~

XVIIl ISA WORLD CONGRESS A3~
OF SOCIOLOGY 173

YOKOHAMA
EEEN

1=

Housing Policy and the Restructuring
of The Real Estate Sector in Brazil

Thémis Amorim Aragdo Msc. — Phd student at IPPURWIBrazil and Universitat Hamburg
Prof. Dr. Adauto Lucio Cardoso — Full-ProfessolRrRUR/UFRJ Brazil

Abstract

This paper examines the restructuring of the resthte sector in Brazil and its
correlation with housing policies implemented sitloe late 1960s, with a special focus
on analysis over the territorial impact of thesecgsses in the Metropolitan Area of Rio
de Janeiro (RMRJ). During the 1980s the homebusl@getapted their organizational
structure based on self-financing practices angexatives. In the following decades,
the real estate sector began a second restrucpnicgss focused on two dynamics: the
financialization of real estate companies and tpeealing of activities of few
construction companies all over the country throogdrging strategies. Between 2003
and 2004, other processes reinforced these tréadReal Estate companies have held
IPOs, capitalizing and diversifying their operasoiib) changes in regulatory funding
policies expanded exponentially the credit condgido the general public; and (c) the
economic growth has been fostered by governmemtigs| with a progressive fall in
general interest rates and with raises in the lamer middle classes’ average incomes.
Nevertheless, the 2008 crisis strongly affectedréda estate sector. As a solution for
the liquidity problem in construction sector and ascountercyclical instrument to
encourage economic growth, the government launehedw housing program called
“Minha Casa Minha Vida” (MCMV). The scope of thisogram has had an intrinsic
impact on urban infrastructure, inducing an inceeafsurban inequalities. Since 2005, a
continuous and sharp rise in property prices, stpgdy the credit expansion and also
by local policies aiming the cities’ preparatiom foega events (such as the World Cup
and the Summer Olympics), influenced the configarabf urban space of Brazilian
cities, with consequences on social segregationarAempirical case, this paper will
analyze the location of MCMV projects in Rio de diam, combining the spatial pattern
with changes in housing prices. The paper will erplthe economic, social, political
and territorial sustainability of this model andllwanalyze the role of the State in

supporting Market interest instead of supportingstamable urban policies.
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Introduction

Since the mid-2000s, Brazilian real estate comsaméee gone through transformations
relating both its financial structure and the way which they produce real estate
ventures. The process of housing financializatia@s been established based on a
favorable economic context that influenced the IR@dsa few large construction

companies.

At the same time that the housing market was bemgported by the regulatory
measures adopted by the government, a new soaiairtgppolicy was structured, based
on the role of local government as its leading Ectdowever, internal political events
(corruption scandals) and external economic comyuac(subprime crisis) minimized
the agenda of urban policies in progress. In M&©09, a large credit program for
housing production and consumption was releaset pitogram was called Minha
Casa Minha Vida (MCMV) and represented the shriekad State’s role as the
promoter of social housing policy, bringing substan impacts on the urban

environment.

This article aims to link the economic context ke tchanges in the social housing
agenda that took place afterwards and its effectise real estate structure. Moreover, it
seeks to demonstrate the territorial effects ofbeiad housing production based on

market principles and on real estate companiedeiship and interests

The first part of this paper describes the macroenuc context in which the main lines
for financialization of housing production were deed. Afterwards, it shows the
evolution of self-financing and cooperative schetoggrds the financial arrangements
created by Real Estate Financial System (SFI)hénthird part we discuss the rise of
the American subprime crisis and how housing peticgained importance in the
governmental agenda and, at the same time, wetearedpby real estate companies’
interests. Finally, the territorial consequenceghid policy are empirically identified

and examined, using the State of Rio de Janeiam abject of analysis.

! An analysis developed by BONDUKI (2009).
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1. Macroeconomic aspects
To understand the financialization of the real testaarket in Brazil, it is necessary to
know in which context the Brazilian Financial Syate/as structured and which kind of

housing financialization process we are analyzinthe present study.

The most important changes in the Brazilian Finan8iystem have happened during
the 1980s and 1990s and have laid the foundatmmthé current model of real estate
financing. The 1980s decade in Brazil was a pedbdracterized by hyperinflation,
which was a result of the international fiscal isriggenerated by the Mexican
Moratorium and the retraction of the internatiooaddit. Bresser Pereira (1991) argues
that the high degree of indexation of the Brazilemonomy allowed an inflationary
inertia in the domestic market. Actions such asatfon of prices and economic
stabilization plans achieved poor results. The @doz Bresser and Verdo Plans
contributed to the economy’s disarray and to thlerk of the indexing system that had
existed since 1966. Thus, the system lost the grre¢éerence and the inflation reached

levels never before expected. (See Graphic 01).

