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DE FACTO TENURE AND THE ALLOCATION OF
LAND AMONG SQUATTERS

By Orville Solon*

The hypothesis here is that the risk of eviction which squatters in a given area
face largely determines the nature of property conventions that abate the state of initial
conflict arising from contending claims over illegally occupied land. This is examined by
analyzing the two most commonly observed land allocation mechanisms in squatter
settlements.

1. Introduction

The main purpose of this paper is to examine, in an analytically
consistent fashion, the allocation of land among squatters. Both theo-
retical and practical concerns motivate this study of the institutions
governing the division of illegally occupied land and the enforcement of
de facto land tenure. The two most commonly observed land allocation
mechanisms in squatter settlements shall be the focus of the analysis
here: land development led by a squatter landlord; and land develop-
ment led by the squatters themselves via a community organization.

This paper explores what determines the conventions of de facto
land tenure to which squatters conform and expect all other squatters
to respect. The hypothesis here is that the risk of eviction which
squatters in a given area face largely determines the nature of institu-
tions that abate the state of initial conflict arising from contending
claims over illegally occupied land. In the case of squatter-lord-led
settlement, squatter tenants surrender their claims to the squatter
landlord only to the extent that the latter provides protection from
prior claims of the legal system. Similarly, squatters invest as much
authority to a community organization as is needed in resisting evic-
tion. Once such institutions are in place, markets begin to appear and
function as if it were the primary institution for land allocation.

The practical concern of this paper is to help explain some of the
issues raised by more recent researchers regarding unexpected and
undesirable effects of de facto land tenure regularization. Amis (1984)
reports that commercialization of illegal settlements, especially those
protected by an elaborate system of political patronage, in Nairobi,
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Kenya, effectively transformed what was once a subsistence housing
sector into a large-scale unauthorized rental sector. Similar trends
were observed in Latin America by Gilbert (1981) and Edwards (1981);
the squatter is now a tenant. In the Philippines, Lindauer (1981) raised
the question “whom have we served?” after doing cost-benefit calcula-
tions of a large government sites-and-services project in Tondo, Manila.

The main question these findings seem to raise concerns the
distribution of the expected benefits of regularized de facto land tenure.
The displacement of the poor from squatter settlements through the
workings of informal housing and land markets is certainly not what
public programs intended or expected to bring about.

Q/The contribution of this paper on this issue is the careful exami-
natign of the workings of various existing institutions that govern the
allocation of illegally occupied land among squatters. It can be argued
that had these institutions been properly understood, appropriate
mechanisms that would ensure the poor receive the full benefits of
improvements in tenure security could have been devised. Further-
more, this paper will try to clarify other points raised, especially those
concerning the role of informal land and housing markets.

In doing all these, the paper will first consider in Section 2 the
effects of changes in tenure security on the individual squatter’s wel-
fare under two tenurial arrangements: the squatter as owner-occupier
and the squatter as tenant. In Section, 3 the basic problem of land
allocation among squatters is defined in terms of a Hobbesian state of
nature where individuals of roughly equal strengths and capabilities
initially contend without any settled rules of property; everyone seeks
to take everything he can lay his hands on. The two commonly observed
land allocation mechanisms are then discussed in more detail and are
compared on the basis of their respective implications on the individual
squatter’s welfare. Results are summarized and concluding remarks
are made in the last section.

2. The Household in the Squatter Sector

This section will consider more carefully the effects of changes in
land tenure security on the welfare of the individual squatter under
various tenurial arrangements local to the squatter sector. The analy-
sis builds upon the framework introduced by Jimenez (1984) and
Remolona (1984) which models squatting as a residential alternative
involving uncertainties depending upon expectations of the probability
of eviction. The basic model is, however, not sufficient to handle the
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questions raised here; parameters are introduced to accommodate vari-
ous tenurial arrangements. Furthermore, to be more accurate in tra-
cing the effects of changes in tenure security, housing services are
specified as being derived from two sources: land and housing struc-
ture.

