owner, and the project concludes when all houses
are handed over and approved by the public utility companies and municipal authorities.

Sales are backed by an adequate advertising campaign; this campaign is commonly
based on newspaper and radio advertisements and in some specific cases, use is also made of
TV. Once a customer decides to buy a house, a credit qualification process takes place.
Usually it takes about three months up to when the customer signs the credit contract. During
this period the client is required to make three monthly payments to Constructora, after which
the monthly payments are made to the respective bank, once the loan individualization process
is concluded, meaning that the bank has approved the loan and thus transferred the funds of
the client to Constructora.

The urbanization and construction of the houses are carried out through contractors
with which an association is established. Constructora Ecles furnishes the specifications, buys
the raw materials from the most competitive sources, including the possible sourcing from
companies affiliated to Constructora Ecles, supplies raw materials to associated contractors,
leases construction equipment to them when needed, and performs a continuous supervisión
of the operation.
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When sourcing of raw materials is obtained from affiliated companies, it is done on an
arm's length basis, i.e. it is only done through open competition with the best alternative
options; this allows for a competitive advantage for Constructora, since it guarantees
competitive sourcing on key products.

The raw materials that can be obtained from the

affiliated companies are the following:

(a) concrete mix

(d) construction wood

(b) construction block

(e) doors

(c) door and window frames

(f) hand wash basins

On the other hand, the following list describes the raw materials most frequently
supplied from independent sources, together with the ñame of the most common supplier
(when the home development project is in Monterrey), and its plant location:

SUPPLIER

LOCATION

PRODUCT

Cementos Mexicanos, S. A.
Concretos Monterrey, S.A.
Hylsa, S.A.
Industrias Asfálticas, S.A.
Conductores del Norte, S.A.
Vitromex, S.A.

Monterrey
Monterrey
Monterrey
Monterrey
Monterrey
Saltillo

Cement
Concrete Mix
Steel Rod/Bar
Asphalt
Electric Wire
Floor and Wall Tile
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4.5.3 Characteristics of the Model Home.

Constructora Ecles has developed a basic low-priced model home in six versions that
has proved to be very competitive, and well received in the market. This model home includes
85 square meters (915 square feet) of construction área, and is offered in six different prices
according to the level of finishing. In the lowest priced versión, the house is delivered with
cement floor, and the walls with construction block finish. In the highest priced one the house
is fully finished, and the kitchen and bathroom properly equipped.

Using the Systems

Approach, the company matches the technical and sociological realities, with the available
financing and the purchasing power of the customers.

The house distribution is designed in a two-storey layout, as described in appendix 2.
The first floor includes a combined living room/dining room área, kitchen, a half bathroom,
and a laundry área outside the house (but under the roof). The second floor includes two
bedrooms and a full bathroom.
Appendix 2.

The elevation and plans of the house are also shown in

The homes are presented on a dúplex basis (two units together with one

common wall) which helps to provide an attractive facade.

The main specifications of the model home are as follows. (a) the excavation for the
foundations are made as deep as necessary to reach solid ground, and are made of 40 cm. (16
inches) width, (b) the foundations are made of concrete mix with 100 Kgs/cm2 resistance, it
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includes 40% large stones, and it is poured as a continuos strip foundation, (c) the floor base
is refilled (whenever necessary) using only inorganic soil, subsequently an 8 cms concrete mix
layer is poured using 100 Kgs/cm2 resistance concrete mix, (d) the walls are made of 15 cm
width construction block, with exterior finishing using Castel or Cemix (e) the roof is made of
concrete mix with 200 Kgs/cm2 resistance, it includes expanded polystyrene (to reduce
weight) and includes reinforcing according to a predetermined design, (f) when there is gas
installation it uses copper or galvanized pipe, (g) the water pipe Unes are laid using copper, or
PVC, or galvanized pipes, (h) the drainage is made of PVC pipe 10 and 15 cms in diameter,
(i) the electric wires are of TW-14 and TW-12 according to whether it is feeding a light
switch or an electric contact, and (j) the water sealing is made of two layers of hot asphalt and
one layer of asphalt fiber.

The cost distribution is illustrated by taking as an example the house that includes the
finishing of the walls, but does not include the floor tile. The most important concept is the
structure (roof included) which accounts for about 28% of total cost, the second largest
concept is the foundation (11%), then the walls (7%), followed by the electric and sanitary
installations (6%), and followed by the roof sealing (5%). The land typically represents about
25% of the overall cost.

In Appendix 2 we can also see the house layouts and elevation diagrams, a map of
México showing the different geographical áreas where Constructora Ecles has operated. It is
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then followed by a map of greater Monterrey showing the relative location of Constructora
Ecles developments. Then a layout of the Metroplex development is shown. This is the
largest development Constructora Ecles has undertaken.

It is designed to hold a total of

5,837 houses; today it is already finished.

4.5.4 Financing of Development Projects (162 ).

The operations of Constructora Ecles during the first six years were backed by
financing raised in the way it was usually available then: (a) a bridge loan would be obtained
to finance the urbanization and the first package of houses, (b) the houses would be sold and a
mortgage would be arranged for the buyer, (c) the house would be delivered upon
completion, at which time the customer would sign the mortgage, the bank would deliver the
corresponding proceeds to Constructora, who in turn would use part of these to pay for the
bridge loan.

At a latter stage, Constructora Ecles was able to implement a more efficient
procedure: (a) the commercial bank would assign the mortgage loans for a particular project,
(b) before starting the building of the houses, Constructora would carry out the sale of the
units, (c) the bank would approve the mortgage loan of the home buyer, (d) upon the

(162)

See Section 2.5.3.
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signature of the loan, the bank would give 50% of the funds to Constructora to start the
construction of the house, (e) the remaining 50% of the funds would be given to Constructora
as the house moved towards completion.

In 1992, the mortgage loans offered by commercial banks decreased as compared to
the volume offered by government related organizations, and Constructora Ecles began to
focus on participating with organizations like INFONAVIT (163 ).

To do so, it was

necessary to build packages of houses, deliver them to the INFONAVIT authorized buyers
once the houses were fully finished, and then collect the valué of the house.

Under this

scheme, Constructora had to finance the corresponding working capital through a mix of
internal resources and expensive Mexican bank loans.

Given the potential of the low-priced house market, the capacity of Constructora Ecles
to genérate home development projects, and the high cost of financing from Mexican banks, in
the latter part of 1993 Constructora ECLES invited PULTE Homes Corp. to jointly establish
a new home developing company. The company, a 50-50 joint venture under the ñame of
NANTAR, began to opérate in January 1994.

In this joint venture Constructora Ecles

contributes with the integration of projects, and once each project is approved, Pulte Homes

(163 ) See Section 2.5.3.3.1
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contributes with the working capital financing; while the urbanization and house construction
of the projects is carried out by Constructora Ecles (164 ).

Currently, there are mainly three project-financing procedures being used by
Constructora ECLES: (a) use of commercial bank mortgage and bridge loans, (b) use of
internal resources and bank loans to opérate with organizations like INFONAVIT and FOVI,
(c) indirectly through NANTAR, use of PULTE Homes working capital financing to
particípate in the different mortgage sources available.

4.5.5 Construction Project Activities

Given the joint venture participation of Constructora ECLES in the home developing
company NANTAR, Constructora ECLES engages in construction projects, providing
NANTAR with urbanization and home construction services. These activities are the same
the company carnes out for its own home development projects; the essential difference being
that in these construction projects the company acts as a general contractor, NANTAR
supplies the working capital financing, and Constructora charges NANTAR for its services as
a general contractor on a commercial rate basis (an "arms- length" transaction).

(164 ) See Section 6.1, 7.2.5 and 7.3.5
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4.5.6 Human Resources.

The experience and training of the human resources of Constructora ECLES, as in all
home developing companies, is one of its most important strengths. The company has placed
a particularly strong emphasis on operating with a very slim organization, which is more easily
achieved given the associations policy followed by Constructora.

The total number of

permanently employed personnel is 57; however, through the operations of last year, there
were 14 associated contractors and 10 associated sales organizations; altogether the peak
amount of people working in the company's projects during last year was around 950 persons.

The management team of Constructora Ecles is integrated by a group of five
executives,. a President and CE.O., one Executive Vice President, and three Functional
Vicepresidents: (1) Operations, (2) Government Agencies and (3) Administration and
Marketing.

4.6 THE METROPLEX CASE

Urbidesarrollo Metroplex is located in Apodaca, N.L. at the southern part of the
municipality, bordering with San Nicolás de los Garza. It is a housing subdivisión of 5,837
houses promoted and built from mid-1990 to mid-1992. It was the first housing development
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named Urbidesarrallo instead of housing unit, city or housing development, to explain a new
concept: an integral urban development in a metropolitan área.

The project has 5,837 houses (85 square meter houses), that have the capacity to
house about 30,000 people: a higher population than that of most small towns in the Mexican
Republic. However, the development does not represent a new outlying city but a wholly
integrated subdivisión to the metropolitan área of Monterrey, and at the same time, it is an
integral urban development because it has either primary public services such as water,
sewerage, natural gas, electricity, pavement and traffic signáis and, secondary public services
such as schools (elementary and high school), stores, health centers, civic centers, etc.

This Urbidesarrollo was called also Metroplex to express the idea of a Metropolitan
Complex, so somehow the generic word Urbidesarrollo, used later in other housing units, and
the word Metroplex, a compound word from Metropolitan Complex, are synonyms; the
former is a generic ñame and the later is the oficial commercial ñame of the housing
development.

The project was entirely developed by Constructora Ecles, S. A. de C. V. and
conducted by the author of this doctoral dissertation with which it was possible to make an
ACTION RESEARCH (165 ), and study the set of elements necessary to carry out a housing
project that might be a model to be developed to overeóme the growing shortage of housing

(165 ) Checkland, Peter, 1981,op. cit. See figure 3.1 and Section 3.2.3 for a better understanding of the soft systems
methodology.
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in México. If we consider the accumulated shortage of about 6 million houses in addition to
new needs, and we think of solving the shortage within 10 years, 1.3 million houses would
have to be built per year. This represents about 222 developments of Metroplex magnitude
per year to be built in the whole country which is more practical, feasible, and economic than
developing tens of thousands of projects of smaller volumes.

In this project it was possible to combine the following elements: land, infrastructure,
licenses, urbanization of primary public services of water and sewerage, electricity, gas, street
lighting and pavement as well as long-term mortgage credits, market, promotion, integration;
legal, social and political problems throughout the project development, and also all the
further problems derived from social claims of such a big community and the problems derived
from delinquent receivables portfolios caused by credits with partial refínancing of interest.

4.6.1 Land

The project began with the purchase of two lots of about 100 hectares in total, which
were acquired from prívate people and paid part in cash and part with a one-year credit
provided by the sellers at a CETES rate (166 ).

One of the 50-hectare lots was considered in the metropolitan área urban development
plan as an industrial área so part of the problems related to the licenses consisted in changing
the use of the land from industrial to residential.

(166 ) The Cetes are certificates of deposit issued by the government, something similar to treasury bilis.
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At that time, there was a severe shortage of urban infrastructure in this zone of
Apodaca, particularly water and sewerage, notwithstanding that a year before, Constructora
Ecles, S.A. de C.V. developed Los Robles with 2,804 houses just 300 meters away.

It

certainly could be assured that this new development would raise infrastructure problems
because of its size, as well as the fact that it bordered with a Fomerrey (167) progressive
urbanization housing development called La Cieneguita.

After several technical studies, the "Compañía de Agua y Drenaje de Monterrey"
(public water company) decided that Constructora Ecles had to obtain a site near the housing
development on which to build a water storage tank to be connected to the piping of the
development.

Regarding sewerage, the authorized provisional solution was to discharge some
sewage into irrigation channels used by peasants, for irrigation, and finally flowing into the
Pesquería River, an irregular situation from an ecological perspective but the same
circumstances prevailed in the whole sewerage system of Monterrey at that time; this
authorization was subject to later works in order to connect the sewerage of this housing
development to the main sewer built by "Agua y Drenaje" as part of the program "Monterrey
4" which flows to the sewage processing plant in Pesquería, N.L.

(167 ) Fomerrey is a kind of housing institute dedicated in the state of Nuevo León exclusively to satisfy the urgent need
of land lots of low income families. See Section 2.5.1.
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The process of obtaining the licenses for land use as well as construction permits lasted
almost a year in which in order to carry out the procedures it was necessary to enlist the
support of expert public notaries connected with the government to facilítate the bureaucratic
and burdensome licensing procedures as well as to avoid great problems of corruption in
obtaining them. Finally, 85-square-meter lots with 5-meter frontage and 17 meters deep,
appropriate for "social interest" houses for low income families, were authorized, on which
two-floor houses of 85 square meters without intermedíate corridors were built, some of the
dúplex kind, others sextuples sharing dividing walls.

4.6.2 Production of houses

Urbanization and building work was carried out with materials of the región following
the more traditional building procedures including the use of concrete blocks, cement, rod,
sand and limestone aggregates, employing unskilled local labor.

Several calculations were performed to study the possibility of using foreign
technology, taking into account that the primary objective was cost reduction because of the
lack of purchasing power of possible buyers; however, many factors contributed to make this
unsuitable. Monterrey is a city that has all the necessary materials for the construction of
houses including national manufacturing, in some cases, of cement and rod, glass, piping,
limestone aggregates and labor offered by migrant workers from the states of Tamaulipas,
Coahuila, San Luis Potosi and Zacatecas which holds down labor cost. Likewise, it is not
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easy for people to accept technological change when they are not offered a signifícant price
incentive or a very signifícant improvement in quality or service. Companies attempting to sell
technological innovations such as thermal insulation, acoustic insulation, better facades or
technological advances promising increased durability but at a higher price have not succeeded
in the introduction of these changes. Constructora Ecles, throughout the last 15 years, has
been able to introduce technological changes, for example, the substitution of continuous
lintels by isolated framed 4 rod lintels embedded in the walls, as long as this represents
signifícant savings for future purchasers. Another reason that influenced the decisión not to
use foreign technology was that the commercial opening was not yet very developed; the
North American Free Trade Agreement (NAFTA) had not yet been signed and in some
periods there was an overvaluation of the peso with respect to the dollar which made
importations more expensive.

4.6.3 Financing (168 )

Mortgage credits for the building and urbanization of these houses were given in order
of importance by Banca Serfin, Banamex, INFONAVIT, and Comermex. Serfin gave credits
for the construction and later individual credits for the acquisition of the houses, employing to
this end the bank's own resources and not subsidized resources from FOVI (169). At that
time it was more profítable for the bank to lend its own resources than to have the small
margin granted by FOVI. However, this decisión had serious consequences in the years 1993

(168)

See Sections 2.5.2 and 2.5.3.

(169 ) FOVI is a Federal Housing Fund explained in Section 2.5.3 and 4.4.2.

163

and 1994 because of the delinquent portfolio that resulted from the increase in monthly
installments, disproportionate in relation to the increases in the minimum salary, which caused
problems to purchasers in their monthly payments of the mortgage.