The economic crisis greatly impacted Latin-Americanntries and forced almost all of
their governments to submit themselves to the IM#8cies of fiscal adjustment. In
the Brazilian case, the Real Plan (1994) was laemhclis a part of the adjustment
measures, establishing new rules for conversionusedof monetary values, initiating
the de-indexation of the Brazilian economy throtiyh release of a new currency. With
that, the volatility of markets was reduced anditfilation, controlled. This contributed

to a structural transformation of the national exag.

Graphic 01. Inflation X GDP growth
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As a reflex of the Real Plan, banks, used to lanfjationary revenues, had to adjust
their sheets to the new context and announcedwieey on the verge of bankruptcy. In
1995, in order to protect the interests of savatsiavestors and to ensure liquidity and
solvency to the National Financial System, the goweent launched the PROER
[Program of Incentives for Financial System Redtriog] which injected funds in
banks and opened the domestic market to foreigmesitovs. After this moment,
international banks started to operate in BraBile§ser Pereira, 1991)

Carvalho (2002) emphasizes that there was pressade by multilateral institutions
over national governments in Latin America to atdbp presence of foreign financial
institutions in local financial markets. The argurhased was that the entry of foreign
banks would increase the operational efficiencyhef domestic financial system and
make it more solid and stable. For Strachman & Waselos (2001), this process would
expand the diversity and quality of financial prottu available in the market,
developing skills and financial technologies, sidoenestic banks would be encouraged
to improve their services given the extra compmtiitithat international banks
represented. The presence of foreign banks wousld @nd to expand the country's
access to international capital flows, and makedingply of credit less sensitive to
fluctuations in domestic macroeconomic cycles, etiog to these authors.

Accordingly, the restructuring of the Brazilian Bitial System occurred through
different packages of regulations that combinedgeer and acquisitions of financial
institutions, the establishment of a basic interat (Selic), which is set by the Central
Bank and the regulation of financial products sush asset-backed securities and
derivatives. In this sense, the second half ofi®@0s was characterized by the creation
of a variety of financial products, used by theefgn banks to trade in the global

market.

In order to discuss and define the best financoial to innovate the financing of public
housing, the ABECIP [Brazilian Association of Maatge and Savings] promoted
meetings, workshops and conferences. As a resslidf debates, in 1997, the Sistema
Financeiro Imobiliario - SFI [Real Estate Financi®jlstem] was created following the

model outlined by American mortgage markets. Bdlsicdhe SFI introduced the
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following innovations: (i) the Certificado de Redetis Imobiliarios - CRI [Mortgage-
backed Securities], (i) the Fundos de Investimemmbiliario - Fll [Real Estate
Investment Funds] (iii) the establishment of nevesufor Mortgage Securitization

Companies, and (iv) the Fiduciary Regime, the dssdetool for establishment of

charter mortgages.

As Botelho (2007), Royer (2009) and Fix (2011) hgjt, the growth of housing
finance is closely linked to the existence of effecguarantees of returns, autonomy on
hiring operations and a credit market capable pfuring long-term funds, mainly from
large investors. By the fiduciary regime, the owwoéra house, in assurance to the
mortgage debts, transfers the property in favotheflender. This represents that the
lender becomes the trustee owner and has the ehgliossession of the property until
the settlement of the debt. Given this kind of gnéee, charter mortgages were allowed
to be converted into Mortgage-backed Securitiesl¢C&d sold in the secondary bond
market. With this, the Financial Agents could $&RlIs and reinvest the capital in new
loans, increasing the demand in the country.

Nevertheless, it is important to bear in mind thlé purpose of SFI was the
magnification of financial products and trade, ptio being effectively a tool to boost
the activity of real estate. Logically, there wasanvergence of interests, since the
financial asset occurs necessarily through theestte activity. In this sense, the SFI

represented the legal framework for the space fiiadination process

2. Therestructuration of construction companies

Given that the property is a product that aggregateonsiderable sum of capital and
has a great production cycle (on average 2 yearpnqmgect in Brazil), the housing

production is configured as an area with low ativacess for investments. In addition
to the loss derived from the large periodramobilization of capital, it is hard to sell a
property, considering that only few consumers hénerequired amount of money to
buy it. Therefore, the consolidation of a system feal estate financing, both for

production and for consumption, represents drivarge for the real estate sector.

*The Space Financialization is understood here pmeess by which real estate units became a vettdcteach
yields in the financial sphere.



~

XVIIl ISA WORLD CONGRESS A3~
OF SOCIOLOGY 173

YOKOHAMA
EEEN

1=

In Brazil, the Sistema Nacional de Habitacdo — SfMational Housing System],
created in 1964, is responsible for funding housiogstruction and commercialization
all over the country and was operated by Banco dweti de Habitacdo — BNH
[National Housing Bank] until 1986, when it wasiegt. The dismantling of the urban
and housing policy that took place after the BN s¥presented a retraction on real
estate funding and resulted in a great impact enctimstruction industry. After the
BNH extinction, a period of almost 15 year of staigon in the real estate sector has

begun’.