2.1 The Basic Model of Urban Squatting

Consider a stylized city where the residential area is composed of
a nonsquatter (or legal) and a squatter (illegal) sector. A prospective
resident, given a set of initial endowments, simply compares the wel-
fare levels implied by each sector and settles wherever gives the resi-
dent a better deal. If the squatter sector implied, by definition, rent-free
accommodations, the prospective resident’s decision problem is simply
determined by the trade-off between having to pay rent in the legal
sector and facing the risk (and implied penalties) of eviction. Such a
trade-off was examined by Remolona (1984) to determine the optimal
squatter population. On the other hand, Jimenez (1984) examines a
different tenurial setting where squatters are able to compare rental
rates between the two sectors, the difference being the risk premium.
In general, residential choice is determined by such factors as house-
hold incomes, the relevant housing prices, land area available to each
sector, and the probability of eviction.

In the two-period model presented here, the residential circum-
stances of a squatter are determined by two states of nature condi-
tioned by the probability of eviction, 7. The household illegally occupies
land in the first period and knows whether it is evicted or not only at
the beginning of the second period. If not evicted, the household contin-
ues living in the squatter settlement; otherwise it is forced to seek
alternative accommodations elsewhere. While it has been observed
that, once evicted, squatters seek out other illegal settlements, it is
assumed here, for convenience, that an evicted squatter will have to
enter the legal sector in the second period.

It must be emphasized that, whatever the state of nature, the
household is assumed to make optimal decisions. Hence, household

decision-making under the state “not evicted” may be represented by
the following allocation problem:

(2.1) max: UY = U" (25, 2%, h° (&5, %))

st. I=22 + &, +q¢ k+1p)r L,
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where U" is a standard utility function assumed to be appropriately
differentiable with respect to its arguments. z°, and z*, are the first and
second period consumption composites, and ° (k°, I) is a housing services
function. A (. )isincreasingin/and%,i.e.,dh/dl>0anddh/dk > 0. It
is also assumed that housing services diminish with further increases in
landk,ie.d’ h/dl? <0 and d?h / dk? < 0. Assume further that 4 (0,k)
=0and A (/,0) = 0, 1. e. no housing services may be derived without land
npr without any housing structure. Ifh (1, &) is homogeneous of degree
gﬁe, then, using Euler's theorem of distribution, ph = gk + rl, where

=p, (dh / dk) is the price of the housing structure, and r=p (dh / dl)
is the price of land.

The parameter ¢ is used to indicate the tenure status of the
squatter. If g = 1, the household is an owner-occupier, paying land rent
to itself. On the other hand, if ¢ = 0, the household is a tenant renting
squatter land. In effect, g measures the squatter's degree of ownership
or control over squatter land. The parameter d is a time discount factor.

Household decision-making if evicted is likewise represented by
the following allocatien problem:
(2.2) max: UF=UF(z, 2, hE (B, kE)

r =2

s.t.I=z31+(I-r)qsks+( l-g)rsls

+68(z,+q, ky+r1)l, +0)

where the evicted squatter's housing structure, 2%, is equal to whatever
is salvaged from eviction, %%, plus whatever is added on for the new
location, k,, or k¥ = t&* + k,, and ¥ = [,. Therefore, h® = h® (tk° + k,,1,). The
parameter T may be defined as the proportion of squatter housing
salvaged from demolition. Of the components of housing, only structures
may be transferred to the squatter's alternative location; developed land

will have to be availed of through the legal market in the second period.
The prospective household, therefore, evaluates the expected
utility urban squatting and compares this with that which may be

realized in the legal sector. Formally,

(2.3) max: EU* = aU%* + (1-m)UN*
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where UE*=UEI-(-0gks-(1-p) r°
— 8z, +qy ky +1,1,),2,,h")
UNx=UN(I-8,-q¢° k- (1-9)r° 2%, b°).