Banamex also used its own resources, declining to employ FOVI'S resources, but it
did not give bridge loans because its system was to sell the house first based onsample houses
used as sales models and once the client had been investigated and accepted, the land sale
contract was signed, providing in turn, security for the mortgage loan which would be used to
build the house that was to be paid as work progressed.

The original plan was to finance all the houses through Banamex, in fact, an agreement
was signed wherein Banamex would provide the total amount of the 5,837 credits. However,
during the building process and after 2,000 houses were individualized, Banamex lagged
behind with the so-called "pesos per million" (170 ) of the installment at $15,000, while Serfin
carne out with $12,000 per million which drastically cut the installment, making the purchase
more accessible for those concerned. So from the initiation of the second and third stages of
the project, the company changed to Serfin and when the process had about 5,300
individualized houses, bank reprivatization took off strongly, drastically interrupting popular
housing programs.

(170 ) Pesos per million implies the real monthly payment, independently of term and interest rates.
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For that reason Comermex was approached because it was not privatized at that time
and 187 houses were almost individualized (171 ) when the bank was sold. Later it was found
out that the common denominator in all banks was that the new owners did not recognize the
former agreements signed with the government owner of the banks, so they showed a lack of
interest in participating in mainly popular housing and in helping with FOVI'S programs. For
this reason, the final units in the development, once the houses without bridge loans were
fínished, were sold and individualized through INFONAVIT, which granted more than 1,000
credits of the so-called line 2 to buy fínished houses.

4.6.4 Promotion and marketing

• Promotion was conducted through the available communication media: press, radio,
televisión, billboards, and brochures as well as by direct selling through companies and unions.
Because of the lack of purchasing power and savings of purchasers which prevented them
from giving signifícant amounts of down payment; bank conditions as regards title registration
expenses and commissions; the benefits from the vertical integration of the company, that is,
the manufacturing of many of the materials used in the construction; and the economies of
scale derived from the volume, allowed the company to offer attractive purchase conditions
with no down payment.

(171 )

To individualize in the Mexican home developer business, means to assign a specific house to an individual, the
customer, also means to collect the money from the individual loan of the mortgage bank.
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As mentioned later in the conclusions, suggestions and further research, (Chapter 7),
there is a great controversy about down payments for houses, regarding the essential mínimum
to be collected and what the risks are of not collecting the down payment in the operations.
However, a zero down payment is one thing and granting a term to make the initial payment is
a completely diíferent thing. In this case, the advertising lure was a zero down payment but
what it really meant was that the client had to pay over the construction period either a down
payment, plus bank and notary expenses to the building firm in the case of the Serfin,
INFONAVIT and Comermex credits, or monthly installments over the construction period in
the case of Banamex credits for the construction. Clients had to pay monthly installments
equivalent to the expenses and initial payment during the construction period without living in
the house. Also the house was not delivered until they had made all the payments, which made
people make a real efifort to save before the acquisition of the house.

Later, banks forbade this kind of operation because they maintained that there was a
strong relationship between the delinquent portfolio and the low down payment. As a result,
there are extreme cases such as Banamex and Bancomer in which they demand a 20 percent
minimum down payment, plus all bank and notary expenses that may amount to another 15
percent, paid before the mortgage credit is signed in favour of the buyer, a policy that
seriously limits the amount of clients that can have access to these credits as a consequence of
the lack of domestic saving and the constant loss of the purchasing power of the Mexican
salary, above all in the case of workers with lower incomes.
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Massive advertising plus the combined effect of wide media coverage, a severe
housing shortage, the lure of a zero down payment, more square meters than the competition
was offering for the same price (85 square meters vs. 55 square meters average), and available
mortgage credits when there was a high shortage of them for competitors, caused a sales
boom wherein this project of almost 6,000 houses was sold in less than four months and
individualized in less than one year.

4.6.5

Signifícant contributions of this project to the housing business in México

4.6.5.1 Economies of scale (172 )

It was demonstrated that in the "social interest" housing business, there is a great
benefít of economies of scale derived from volume, because it is one thing to develop a
housing unit of 100 houses, as is the case with many projects, and quite another to develop
5,800 houses. Much of the work, above all that related to project elaboration, obtaining
licenses, administration, and supervisión are benefited by volume because unit costs are
drastically reduced.

(172)

See Section 7.2.6
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4.6.5.2 Vertical integration (173 )

It was also demonstrated that vertical integration to produce many of the required
materials on site, saves freight costs and allows savings in the variable costs of some materials
as a result of volume purchases at a higher scale, optimization of labor, reduction in
transportation costs and fixed costs allocation to a higher volume of production, as was the
case with blocks, ready-mixed concrete, windows and metallic section frames, doors, wash
basins, paint, etc. It is important that the chosen vertical integration does not have high entry
and exit barriers, that is, the need for high investments in fixed assets which run the risk of
remaining on hand should the production volume decrease, or the requirement to hire and
train a lot of basic personnel who would have to be dismissed in the case of lack of sales.

4.6.5.3 Justin Time (174)

Another finding of this project was the application of the just-in-time concept to the
construction of "social interest" houses. Traditionally the production process can take more
than two years between activities such as the study of the land, the obtaining of licenses,
urbanization and the construction of the house. Primary public services are introduced first,
and when the land is urbanized, the process of construction, sale and individualization starts.
This process, which in the best of the cases can take a year and a half, if it is followed in a
sequential order, may be shortened, as was proved with this project, by doing several things

(173 ) See Section 7.2.7
(174)

See Section 7.2.8
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simultaneously, using the critical path method. In this project the obtaining of licenses, selling,
urbanization and construction were carried out simultaneously in order to reduce time,
inventory, average investment and interest expenses, and consequently increased the return on
investment

4.6.5.4

Down payment (175 )

It was proved that one of the great problems for the acquisition of houses by low
income workers is that they do not have the total initial payment and that if it is possible to
achieve a scheme by which costs may be cut in order to reduce initial payments, sales
feasibility is noticeably increased.

4.6.5.5

Monthly installments

It was proved that the possibility of purchase by workers with a refinancing credit
scheme (negative amortization) (176 ) has much more to do with the installment to be paid,
and not so much to do with the interest rate. Related to the installment is the income factor
required by the financial institution, that is, how many times the worker's verifiable incomes
the monthly payment is limited to.

(175 ) The monthly payment (Installment) is less than the monthly interest in a period of the loan.
(176)

See Section 7.3.1
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4.6.5.6

Mixed advertising

The effect of mixed advertising, above all in press and radio but assisted with
billboards and televisión, generated a múltiple effect in attracting interested clients. Its
drawback is that many buyers do not actually need the house to live in, but rather to acquire it
as an investment, this might not be entirely productive because of high interest rates banks
charge for their own money, and mortgage holders who do not live in the houses are more
likely to default, affecting the bank's delinquent portfolio.

4.6.6 Emerged problems

The Metroplex Project has been one of the many cases that provide the empirical
evidence for the development of the Operational Model in Chapter 5. It has been used as a
case study for universities, chambers and banks, which has generated a lot of experience, even
though, in some cases, the analyses are superficial and can lead to wrong conclusions. The
principal problems that aróse were:

4.6.6.1 Delinquent portfolio (177 )

Perhaps one of the main messages or conclusions of this project analyzed a posteriori,
two years after its completion, was that the promoter should look after his own image,

(177)

See Section 7.3.1.
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choosing and considering as part of the product the financing assigned for the acquisition of
the houses.

Throughout the development of the project, the company's executives considered their
responsibility everything related to the land, licenses, urbanization, construction, sales,
integration of the respective files, and supervisión of the title registration process, and as
responsibility of the bank everything related to credit analysis, selection of applicants, and
above all, future collection, what we would cali debt service, subsequent to the completion of
the housing unit which currently can last up to 30 years with FOVI credits. However, the
results proved that the banks did not do their job appropriately; the study and socioecomic
analysis of clients was not conducted professionally, this service being delegated to external
personnel at very low rates; the selection of applicants was therefore not entirely corred

In addition to this, maybe the most serious failure was not granting payment facilities
so purchasers could spread their installment payments. In a housing development of about
6,000 houses, where a bank issued more than 3,500 credits, the easiest thing would have been
to léase one of those houses to establish a collecting office, facilitating client payments.
However, banks were not prepared with an appropriate collection system; clients had to go
down town every last day of the month to pick up their receipt and then go to another branch
office to make the payment. If this payment was not made on schedule, moratory interest was
generated which could not be paid until the next month, so the accumulation of installments
due made it more difficult for the clients to keep up to date.
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This problem of infrastructure shortage (systems, branches and personnel) for the
collection service, is one of the principal factors of the delinquent portfolio. However, it may
be an interesting subject of future research to study the causes and their proportions in past
due portfolios, specifically regarding mortgages and "social interest" loans, because banks
have tended to emphasize factors that might blame the promoter, such as not collecting an
appropriate initial payment or poor construction of the houses,

overlooking everything

related to the design of the financial engineering of the credit they are offering, as well as the
collection service and general economic problems such as unemployment, income instability
and loss of the purchasing power.

The design of the credit type is probably one of the most important factors. It is not
feasible to collect from a low income family a home loan at higher interest rates than the
majority of credits available in the market, namely personal loans or collateral loans as well as
car loans or credit cards. Also, it does not make sense to refinance interest and increase the
installments according to variances in interest rates or inflation when these may not have any
relation at all with the actual increase in salaries. Thus, not using government funds with a
certain degree of subsidy for this kind of program, using expensive own resources, and
attempting to recover the credits in the mid-term instead of long term, are factors that
undoubtedly influence the eventual due portfolio in housing projects.

4.6.6.2

Coerción to the building firm

Another problem was the coerción to the building firm by some neighborhood ring-
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leaders.

There are several interesting factors here:

on the one hand, given the mixed

advertising used to sell the houses, many people knew about the success of the project; on the
other hand, it was the unfairness of the expensive sources of mortgage credits which made it
difficult for people to pay them. Problems aróse from the differences in the credit system,
whereby we find, in the same housing unit, families of more or less the same socioeconomic
level paying the same price for the same house; but one buyer has a Banamex-type credit of
$15 pesos per $1,000 and an interest rate of c.p.p.(average percentage cost) plus 8 points,
while another qualifies for an INFONAVIT credit, paying only a fourth part of his salary for a
30-year loan at an interest rate of 4 percent above inflation.

Neighbors have different

standards of living because of the variance in the purchasing power derived from these
differences in the credit systems, and certain lawyers or ring-leaders with political aspirations
took up the case, championing the neighbors' cause with the help of the press, (which
normally is ready for sensationalistic news), and subsequently coerced the building firm, banks
or government to obtain personal benefíts.

4.6.6.3

Empty houses

The delinquent portfolio of the banks and the lack of an efficient secondary market
gives as a result empty houses, caused mainly by foreclosure processes. The problem is sad
but easy to understand, if the customer does not pay the bank, he is taken out of the house
that has to be resold; this process takes time because it is necessary to find a new customer
and a new mortgage loan.
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4.6.6.4

Invasions of houses (178)

The existence of empty houses in a period of a huge housing déficit, causes the
invasión of houses instead of undeveloped land, sometimes provoked by the government itself
as a means of solving social pressures, and of pressing the banks for subsidized buy-sell
operations.

4.6.6.5

Stores on every comer

Something common in the low income subdivisions is that around 5 percent of the
houses become partially or completely converted into stores to obtain the additional necessary
income for the monthly payment of the house. This is illegal but politically difficult for the
authorities to take action against.

4.7 CONCLUSIONS

We have seen in this chapter a real case of housing in México. The environment of the
Metroplex case is the Mexican economy, the low priced housing industry, the conditions of
the mortgage loans supply and Constructora Ecles that was the developer. With the Systems
Approach, we saw not just the whole ( Metroplex ) and the environment, but the parts : land,
production of houses, financing, promotion, marketing, contributions and problems.

(178 ) To invade a house means to get into the house illegally. These house invaders are also called squatters.
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Based on the Introduction (Chapter 1 ), the diachronic analysis of the housing problem
in México (History in Chapter 2 ), systems theory (Chapter 3 ) and the study in this chapter
of a real case as an example of many studied (Table 4.3), we are prepared to develop, in
Chapter 5, the suggested operational housing model, in systems terms and with a business
policy perspective that can lead us, inductively (from the case ) and deductively (from the
model), to the conclusions and suggestions of Chapters 6 and 7.
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CHAPTER 5
THE OPERATIONAL

MODEL

After explaining the general problem of housing in México, studying its history, going
into the theoretical support of the systems approach, comparing and contrasting this with the
scientific method, and analyzing as an example the Metroplex case, I now attempt to créate an
operational model of housing in México. By operational model, using Ackoff s terms (179 ),
we understand not only a conceptual model but also a fünctional one, that is, pointing out how
the parts of the model function making it operative. To make this proposed operational model
more understandable I divided this chapter in three sections: The first section relates systemic
thought with the study of the growth and structure of cities both from a structural and a
fünctional standpoint; in the second section we will see a housing project expressed in terms
of systems; and in the third, the operational housing model where a gradual development of
the model is attempted through graphs..

5.1

THE SYSTEMS THINKING CONCEPT AND THE STUDY OF GROWTH
AND STRUCTURE OF CITIES

A system is, in its most elemental conception, an interrelated set of parts that make up a
whole; therefore, it is possible to conceptualize a city as a system (180 ). A system that can

(179 ) Ackoff, Russell L. and F. E. Emery, 1972. op. cit.
(180 ) Gibson, J.E. 1977: Designing The N e w Citv: A Systemic Approach. John Wiley & Sons, N e w York.
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be analyzed either from a structural standpoint or a functional one. From a structural
standpoint, a city is made up of land, streets, electricity systems, water systems, sewerage,
natural gas, houses, shopping centers, hospitals, schools, jails, and so forth. (Fig.5.1)

From a functional standpoint, there is an interrelation between all these parts that are
intended to make our lives more organized and efficient, in order to fulfill the objectives of a
better life style. To be able to study a city as a system, we need to know what its overall
functions are, what the constituent parts are, the relationships that exist between and among
the parts and the existing relationships with the whole (Fig. 5.2). Carrying out a diachronic,
historical study of a city, allows us to project its desired future and structure as well as its
desired development.

This is related to the planning of urban development and its social

impact.

Urban development implies the definition of future áreas of development and the
división of land use mainly for industrial, commercial and habitational purposes.

Systems

thinking allows us to keep sight of which is the function of the whole and which are the parts;
knowing the relationship that exists between the parts and the environment in which the city is
immersed, in order to perform long term strategic planning which, in this particular case, is
limited to an urban development plan; this in turn implies the definition of a master plan, a
guide and direction for growth, related to laws that must be set, and the existing relationship
between the city and the rest of the cities, around the country (181 ).