Due to the lack of capital to finance real estatggets, during the 1990s the so-called
Self-Financed Cooperatives emerged and took aalganof cooperative regulation

used to deploy social housing during the BNH efacording to Pereira et al. (2002)
housing cooperatives are associations of peoplgllyswith limited resources, who

aim the acquisition of a property. These Coopeesatiwere usually linked to a

homebuilder responsible for co-op production and tee goal of forming groups of

households to finance projects through advances ¢aliglio & Gamba, 2013).

Yet, even adopting pre-sales, the problem of hgugiroduction remained, once the

SFH borrowers were not allowed to use the mortgagrirchase a pre-sold house and

*The SFH [Housing Finance System] encompasses ti&HGuarantee Fund for Time of Service] and the EBP
[Brazilian System of Savings and Loans], and it espnts the main State-managed resource to promote
infrastructure and housing works in Brazil.

The FGTS [Guarantee Fund for Time of Service] wasited to protect employees that were dismissdubwiitjust
causes. It is a compulsory deposit held by the eyapl on behalf of its employees, linked to the eypient
contract, with a value corresponding to 8% of thpleyee’s monthly salary. In case of dismissal withjust cause,
the employee receives an indemnification propodida time of contribution. The worker can alsoaige the FGTS
money when they file for retirement (only possiafter 35 years of work).

The SBPE [Brazilian System of Savings and Loandjescapital held by real estate credit companiesngs, loans
agents and real estate portfolios of multiple bafdkese financial agents must follow the investrsiegtiidelines
established by National Monetary Council that araitooed by the Central Bank.

“As shown in Valenca and Bonates (2010).

® Unlike European Housing Cooperatives created dutivegy postwar period, Brazilian Housing Cooperatives
emerged under State’s tutelage. The housing cotdpesavere not allowed to use their members’ wantdo Instead,
construction worker companies were hired to builtliding projects.. In a dictatorship, any form oftiab
organization was seen as a threat. Thus, the catisin companies were responsible for productiohilevthe
cooperative members’ duty was restricted to thermay of installments. Accordingly, the cooperatpr@grams
deployed by BNH were regulated by the 5764/71 Lawis law did not recognize the relationship between
cooperado and housing cooperative as a legitimatehpse relationship, and such status was not feddify the
célebre 1988 Constitution: if there were bankrugityhe cooperative, labor costs and other leggaesibilities
would be jointly distributed among shareholders.
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most of householders did not have enough moneywyoabhome without a mortgaye
Considering the production cycle, co-op housinggats also required the contribution
of high installments by members. Without a mortgagalilute the cost over 10-15
years, the target audience of Self-Financed Cotipesatook distance from the low-
income households and entered into the residengaket for middle and upper cldss

In this sense, the main Self-financed cooperatieenbers were those one that invested
in real estate as a strategy to save capital dthnedgpyperinflation period.

To enable production, the homebuilders based thegnues omex ante's payments and

ex post mortgage. To obtain more liquidity, co-op membersravencouraged by the
cooperative to migrate to mortgages granted by 8ite the housing unit was ready.
The more members pay their debts through migrabothe SFH credit system, more

capital was acquired by homebuilders for financieg projects.

In the course of time, the co-op production prosidgnificant profits for homebuilders
which allowed the formation of a working capitabr@idering the shortage of credit in
domestic market for pre-sold housing and the lichmeimber of real estate investors,
the homebuilders started to use part of workingtahpo finance their own demand
through subsidiaries companies of credit. Accoryinduring the 1980’s and 1990’s the
real estate was supported by the association bfisahced cooperative scheme and

their credit companies subsidiaries (See in Fige

One important aspect of this model is that, in Ibleginning, homebuilders were not
interested in absorbing the credit function, sitlee goal was the production of real
estates instead of income itself, generated byh&iah gains. However, administrative
innovations on construction companies were perfdrnmbe flexibilization of labor

regulations based on IMF agenda and the expandiauteourced work enabled the

constitution of specialized management’s staff asrdral characteristic of construction

®In a crisis context, the risk of unfinished progett high, and to distantiate the consumption Idesrs the risk of
production, the mortgage offered by SFH was onlysge if the properties were legalized (presenatif Habite-
se)

Habite-se is the document that proves that the project was built following the urban and construction requirements
established by law. It isthe Occupancy Permit.

"For the construction industry, it was importantntaintain the operational cost (production profdés)a strategy
against the economic recession.
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companies. Companies that were predominantly coetpdy family members with
their own became streamlined and more focused ojegirmanagement.Construction
companies that were family- held, and that usedngmiy its own employees in
ventures had to modernize themselves after thediabzation, and adopt a number of
managerial processes to outsorce its workforceh \ttits, the credit function became
one of institutional tasks of homebuilders, once thortgage trade provided extra
revenues for them and also boosted the demand.

Figure 01 - Self-Financed co-op production scheme
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Alongside the Self-financed cooperatives schemdschwprovided housing for the
lower middle classes, the real estate sector asotained the more “traditional” forms
of production for the upper classes, based onfiselficing and working with short term

lending practices. In any case, housing produatias restrained all along the 1990s.