The optimality conditions for the squatter's allocation problem
are:

(2.4) 1w [-6 (dUP/dz°) + (dU*/dz)1=0
@5) 7l -8, dUF/dz,) + (dU? | dh=) (dhE | KF )] = 0
(2.6) = [-or,(dU"/dz°) +(dU”/dh") (dh®/dl)1=0
@7 (w8 @U"/dz5) +dU"/dz)1=0
2.8) - ¢°[(1-1) n (dU?/d2%)+ (1-m) @U" /dZ®) ]
+r7 (dU®/ dh®) (dh® | dk®) + (1-m) (dU" / dh®) (dh®/ dk®) = 0
2.9 —(1-¢)r[n@UF/dz)+ (17 (dUN /dz°) ]

+(1-m) @U"/dh*) (dh’/F)]1=0.

The conditions governing the optimal levels for first- and second-
period consumption, (2.4) and (2.7 ), can be rearranged to show that in
equilibrium the ratio of marginal utilities of first- and second-period
consumption equals the ratio of their respective prices. These condi-
tions are, of course, contingent on the states “svicted” and “not evicted.”

In determining optimal housing structure if evicted,condition
(2.5) requires that, on the margin, what the household gives up in
terms of first-period consumption to pay for the purchase of second-
period housing structures when evicted must equal its benefits in
utility terms. However, if 7 = 1,i.e., all k* is salvaged from the process
of eviction, the sacrifice may be minimal. Similarly for land, condition
(2.6) likewise requires that on the margin the value, in utility terms, of
second-period land to be acquired in the legal sector must equal its
benefits. Like the previous one, this condition only applies if the house-
hold is evicted.
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The optimal level of squatter housing is primarily determined by
conditions (2.8) and (2.9). Condition (2.8) requires that on the margin
the value of squatter housing structure equals what is given up in
terms of first-period consumption. Notice that the price of squatter
housing structure is absorbed by first-period consumption weighted by
tl:; probability of eviction. This is so because benefits from squatter
housing structure may still be derived even if eviction occurs but only
to the extent that it remains unaffected by demolition. Condition (2.9)
may be similarly interpreted. In equilibrium, the loss in first-period
consumption weighted by the probability of eviction equals the gains
from squatter land, all valued in utility terms. However, while con-
sumption losses are applied to either state of nature, the gains from
squatter housing are realized only if the household remains not evicted.
The magnitude of the loss also depends on the tenurial status of the
squatter household; for g = 1 the loss is zero.

The implications of conditions (2.8) and (2.9) are consistent with
stylized facts on the housing condition of squatters. To show, suppose
the price of housing structures are the same for both sectors, ¢ = ¢°.
Then, by rearranging (2.8),

(dU"/ dh) (dh, / dk,)/ U/ dz,) > @U* / dh*) (dh* / dk) [ (@U° / dz°),

i.e., the marginal rate of substitution between nonsquatter housing
structures and first-period consumption is greater than the marginal
rate of substitution between squatter housing structures and first-
period consumption. Given the assumed shapes of the utility and hous-
ing services functions this implies that &, > °. Similarly, by rearran-
ging (2.9) and comparing this with the nonsquatter’s optimality condi-
tion for land, assuming r, = 7%, it can be shown that Lot

Relative to legal sector residents, squatters tend to have poorer
housing structures and smaller lot sizes owing to the lack of tenure
security. Deobele (1983) cites studies showing that variations in the
differences of housing values between the two sectors are explained by
perceived differences in tenure security. Estimates have also shown
that demand for housing is highly sensitive to such risks (Malpezzi, et
al., 1985).

2.2 Squatting and Tenure Security

The optimality conditions above derive the optimal levels 2
kLY k,*, I°*, and &°* which are determined to be functlons of I, 6
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(1-9) r*, (1-7) ¢°, &, and r, Substituting these into the expected utility
function gives the squatter's indirect expected utility function,

(2100 Ve=aVE+(1-m) W
=V 6 1-o0r,(1-10¢, &q,, ory, T, c).