(181 ) Tehranian, Majid 1974. Toward a Systemic Theory of National Development. Industrial Management Institute,
Tehran.
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FIG. 5.2 The city system from a functional standpoint
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If for instance we focus on Monterrey, México, urban development planning with a
systems approach requires that we understand the relationship between Monterrey and the rest
of the country and specifically the cities in neighboring states. We know Monterrey receives a
great influx of migrant workers from other states, principally Tamaulipas, Coahuila,
Zacatecas, and San Luis Potosi, because it is an industrial city that generates many jobs, and if
these jobs were not created in their cities of origin we would still be suffering from these
flows. In the past, there were authorities who, with a reductionistic visión, wanted to stop the
growth of the city unilaterally either dismissing urban development or just not solving the
problems of shortage of some kind of inputs such as land lots with public services, or houses.
However, this did not stem the growth; indeed it gave rise to other problems, such as the
invasión of prívate lots, and the fact that these land invaders are affecting not just the aesthetic
but the ethics of the city, because they are human beings living in squalor. So, one solution to
this problem in order to prevent exaggerated growth would be to genérate jobs in the
migrants' cities of origin.

Understanding the "problematique" (set of interrelated complex problems) of the city,
people and information flows inspire the creation of certain kinds of organizations which, even
though they are not the ideal ones from a theoretical standpoint, are nevertheless necessary at
a certain moment from a practical standpoint. For example, we have a case in Nuevo León,
México, in the shape of Fomerrey, that for over twenty years has been producing land lots,
many of them without public services, in order to provide a buffer between the reality of
migration to the city of people with limited resources and the reality of the shortage of
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housing available for them. In the state of Nuevo León, according to the last census of 1990,
as well as to the reports of Asociación de Desarrolladores Inmobiliarios y de Vivienda
(ADIVAC), there is a shortage of 100,000 houses which has an impact on about 500,000
people, representing 20% of population of the State. These people are not without homes,
but rather several families live crowded in the same house while many of them attempt to
acquire a house. This over-crowding has proven to be a co-producer (co-factor) of problems
such as gang violence, alcoholism, drug abuse, crime, prostitution, etc. (182 ).

If we wanted to understand from a systemic standpoint the case of a city with all these
sociological problems we would have to study the whole and the parts and we would find out
that they are not cause-effect phenomena: instead there is a multicausality, a multicorrelation
and múltiple effects generated, a co-producer-product or producer-product relationship,
influenced by water déficit, housing shortage, industrial growth and the need to genérate more
schools, shopping centers, development áreas, reservoirs, etc. Traditionally, the problem of
urban planning has been related to the growth of cities, as a disciplinary problem in hands of
architects, civil engineers or urbanists when really it requires the participation of economists,
sociologists, psychologists, politicians, lawyers and many others. This suggests that more
than a uni-disciplinary problem it is in some aspects interdisciplinary (cross disciplinary), in
some others, it is multidisciplinary (requires several disciplines at the same time), and in others
it is becoming transdisciplinary (beyond the formal boundaries of the existing disciplines), and
could with time become a new discipline, which after a lot of study and analysis would build

(182 ) Buckley, Walter 1967. Sociologv and Modern Systems Theory. Prentice Hall.
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on elements from other related disciplines.

5.2 HOUSING PROJECT IN SYSTEMS TERMS

With regard to a housing project expressed in systems terms we would have to
analyze, as in the city case, the existing parts of this system and consider them either with a
structural or a fünctional approach to see it from two different points of view. For example, if
we analyze a house, as a system, a system made up by parts, from a structural standpoint these
can be blocks, cement, concrete, rods, plumbing, electricity cables, doors, windows, sanitary
fixtures, etc. (Fig. 5.3)

If we look at it on a different level of analysis, it is made up of rooms, such as kitchen,
laundry room, living room, etc.; from a fünctional standpoint, it is a system that allows people
to live there and have security, protection, lodging, satisfaction of their hygienic needs,
cleaning, food, protection from climatological conditions, rest; and in order to opérate, this
system called "house" requires the input of external resources such as water, electricity,
natural gas, and the output to the environment of resources such as garbage or sewage (183 ).

If we want to reduce this system to its minimum expression, with an analytic approach
we would have to talk about different grades of analysis, breaking up all the aforementioned

(183 ) Van Gigch, J. P. 1974. op. cit.
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Structural House System

FIG. 5.3 A H O U S E S Y S T E M F R O M A STRUCTURAL S T A N D P O I N T
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subsystems and arriving at a greater level of understanding and integration. For example, if
we look at the house construction budget and specifications we could see the inputs
explosión, all the materials and labor needs involved; if we look at it from an architectural
standpoint, we could see the distribution of áreas, measurements, the existing interconnections
between rooms; and if we look at it from a fünctional standpoint, we could see the different
flows of inputs or components inside the house to carry out the functions.

The housing system analysis must be done from múltiple and integrated points of view:
civil engineering, architectural, environmental, the psychological effects on the members of the
house and so forth. In the same way, this house as a system comes to be a part of a system
called "housing estáte" or subdivisión within a housing development which in turn forms part
of a city.

5.3 THE OPERATIONAL HOUSING MODEL

Three basic needs of man are:

food, clothing and shelter.

Housing has been

considered as a need for protection against the weather (rain, cold, warmth), and from this
standpoint, the house basically satisfies the need of shelter (Figure 5.4).

The house is

normally understood as the physical part of what housing is; however, we also have the term
"home", which requires the presence of the family, for this reason we can say that the home is
a system integrated by two essential subsystems: the house and the family (Figure 5.5).
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Fig. 5.4 The need of shelter requires a satisfactor that is the house
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The home system

Fig. 5.5 The home is a system integrated by two main parts
the family and the house
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But the set of families that have a need to be satisfied constitute a market and this
market represents a demand that, to be satisfied, requires the counterpart of supply in the form
of a product (Figure 5.6). The product is not only a physical house but all that accompanies
it, such as land, Utilities, and financing. This market of families that require a house needs to
have purchasing power in order to acquire it and because the house is a durable consumer
product, to be used for many years, the buyer normally needs a long term mortgage loan to
buy the house; that is why the financing is considered in this business as part of the product.
But because the house is normally acquired with a mortgage credit the purchaser is not
precisely the family as a whole but the individual subject to a loan from the institution that will
finance the house. Thus, the principal parts of this product called house are land, construction,
and financing. These represent the product targeted to that market represented, in turn, by the
purchaser who has the buying power because he or she is the subject of credit. Certainly, the
house could be bought in cash, a possibility that is not signifícant as a percentage of total sales
because it is an expensive durable consumer product and for this reason the majority of
families need to use their long-term debt capacity to buy the house, and it is important to
conceptualize the financing as an integral part of the product (Figure 5.7).

In (Figure 5.8) we continué breaking down the different concepts that intégrate these
two major parts, product and market, in order to build the housing model. As the figure
shows, the land includes not only the plot, but also the principal infrastructure including water,
sewerage, electricity, gas, telephone, etc.; licenses and permits, intemal urbanization work
which consists in the physical introduction of Utilities including paving and street lighting, as
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The housing market

Fig. 5.6 The set of families creates a market that demands a product
made up of a house and many other elements

Flexible
Element

Mutual Interrelationships
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The main parts of the product "house"
Product

Market

Fig. 5.7 The product "house" is formed by land, construction and
financing and requires a buyer with purchasing power

Flexible
Element

Mutual Interrelationships
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Conceptual housing model
Environment
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well as the necessary projects for the better execution of the works. The construction of the
house, strictly speaking, includes the different materials, labor, plots and projects in order to
carry out not only the production but the sale of this product. Financing includes the short
term working capital for the construction and development, as well as the long term mortgage
loan, in order to give purchasing power to the family which will acquire the house. It is
required for the project management, all the known stages of the administrative process,
namely: planning, organization, direction and control, in addition to the legal and marketing
functions which are closely related to this product. On the demand side, for the buyer family,
issues such as the down payment, capacity of monthly payment to the bank, average monthly
income, requirements of the credit institution, members of the family, prospects for income
growth, credit experience, and the possibility of obtaining a subsidy from the government, if
any, are very signifícant as part of its debt capacity and buying power. All this surrounded by
an environment which includes social, ethical, economic, technological, aesthetic, political and
ecological issües.

The approach is quite different if taken from the sociological standpoint because we
can relate it with the housing development, its design, services, with its possible social
problems, gang violence, drug abuse, prostitution, violence, and crime (184). From the
economic standpoint, we can see the jobs that may be generated by the construction of such a
development, or the future problems that could be caused if payment problems appear and
those houses are left. That is, we are talking about complex problems which have several

(184)

Buckley, Walter 1967. op. cit.
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levéis of analysis made up by many parts with complicated relationships between and among
them (185 ).

México as a country has a shortage of about 6 million houses, which affects
approximately 30 million people, who represent about a third of the population according to
the National Census of Population and Housing of 1990 (186 ).

The housing shortage

generates the concentration of several families in a single house which in turn is translated to
possible causes (determinant co-producers) of other social problems. This problem has been
part of government programs for at least the last three government periods; however, far from
being reduced, the shortage is increasing. One of the reasons why this problem has not been
solved is that the relevant authorities who are supposed to solve it see the problem with a
disciplinary approach, each individual seeing it in terms of his profession, such as architect,
civil engineer, urbanist, developer, etc. However, the housing shortage problem in México is
a multidisciplinary and in some aspects a transdisciplinary problem, so it must be studied with
a systems approach with the support of scientific method in order to study in a detailed
manner the parts or the relationships between some of the parts.

If we closely analyze Figure 5.9 we will see that in order to address the housing needs
we have to consider many factors simultaneously.

Of course, land is required, that is,

available and viable plots for the construction of the houses, but this land must have the

(185 ) Boulding, Kenneth 1972. Economies and General Svstems. In the relevance of general systems theory edited by
Erwin Laszlo, George Brazeller, N. Y.
(186 ) INEGI, Censo Nacional de Población y Vivienda 1990, Instituto Nacional de Estadística, Geografía e Informática,
México, 1990.
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Operational Housing Model
Environment

necessary infrastructure which in turn is related to the availability of long-term capital for
financing these infrastructure works, water, sewerage, electricity, natural gas, and so forth,
which at the same time are related to ecological aspects and urban development policies of the
city or state in question. It finally comes down to an authorization by the government to
develop the land.

Urbanization and construction capacity to develop the land and build the houses is
another important factor related to the availability of construction materials and labor, which
is related in turn to aspects of the migration of workers to and from the state.

Another of the elements necessary for the production of housing accessible to lowincome workers is the capital to finance the acquisition of these houses. The mortgage loans
must be considered as part of the product at the moment of selling a house, because it is quite
unlikely that the family can afford to buy the house paying cash, mainly in the middle to low
classes.

A long-term mortgage loan is required with favorable conditions regarding the

percentage of the down payment as well as the term of the loan and the interest rate, and
henee the monthly payment and the required income.

Another feature of this operational housing model is the entrepreneurial skill of
managers and directors in the prívate sector. In a free-trade society, the participation of
prívate entrepreneurs dedicated to construction, urbanization, housing promotion, mortgage
banking, and collection of mortgage credits, is required in order to carry out all the activities
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related to this business, embracing from scrub to fínished housing and also the subsequent
collection of the mortgage credit.

These entrepreneurs will have to deal with various issues such as the demographical
questions raised by migrant workers, families' specifíc housing needs, availability of

Utilities,

savings capacity, fulfillment of down payment and installments by potential purchasers, labor
laws, availability of employment, urban development and housing laws.

Sociological-type

problems are also related, such as gangs, graffiti, prostitution, crime, unemployment, street
vendors, drug addiction, etc.

Another factor with a strong influence on the model are the macroeconomic conditions
such as growth in gross domestic product (GDP), the inflation rate, foreign exchange rates,
interest rates, etc. The major variables of this model are influenced by factors external to the
environment, not only of the economic type but also political, social, ecological, aesthetic,
ethical and technological.

In México, according to data from the Banco de México, the gross domestic product
given the present exchange rate between dollar and peso (6 pesos per dollar), is around $200
billion dollars while the Mexican Financial System is about $100 billion, that is, there is a
relation of 2:1 where for each $2 of production there is only $1 to be lent either short,
médium or long term for all the different industrial or commercial áreas. This indicates that
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México is an under-financed economy where the amount of money available to lend in the
long term for housing is not enough, or it is being placed elsewhere because it is not
profítable; this is one of the principal reasons why the shortage has not been solved. Also, a
securitization process for mortgage loans has not yet been developed because there are not
enough systems which guarantee the collection of the mortgages and thus, there is not an
efficient secondary market for the houses.

Given the above, with a systemic approach, analyzing which are the parts of this
housing shortage problem in México, its relationships, its history and its environment, I
conclude that one of the principal causes is the lack of a securitization system for mortgage
loans, which would permit the selling of accounts receivable derived from mortgages in
international fínancial markets, in order to have access to external longer term capital to
finance this kind of housing. Another major cause is the lack of an internal savings system to
avoid excessive dependence on external investment.

These and other conclusions will be

explained in more detail in Chapter 7.

This is related to macroeconomic policies of opening fínancial markets, interest rates,
and inflation which could drastically change the environment of the problem.

For example, throughout the 80s, annual inflation rates in México reached 150 percent
and consequently interest rates increased to 180 percent per year, so it was not possible to
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finance houses for low income workers without turning to heavy subsidies or interest
refinancing schemes (negative amortization) (187).

This brought as a consequence an

installment lower than the interest amount and the outstanding balance of the loan grew
monthly, up to an amount above the valué of the house, often causing default and
abandonment. When inflation carne down drastically to levéis of 8 percent and banks were
reprivatized, a change was caused in the environment affecting all variables and parts related
in this housing system.

5.4

LEVIITATIONS OF THE MODEL

In the present chapter, I have attempted to synthesize the parts that intégrate the
housing whole, because there has historically been an excess of reductionist analysis searching
for cause-effect deterministic relationships. With the systems approach, starting from real
cases and systems theory, I have tried to show the relationships among and between the parts
and the whole of the system; yet that is only the beginning: plenty of work remains to be done,
supported by the scientific method, in order to study the kind of relationships that exist
between the parts and the consequences they have in the performance of the whole.

It would be very productive to make use in the future of computer software tools as
STELLA, in which all these variables may be modeled to develop a hypothesis about the

(187 ) Negative amortization means that the monthly payment in the first stages of the loan, is less than the interest,
causing a monthly increase in the balance of the credit.
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relationships that exist between them, in order to be able to carry out a sensitivity analysis
regarding, for example, the effect an increase in available capital might have on the housing
shortage, the requirements for land, or construction capacity. As will be noted in Chapter 7,
this dissertation gives rise to several áreas for future research that represent the limitations of
the model at this time (188 ).

Summarizing, we have seen that the systems approach is not only suitable but
necessary to study city development and structure, as well as one of its parts such as the
housing system. A diachronic visión is required to understand the background but also a
synchronic one is necessary in order to understand how the whole and the parts function, to
be in a better position to study and understand the behavior of the parts when changing the
variables of the environment. I now turn to the considerations of Chapter 6, Business Policy
Suggestions dedicated specifically to the entrepreneurs in the housing business in México who
have to decide on the profitability of making joint ventures and/or diversifying.