3. TheBrazilian property boom and the subprimecrisis

Surprisingly, the creation of SFI in 1997 brougbbat low investments to housing
production. There was no significant transformatiorhousing financing during the

first five years of Mortgage-backed Securities (§Rtade. Many analysts claimed that

8
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this phenomenon could be explained by the highraesterates established by the
National Monetary Council, which transformed thevggmment bonds into a more
profitable (and less risky) investment than the £RHowever, this is just one variable

that may explain the initial failure of SFI.

Graphic 02 — Amount of CRI’s trade (R$ Million)
CRI (RS Million)
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As a consequence of the Asian (1997) and Russi@fA8jlcrises, the structural
adjustment of the economy became more aggressiBearil. The diagnosis prepared
by the government's economic team pointed out mlmalances in the economy which
were accumulated during the 1995-1997 period: thblip accounts and the
international trade. For Averbug & Giambiagi (200B)e necessary actions to deal with
the crisis required spending cuts combined to amirgy of revenues. The rise of
Brazilian products competitiveness was a centrgabive in order to provide a positive
flow of international capital into the domestic ket Accordingly, the economic crisis
impacted on housing policy at two levels: first,tire rise of interest rates and in the
credit crunch. Secondly, restrictions on Governmepending and public debt,
resulting in a substantial reduction of public s€st funding that virtually paralyzed
urban programs and housing projects financed byefa¢dudget. For Paiva (2007),
Royer (2009) and Fix (2011) the failure of SFI Isoarelated to the mistrust of the
international investors in the recent establishnwnteal estate securities market, as

well as the future of Brazilian economy.

However, despite all the arguments used by ABE®IRustify the SFI's regulation,

there was no housing boom after that, indicatireg the dynamic of real estate follows
variables other than the mere existence of a fiaarfamework. Sorensen (2006)
stresses that demand is at the basis of a propeestate analysis. In addition, Bujang,
Zarin & Jumadi (2010) show that the growth of hogsdemand is related not only to

interest rates, but also to the income and to timtractual terms of mortgage payment.
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Myers (1990) and Sirat et al (1999) pointed out tha demographic factors may also
affect the demand for housing, whereby the higlenahd is associated with a larger
population and the constitution of new familiescAingly, to analyze the behavior of
Real Estate and the success of its financial mesiman it is important to consider a

wider spectrum of social-economic conjunctures.

During the 2000s, Brazil experienced a processcohemic growth based on policies
that engaged a new macroeconomic approach takémelbgconomic team of President
Lula during his first term at the office. One oéthery first actions taken by the Federal
Government was to decrease interest rates andas&rie minimum wage. Hence,
between 2003 and 2005, the Gini coefficient of¢cbentry dropped from 0,56 to 0,53
and some of 26 million inhabitants left poverty.

Graphic 03- Unemployment rate, GDP, Interest Ratggome and Consumer price
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Considering the economic stability and the subsetgusse in housing demand, the
construction sector decided to start a new prodoatycle. However, for the credit for
production was still at a low baseline and the Fad&overnment was afraid of an
inflation effect, should the enlargement of SFH tgages without equivalent
production took place. At the same time, banksciluould also take the decision of
raising the amount of mortgage, showed no intesstisoever in providing credit for

the purchase of real estate properties

In order to benefit the productive sector and sostae employment rates without
investing more money in the domestic market throagidit, the Federal Government
promoted tax relief in sectors with intensive usk veorkforce. The launch of

Provisional Measure (PM) 252/2004, better knowritlas good PM”, was an example

of governmental action which stimulated the purehat homes and properties, and

10
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consequentially favored the entire real estateosedthe PM 252/2004 provided tax
exemption over sales of residential property ingieations when the capital, deriving
from trading, was reinvested in real estate throumgéans of purchase of other
residential property. This act also created thedtR#on Factor” which decreased the
contribution over capital gains originated in neauking units’ sales. With this, the
homeowners were encouraged to sell their used stodkreinvest the capital on new
units. The Federal Government also pressured bankespect the statutory percentage
of resources (65% of savings) that had to be usedatgages in the savings and loan
system; otherwise, the Central Bank threatenedidmease the cash inflow of banking
agent8. The government believed that a growth in inconoeildl lead to an increase in
savings and a natural rise in mortgages. Therengaseed in changing the statutory
percentage in order to raise the credit flow. Ehesanges not only boosted the entire
residential market, but allowed and catalyzed tlegirming of a property boom.
(Cardoso & Aragéo, 2012)

The changes in the regulatory framework to stineuthe housing market also included
the FGTS’ rules. In 2004 the government authoritesl draw of indemnification by
workers in four year intervals in order to perntietpurchasing of a house or for
amortization of previously contracted mortgage. #heo measure adopted was the use
of direct subsidies in order to increase the pagsis for low income workers in

assessing credit. All these measures influencetfisigntly the real estate dynamics.