Changes in the desirability of squatting may be examined by compar-
ing V¢ with the indirect utility function attainable in the legal sector,
V. Ve is specified to be increasing in income, and decreasing in the
discount rate, the price of squatter land, the price of squatter housing
structure, the price of second-period land, the price of second-period
housing structure, the eviction rate, and the penalty associated with
eviction.

What is more interesting, however, is how the equilibrium condi-
tion between the legal and the squatter residential sectors is main-
tained given changes in the parameters of the model. Of particular
interest is how changes in tenure security (7 affect the condition that
Ve =V =V,

The way residential equilibrium is affected by changes in tenure
security depends on the household’s degree of ownership or control over
squatter housing. The value of the parameter for the squatter’s ten-
urial status (renter or owner-occupier), ¢, determines how V* reacts to
changes, say in 7, to maintain equilibrium.

If ¢ = 1, squatters are owner-occupiers, implying that claims on
squatter land are protected by actual or physical occupation. The
immediate implication is that squatter land is, in a way, free and the
amount of land a household can claim for itself only depends on its
ability to protect its claim physically from other squatters. Assuming
all squatter households are equally capable of protecting their claims,
then the ultimate limiting factor would be the amount of land available
for squatting. Hence, the squatters’ expected utility function specified
in (2.3) will be maximized subject to a land area constraint, A® = [I* N*
where A® is total available squatter land, and N° is the number of
squatters. Hence, the loss of desirability of squatting caused by an
increase in the probability of eviction will be compensated for by lower
housing density or larger squatter lot sizes. As the probability of
evicition increases, less households will squat, leaving more space for
those who nonetheless do. Totally differentiating V* - V* = 0 and
rearranging the terms gives d (A*/N®)/dnw=- dVe/dm/(dV*/dA*) > 0.
The trade-off between tenure security and housing density determines
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that residential equilibrium is attained. This is the type of squatting
modelled by Remolona (1984).

The case ¢ = 0 describes a situation where squatters are tenants
renting squatter land from a squatter lord. This implies that de facto
property rights over squatter land have been fully established; claims
are now protected by means other than actual physical occupation.
Hence, an increase in the perceived probability of eviction implying a
loss in the desirability of squatting will be compensated for by a
decrease in the rental price of squatter housing, particularly land rent.
Since less households become interested in squatting, squatter lords
will begin to bid down prices. Totally differentiating V? - V¢ = 0 gives
dre/dn=-(dV*/dn/(dV*/drs) > 0. This trade-off between squatter rent
and tenure security allows for residential equilibrium to prevail de-
spite changes in 7. This is the case investigated by Jimenez’s (1984)
model.

Besides housing differences between the legal and squatter sec-
tors, another interesting issue in the literature concerns the income
profile of squatters. Earlier research popularized the stylized fact that
squatters are poorer than nonsquatters (Laquian, 1972; MCGee, 1979;
Kearns, 1979). This led to the hypothesis that squatting is an adaptive
strategy exclusive to the urban poor. However, more recent research
have shown that it is not only the poor who squat and that the poor are
also to be found in the legal residential sector (Lindauer, 1981; Follain,
1982; Amis, 1984).

The previous discussions were silent on income differences since
it was assumed that all households, squatters and nonsquatters alike,
have identical incomes. It might be interesting to lift such an assump-
tion to see whether the analytical framework used here can shed some
light on the issue concerning squatting and household incomes. The
hypothesis advanced here is that the relationship between squatting
and income that prevails depends on the level of de facto property
rights development in the squatter area.