(188 ) See Section 7.3, for áreas of future research.
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CHAPTER 6
BUSINESS POLICY SUGGESTIONS

Let us consider the housing problem, not with a countrywide, holistic approach, but
specifically with regard to real estáte developers who work as entrepreneurs within the
housing arena (189).

Those developers are responsible for making available to the

prospective purchaser the main parts of the product: land with services and permits,
construction, and credit. From the standpoint of business policy, two particularly significant
topics arise: joint ventures with foreigners and the degree of diversification (190 ). These
topics are present in the development of the Metroplex Case in Chapter 4, and carne up in the
interviews as a question posed by Mexican developers about their decision-making processes.

Housing entrepreneurs have to analyze their situation closely in order to decide on the
appropriateness of some kind of joint venture, and to consciously choose the degree of
diversification or vertical integration suitable for the corporation (191).

Given the

significance of these two topics, I have dedicated a special chapter to talking about the
theoretical support of both: the theories of international competition and cooperation and
diversification strategy, which would assist the prívate and public sectors in creating the
criteria for these kinds of decisions. So this chapter must be seen as part of Section 7.2 that
contains suggestions for government and the prívate sector.

(189 ) Chapter 4 presente information about a real case and a real developer in this kind of business.
(190 ) See Sections 7.2.5 and 7.2.7 for suggested research
(191 ) D. Aveni, Richard 1994. Economies of Integration Versus Bureaucracv Costs: Does vertical integration improve
performance? Academy of management Journal p: 1167-1206
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Given the great scarcity of capital that prevails in México, and the existence of many
developed countries in the world with available capital, the simplest type of alliance is one
where the foreign partner contributes capital, either short term for working capital or long
term for mortgage loans. The Mexican partner contributes not only land and labor, but also
cultural awareness, especially in the delicate área of regulations and negotiation with
authorities, which in this industry is important

due to issues related to land use and

construction licenses and to subsidies in home loans for low income families. Therefore, the
first section of this chapter (6.1) is designed to review the topic of international competition
and cooperation.

In the second section (6.2), the topic of diversification will be considered because it is
controversial, and not well understood by real estáte developers (192). If we analyze the
membership of PRO VIVAC (Association of Housing Promoters in México), we will find that
many of these developers form part of groups dedicated to quite different industries and
activities at a time when globalization, as we will see later, calis for specialization to achieve
economies of scale and scope (193 ). The other controversial topic, where there is no defined
partera, is the degree of vertical integration, a form of diversification (194 ). This strategy has
serious implications for securing the supply of materials and for competitiveness in an open
economy, due to the need to be competitive in price, quality, and service. It also has

(192 )

Pries, Et A l 1995 Innovation in the Construction Industry: The Dominant Role of the Environment. Journal of
Construction Management and Economies P.43 - 5 1 .
(193 ) Comment, Robert; Jarrel, Gregg A. 1995 Corporate Focus and Stock Retums Journal of Financial Economies P.67
-87.
( 1 9 4 ) D. Aveni, Richard 1994. op. cit.
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implications for having a flexible organization that is capable of meeting demand (195 ).

These two topics, which are briefly included also in Chapter 7, and considered here
with a special theoretical focus undoubtedly constitute an important área for future research,
specifically for the case of México and the housing industry (196 ).

6.1 INTERNATIONAL COMPETITION AND COOPERATION

6.1.1

Alliances as a strategy

Increasing international competition is a signifícant issue within both the academic and
business communities.

If we analyze world trade or international investments, we see a

striking increase in Gross National Product (GNP) worldwide.

The direct investment of

companies in developing countries began to grow quickly after the sixties. This era marked
the beginning of a fundamental change in the international competitive environment which has
been the object of many studies (197).

Much has been written about international competition and cooperation, as well as
about multinational corporations. Issues such as the transfer of expertise, transactions, and
imperfections in international markets and intermedíate markets have been research topics

(195 ) Gong, Byeong-Ho, 1994 Government Policy For Firm-Specific Efficiencv Journal of Human Systems Management
P. 123 - 128.
( 1 9 6 ) See Sections 7.2.5 and 7.2.7.
(197 ) México at the moment has a lack of research in general and specifically in the área of strategic alliances
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throughout the last ten years. Other investigated issues are: problems surrounding entry to
foreign markets and the life cycle of the entry of a Corporation in a foreign market; the
international product cycle has been analyzed by Vernon (198 ). There has been research in
the áreas of management within the international environment such as international finance
and international marketing, focused on the problem of doing business abroad (199 ). The
most common alternatives of entry to and/or expansión in international markets are: exports,
licensing, joint venture and direct investment.

Exporting is the most common way to opérate internationally and is an alternative
requiring low investment.

A second strategy is licensing, where a corporation with

technology and know-how can, through a license, increase its profits without investment and
with low expenses.

The joint venture is a way of participating in international markets,

bringing together local corporations with a great deal of market knowledge and foreign
partners with a lack of it, but with considerable know-how in the áreas of technology and
process (200 ). Finally, direct investment as a way of participating in international markets
requires a great commitment of capital, risk and administrative effort but it offers great
potential return.

At the same time we can consider as a model of international business strategies the
international, multinational and global strategies. The international strategy refers to those

( 1 9 8 ) Duniüng. John 1993. Multinational Enterprises and the Global Economy. Addison- Weslev.
(199 ) Porter, Michael 1986. Changine Pattems of International Competition. California Management review, Vol. 18,
No.2 Winter.
(200 ) Wright, Richard W. and Russell Colins, 1975. Joint Ventures in Developing Countries: Realities and Responses.
Columbia of World Business, Summer, pp. 74 - 80. In México there is a lack of this kind of research
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companies that are looking to extend their products and programs. The multinational strategy
is the decentralization of operations to a subsidiary administration, and the global strategy is
an integrated model that aims to synthesize inputs at a worldwide level using regional offices
within the organization of a given country (201 ).

Table 6.1 shows several strategic

dimensions describing the characteristics of alternative international business strategies.

TABLE6.1
INTERNATIONAL BUSINESS STRATEGY ALTERNATI VE S

Source: Keegan, Warren J. 1989 Global Marketing Management

6.1.2

International cooperation

The three basic theories for the understanding of international competition and
cooperation are: 1) the theory of comparative advantage, which has its origin in "The Wealth
of Nations" by Adam Smith.

David Ricardo proposed that a country can gain from

international commerce even if it has an absolute disadvantage in the production of goods. He

(201 )

Keegan, Warren J. 1989. Global Marketing Management. Prentice Hall. In Chapter 4 w e can see the Joint
Venture between Pulte and Ecles as a recent example of an international process of a U S A company into México.
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also showed that a country can gain from international commerce even though it has an
absolute advantage in the production of all goods; 2) the theory of the international
commercialization of producís by Raymon Vernon that describes the relationship between the
Ufe cycle of the product, commerce and investment; and 3) the theory that identifies the
orientation of businesses, developed by Dr. Howard Permotter (202 ). He established the
distinctive scheme of ethnocentrism, polycentrism, regio-centrism and geocentrism.

It has been said that the profits which a Corporation can gain in the long run depend on
its position with regard to its competitors, its customers and its suppliers (203 ). This concept
compels us to think in terms of competition and cooperation.

However, successful

corporations have changed the visión to one that sees cooperation as perhaps the greater
source of competitive advantage, depending on the environment. Some of the advantages of
international cooperation are: 1) concentration of corporations in their distinctive
competencies and 2) the exploitation of the specialized efficiency of other corporations. In
order to achieve success, it is necessary that cooperation should lead to greater efficiency, and
reflect in a cost reduction (204).

The great amount of literature on international competition includes in part
international cooperation. Porter (205) states that there are two major organizational

(202 )

Permotter, Howard 1967. Social Architectural Problems of the Multinational Firm. Quarterly Journal of AIESEC
International, Vol. 3, N o . 3 , Aug.
(203 ) Porter, Michael 1980. Competitive Strategy. N e w York, the Free Press.
( 2 0 4 ) Dunning, John 1993. Multinational Enterprises and the Global Economy. op.cit..
(205 ) Porter, Michael 1986. Chanaing Pattems of International Competition. op. cit.
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implications when a Corporation is globalized: 1) the strategy of global alliance as a long term
agreement where corporations merge in the form of joint ventures, licenses, supply
agreements

or others; and 2) the organizational structure with the purpose of coordinating

operations globally, both in national and global dimensions.

Ohmae (206) describes international alliances as an essential tool for customer
satisfaction in a globalizing environment. He also analyzes the significance of fixed costs in
the international environment as well as the dispersión of technology as an imminent and
inevitable outcome. He criticizes the thinking of power and control through equity as an "oíd"
form that no longer fünctions and states essential points of collaboration between international
corporations. Finally, he expresses that in this world of uncertainty it is better to work in
association rather than to go it alone.

Levitt (207), theorizing about the globalization of markets, establishes that two
vectors shape the world: technology and globalization. The first helps to determine human
preferences; the second, economic realities. Levitt's thinking emphasizes the importance of
technology and globalization in international cooperation.

Another point of view is described by Hofstede (208 ) in terms of national culture in
four dimensions: Power Distance, Uncertainty Avoidance, Individualism-Collectivism and
Masculinity Dimensión. These dimensions determine cultural relativity of management theory.

(206 ) Ohmae, Kenichi 1989 The Global Logic of Strategic Alliances. HBR, Mar-Apr.
( 2 0 7 ) Levitt Theodore 1983. The Globalization of Markets. HBR. Mav-June.
(208 ) Hofstede, Geert 1984. Culture's Consequences. Sage Publicatíons.
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This issue is highly relevant to international cooperation. Hofstede's findings have great
applications for the best performance of feasible joint ventures, because several significant
cultural differences exist between ourselves and our natural partners in the North American
Free Trade Agreement (NAFTA). In relation to Power Distance, there is a greater distance
between superior and subordínate in México than in the United States; the Uncertainty
Avoidance is also greater in México because the common worker is not used to handling high
levéis of uncertainty (209 ).

The United States is a more individualistic society while México is a collectivistic one,
so the design of organization, policies, and procedures as well as the Masculinity Dimensión
have to be taken into account, because in México the cultural distance between man and
woman is greater than in the United States (210).

A further finding on international cooperation from Bartlett and Ghoshal (211), states
that corporate management faces two big challenges in guiding the dispersión of
responsibilities and differentiating the task of subsidiaries. The first is in setting the strategic
direction for the company by identifying its mission and its business objectives. The second is
in building the differentiated organization. The same challenges described by Bartlett and
Ghoshal can be applied to issues of international cooperation. Concerning subsidiaries, if we

(209 )

Hofstede study was done in IBM plants, this results could change in the Mexican informal economy where the
common worker is accustomed to work illegally without capital reserves and with no health or life insurance.
(210 )
According to Hofstede, power distance relates mainly to boss and subordínate, uncertainty avoidance to the
attitude to risk, individualism and collectivism to the culture of subsidiarity (alone) or solidarity (together) and
masculinity dimensión is related to the way men and women interact culturally in society.
( 2 1 1 ) Bartlett, Christopher A. and Goshal Sumantra 1992. Transnational Management. Irwing.
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return to the previous example of a joint venture between México and the United States, when
an organization is vertically integrated it is important to consider these challenges related to
cultural peculiaríties, because communication becomes difficult not only because of different
languages but because of the semantic contení of words, social interrelationships, and
interpersonal dynamics, influenced at the same time by the aspects already mentioned of
power distance, uncertainty avoidance, individualism-collectivism and the masculinity
dimensión.

Analyzing the different points of view about international cooperation and international
competition we can see that the current trend of globalization is not only at Corporation level
but also at country and economic bloc level (America, Europe and Asia). It is foreseeable that
in the future, competition will increase with regard to economic blocs and a cooperation of
corporations and countries which have integrated those economic blocs.

Cooperation has been a way to intégrate and compete in this era of globalization. In
developing countries, forming alliances at Corporation or country level has been a way of
survival and continued development. I consider that the worldwide trend is alliances between
corporations, alliances between nations and competition between economic blocs.
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6.1.3

6.1.3.1

International joint ventures and alliances

Pros and cons

Some of the advantages of participating in international alliances are (212 ): 1) The
"easiest and fast" access to worldwide markets. This access means that if a joint venture is
established with a foreign Corporation or country which knows the local market, it would be
more simple to enter. 2) To have access to the technology of the production process and
product design which is difficult to obtain.

This means that, commonly, the developing

countries, which do not have access to process and product high technologies would find a
way to obtain them. 3) The alliance allows the partners to take advantage of economies of
scale, as well as the knowledge and leaming to confront to new markets and/or consumers. 4)
Alliances allow the fulfillment of requirements for foreign corporations that are imposed by
some governments. A case in point is the case of México, which in the past did not allow
more than a 49% ownership by foreign corporations in the country. 5) Alliances allow the
dispersión of risk. That is, a risk is shared. 6) Alliances allow the firm to accelerate the
process of internationalization, enabling a Corporation to take advantage of the opportunities
available in other countries (213 ), (214 ).

There are also disadvantages to alliances: 1) A strong criticism of alliances is that this
procedure of internationalization is the manifestation of a weakness:

the inability of a

(212 ) Ohmae, Kenichi 1989. op. cit.
( 2 1 3 ) Ibid
(214 ) Pries Et Al 1995 op. cit.
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Corporation
with

to enter international markets. 2) The dependent position adopted by corporations

the purpose of obtaining expertise and assets fundamental to their competitive advantage,

and the risk of losing these in the long run. 3) The lack of incentive for the Corporation to take
on the improvement and innovation of producís and processes. That is, by acquiring foreign
process or product technology, innovative development is discouraged. 4) Alliances as a way
to obtain product at a lesser cosí. Subcontracting and thus generating in the contract sufficient
expertise regarding customer, brand and distribution to provoke an interruption of the alliance
in the future. 5) The possibility that one of the partners is just looking for technology and
then taps it. 6) Difficulty in the harmonization of interests, long-term objectives and the
individual culture of the corporations and environments (215 ).

After analyzing the pros and cons of joint venture alliances, it is suitable to include a
list used by International Computers, Ltd., included in Ohmae's work (216 ). It describes the
different items heeded to achieve successful cooperation or collaboration between two parties
at an international level:

1.

Collaboration as a personal commitment

2.

Anticipation of a time consumption for the administration

3.

Mutual respect and credibility

4.

Mutual benefit

5.

Attention to the development of the contract

(215 ) OHMAE, 1989. op. cit.
( 2 1 6 ) Ibid
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6.

To recognize that throughout collaboration, the circumstances can change.

7.

The existence of mutual expectations

8.

Knowledge of the partner

9.

To recognize that cultures are geographically and organizationally different.

10.

To recognize that interests and independence can exist in both parts.

11.

Corporate approval of agreements even though they are tactical.

12.