To cope with the growth in housing consumptiongaserated by PM 252/2004, the
construction sector still had to deal with the ladkcapital earmarked for production.
Because of this, homebuilders entered in a secan wf restructuration. Between
2005 and 2007, 29 building companies went publid #ime IPOs of real estate
companies injected more than R$12 billion (arour®$l6.2 billion) into the sector
(Haddad & Meyer 2012). At the same time, these @mgs improved the activities of
their credit agents by selling the CRIs. With tprecess, the homebuilders established
themselves as producers as well as financial ageatsforming the real estate sector

all over the country.

&Vhereas the cycle of credit for goods in generahisrter and with higher interest rates than mgegathe profits
from these operations are more attractive to baRks.this reason, banks used to transfer long-teontfolios
resources to short and medium term operations.

11
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To build a long-term plan of investments, a sigmifit amount of capital was invested
in landbanks, and the remainder was invested iaeto projects. In 2014, 22 companies
from the real estate sector were still listed iIn\EESPA (State of S&o Paulo’s Stock
Exchange), the main stock exchange in Brazil. Nohéhem concentrated some 100
billion reais (37 billion US dollars) in land, whiaepresents almost 620.000,00 kmz2 of
land in the main cities of BraZil This process has affected the dynamics of Bearili
urban development throughout the country.

Figure 03- Construction Companies organizationalategy scheme

Secondary Market
Investment IPO Investment MBS
Homebuilder ~ F---+ Financial Agent |
Mortgage
—— 1
Landbank E:::Zg;g <4— Household

Source: Elaborated by Authors.

Due to the amount of resources collected throughtritding of real state companies’
papers in the co Stock Market, an exponential as®an productivity was paramount.
As a strategy, the construction companies that warilic have spreaded their
geographical area of operation and entered into heusing markets through the
association or purchasing of small/local constarcfirms, which had strong expertise
in project approval, control over the workforce arbwledge of the target audience.
This partnership was also made by joint venturdtedaSociedades de Propdsito
Especifico — SPES [Special Purpose Associations]. Through this, tiekerage

activity also sought a national insertion throulgé &ssociation with those public traded

companies.

9 . Fp
Based on Construction companies’ Annual reports

10 Normally, in a SPE, the holding company defines pinoject and controls the construction schedutglevthe
associated firm is responsible for the executiothefventure.

12
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4. The National Social Housing System (SNHI1YS)
Despite the favorable scenario for real estate eomes in Brazil and the increased
demand for new housing, real estate companiesredffsetbacks as a result of the
United States subprime crisis. Investors begareliottseir papers in the stock market,
affecting the price of public companies. As a resmaoto the liquidity problem of
homebuilders, political actions were needed to enthe trustworthiness of businesses
from the perspective of the international markes. & strategy to reinforce housing
consumption in Brazil and rescue those compartesConstruction Sector proposed to
the Federal Government the launch of a mortgaggrano for social housing. However,
this maneuver represented important losses folN#tenal Housing Policy that was

being built in a participatory basis, since 2003.

In the political arena, the transformations prorddig Lula’s two presidential mandates
(2003-2011) reflected on the change of politicdture and established a different logic
of urban governance. With a specific agenda, thaisity of Cities developed the
normative and institutional base for a new Natiodalsing Policy and proposed the
creation of the Sistema Nacional de Habitacdo tkerdese Social- SNHIS [National

Social Housing System].

The SNHIS aimed to define institutional guidelinede followed by different levels of
government, based on four principles: (i) strengiing of planning processes, (ii)
empowerment of municipal organizations as socialusirg developers, (iii)

establishment of mechanisms for participatory goaece, and (iv) creation of new

financial structure to support regional and loaaliges.

For adherence to the system, it was mandatorytéesand municipalities the creation
of their own social housing funds to be controlleg popular councils. Each
government should also draw up Housing Plans, aefiprinciples, priorities and
goals. The main objective was establishing a lengtpolicy, integrating federal, state

and municipal projects

1 The popular participation processes in the urbhragional policies required by SNHIS rules lectomflicts of

interests in State and Municipal spheres. The destiogrocess during the elaboration of public lridgas well as
the cities master plans, highlighted the competitior financial and non-financial resources andhbotd the
political and economic elites.

13
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Considering the financial structure of SNHIS, thatibinal Housing System was divided
into two financial subsystems: Social Housing amauéing Market. To address the
housing problem, it was a consensus that Statévimklet should act in tandem, with
different audiences and resources. The Housing &da&kibsystem was established to
meet the housing demaridwhile the Social Housing Subsystem was estaldlistsea
strategy of de-commodification of housing in ortieensure housing rights for groups
which — because of its social vulnerability - , warot included in the market as

consumers.

Despite the National Social Housing System, theeFddGovernment yielded to
political pressures from the construction industngl launched the Minha Casa Minha
Vida (MCMV) program in 2009. This program was basadhe availability of a Social
Housing Subsystem resource for construction araetad affordable housing. In fact,
the housing de-commodification strategy was elit@daand all resources assigned to
public provision were turned into a credit prograhssociating it from its territorial and

social purposes.