First, consider the case where claims over squatter land are
protected by actual occupation by the household. Hence, incomes will
have little or nothing to do with the household’s ability to protect its
claims. It was specified that dV*/dI > 0. However, if A° can be consi-
dered inferior to A owing to lack of tenure security then dh®/dI < dh X
dI. This in turn implies that dV* / dI < dV* / dI, i.e., the richer the
household, the less attractive squatting becomes because the lack of
tenure security severely limits housing consumption. If it can also be
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assumed that V¢ (I=0) >V 1({ = 0), ( since at least land is free), then
there exists I* which solves V* (I ) = V! (I) that determines a threshold.
Households with incomes below Remolona’s threshold squat while
those with incomes above it do otherwise.

Where de facto property rights are well established, rental squat-
ter housing may arise, changing the relationship between squatting
and income. Safer settlements tend to be occupied by richer families. If
(dr* /dm) / rich > (dr* /dn) | poor then, as Jimenez has shown, richer
households will outbid poorer households for safer settlements.

3. Land Allocation Among Squatters

3.1. Hobbes’ State of Nature and Conventions of Property
in the Squatter Sector

In the Hobbesian state, the central problem is that there are no
settled rules of property; everyone seeks to take everything he can lay
his hands on. Assuming contenders are sufficiently equal in strength
and cunning, the fight will most likely be harmful to both. Therefore,
conventions of property will most certainly arise (Sugden, 1984; Schot-
ter, 1981).

In the case of urban squatting, the struggle for land is played at
two levels: between legal landowners and the squatters via the wider
legal and political system; and among the squatters themselves. The
conflict at the first level has been described and analyzed in previous
research (Deobele, 1983; Hoy and Jimenez, 1984). What has to be
carefully examined is how the conflict at the second level is settled,
and how the nature of the struggle at the first level affects the latter.

As squatters violate prior claims and illegally occupy the land in
question, they enter into a state not unlike that described by Hobbes as
the starting point in the analysis of the development of property rights.
Assuming squatters are equally capable of protecting their claims from
other contenders, the development of de facto property may be exam-
ined here. The difference between Hobbes’ state and that which pre-
vails in the squatter sector has something to do with the extent the
squatters are vulnerable to the assertions by legal owners on the
illegally occupied land.

Assuming all squatters face the same risk of eviction, the property

convention that arises would be similar to that described by Sugden as
that which arises from a division game: possession or, in the specific
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case of urban squatting, occupation. Each squatter occupies a portion,
a,, of the land in question, and 2Za, = 1fori =1, ..., n where n is the
number of illegal contenders. This is the property convention implicit
in Remolona’s model where each squatter occupies A /n where A isthe
total land area. This convention, however, does not imply that squat-
ters remain owner-occupiers and that rental markets for squatter
accommodations do not arise. A squatter can always sublet part of
what she occupies to others. What is important is that everyone con-
forms to the established convention, everyone expects everyone else to
conform to it, and everyone prefers to conform to it on condition that
others do.

If some prospective illegal land occupant faces a lower risk of
eviction due to, say, patronage within the wider legal system, the
convention described earlier will not be stable. The legal owner can
simply evict by attrition, saving those with stronger connections for
last. There is, therefore, incentive for those who differentially face a
higher eviction rate to surrender their claims to those better protected.
Henceforth, the property convention shall be referred to as one of
protection.

Unlike that of occupation, the convention of protection naturally
gives rise to rental markets with those who are better connected as the
squatter landlords and the rest as squatter tenants. At the very least,
the latter will pay rent equal to the value of protection provided by the
former.

The welfare implications of these two conventions of de facto land
property shall be examined next. This is done by specifying two models
of squatter settlement development: the squatter-lord-led and the
community-led models.

3.2 Squatter-Lord-Led Land Allocation

In this model of squatter settlement development, land is effec-
tively controlled by the squatter landlord. As mentioned earlier, “own-
ership” of land is in most cases obtained through a system of political
patronage in the wider political system (Deobele, 1983; Amis, 1984).
Given this, what remains is for the squatter lord to subdivide and let
out residential lots.

The squatter lord’s control over land is recognized to the extent

that its “connections” are perceived as vital to tenure security. In which
case, the probability of eviction may be considered as a decreasing
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function of the squatter lord’s representations in the political system, b,
i.e.