The celebration of joint achievements.

These twelve items provide a basis to establish and sustain a successful cooperation at
international level.

6.1.3.2

Management challenge

Within market globalization, the acceleration of life and technology cycles,
government claims, as well as the intensification of global competition, result in times of
complexity, diversity, and change for most multinational corporations.

The global

environmental forces have led to the development of múltiple competitive advantages such as:
efficiency at a global level, fast response and flexibility, as well as learning capacity and
innovation at worldwide level (217 ).

These new strategic demands press for changes in organizational structures and
administrative processes. The hierarchical structures are modified to intégrate networks of

(217 ) Bartlett, Christopher A. and Goshal Sumantra 1992. op. cit.

211

assets and resources, multidimensional administrative perspectives and abilities and flexible,
coordinated processes in a global environment.

According to Bartlett (218 ), the most important challenges of management are: 1) To
balance diversity and complexity through a global management developing a global efficiency
and, 2) Competitiveness under economies of scale and scope, capitalizing on the competitive
advantages originated by positioning in the worldwide market, as well as the development of a
configuration strategy of assets and resources.

A challenge in this field is to motívate personnel at worldwide level with the objective
to respond to an opportunity or threat.

Another strategic challenge is the problem of

subsidiaries needing bi-cultural or multi-cultural interpretation in many cases. The challenge
for top level corporate management is to construct an organization under different
perspectives, to control, support and coordínate resources and abilities at their highest level of
performance.

In short, according to what we have seen in this Section 6.1, home developers in
México, in order to successfully confront the future, should analyze the possibility of investing
with foreign companies or with joint ventures of Mexican and foreign companies; it is
therefore advisable to look for some kind of association that improves competitive
advantages. México's principal shortfall in this business, shortage of short and long term

(218)

Ibid
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capital, has already been mentioned in Chapter 5 and will be commented on also in the
conclusions of Chapter 7. However, in the future, besides bringing capital, the participation of
foreign partners could bring technology such as thermal and acoustic insulation, new
construction materials and lower costs that will have a great influence as competition
increases (219 ). Therefore, a complementary joint venture is one where the foreign partner
takes part with working capital, construction technology and the financial support for
mortgage loans, while the Mexican partner contributes with land, licenses, and the work of
infrastructure, urbanization and construction as well as knowledge of the market.

6.2.

DIVERSIFICATION STRATEGY

6.2.1. Major issues in diversification

When an industrial Corporation decides to diversify its product lines, it is making a
strategic decisión, whose consequences can change the fundamental nature of the Corporation,
while involving a substantial amount of resources and a re-orientation of human energy.
However, diversification is not a goal ñor a plan; each corporation that diversifies must
choose the kind of business in which it will enter, the extent in which it will build up based on
strengths and previous capacities or if it will require the development of new ones (220 ).
There is no single strategy of diversification (221).

(219 )

U p to now in México, the driving factor in the construction technologies has been the cost to make the house
affordable to people with a lack of purchasing power deterring the use of isolating, aesthetic or ecological
technologies.
(220 )
Drzik, John P. 1995. Balancing portfolio management and relationship management. Commercial Lending
Review p. 75 - 78.
(221 ) Rumelt, Richard P. 1986. Strategy. Structure and Economic Performance. Harvard Business School Press.
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There has been a lot of discussion about diversification in the sense that this
phenomenon seems something perfectly natural. But, in fact, it goes contrary to the tendency
of society which goes toward a specialization in many fields of economic life. The wider the
market is for a given product and the more complex the productive process, the greater the
specialization required for manufacturers. And notwithstanding market growth and the
increasing complexity of technology, the inclination of corporations during the 80s was
directed toward more diversification (222), (223 ). Nevertheless, this tendency is recently
changing in the 90s to the specialization strategy.

Economists who have studied diversification have been concerned about how to
measure the extent of product and market diversification of the corporation, and how to relate
them with factors such as price behavior, decisions about research, and overall concentration.
Statistical methods have been used to show that diversification has been continuously
increased since 1920 (224 ) , and it has been greater in industries based on more sophisticated
technologies. It has been found that the principal impulse for diversification has come from an
internal movement, more than from mergers, and the extent of diversification correlates with a
great deal of other qualitative attributes of corporations and industries. While statistics have
been valuable to describe the extent of diversification, it was a historian, Alffed D. Chandler
(225 ), using traditional techniques to obtain historical information and analysis, who made
one of the most important contributions to understanding the diversification role in the

(222 )

Gort, Michael 1966. Diversification. Mergers and Profits. in William W. Alberts and Joel E. Seagal Eds. the
Corporate Merger, University of Chicago Press.
(223 ) Comment, Robert; Jarrell Gregg A. 1995. op. cit.
(224 ) Chandler, Alfred Jr. 1969, The Structure of the American Industry in the Twentieth Century: A Historical Review"
Bisomess History Review.
(225 ) Ibid
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development of the modern corporation. Following development patterns of seventy large
corporations from 1909 to 1959, Chandler found that diversification gave rise to the need for
a new administrative system to assure the efficient use of several resources, and the
multidivisional structure has come to be used as a response to this need.

Likewise,

the

multidivisional

structure

has

been

useful

to

institutionalize

diversification. It has allowed the entry to the business of a great deal of business managers
coming from capital markets, and has created the kind of managerial environment that
produces a fast redistribution of resources and locations based on economic returns and the
abilities of the all-rounder. As a consequence of this new understanding, diversification can
no longer be treated as a simple quantitative increase in the amount produced and sold by a
corporation.

Instead, Chandler showed that diversification is causally related to, and

eventually dependent upon, the rise of new types of business enterprises which are
qualitatively different from the traditional corporation (226).

There is no accepted definition or standard measure of what diversification is. An
annual report for shareholders can mention that the corporation has been diversified because it
has launched a new line of products, while a statistical study on the extent of diversification in
large corporations can ignore any addition of products that do not fall into a new industrial
sector. Some would consider that if an oil company moves into the petrochemicals business it
is a diversification; others would consider it vertical integration. Something similar occurs

(226 ) Ibid

215

with conglomerates (highly diversified) such as Ford Motor Company or General Electric,
complicating the topic.

A lack of a clear definition of diversification is in turn a problem and an opportunity.
For example, economists who have attempted to relate the activity of diversification to the
structure of the industry, or to relate the additions of producís to mergers, have used a simple
count of the number of producís produced and sold by the corporalion as boíh íhe measure
and the implicit definition of diversification. Berg, on the other hand, studied íhe naíure of
corporate headquarters of diversified corporations, and found íhal a classificaíion sysíem
based on íhe meíhod of growíh, either intemal or by acquisition, is a more suitable definition
(227 ).

Diversification can be seen in íwo ways: as íhe resulí of execuíive decisions íhaí have a
greal significance for íhe füíure of íhe corporaíion, and as íhe cause of problems of
coordinaíion, planning and conírol ai íhe highesl levéis; íhaí is, ií can be seen as síraíegy.
Conceplualizing diversificaíion as a síraíegy we are using íhe lerm as Chandler uses ií.
Disíinguishing beíween slralegies of "volume expansión", "geographic expansión", "vertical
inlegraíion", and "producí diversificaíion", Chandler showed how each one implies differenl
kinds of adminisíralive problems and íherefore íends ío genérate a different form of
organizational structure (228).

(227 ) Berg, Norman A 1965. What's Different About Conglomérate Management Harvard Business Review, May - Jun.,
pp.112
(228 ) Chandler, Alfred Jr. 1969. op. cit.
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The Business Policy Group at Harvard Business School developed a more elabórate
concept of corporate strategy. Even though this concept was not developed to specifically
refer to diversification, it suggests that the task of matching opportunity with corporate skills
and strengths is the most significant top management responsibility and can be taken as the
primary component of diversification strategy (229).

The concept of "diversification

strategy" which combines Chandler's concept of diversification as a strategy and the
Harvard's visión of strategy as the relationship between competence and opportunity, is
defined as: 1) The commitment of the corporation to diversification per se; and 2) The
strengths, skills, or purposes that span this diversification demonstrated by the way new
activities are related to oíd.

Wrigley (230 ) describes different categories of diversification as follows:

1.

Single product: those corporations that grow through expansión in the scale of their
operations.

2.

Dominant product: those corporations which have diversified to some extent but are
" very dependent on their principal activity, product or market.

'3.

Related product: those corporations which have diversified by adding new activities
tangibly related to the collective skills and strengths the corporation originally
possessed.

(229 ) Andrews, Kenneth 1971. The Concept of Corporate Strategy. Homewood, DI. D o w Jones - hwin.
(230 ) Wrigley, Leonard 1970. "Divisional Autonomv and Diversification" (Unpublished Doctoral Dissertation, Harvard
Business School.
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4.

Unrelated product: those corporations which have diversified (commonly by
acquisition) in áreas not related to the original skills and strengths, other than financial,
of the corporation.

Porter proposed three basic tests to be applied when deciding whether diversification
will indeed créate valué for shareholders: 1) Attractiveness test: the industries chosen for
diversification have to be structurally attractive or able to become attractive, 2) Entry cost
test: the entry cost must not capitalize all future profits, 3) The better-off test: the new unit
has to win a competitive advantage with the new corporation (product

of the

diversification)or vice versa (231).

The conventional argument regarding to the benefits of diversification focuses on the
presence of economies of scope, on common resources. If a given input is used in the
manufacturing of two producís and this input is available only in units of a minimum size, then
a corporation manufacturing both products will be able to distribute the input cost over a
bigger volume of output, thus decreasing the unit costs of both products. So economies of
scope exist for the same reasons as economies of scale. The major difference is that the cost
reduction obtained from economies of scope are derived from an increase in output volume
which is achieved through the production of several products that use the same raw materials
(232 ).

(231 ) Grant, John 1991. Contemporarv Strategy Analysis . (1993 Edition) Cambridge, Ma: Blockwell Publishers.
(232 ) Baumol, Et Al 1982. Contestable Markets and the Theorv of Industry Structure Harcourt Brace Jovanovich, N e w
York, products.
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Economies of scope exist mainly in two categories of resources: tangible assets which
are used in joint production, and intangible assets which can be transferred at a lesser cost
between the production of different products. Economies of scope in tangible assets come
from the ability to remove the duplication of certain activities around several products or
services. Some of the most important intangible assets which represent opportunities to tap
economies of scope are the abilities of general and functional management, activities which
through investment and experience a corporation is able to perform particularly well.
Economies of scope are not a sufficient condition for diversification. Obtaining a competitive
advantage requires not only economies of scope in common resources, but the presence of
transaction costs which discourage the corporation from selling or renting the use of the
resource to other corporations. Transaction costs include all the costs involved in drafting,
negotiating and safeguarding an exchange agreement. These costs are incurred not only before
the transaction but also after it through the negotiation of contraéis, solution of controversies,
and ensuring that commitments are fulfilled (233 ).

Another advantage mentioned in the literature on diversified corporations is related to
information on the environment, and also the economic, political and social situation, as well
as the internal information on employees, since it represents an advantage for the corporation
that is to diversify into a new business, to make use of human resources who are tried and
tested both in ability and loyalty to the organization, as well as complete work groups already
proved as effective teams (234 ).

(233 ) Williamson, Oliver E. 1985. The Economic Institutions of Capitalism Free Press, N e w York.
(234 )
Alchian, A. A. and H. Demsetz 1972. Production Information Costs and Economic Organization. American
Economic Review.
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The implications of these arguments for the impact of diversification on corporation
performance include: 1) the diversified corporation is able to carry out more effectively tasks
of resource allocation and monitoring and control of operational managers than the market
system; we might expect that in the long term the diversified corporations will show better
profits and faster growth than specialized corporations, 2) due to the significance of
economies of scope in shared resources, diversification in related industries will be more
profitable than diversification in non-related industries (235 ).

According to Austin (236), the advantages of diversification, specifically in
developing countries, are: 1) The gathering and use of information, 2) The allocation and
mobilization of capital, 3) The use and administration of resources, 4) Economies of scale and
scope in the marketing of products, 5) Bargaining power. Chatterjee (237), found that
corporations diversify, in part, to use the productive resources of which they have a surplus in
normal operations and the recognition of these resources allows them to make predictions
about the direction the corporation will follow.

Likewise, Capón (238 ), concludes that

because different markets require different skills for success, the corporations that concéntrate
on a market área (commercial or industrial) with a certain level of diversification should
achieve a high level of profits. An empirical test with a sample of manufacturing corporations
supports this proposed relationship between diversification strategy and financial performance.

(235 ) Peters, T. and R. Waterman 1982 In Search of Excellence Harper and Row. N e w York.
(236 ) Austin, James 1990. Managine in Developing Countries. N e w York: The free Press.
(237 ) Chaterjee, Sayan 1991. The Link Between Resources and Type of Diversification: Theorv and Evidence. Strategic
Management Journal Vol. 12, 33 - 48.
(238 )
Capón, Noel 1988. Corporate Diversitv and Economic Performance; The Impact of Market Specialization.
Strategic Management Journal Vol. 9 , 6 1 - 74.
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The term diversification is too wide to generalize if the strategy is good or not,
because it implies any change of products or markets in relation to the business the
corporation currently undertakes; also, it depends on the changes in the conditions of the
environment. Ansoff (239 ) explains this in a matrix of business mission and product: if we
continué with the same product and the same mission we are aiming for market penetration; if
we remain with the same mission with a new product, we are doing product development; the
same product in a new market would be market development; and finally it is the case of a
new mission and a new product which falls under the generic classification of diversification.
However, at the same time, such a diversification can be broken down into eight different
strategies depending on whether we go for new products with related and non-related
technologies and on what type of customers we aim for with our new mission: do we
transform the corporation into its own customer, or aim for customers of the same kind,
customers of a similar kind or customers of a new kind. Thus, we can talk about vertical
integration, horizontal diversification, concentric diversification with related or non-related
technology and marketing, and a conglomérate diversification (Table 6.2).

If we understand by diversification each one of these eight possibilities, we move into a
•spectrum of backwards integration where the corporation will be its own customer in a related
technology up to a conglomérate diversification toward a totally distinct business where
products, markets and technologies will be different. When we talk about a closed economy
without external competition and there are high margins of contribution as we will see in more

(239 ) Ansoff, H. I. 1965. Corporate Strategy. New York: Me Graw-Hill.
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detail in the section on developing countries, vertical integration may not only be suitable but
indispensable to ensure the supply of raw materials and at the same time genérate additional
profit; while in an open, globalized and competitive economy it is not only unnecessary but
also risky to concéntrate more resources in the same segment. The concept of horizontal
diversification, having new products for customers of the same kind, can signify advantages
because of the economies of scope when these products have the same raw material and
economies of scale that reduce costs.

TABLE 6.2
A DIVERSIFICATION MATRIX

Source: H.I. Ansoff, Corporate Strategy, (New York: McGrawHill, 1965), p. 132.