The Minha Casa Minha Vida Program changed the lo§igocial housing established
by the National Housing Plan. The meaning of sdumalsing became synonymous with
“affordable house”, increasing the demand througlv artificial consumers (subprime).
In this sense, the real estate market became rggponfor the whole housing
production; all the urban policies established INHE lost political importance and,

finally, were residualized.

The Minha Casa Minha Vida Program (MCMV) attemptedexpand the housing

demand through mortgage financing for householdls income ranging from three up
to ten minimum wages. To safeguard financial ageiits government created the
Housing Guarantee Fund, providing resources forpdngment of benefits in case of
default by unemployment and other eventualities.thwihis, the recovery of

construction companies’ liquidity in the stock metrkvas immediate.

2Housing demand is understood as the amount of hgusiits in the market sought by households willing
purchase or rent.
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Graphic 04 — Stock Market Index (BOVESPA) and PublReal Estate Companies Index(IMOB)
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Indeed, the subprime crisis did not affect the Bieaz domestic economy as affected
the US and other leading economies, given therensaserious inflection in savings’
levels (Graphic 05) or downward trend in unemplogtn&he most serious effects were
felt by the decrease in commodity exports andaddron the stock exchange. Even so,
the Government supported the growth of the econoagorbing the international
crisis’ impact through policies that promoted thepansion of the domestic
consumption. They made it possible by increasneglit by the public banking system
and reducing taxes for strategic areas of the engnsuch as the automotive and the
construction industry. In the case of the constonctsector, the MCMV program
yielded credit and subsidies for construction aodsomption of one million new
housing units in a year.

Graphic 05 — SBPE Savings and Real Estate Credit.
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A very important point to be highlighted is thatetlgoal aimed by the Federal
Government was set without taking into considematite stock of new units available.
Considering the fact that the production cycle daapproximately two years, the
MCMV created a gap between supply and demand. Asnsequence, the MCMV
program caused a shortage of (stock units) in theket, which influenced the trend of
rising prices. Using the city of Rio de Janeiroaasexample, there - between January
2008 and December 2012 - the prices of square nfeteresidential dwellings
increased in real terms from R$ 4.156,38 to R$A®47 (an increment of 230.26%).

Considering the main macroeconomic variables, thgmtude of the rise in housing
prices cannot be justified by income, constructomsts or losses recorded due to
inflationary processes. It is possible to obsenvé&raphic 06, that after 2010, when the
first projects of MCMV began to be commercializélig housing price displaced itself
from the construction cost, showing that most of NMACmortgages during the first year
fed a speculative “bubble”, and the launch of nevitsuexercised a multiplied effect
over the trend. Regarding the argument of demaoatr this increase is also not
enough to explain the rising of prices, since th@mgh of price affects negatively the

demand and is reflected also in the pace of coctstrucosts and consumer prices.

Graphic 06 - Real price annual growth (m2), incongeowth, Construction Cost (IPCC)
and Consumer price (IPCA)in Rio de Janeiro

380,00%

340,00%

Consumer Price -
0 5
300,00% IPCA (J2n2008 = 1)

260,00%

; e Construction Cost -
220,00% YT /N - IPCC (Jan2008 = 1)

150,00%

ncome growth
140,00%

_____’____—-—-"—— (Real Term)
f“" =
100,00% — —

Real price (m?)
£0,00%

Jan038
Mrz08 |
Mai08 |
Julog |
Sep 08 |
Nov 08 |
Jan09 |
Mrzo9 |
Jul09 |
Sep 09
Jullo |
Sep 10 |

Mai09 |
Nev 09 |
Jan10
Mrz 10 |
Mai 10 |
Nov 10 |
Jan11 |
Mrz 11 |
Mai 11
Jul11 |
Sep 11
Nev 11
Jan12 |
Mrz12 |
Mai 12 |
Jul12 |
Sep 12
Nov 12 |

Source: FIPEZAP, IBGE, FGV.

To demonstrate the declining of house affordabikty can also see that the cost of
housing in recent years started to have a greaggghivin the family budget (see
graphic 07). One important finding concerns theenécstudy conducted by the Joao
Pinheiro Foundation (2014), which pointed out teeen with the housing boom and
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economic growth the housing needs between 20082&1& grew by 1.5 million

housing units.

Graphic 07 — Household debt
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5. Theterritorial impact of commaodification of Social Housing

During the last years the housing policy in Brastifted from a collective provision
held by the State towards individual responsesdasethe capacity of households to

exercise choice in the housing market through tredi

The MCMV’ loans were divided according to the inanange of buyers and included
a mix of low interests rates and direct subsidimsidering that each income range has
their own limit of credit, the market will also ablish patterns of projects to fulfill
those limits, ensuring their margin of profit. Trsgrategy will reflect on urban and

regional dynamics and will establish a specifictigphgattern.