31 =#n = =m (b

where dz/db < 0 and d?zn/db? < 0. This means that the better connected
landlord is, the lower is the perceived threat of eviction. However it is
assumed that the decline in the eviction rate diminishes with connec-
tions.

Given an area A® under her control, the squatter lord faces two
problems. First is how to divide the area most profitably given the
squatters’ bids for various lot sizes. This aspect is similar to the
developer's problem in the legal sector (see Edelson, 1975). The second
problem deals with the determination of the optimal level of political
representation to be made.

The cost of developing and protecting squatter land is assumed to
be linear in the number of lots, X of size *, and the level of representa-
tions made, b,

(3.2) C=ocX+ub

where o is the cost of developing a lot, and g is the necessary bribe or
representation expense per unit level of connection.

The squatter lord’s problem may now be written as
3.3) max: RN° =R X - (6X + ub)
{F, b)
s.t. FX =A%, X <N, and V1-V*=0,

where R° is the household’s bid for squatter accommodations, and IV® is
the squatter population. Here, g = 0 for all households.

R may be expressed in terms of the squatter’s equilibrium condi-
tion by defining an expected expenditure function,

34) F = af + (1w I
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where IP=2° + 8z, + (1 - D¢k +1°l° + Ap,h, +c)
N =2% + &, #g°k° + 1P,

The problem in (2.3) may then be expressed as a minimization
problem using (3.4) as the objective function minimized subject to U**
and U"*, the utility levels under each contingency which solves V* =
V'* The household’s optimal bid for squatter accommodations may
then be written as

(3.5)  R*=rl = I — aB®* — (1-m) B¥*
where B*=z** (U™, z,,h*)+(1-1)q%° + 5 (2, +p, h,)
B =z * (UM, 2%, h°) + &, + k.

Given (3.5) and assuming N* > X (then it would pay to set [* X = A®),
the problem in (3.3) may be rewritten as

max: RN°=[F - rx(b) B~ (1-n (b)) B"* - 6] A% h* — ub.

{F°,b}
The optimality conditions for the squatter lord’s problem are

(3.6) (1l-m) (dzs*/dhs) (dhs/l)
+ P=0c/h%) = 0
(3.7) dm/db) BY*-BF*) — (u/X)= 0

Condition (3.6) states that to maximize profits lot size [* is chosen
such that what the squatter is willing to give up in terms of the
consumption commodity for a marginal increase in land equals the net
rent per unit land. The marginal utility of squatter land (represented
by the first term in (3.6)) discounted for the probability of noneviction
should be equal to squatter rent net of protection cost per unit lot for
equilibrium to prevail. On the other hand, condition (3.7) requires that
the squatter lord only makes enough representations to maintain its
hold over the squatter area to the extent that the reduction of the
squatter’s maximum expected expenditures once evicted (first term in
(3.7)) is equal to the protection cost per lot. In effect, the reduction of
expected cost of eviction to the squatter is what is used as bribe for
better tenure security.
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Conditions (3.6) and (3.7) are Pareto-efficiency conditions since
the squatter lord’s rental profits are maximized holding squatters’
welfare levels fixed equal to V'*, It pays the squatter lord to set /s and b
at Pareto-optimal levels; otherwise households will move to the legal
sector or to more “competitive” and better protected squatter settle-
ments.

Assuming an interior solution, the optimal lot size, /** , and level
of protection, b*, are determined to be functions of p*, p,, 0, u among
other parameters in the model. Equilibrium analysis determines that
dls/do> 0, 1.e., the total area is divided into fewer lots as development
cost per lot increases. The squatter lord cannot speculate on squatter
land since it was assumed squatting only happens in the first period. It
is also determined that dI°/ du > 0 since the larger the lot size the
higher the household’s premium for tenure security which in turn is
used for 1. An exogenous increase in the probability of eviction will
reduce the optimal lot size, dI* / dm < 0.-In maintaining equilibrium
between the two residential sectors, the increase in 7 must be compen-
sated for by a reduction in r* to which the landlord responds by subdi-
viding the squatter area into smaller lot sizes.