In general terms, we can conclude that in diversification matters no two cases are the
same because of the strengths, weaknesses, challenges, opportunities and threats of the
specific corporation. So the process of strategic planning includes the study of all these
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variables before

generating and evaluating the strategic alternatives within which

diversification is found. However extreme diversification is a risky strategy nowadays and in
order to be competitive it is desirable and recommendable to specialize (240 ), (241 ), (242 ).

6.2.2

Conditions in developing countries

Diversification may be viewed with a systemic approach in which the environment is
an important factor, specifically the issues related to the opening of borders, that is, when we
are dealing with a country with an open or a closed economy.

If the country chooses the model of a closed economy, like the one followed by
México throughout the so-called period of stabilizing development during the 60s, looking for
a growth in internal production, based on imports substitution within a protected environment,
then the lack of external competition caused by closed border (import permits, high import
duties) produces in practice an increase in profit margins.

If a corporation competes in a closed economy only with corporations from the same
country, without any external competition, protected by tariff and non-tariff barriers, and
consequently with a higher profit margin, then diversification as well as vertical integration

(240 )

Hofer, Charles W. and Schendel Dan 1978. Strategy Formulation. Analytical Concepts. West Publishing
Company.
(241 ) Hill, Charles W. L. 1994. Diversification and Economic Performance: Bringing Structure and Corporate
Management Back into the Picture, Harvard Business School Press.
(242 ) Comment, Robert; Jarrell, Gregg A 1995. Op. cit.
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might be a good strategy, because these higher profit margins provide the opportunity to
survive even with high inefficiency and low volumes (243 ).

During the decade of the 60s in México, with a closed and protected economy, many
corporations, mostly government-owned, tended to intégrate vertically or to diversify. When
the economy opened to the exterior, this vertical integration became diversification, because
many of those corporations were no longer necessary in the productive chain, due to the fact
that raw materials or intermediate products could be imported from abroad. Consequently,
those corporations which were part of the vertical integration are no longer competitive,
because with the opening of borders margins were reduced (244 ).

The aforesaid leads us to conclude that if corporations have some kind of subsidy in
the country of reference, which leads to higher profit margins, then diversification strategies
may be justified because there is a margin to work out inefficiencies and a low volume.
However, during the 90s where a great trend toward globalization, open economies, and free
trade agreements has been initiated, this is radically changing. Subsidies are disappearing and
with competition from abroad profit margins decrease so it is necessary to increase sales and
production volumes. In order to survive, more than diversifying corporations are tending to
specialize, to concéntrate resources, to look for more volume and economies of scale (245 ).

(243 ) Austin, James 1990. op. cit.
(244 ) Campbell, Andrew 1995. Vertical Integration: Svnerav or Seduction? Long Range Planning Journal p: 126-128.
(245 ) Grant, John 1991. op. cit.
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Corporations that choose a diversification strategy in developing countries are greatly
affected by globalization; they lose the competitive advantage they had in a protected
economy. In order to be competitive in the new environment and in the long term, they need
to reduce their fixed costs, so their break even point does not increase because of the
reduction in the contribution margin. At the same time, they need to export to new markets
in order to be able to increase their sales volume and still survive. This forces them to change
from the strategy of diversification, "Not all the eggs in the same basket", to the strategy of
specialization, "A cobbler should stick to his last", in the business where they may be more
competitive.

In brief, in relation to diversification, my specific suggestion for Mexican companies
dedicated to housing, is that they must look for a strategy of specialization rather than of
diversification (246 ). Competition will greatly increase due to joint ventures with foreigners
and the lack of purchasing power of people who need a house; therefore, it is expected that
supply will be greater than the real demand, in spite of the housing shortage that would mean
a potential demand (247 ). Therefore, companies that achieve a greater volume of production
will be able to achieve economies of scale and scope, to cut costs, and to compete with lower
prices as well as better designs and technologies, In the event the company acquires stability
of volume in a market, that is, the capacity to keep a minimum level of sales year after year, in
an industry which is cyclical by nature, then it will be appropriate to intégrate vertically to

(246 )

(247 )

In this industry, diversification means to attack simultaneously several segments of the market (social interest,
middle class, residential), to vertically intégrate (materials production, construction, urbanization, promotion,
mortgage bank, etc.) and specialization means on the contrary to concéntrate on specific businesses.
Gilchrist, Donald A.; St Louis, Larry V. 1994. An Eauilibrium Analysis of Reeional-Industrial Diversification.
Journal of Regional Science and Urban Economies p. 115 - 133.
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manufacture those materials of local consumption where the freight might have a relative
significance in costs, and consequently to be more competitive. Joint ventures that can derive
synergy from economies of scale and scope, or from technology, and can offer affordable
mortgage loans to the buyers will probably control growing portions of the market (248 ).

In this chapter we have seen a theoretical support in the área of "Business Policy",
that allows us to conclude that is recommendable for Mexican home developers to associate
with foreign companies and to be highly prudent in their diversification policy. These topics
will be briefly mentioned in Chapter 7, where I will summarize the conclusions, suggestions
and áreas of future research that this dissertation offers (249 ).

(248 )

Chandler, Alfred D. Jr. 1990. Scale and Scope. The Dynamics of Industrial Capitalism the belknap press of
Harvard University press. London, England.
(249 ) See Sections 7.2.5 and 7.2.7 for suggested research in this áreas.
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CHAPTER 7
CONCLUSIONS, SUGGESTIONS AND FURTHER RESEARCH

Based on the diachronic analysis of housing in México (Chapter 2), the
multidisciplinary and transdisciplinary nature of housing problems (Chapter 1), the real cases
studied (250 ), including Metroplex (Chapter 4), the proposed systems operational housing
model (Chapter 5), and the considerations related to the scientific method and systems
approach (Chapter 3), we can reach conclusions, make suggestions and outline áreas for
future research, as a product of a synthesis effort (251 ).

7.1

CONCLUSIONS

The conclusions we arrive at by the systems view are all reached "inductively" from
the empirical evidence explained in Chapter 4, "deductively" from the model in Chapter 5,
supported by Systems Theory (Chapter 3) and History (Chapter 2).

7.1.1

Housing shortage not resolved

Efforts conducted in México to overeóme the housing shortage have not been enough
and they have not provided the expected outeomes because the housing shortage is still

(250 )

(251 )

A s explained In Chapter 4 the empirical evidence for this dissertation comes from many cases studied over 15
years, of several developers in different regions of México (Table 4.3), as well as interviews with entrepreneurs
and government officials (Appendix 3). The abstraction of the cases is the operational model of Chapter 5 and the
"action research" studied in Chapter 3 was experienced in the Metroplex case analyzed in Chapter 4.
The parts of the housing problem in México have been very well analyzed in the past; this dissertation has as the
objective of synthesizing the whole and the parts of the problem to identify the most important elements that
explain the housing shortage at this time, to start studying some of the relationships between and among the parts
and the whole and to have an indication for future research. Synthesis effort means that using the cases and the
model w e have to combine mental processes of induction, deduction, ratiocination, inference, relation and
judgment to reach the conclusions that do not come from mere observation or from a mathematical model
(hypothesis test).
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increasing (252 ); this conclusión is supported and evident in Chapter 2. According to the
data México as a country is producing in round numbers 350,000 houses per year, when
approximately 700,000 are needed for newly-weds and the replacement of the inventory of oíd
houses. This means that the shortage is growing 350,000 per year (around 5%).

In a dissertation we want to créate knowledge, starting from certain truths. The issue
that the housing shortage is not resolved seems very obvious but very important because the
problem is growing and has a wide-ranging social impact as was seen in Chapter 1. It is
comprehensible that the government tries to minimize the problem and for that reason society
as a whole is not very conscious of the situation, making the solution more difficult.

7.1.2

Lack of capital

The largest obstacle to progress in the solution of the housing shortage is the lack of
long-term mortgage finance, accessible to low-income families, mainly caused by the lack of
domestic savings and the lack of a securitization system for mortgage loans that allows the
access of both internal and external funds to the financing of this sector of the economy
(253 ); this can be induced from the Metroplex case (Chapter 4) and deduced from the model
(Chapter 5).

(252 ) After years of talking of a shortage of 6 million houses, and recognizing that this déficit is growing, suddenly the
government in 1995 has begun to mention in its programs a shortfall of 4.6 million, probably changing the bases
o f its calculations.
(253 ) If w e could solve the lack of capital, new bottle necks would appear, like the lack of purchasing power and the
lack of infrastructured and permitted land lots. See figure 5.9, Sections 4.1 and 7.2.2, and figure 7.1
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The aforementioned is also something that seems at first sight very simple and obvious,
but it is not. The multidisciplinary and transdisciplinary nature of the housing problem means
that every discipline believes it has "the solution" for the shortage, so we hear that the solution
is: self-construction, landscaping, subsidies, to lower costs, new technologies, to solve the
ecological problems, to change the laws, etc., and up to a point everybody is right. However,
with the systems view, according to the model explained in figure 5.9, for every country and
for every moment, the driving factor for the solution may be different. For México at this
moment, the most important problem is the lack of capital.

7.1.3

Lack of a holistic view

The housing problem in México has been considered in the past with reductionistic
approaches of each one of the specialties involved in the subject, mainly those of a technical,
constructive, political, social and financial nature, taking into account the conclusions derived
from the scientific method in each one of these specialties, and missing an integrated model
with a systemic approach that allows the study of the whole and the parts simultaneously
(synchronically), as well as the existing relationship between the parts and the whole (254 ).

In Chapter 3 we saw that with the help of the scientific method the parts of the
housing problem have been very well analyzed, but a systemic view of the problem is
necessary to really understand the complexity of the housing issue, to develop general

(254 )

See Chapter 1 to understand the multidisciplinary and transdisciplinary nature of the problem and Chapter 3 to
understand the Systems Theory, and how it is compared and contrasted with the Scientific Method.
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concepts of the housing área, to study the whole and the parts of the system in order to
understand the dynamics of the relationships between and among them and propose feasible
solutions according to the reality of the environment, taking account of the circumstances and
anticipating the possible consequences.

7.1.4

Lack of land with permits and infrastructure

In most of the cities of México, a phenomenon is observed: notwithstanding the
existence of underdeveloped land, there is a scarcity of land with licenses and infrastructure to
be developed, mainly for social interest housing. Except in the case of México City, where the
problem is obviously an excess of population, in the rest of the cities land with infrastructure is
very expensive because the supply is less than the demand. Theoretically, in order to minimize
prices the supply has to be increased; to achieve this it will be necessary to facilítate the issue
of land use permits; however, aside from the corruption pervading this process, if licenses
were granted on land where there is no basic infrastructure for the major works of water,
drainage and electricity, a supply of lots without Utilities would be generated, causing many
additional problems. Infrastructure requires significant investments, especially if economies of
scale and development of great volumes of land are to be achieved; this leads us to the need
for long term capital for these investments, falling into a vicious circle of lack of domestic
saving, securitization processes and access to international credits (255 ).

Considering the above, I conclude that while one of the problems and hindrances for

(255 ) See Section 7.2.2 for more information about the suggested securitization system for mortgages.
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the development of popular housing is the lack of land with licenses and infrastructure, this is
primarily caused by the lack of inexpensive, long term capital, and the cultural problem
affecting most of the country: corruption (256).

This is a conclusión obtained by the

combined analysis of Chapters 2 (History), 4 (Case) and 5 (Model). The reason is simple: to
construct a house you need a piece of land; but the most of the people are concentrated in
cities and if the city is to develop in an orderly fashion, a system of government permits is
necessary. The permit is given only if the land is suitable for urbanization; this means being in
a position to install services such as water, drainage, electricity, etc. and this in turn means
investment in infrastructure that requires long-term capital. In developed countries these
investments are normally made by prívate utility companies, with cheap long-term capital from
the financial markets and some kind of subsidy from the government. In México, again due to
the lack of long-term capital and internal savings, these investments are made by the
developers themselves, with expensive short-term capital that has to be factored in to the price
of the house, normally paid for through a mortgage loan.

7.1.5

Lack of purchaser' s payment capacity

In this case it is possible to make an analogy with Bangladesh, where many of the
inhabitants do not wear shoes. An enthusiastic entrepreneur with a lack of visión might say
that it would be a great business to establish shoe stores in this country, but it is clear that the

(256 )

The Mexican writer Carlos Fuentes in his book "El Espejo Enterrado" suggests that the combination of the
Spanish and Aztec cultures produced a corrupt people. See Chapter 4 (Metroplex Case) for induction and Chapter
5 (Operational Model) for deduction of this conclusión. See also figure 7.1 to see how corruption is a part of the
main obstacles to housing production in México.
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reason the people do not wear shoes is that they do not have the money to buy them. To a
great extent, one of the problems of the housing shortage in México is a result of this; that is,
as made evident in Chapters 2 and 4, even when houses are available, people cannot buy them
because of their lack of payment capacity. This is related not only to the lack of purchasing
power and saving habit to put aside the necessary amount for the down payment, but to the
ability to make monthly payments in order to amortize the respective loan, as well as the
ability to irrefutably prove income in order to be a subject of credit.

The foregoing is related to very complex cultural and economic variables since in our
country there is a very high percentage of people who work in the informal economy and
consequently they do not have access to social security (IMSS), INFONAVIT or other
institutions destined for public sector workers, such as ISSSTE and FOVISSSTE (257).
Therefore, besides the fact that they do not have the habit of saving ñor probably enough
income to repay a loan at international levéis of interest rates and installments, they are not
credit subjects because of the unsteadiness of their incomes.

All this is a problem that has increased in the last few years, due to the economic crisis,
implying for its solution the recuperation of salaries, development of a saving habit culture,
and the creation of more and highly efficient institutions to serve this market of informal
economy (258 ).

(257 ) For workers of the prívate sector the IMSS is the social security institute and INFONAVTT is the housing institute,
for workers of the government, respectively are ISSSTE and FOVISSSTE. See Section 4.4.3.
(258 ) FONAHAPO is a housing fund for very poor people that normally are not subjects of credit, the loan is given to a
group with money from the World Bank and the subject of credit is a "civil association" that makes the collection.
See Section 2.5.2.2, as an example of the kind of institutions needed for the informal markets.
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7.1.6 Necessity of financing second owner houses

Another conclusión I infer from Chapters 2 and 4 is the necessity to finance not only
new houses but also second owner properties. In other countries there occurs, with housing,
something similar to what we are used to see in the business of automobiles in México. Likely,
the first car we buy is a second hand one that will be incrementally changed for a more recent
and expensive model until we can eventually buy a new one.

In section 4.6.6.1 we analyzed one of the problems emerging from the Metroplex case:
delinquent portfolio for the mortgage banks. Many of the buyers did not have the financial
capacity to buy a new home, but due to the lack of opportunities to acquire used houses with
long term mortgage loans, the families made a disproportionate effort to solve their housing
problem, when the economic conditions changed and they saw their income reduced, and
consequently fell into default with banks. As we will see in section 7.1.8 this is also related
with the need to promote houses for rent.