To understand the territorial outcome of a markaea housing policy we will use the
State of Rio de Janeiro and its capital (Rio deeifapas object of empirical study. The
Census database and the list of MCMV productiondbaontract were also used in this
analysis. Establishing the spatial distributionME€MV projects in regional scale, it
was perceived that the production was concentristedunicipalities with significant

economic dynamics, such as Rio de Janeiro, Campe<Goytacazes and Macaé, or
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along the axes that link these spaces (Rio derdatmwvard Sao Paulo or Rio de Janeiro

toward Macaé and Campos dos Goytacakes

Figure 04 — State distribution of MCMV units
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As we can see in Figure 04, this kind of outcommashone of many contradictions that
lie in a market-oriented policy. Normally, the howg problem is more intense in
territories in which its economy is shattered ecoypoand that present high
unemployment rates, a low mean income, low tax mege and low savings.
Accordingly, most of households cannot become agre and cannot be constituted as
demand. In this sense, homebuilders have no intereeveloping housing projects in
these towns. As a consequence, the poorest citees wot benefited by “social”

housing programs.

Another analysis that we can draw, considering rémgonal scale, is regarding the
concentration of housing production. As it is pbksto observe in Table 01, 73.54% of
all MCMV units were built in only six cities. Comigring that the State of Rio de
Janeiro is formed by 92 municipalities and 43 sitigere not contemplated with
projects, we can assert that this housing policyddeto adopt a selective — if not

restrictive - pattern. The Table 02 shows that ned$1CMV units are concentrated in

13 These two cities are major petroleum producers.
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the Metropolitan Region of Rio de Janeiro whichuoels us to examine more accurately
what is happening in this area.

Table 01 - Distribution of MCMV units

No. of municipalities No. of unitsin each

No. of housing units' hired Relative percentage

per range range

1 a 100 Unid. 15 765 0,64%
100 a 500 Unid. 11 3.053 2,54%
500 a 2.000 Unid. 12 12.975 10,81%
2.000 a 5.000 Unid. 5 14.975 12,47%
5.000 a 10.000 Unid. 5 31.552 26,28%
56.733 Unidades 1 56.733 47,26%
Total 49 120.053 100,00%

Source: Ministério das Cidades (3013

Table 02 —The ten cities that concentrate most anit

Cities Regions N° of units Relative percentage

Rio De Janeiro Rio de Janeiro Metropolitan Region 56.733 47,26%
Belford Roxo Rio de Janeiro Metropolitan Region 9.475 7,89%
Sao Gongalo Rio de Janeiro Metropolitan Region 6.056 5,04%
Duque De Caxias Rio de Janeiro Metropolitan Region 5.596 4,66%
Nova Iguacu Rio de Janeiro Metropolitan Region 5.309 4,42%
Macaé Fluminense's Northwest 5.116 4,26%
Queimados Rio de Janeiro Metropolitan Region 3.872 3,23%
Campos Dos Goytacazes Fluminense's Northwest 3613 3,01%
Magé Rio de Janeiro Metropolitan Region 2.782 2,32%
\lolta Redonda Middle Paraiba 2,629 2,19%

Accumulated 101.181 84,28%

Source: Ministério das Cidades (2013)

The Rio de Janeiro Metropolitan Region presentseatglegree of conurbation between
municipalities, and works as a single urban organith this sense, the territorial
distribution of housing projects in the metropaiitarea will show the intra urban

character.
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Figure 05 — Distribution of MCMV projects in Rio ddaneiro Metropolitan Region - RIMR
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Considering that the housing projects of MCMV peograre divided according to the
household’s income range (0-3 minimal wages, 3-6imml wages and 6-10 minimal

wages), the territorial distribution of housing jeais will be defined according to the
price of land. In order to maintain the profit masy the projects for lower income will

be located on cheaper land, those that are usioaliyed in the urban periphery, with
lack of services and urban infrastructure. In ttteeohand, the ventures built for higher-
income families will be located closer to urban teesm Projects that were built on

central areas generally are located within thenpeter or on the edge of a slum.

This pattern followed by homebuilders establishgsacess of urban segregation. The
argument of free will and liberty of consumer cleotiarn into a cynical fallacy, once the
periphery is the only space left for poorer housghto establish themselves. There is
no trade-off, considering the precariousness aisfartation, lack of jobs, schools,
health facilities, infrastructure and leisure. Tremeowner receives a new house and a
debt. This process of segregation is also reintbime evictions as consequence of the
realization of megaevents and/or megaprojects. Mattyements located in sites where
the 2014 World Cup or 2016 Olympic games projenfsastructure and works are been
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built - or that are somewhat attractive to the esthte sector - are been systematically

exchanged for MCMV projects located in the periphareas of the cities.