3.3 Community Organization-Led Land Allocation

In this model, de facto property rights over squatter land are held
collectively by the squatters themselves. The functions of land develop-
ment and protection are performed by the squatter community organi-
zation through effective population control.

The community organization determines the average lot size of
the settlement in handling the trade-off between housing density and
tenure security. It is assumed here that all households are equally
capable of protecting their claims. Therefore, all households are owner-
occupiers, i.e. ¢ =1.

Following studies cited by Jimenez (1985) and Gilbert and Gugler
(1982), a consolidated community perceives improvement in tenure
security from a sense of "strength in number." Legal landowners will
find it easy to evict one or two families but would likely encounter
difficulties in dealing with a large and cohesive group. As in the SL
model, de facto tenure arises from representations to the political
system. A well-organized community enhances tenure security by con-
stituting themselves as a block of votes or by engaging in acts of civil
disobedience. However, while an additional squatter increases the
community’s sense of security, it reduces available space.
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The role of the squatter community organization as protector may
be formally characterized by considering the perceived rate of eviction
as some function of community size, N®,

(3.8) T=mN°)
where dn/dn®<0anddrx 2/dN*2> 0. This implies that the greater the
squatter population, the safer the settlement. It is also assumed that

the increase in security increases with population size.

What makes it impossible for a community to accommodate as
much members such that 7 = 0 is limited space. While the number of
squatters increases the settlement’s security, it also raises housing
density (smaller lot sizes), making squatting less attractive.

In effect the household joins a community where EU® is maxi-
mixed subject to the area constraint. Formally,

(390 max: EUs=n @/ B)YUE* + (1-mAs/1ls)) UN*
where U™ = U" ( I-q%k° - &,, h*)

UE* = UE (I - (1-7) gk - &z, +p, h, +c ), hE)

The relevant optimality condition for the problem in (3.9) is
(3.10) (1-m) U™ / dh* ) (dh® / dI*)
- (drn /I)WU"-U*) = 0.

This implies that the household joins a community large enough such
that the security provided in utility terms equals the weighted mar-
ginal utility of squatter land its population size determines.

Since the community is able to internalize risk reduction and
housing density, increases in eviction efforts meant to reduce the
number of squatters may lead to opposite results. An exogenous in-
crease in 7 throughout the city will make large or high density settle-
ments more attractive assuming the condition in (3.10) is satisfied.
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3.4 The Land Allocation Solutions Compared

The solutions to the squater-lord-led (SL) and the community-led
(CL) models of land allocation are both Pareto-efficient since these are
determined holding the squatters' welfare level fixed equal to V7*. If
both types of settlements were to coexist in an urban area, in equil-
brium, V* = V% = V** where the first two terms are the squatter’s
expected indirect utility in the SL and CL settlements, respectively. It
might seem that the only potential efficiency advantage of the SL
solution is that squatters need not organize and engage in group
decision-making.

Looking at the way the function of protection is performed in each
model leads to the conclusion that housing density in a CL settlement
will at least be as congested as an SL settlement, holding everything
else constant. Recall that protection provided by the squatter lord does
not depend on population size but rather on the premium households
are willing to give up for better tenure security. For the same level of
protection, the SL community can exist with lower housing density as
long as the total risk premium equals the cost of representation re-
quired for the level of protection. A CL community, on the other hand,
requires some minimum population size (or threshold size) to provide
the same level of protection.

Assuming zero organizing cost, the SL model becomes unstable as
settlement size increases. The squatter lord’s hold over the community
becomes tenuous since there is no way of determining which factor
accounts for tenure security: community size or the landlord’s connec-
tions.

The SL and CL solutions also differ in terms of the distribution of
rent and risk. Rents paid by squatter tenants in an SL community are
allocated for development and protection. The former is retained by the
squatter lord while the latter portion accrues to political patrons. On
the other hand, in a CL community rent is shared equally by its
members.