In México, financing for second owner houses has been quite sporadic, particularly for
social interest housing, making it more difficult for people of low incomes to acquire their first
home. If these families could have a mortgage for the acquisition of a second owner house it
would be an indirect way to give them greater purchasing power because it would not be
obligatory for them to buy a new house from the beginning, diminishing the delinquent
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portfolio problems for the mortgage banks(259). The reason why the mortgages are not
granted in México is the lack of capital explained in section 7.1.2.

7.1.7 Promotion of directed saving

Another conclusión deduced from the model in Chapter 5, which in turn is an área of
future research, is the necessity to promote saving for housing. The lack of domestic saving in
México is a combination of several factors such as inflation and the current interest rates,
unfavorable for the saver, which have been a natural discouragement to saving. To change this
inertia is not an easy task if the stimulus of what is to be acquired does not exist (260 ). In
Section 4.6.5.4 we also saw that one of the problems for the acquisition of the house is that
the customer does not possess savings to cover the down payment.

Directed saving in México has not been an easy task; some banks have failed in the
past. After the financial and economic crisis of 1995, some self-financing companies have
been successful, but these are not endorsed by the Bank of México and the government
because they are financially weak and imply a risk for the saver. The new mortgage banks
(SOFOLES) are considered a kind of para-financial company and have been authorized to

(259 ) See Sections 2.5 and 4.6, to understand better the necessity to finar • .«econd owner houses.
(260 ) See figure 5.9 and Section 7.3.6 (point 8).
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raise capital in saving for future down payments, as a means of being eligible for a mortgage
loan (261 ).

When a family acquires a house through a mortgage loan, it commits itself to directed
future saving, where the stimulus for saving is not to lose the asset already owned. However,
it is usefül to encourage the previous directed saving, so the future purchaser can put together
the down payment to buy the house and, at the same time, the mortgage finance institution
can analyze the economic and moral solvency of the future debtor, as a prerequisite to
acquiring the desired product, in this case, the house.

7.1.8 Promotion of rental housing

Another conclusión derived from Chapters 2, 4 and 5, is the need to foster rental
housing in México. While the family does not have sufficient savings for the down payment
or does not have the required monthly payment capacity, (to obtain a mortgage loan), a
feasible alternative is to rent a house. This scheme is also applied when residing in the city is
not permanent (262 ).

In Section 7.1.6 we saw that the arguments to conclude the necessity of financing
second hand houses, are similar to the ones to justify the need to encourage the production of

(261 )

Maydon, Marín 1994. La Banca de Fomento en México. Experiencias de Ingeniería Financiera Nueva Cultura
Económica p. 239
(262 ) See Sections 2 . 7 , 4 . 6 . 5 . 4 , 4 . 6 . 5 . 5 , figure 5.9 and Section 7.2.8 (point 2)
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houses to rent: if the population has a lack of purchasing power to save for the down payment
of a house or to pay the monthly installment of a mortgage loan (for new or used houses), a
natural option is to rent.

One of the factors detracting from investment in houses for rent in México has been
the legal problems surrounding the eviction of the delinquent lessee from the house. For
political and social reasons, Mexican legislation has strongly defended the lessee, encouraging
frozen rents and placing many obstacles in the path of eviction suits. One way to increase the
supply of rental housing would be to resolve these legal issues which are similar to those faced
when trying to evict for non payment of a "social interest" mortgage loan. This has social,
political, legal and economic connotations that have made the implementation of the necessary
changes more difficult (263 ).

7.1.9

Long term feasibility

It is feasible to overeóme the housing problem in México in a reasonable period of 10
years, but in order to do so, the principal limitation that constitutes the greatest challenge is to
increase domestic savings, as well as sources of long term financing, in order to increase the
amount of money available for the construction of houses, above all, for their long term
financing at accessible interest rates, circumstances that cannot be achieved without certain
levéis of political, social and economic stability to créate the conditions for the generation of

(263 ) See Section 4.6.6.1
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such financial resources.

This conclusión is explained and strongly supported in the

development of the operational housing model in Chapter 5 (264 ).

It was stated in section 7.1.1 that in order to maintain the housing shortage at 6 million
houses, 700,000 houses should be constructed yearly, and to solve the déficit in 10 years, a
further 600,000 houses per year would be needed, giving a total of 1.3 million houses yearly.
Compared with the current annual volume of 350,000 means an increase of 271%. If we
assume an average of $12,000.00 per house, this represents an investment of 15.6 billion
dollars annually, around 7% of the Mexican GDP. If the déficit were to be solved in 20 years
instead of 10, the annual requirements would be 1 million houses at an investment of 12 billion
dollars, cióse to 5% of GDP. This is possible but very difficult; if the capital requirements
were solved many new obstacles would appear, mainly those expressed in the next section,
7.1.10, and illustrated in figure 7.1.

7.1.10 Principal obstacles to reducing the housing shortage.

Summarizing the previous issues, I conclude that the primary obstacles to reducing the
housing shortage in México include: lack of short and long term capital at international prices,
(related with a lack of internal savings, lack of a securitization system and lack of mortgage
loan collection systems); lack of land with permits and infrastructure (related in turn to the
scarcity of capital, bureaucracy and problems of corruption, a very complex phenomenon
which has cultural connotations); a lack of jobs and fair salaries; lack of awareness and

(264 ) See figure 5.9, to understand the operational housing model.
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Main obstacles
to housing production in México
Environment

priority to solve the housing problem, and finally the lack of purchasing power among wouldbe buyers, one of the most signifícant obstacles.

All this is surrounded by several

international, moral, economic, cultural and social pressures (265 ). This conclusión is a
summary of the previous nine conclusions, and is illustrated in figure 7.1.

7.2

SUGGESTIONS FOR GOVERNMENT AND THE PRÍVATE SECTOR

Even though there is a lot to do in this field in order to overeóme the problem of
housing shortage, the more important suggestions, derived from the concepts explained in the
first 6 chapters of this dissertation and related to the conclusions of Section 7.1, are the
following.

7.2.1

System of savings for retirement

Political, economic and socially acceptable formulas must be worked out to increase
domestic savings, and this genérate an increasingly important long term financing fund. One
possibility would be the gradual increase of the percentage of employers' contributions, to the
SAR (System of Savings for Retirement) (266 ), as well as assigning fiscal funds from the
budget to increase this fund. Prívate funds should be created to promote and opérate savings
efficiently. This is a suggestion derived from conclusions explained in sections 7.1.1, 7.1.2,
7.1.5 and 7.1.7, related with the lack of long term capital and internal savings.

(265 ) See Chapters 4 and 5 for more details about the Metroplex case and the model.
(266 ) SAR (Sistema de Ahorro para el Retiro) is at this time integrated by 2% of salaries
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7.2.2

Securitization system for mortgages

It is urgent to orchestrate the legal and economic changes necessary to make possible a
securitization system for mortgage portfolios, that would allow the recycling of the funds of
banks and limited mortgage-fínancial corporations (SOFOL) (267 ), assigning those funds to
housing. In order to do so, it is very important to overeóme the legal problems related to
foreclosure suits in order to be able to resell houses of people who cannot meet the mortgage
payments, thus smoothing the way for a secondary housing market and alleviating the banks'
problems with non-performing assets. This is a suggestion derived from the operational
housing model in Chapter 5 and related to the conclusión explained in Section 7.1.2.

7.2.3

Department of Housing

Undoubtedly the government must play a leadership role in the solution of this
problem and should créate a Department of Housing to attack all the issues related to the
problem: financing, land, infrastructure, licenses, and the solution of legal, political, and social
problems. It is not logical to have government departments for tourism, the environment, the
navy or agrarian reform, while everything related to housing problems is distributed among
many departments, making it more difficult to coordinate and to overeóme the housing
shortage (268 ). See figure 5.9 to understand the parts of the problem.

(267 ) SOFOL "Sociedad Financiera de Objeto Limitado" is a kind of mortgage bank.
(268 ) This should reduce total costs by simplifying the operation.
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7.2.4 Corruption and taxes

The cost of a home is significantly increased by direct or indirect taxes, as well as by
the corruption implicit in the granting of land licenses, disincorporation of common lands
(ejidos) (269 ), procedures in official agencies, and the obtaining of finance from institutions
that grant some kind of subsidy. One of the basic functions of the new Secretary of Housing
would be to reduce these taxes and remove all the bureaucratic limitations which make it
impossible for many Mexican families to acquire a house (270 ).

7.2.5

Joint ventures with foreign partners

Aside from the need to overeóme the shortage of long term capital for house
purchasers through affordable mortgage loans, there is the problem of the lack of working
capital and appropriate technology for the most favorable solution to the projects. So in the
framework of the North American Free Trade Agreement (NAFTA), association between
Mexican and foreign companies is recommendable, wherein Mexican companies contribute
with land, knowledge of the environment, procedures and markets, and foreign companies
with construction technology, working capital and assistance in the creation of mortgage
banks that could securitize the mortgage portfolios abroad, on the stock exchange (271 ).

(269 ) Ejidos are pieces of land for poor farmers
(270 ) To reduce the housing taxes other taxes must be increased or the government expenses reduced. This problem of
corruption and taxes was mentioned by many of the promoters interviewed. See figure 7.1.
(271 ) At this moments, the new "Sofoles" (Mortgage Banks), do not see easy to securitize abroad Mexican loans with
negative amortization and foreign exchange risk. See Section 6.1.1 for more details about alliances as a strategy.
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7.2.6

Economies of scale.

As a result of the lack of purchasing power of prospective buyers (Section 7.1.5), and
the great housing shortage prevailing in the country (Section 7.1.1.), one of the most
important ways to make the house more affordable is achieving economies of scale derived
from the volume of production, which allow the constructor to minimize fixed unit costs. It is
obvious that a project has many fixed costs which are practically the same if the project is for
10 or 1,000 houses. When the total fixed costs are divided by a greater volume of units, the
unit cost decreases. To the extent the costs are reduced, it also will be possible to make the
house more accessible for the buyer (272 ).

7.2.7

Vertical integration.

As mentioned previously in Chapter 6, vertical integration is one of the forms of
diversification that is relatively common in the construction business.

Many construction

companies tend to intégrate vertically and produce some of the construction materials
necessary, or become housing promoters, mortgage bankers, land developers, etc.

Those

attempting this strategy should be highly cautious and refer to the theory in Chapter 6,
because vertical integration has been shown to be quite dangerous, mostly in open economies
where globalization, specialization, economies of scale and scope can easily cause some of the
chains of production to become non-competitive. Therefore it is necessary to make a special
business policy analysis for each case in order to establish what the strengths, weaknesses,

(272 ) See Section 4.6.5.1 for more details of economies of scale.
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opportunities and threats are, and to decide in which items it is appropriate or not to vertically
intégrate, specifically in the related áreas such as production of materials, mortgage financing,
land development, etc. (273 ).

7.2.8

Other suggestions

Other recommendations derived from the conclusions already discussed or that are
relatively obvious after the aforementioned in previous chapters include:

1.

Promotion for the acquisition and financing of second hand houses (Section 7.1.6).

2.

Promotion for the investment in rental housing (Section 7.1.8).

3.

Making mortgage interest payments tax-deductible (Section 7.2.4).

4.

To transform the valué added tax on real estáte from exempt status, to zero rate status,
so that manufacturers of houses and land sellers can retrieve the valué added tax paid
on inputs and do not transfer it to the purchaser through the price (Section 7.2.4).

5.

Promotion of leasing of housing with option to purchase (Section 7.1.8).

6.

Governmental subsidy for housing. As a result of the political and social situation of
México it is recommendable, as occurs in other countries, to make provisions in the
budget for housing subsidy which among other forms can have the characteristic of

(273 ) See Sections 4.6.5.2, 6.2 and 7.3.5.
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generating funds that guarantee the securitization of mortgage portfolios (Section
7.2.1, 7.2.2 and 7.2.3).
7.

To use Just In Time in the home developing business (Section 4.6.5.3).

7.3

SUGGESTIONS FOR FURTHER RESEARCH

After this exploratory and in many aspects descriptive research, there is much to be
done regarding to the knowledge of the relationship between the parts and between each one
of the parts and the whole, wherein based on this systemic model and also on the scientific
method it is possible to study these parts in detail.

7.3.1

Relationship between the parts and the whole

In order to better understand the existent relationship between the behavior of one of
the variables of the housing problem and the shortage, it is possible to carry out several
studies wherein the scientific method can be a great support, above all, with the use of
multivariable analysis. An example is the relationship between the housing shortage and:
interest rate levéis, subsidies granted in the different countries, availability of long term
resources, state investments in infrastructure projects, social and political stability, level of
culture of the population, etc. (Section 7.1.3).

7.3.2

Optimum size of housing units

An interesting topic for future research is the desirable number of houses in a
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development.

There are different versions about the positive and negative effects of big

developments.

From the costs standpoint, economies of scale derived from volume are

necessary (Section 7.2.6) so bigger housing developments, such as Metroplex, are the most
suitable. But some bank officials warn against the risk of a big housing development, citing
the possibility that the customers may join together against the banks to avoid paying. A
systemic approach to the analysis of this issue, considering the whole and the parts of the
problem, can lead to very useful conclusions for the housing industry.

7.3.3

Down payments and past due portfolios (274 ).

One of the great problems México has to deal with, now and in the near future, is the
lack of purchasing power and saving capacity among low-income families (Section 7.1.5).
Years of inflation and constant erosión of the salary purchasing power, have destroyed the
saving habit, making it difficult to make down payments that, according to the kind of credit,
may amount from 5 to 20 percent of the total valué of the house, which in addition to bank
fees, taxes, notarial expenses and the cost of moving into a house, becomes up to 35 percent
to be paid cash, on the acquisition of the house. This may be prove to be a great limitation
even where working capital and long term mortgage credits exist to finance the houses. The
research point is to find out if there is a relationship between the amount of the down payment
and the number of buyers who later default. Conventional wisdom considers that the higher
the initial payment, the lower the number of defaults. In developing countries a house is a
highly valued asset, so the majority of the people, even if they had not made a down payment,

(274 ) See Section 4.6.6.1.
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would do their upmost to hold on to the house. Should it be discovered that in developing or
third-world countries, the down-payment factor is not significant, a higher percentage of the
house valué might be lent (even up to 100 percent) using other devices in order to avoid past
due portfolio risks (275 ).

7.3.4 Variable collinearity

From a sociological standpoint, it is very important to know the degree of correlation
between a problem such as housing shortage which is, on the one hand, a result of many other
co-factors, and on the other hand, co-producer of further social problems such as gangs,
delinquency, prostitution, alcoholism, drug abuse (276). It would be useíul to measure the
collinearity between these phenomena and, above all, to examine possible relationships not
only with the housing shortage but also with some other specific variables, such as the growth
of the housing industry, interest rates, refinancing, availability of working capital, etc.

7.3.5 Pertinent vertical integration

In the área of business policy and following what has been said in Chapter 6, the cases
and áreas in which it is profitable for the housing developers to diversify, specifically with
relation to vertical integration, backwards or forwards, namely production of materials, land
development, mortgage banks, construction, urbanization, infrastructure, working capital
financing, etc. (277 ), are important áreas for future research.