However, this kind of process can be even more gosev if we consider the
metropolitan dynamics. Considering that the Metlb@o Area is formed by an
aggregated set of different municipalities, it msportant to evaluate which kind of
impact this production exerts on the municipal hogisstock and also on the
institutional capacity of local governments to afdr the demographic impact and the
changes in the urban structure. Although the pufiiances in these cities works
separately, each city has to address problems afexdeny the whole agglomeration. In
this sense, it was perceived that in relative teqmesipheral municipalities with a low
level of human development, with low economic dyre@rand little capacity of tax

collection suffer the highest increase of stocle (Fable 03).

Table 03 — Socio-economic characteristics of RIMRisInicipalities

Cities of Rio de % of housin Human 2011 Municipal O ULIITE 26
Janeiro's Metropolitan Housing stock  Housing Deficit deficit related £t]o UGS ?f Im_pact GEENY Development GDP (Rﬂ? Gl relatet_j ®
; MCMV units  units over stock RJ Metropolitan
Area housing stok Index Thousand) s
Queimados 42.209 5.036 11,93% 3.872 9.17% 0,68 1.880.343 0,62%
Belford Roxo 145.677 17.332 11,90% 9.475 6.50% 0,68 4.925.137 1,63%
Marica 42.810 4.677 10,93% 2.079 4.86% 0,77 2.680.607 0,89%
Tangua 9.658 1.297 13,43% 462 4.78% 0,65 337.826 0,11%
Magé 70.394 12.839 18,24% 2.782 3.95% 0,71 2.331.997 0,77%
Itaguai 33.910 2528 7,46% 1.205 3.55% 0,72 3.808.427 1,26%
Seropédica 24.256 2.491 10,27% 646 2.66% 0,71 939.381 0,31%
Rio de Janeiro 2.144.445 134.767 6,28% 56.733 2.65% 0,80 209.366.429 69,29%
Mesquita 53.103 4.486 8,45% 204 0.38% 0,74 1.602.615 0,53%
Nova Iguacu 248.186 1.284 0,52% 5.309 2.14% 0,71 10.245.868 3,39%
Duque de Caxias 269.353 32.522 12,07% 5.596 2.08% 0,71 26.628.610 8,81%
S&o Gongalo 325.882 26.816 8,23% 6.056 1.86% 0,74 11.580.995 3,83%
Itaborai 69.422 12.594 18,14% 1.169 1.68% 0,69 2.618.852 0,87%
Japeri 28.409 7.310 25,73% 436 1.53% 0,66 978.211 0,32%
S&o Jodo de Meriti 147.450 8.863 6,01% 1.768 1.20% 0,72 5.840.166 1,93%
Niterdi 169.237 21.682 12,81% 1.577 0.93% 0,84 14.563.396 4,82%
Nilépolis 50.514 2.190 4,34% 346 0.68% 0,75 1.813.485 0,60%
TOTAL 3.874.915 321.475 8,30% 99.715 2.57% * 302.142.344 100,00%

Source: IBGE, FJP, CAIXA and PNUD.

Whereas the metropolitan area has a cohesive wwthacture and a unified dynamics,
what is happening represents the transferral atilefmong RIMR’s municipalities.
Some cities are receiving low income populatiomfri@io de Janeiro, Duque de Caxias
and Niter6i which led to a huge impact on publicafice and urban development. In
this sense, the existence of social housing p®jgces not represent the decreasing of
housing deficit or increasing in revenues, butdggravation of the state’s capacity for
providing urban services. Low income families do generate revenues but spendings,

considering the need of enlargement of infrastmectand social services. The
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deployment of MCMV in the long term will result ia deepening of territorial

inequalities or, in the worst case, “favelizatiami'MCMYV projects.

Conclusion

During the 1980s and 1990s, the Brazilian econonag lindergone profound
transformations. Among them we may include the lléganework that allowed the
financialization of real estate activities. Considg the downturn in Brazilian economy
and the shortage of capital to financing housingdpction and consumption, the
construction companies adopted a new organizatistnatture that included financial
agencies as a part of their organizational strectlihis strategy was a consequence of
Self-financing, as experienced in the previous yeand it was a way to fundraise

capital to finance the production and generate ingugemand.

The housing financialization was fully establishelden Brazil entered in a sustained
economic growth process. With this, the demandees®ed and many construction
companies went public. As a strategy to increaseumtivity, those public companies
spread their activities through joint ventures matleover the country. This process

resulted in a property boom in the middle of the@

Nevertheless, the subprime crisis affected the ihgusector. In order to rescue the
sector’'s companies and provide liquidity to theng Brazilian Government launched a
new marked-based social housing program. This progrepresented an overturn in
National Housing Policy and established the marketthe main social housing

developer.

Among the consequences of this kind of housingcgpive can highlight the increasing
of housing prices and the reinforcement of urbaegation. The dynamic of a market-
oriented policy showed impacts on urban and redjisplaeres, acting exclusively over
dynamic spaces. Another important finding conceriedcapacity of municipalities to
address the urban problems generated through #rease in housing stock and
overload of urban services and basic infrastructleading to a future degeneration

worsening of the urban environment.
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