In terms of risk-sharing, assuming households are risk-neutral,
the SL community is more attractive. The squatter lord effectively
shares possible losses due to eviction given her investments in land
development. In the CL community, members equally share such losses.

Another area where differences between the two solutions may be
identified is the process of land occupation. It is expected that land
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invasions tend to be associated with the formation of SD settlements
whereas accretive growth tends to be associated with SL settlements.
Jimenez (1985) explains land invasions in terms of the threshold popu-
lation size required for risk reduction through community organization
to be effectively realized. Settlements with populations less than the
threshold are deemed unstable as their existence cannot be sustained
given exogenous increases in eviction efforts.

The formation of CL settlements may be accretive since risk
reduction has nothing to do with population size. In a more dynamic
setting, the squatter lord has the option of adjusting the timing of
occupancy to exploit possible differences between present and future
rental prices.

However, the CL settlements once established might be more
difficult to evict. Efforts to evict partially will be met with resistance by
entire communities. On the other hand, notwithstanding the squatter
lord’s connections, the SL community may be easily evicted by attri-
tion. This result seems to suggest that the source of apparent stability
of squatter settlements in Metro Manila is the fact that 80 percent of
these communities are organized.

Thus far, the analysis has been silent on transactions costs in-
volved in land allocation among squatters. Once introduced, new con-
straints and new solutions are determined which could possibly change
the previous result that land will be allocated and protected to yield the
highest value to the community regardless of property rights and
institutional arrangements.

Transactions costs figure significantly in the enforcement of de
facto property rights. Under the SL model, de facto tenure over land is
privatized by the squatter lord. Squatters, in turn, recognize such right
and contract to rent housing because of the squatter lord’s influence
over the entire settlement’s tenure security. Similarly, individual
squatter households subject themselves to the will of the community
in recognition of its role in providing security from eviction.

At this level of the discussion there is no basis to suppose that the
SL solution is more coercive. Obviously, coercion will be applied by the
squatter lord to maintain her hold over the squatter area. Likewise, the
squatter community might engage in coercive activity to maintain a
cohesive community. The police function of the community organiza-
tion arises since community activity (and its effect on tenure security)
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is a public good and is, therefore, subject to free riding by individual
households.

Some urban antropologists have expressed concern over the di-
minishing influence of kinship and ethnic ties in squatter settlements
once commercialization sets in. It must be mentioned that such institu-
tions prevail or are weakened depending on their role in the enforce-
ment of de facto property rights over squatter land. Kinship and ethnic
biases might help maintain a cohesive community and minimize free
riding among members. However, these may be discouraged or avoided
under the SL model since a strong sense of community threatens or
weakens the squatter lord’s claim over the land.

4. Concluding Remarks

Despite lack of tenure security squatters establish institutions
not unlike those outside their communities. In recognition of its role in
risk reduction, squatters engage in group decision-making and surren-
der part of their resources and authority to a community organization.
In some settlements tenancy among squatters exists and will remain
stable as long as the squatter tenants perceive the squatter landlord as
instrumental in risk reduction.

The analysis here suggests that observed “commercialization” of
squatter settlements follow logically from moves by public authorities
to regularize tenure. The irony is that the highly idealized community
of closely knit and cohesive squatters has comparative advantage only
over higher levels of eviction risk. As lack of tenure security dimin-
ishes, contracts for the rental or sale of occupancy rights are easily
drawn and enforced. Hence, informal markets for squatter land and
housing arise and flourish.

The question concerning the distribution of benefits from the
regularization of de facto land tenure is a legitimate one.
Allowing “professional” squatters to speculate over policy changes con-
cerning eviction versus accommodation defeats the purpose of self-help
solutions. However, to remove altogether the squatter’s option to real-
ize the value of a previously illegal claim might just be equally objec-
tionable.
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