(275 )
(276 )
(277)

See Section 4.6.5.4.
See Chapter 1 to understand the multidisciplinary and transdisciplinary nature of this problem.
See Section 4.6.5.2,6.2. and 7.2.7.
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7.3.6 Other áreas of future research

Other áreas of future research derived from the conclusions and suggestions mentioned
in this chapter are the following:

1.

Optimal áreas for joint ventures.

In which specific businesses is it most

recommendable to form alliances in the housing sector: land development, financing of
mortgage credits, promotion or construction of houses, etc. (Section 6.1.3).
2.

Computerized Model. Sensitivity analysis of housing shortage can be easily performed
through the computerization of the model presented in Chapter 5, using a software
programs such as STELLA (Section 5.4).

3.

Methods of increasing the supply of land and houses (Section 2.4.1). Specifically with
self- coiisl.¡*ucíiOii system.

4.

Methods of increasing the purchasing power of home buyers (Section 7.1.5).
Specifically those from the informal economy.

5.

Level of minimum domestic saving necessary for the securitization of mortgage loans
(Section 7.2.2).

6.

Minimum requisites necessary to securitize mortgage loans abroad (Section 7.2.2).
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7.

Pros and cons of transforming the housing development bank, which currently is a
second floor bank (FOVI), into a first floor bank, in order to elimínate the obstacles of
mediation when financing through "social interest" banks (Section 4.4.2).

8.

Different ways to promote savings for houses (Section 7.1.9).
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APPENDIX 1
REVffiW OF THE MEXICAN ECONOMY, JULY 1994.

Speech given by the ex-Secretary of the Treasury, Dr. Pedro Aspe, July 12, 1994.

I would like to invite all of you to think about the outstanding changes made in
different áreas such as our macroeconomy and reforms to our Constitution, so we can
properly appreciate what we have been able to do and intensify our conviction that we are on
the right track in the fulfillment of our responsibilities as a nation.

Allow me to mention the state of affairs in the Aneen major points of the economic
transformation that society and government have achieved together.

First: We have abolished inflation: the most unfair and regressive tax of all, the one
that hurts the economy of the family the most. We have to remember that back in 1987, the
fast rising of prices reached almost 160% yearly, which damaged the income of millions of
working people, dismembered the marketplace and diverted productive investments into
speculation. Now, in 1993, the inflation rate is a mere 8%, the lowest in 20 years. During
this year, it will continué. With the new autonomy granted by the Constitution to the Banco
de México, a monetary policy that promotes the stability of prices is guaranteed. Unlike what
happened in other countries, in México we achieved the control of inflation without reducing
the national production: between 1988 and 1993, the Gross National Product increased (a
new average) 2.9% per year.
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Second: We pass from a déficit of almost 13% to a financial surplus, since 1993 and
during this year we will balance our budget. This equilibrium has been reached by decreasing
tax rates and increasing welfare expenditure. The public sector does not spend more than it
receives. The government debt is lower and has stopped absorbing public resources in order
to pay for the déficit.

Third: In order to promote investments and savings, the current administration has
made the most profound fiscal reforms since the post-war era, and has achieved a fairer
taxation system.
In 1988, there were 19 different federal taxes; today, there are half as many. Value-added tax
has been reduced from 20% and 15% to 10%, corporation tax from 42% to 34% and highest
personal income tax from 50% to 35%. In the same fashion, the bottom bracket at which
employees start paying income tax was raised from 1 to 2 times the minimum wage, whereas
the workers with low income now enjoy fiscal benefits in cash. For workers earning one
minimum wage, the fiscal bonus is equivalent to a raise in their take-home pay of 11%. The
latter has been possible thanks to the amplification of the taxation base that eliminated
unjustified fiscal privileges, and to a better application of the tax laws. These measures have
noticeably reduced fiscal evasión and avoidance, henee, honest taxpayers have seen their taxes
reduced, since they do not need to pay for those who evade them. With the taxation rates
reduction, we have now an internationally competitive taxation system. At the same time, the
better taxation distribution, the increase in the number of taxpayers and the better application
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of tax laws, all together, have allowed the non-petrochemical net tax collection to increase by
35%, between 1988 and 1993.

Fourth:

With regard to customs and excise, we have revamped the process and

improved evaluation and control systems. The way things are handled by the authorities is less
discretionary now.

With the new legal dispositions, a principie of voluntary customs

declaration on the part of the taxpayer was adopted, a random-check system was established
and special treatments were eliminated. With all is, the attention and service to taxpayers
improved and the collection increased. Taking into consideration the increase in imports, the
new collection of taxes due to these concepts will more than double between 1988 and 1993.
Henee, during 1993, the treasury obtained about 6,000 million new pesos from the additional
collection of import duties, that before were not collected due to bureaucracy and corruption
within the customs systems.

Fifth: The public debt has been drastically reduced. In 1989, we achieved a successfül
revamping of the external debt. The package agreed with the foreign commercial banks
implied a reduction of 7.2 billion dollars in the principal, and a decrease in the net resources
transfer to other countries by an average of 4 billion dollars per year between 1990 and 1994.
Whereas the external debt represented 47% of the GNP in 1989, in 1993 it represented only
19% of national production. On the other hand, the internally held public debt went from
28% of the GNP in 1988 down to 11% in 1993. This reduction has been possible thanks in
large part to the privatization of non-strategic or priority public enterprises.

We have

251

progressed from having 1,155 entities in public ownership in December 1988, to a mere 209
by April 1994; 43 more are in the process of privatization. With regard to selling these
entities, assets and industrial units, we have concluded 252 sales operations. The resources
obtained from these sales amount to 63 billion new pesos that have been applied to our
internal and external debt.

In short, the total internal and external public debt, Consolidated by the Banco de
México, who watched over the huge sums of money transferred to other countries and limited
the reassignment of funds to welfare priorities, decreased from 68% of the GNP in 1988 down
to 22% by 1993. This level of debt is lower than most of the developed counties, including
Germany, France, England and the US. A lower balance in debt implied lower interest
payments which allows a permanent public expenditure in education, health care, housing and
ecology without affecting the equilibrium in the finances of the public sector.

Síxth: An unprecedented budget reform has taken place, that has allowed an increase
in the budget for real welfare needs, while maintaining the equilibrium in public finances.
Henee, welfare expenditure has increased as a percentage of GNP from 6.3% in 1988 to 9.5%
in 1993, and it is foreseen that in 1994 it will represent 10.2%, whereas, as a budget expense,
it has gone from 33% in 1988 up to 42% in 1993 and we estímate that it will be at 54% in
1994. During the current administration, the net accrued growth of welfare expenditure will
be 93.3%. In education, the net increment has been 101%, the net expense per student was
increased by 11.7% per year between 1989 and 1993; and, in per capita terms, education

.252

expenditure has increased by 10% net from 1988 until today; in urban development ecology,
consumption of drinking water has increased by 51%; the National Program of Solidarity has
increased its resources threefold, between the second and the sixth year of this Administration.
In order to support the development of rural México, a program was established through
Procampo to directly support the country for the next 15 years; the allocation of resources for
1994 will exceed 11 billion new pesos.

Seventh: State and Municipal finances have grown stronger thanks to the Federal
Pact. Net state and local contributions have increased by 24% between 1988 and 1993, and
today represent 23% of the total redistributive federal collection. Today we have a fairer
fiscal coordination: between 1988 and 1993, the new redistribution to the eight states with the
lowest relative development increased by 55%, 2.3 times more than the national average. This
strengthening action of the Federal Pact has been combined with the process of
decentralization of the education system. In this fashion, the Federation will transfer in 1994,
under the section of redistribution and education resources, more than 62,000 million new
pesos, i.e., 38% of the federal redistributive income, more than twice as much as six years
ago. The federal entities are now performing the collection of the VAT and are receiving tax
resources from automobile ownership taxes.

Eight:

The fínancial sector has been substantially modernized.

In 1988, the

government was, practically, the owner of all commercial banks; interest rates were regulated;
and the majority of the captured resources were destined to finance the government déficit.
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During the Salinas administration, the legal framework has been modified in order to promote
an open competition among the financial institutions.

The obligatory credits to the public sector were eliminated, the fixing of rate terms was
deregulated, and new financial instruments were created.

The capacity to supervise the

financial authorities was strengthened so that, within this new flexible financial and
competitive environment, the behavior of the financial middlemen would be strictly according
to law and that any deviation be strictly punished. Also, 18 government-owned banks were
privatized.

The process of commercial opening continúes with the creation of new banks. In 1988
there were a total of 19 banks, in 1993 there were 30 and by the end of 1994 there will be
more than 50. Also, the number of credit unions has doubled during the present administration
and permission has been granted to open more than 300 financial institutions of other kinds
such as stock brokers, insurance companies, leasing companies, and money exchange houses.
In the national regulation and international agreement framework, during this year, permission
will be granted to foreign institutions to open branches in our country.

In order to support agricultural production in the country, a program was established
this year to restructure the outstanding farm loans, with the participation of producers,
commercial banks, the development bank and the authorities. 29,000 cases were attended
involving a total of more than 9,000 million new pesos. A few days ago, another program
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was created for the revamping of the outstanding accounts of the micro, small and middlesized enterprises. Prívate savings are no longer absorbed by the government in order to pay
for its déficit. Now, through a more open and competitive financial system, the resources that
society puts into savings are destined to financing productive projects that the same society is
reclaiming.

Ninth:

The government has deregulated many economic sectors and privileged

groups that were blocking free access to producers and consumers. In the process, important
actions took place, principally in financial, Communications and transportaron, industry,
commerce and agriculture sectors, of which the most important are: the decree of the Federal
Law of Ports, the redefinition of petrochemical products within basic and secondary
petrochemicals, the elimination of all patent acquisition and licensing restrictions and
regulations, and the decree of the Federal Law of Economic Competition and its commission,
destined to attack any monopoly practices.

Tenth:

Steps have been taken to encourage productive prívate investment. Clear

rules have been established that allow domestic producers to assign the production factors in
the most adequate way, and make for better stability and trust in the future.

During the

current administration, fiscal investments from the prívate sector have obtained a new accrued
growth of 60%. This means better job opportunities and better wages for workers.
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Eleventh: During the current administration, the national development bank has
channeled the orientation of its credit resources to projects with a genuine social benefit.
Previously, almost all credits were channeled to government-owned entities and big prívate
corporations, but today, 98% of the resources of entities such as Nacional Financiera are
destined to supporting micro and small enterprises of the social and prívate sectors.

At

present, the development bank services more than 120 thousand users.

Twelfth: The Salinas administration has established important measures to promote
economic initiatives, and peasant farmers' right to hold land. Today, they have the right to
decide the best use of their land, and they have to be sure that they will receive the economic
benefits that they genérate. For this purpose, Procede, the world's biggest land-title program
was created, under which the 29 thousand small-holdings in the countryside cover an área of
103 million hectares, i.e., half the national territory. As of today, 45% of all small-holdings
have been incorporated into Procede. A zoning task for 5 thousand small-holdings covering
an área of 8 million hectares, (larger than the combined área of Holland, El Salvador and
Uruguay), has been completed.

Thirteenth:
depends on oil.

The Mexican economy and especially our foreign trade no longer

In 1982, oil-related exports represented 78% of total exports, whereas

manufacturing goods were only 14%. Today the situation is totally different.

In 1993,

manufacturing goods exports grew at a rate of more than 20%. Now, we have a rapidlygrowing, diversified exporting base that strengthens our economy being a source of permanent
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well-paid jobs. As a fundamental part of the opening process, and having as a background
Mexico's admission to the General Agreement on Tariffs and Trade (GATT) back in 1986,
during the current Administration, we have negotiated free trade agreements with the United
Stated and Canadá, Chile, Venezuela and Colombia, Costa Rica and Central America. Also,
México has been admitted to important organizations such as APEC, and to the Cooperation
and Economic Development Organization, where the most important economies of the world
are members.

Fourteenth: Progress has been made on the improvement of employment levéis and
wages. This has taken place in parallel with the stabilization of prices and with the revamping
of the national productive apparatus. The number of permanent IMSS-insured wage earners,
which is the best indicator of employment in all branches of the economy, rose by 29%
between 1988 and 1993. Also, coming from a very low base, net wages have started to
recover. Between 1988 and 1993, the net wages in manufacturing industry grew 36% and in
the commercial sector by 44%. These rises will continué in the future because they are
supported by rises in productivity. During the above mentioned period, productivity per
worker in the manufacturing sector grew 29% and 27% in the commercial sector.

Fifteenth: Currently, the government spends more resources in taking care of the
most urgent needs of the poorest sectors, but what really matters is that it spends its resources
wisely: not on what somebody behind a desk wants, but on what Mexicans really want.
Before, a lot of resources were destined to pay for the déficit of state-owned enterprises such
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as steel companies, to which more than 500 million new pesos were transferred during the
year prior to their privatization; or to airlines, when only less than 4% of the population used
them. More health care, more education, more justice, based on the general consensus of the
community: this is the philosophy of the National Solidarity Program, that during these few
years has embarked on a crusade to recover the valué, self-esteem and dignity of Mexicans.
Henee, according to data from CEP AL, in 1989 the ratio of families living in extreme poverty
reached 14.1%; in 1992 this ratio improved (11.8%), in spite of the fact that during the same
period the national population increased by 2.1% yearly. The fight against poverty has been a
priority of the current administration. Considerable resources have been destined to social
programs, during this administration, so that 14 million more Mexicans have access to
drinking water, 12 million more to drainage, and 16 million to electricity. We still have a lot
to do, but even though we are going through difficult times, we have achieved better living
conditions for low-income groups.
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APPENDIX 2

THE FACADES
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2

FIRST FLOOR PLAN OF THE 85 M. HOUSE
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2

SECOND FLOOR PLAN OF THE 85 M. HOUSE
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CITIES OF MÉXICO WHERE
CONSTRUCTORA ECLES, S. A. DE C. V.
HAD CONSTRUCTED HOUSES UP TO 1994.
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PLOT OF THE LOTS OF METROPLEX SUBDIVISIÓN
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APPENDIX 3
PERSONAL INTERVIEWS

Personal interviews carried out witli personaliües of politics, government, goveinmeut
agencies of housing, financial institutions, counselors in economy and finance:

1.- Subsecretary of Housing in México
2.- General Director of INFONAVIT
3.- General Director of FOVISSTE
4.- General Director of FONAHAPO
5.- General Director of FOVI
6.- Governor of the State of Nuevo León
7.- Director of Instituto de la Vivienda in Nuevo León
8.- Director of FOMERREY
9.-President ofthe College of Notarles
10 - Director of PROVTLEON
11.- Directofs of Prívate Banks
12.- Mayors of Several Municipalities
13.- Delégate of FONAHAPO in Nuevo León
14.- Delégate of INFONAVIT in Nuevo León
15.- Pulte Corporation Officials
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