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PRCITCT AUTIORIZATION

Name of Country: El Salvedor
Name of Project: Marzinal Cominunity Improverent
Number of Project: 519-0251
Number of Loan: 519-7-026 S$1,000,000
519-W-027 $4,000,000
L Pursuant to Secctions 103 and 106 of the Toreion Assistance Act of 1971, =

amended, I hereby authorize the [larginal Comriunity [mnrovement project for Tl
Salvador (the "Cooperating Country") involving planned oblizations of not to e .-
Ten 1illion United States Dollars (310,000,000) in loan funds ("Loan") ord Uine fun::zc
Fifty Thousand United States Dollers ($330,000) in crant {7 ("Crol7) cver & & o
year period from cate of authorization, subjact to thz aveilehiity of foo 70 in nooern oo
with the A.LD. OYDB/allotment process, to help in financing fereizn e ::'.cnge enc o0l
currency costs for the projcet.

2. The project ("Project) will assist the Cooperating Couatry to mccet imimedizte
needs for community infrastructure, minimum shelter and productive onnortunities for
the poor and improve the Cooperating Country's copacity to oddres: hasie nens’s of
the poor in secondary cities in a comprehensive and coordinated m:..ner.

3. The Project Agreement, which may be negotiated and executzd by tre oliinc:
to whom such authority is delegated in accordance with A,I.D. regulations and Dclin o~
tions of Authority, shall be subject to the following essential terms and major concitions
together with such other terms and conditions as A,LD. may dcocom anzrep-ito:

a. Interest Nate and Termms ol Renayment

o

The Cooperating Country shall repay the Loan to A.l.D. in U.%. Dollars i"i-
twenty-five (25) years from the Jdate of first disbursement of tiie Loan, inelvlis -
a grace period of not to exceed ten (10) years. The Cooperati=~ Country . 1
pay to A.L.D. in U.S. Dollars interest from the date of first Jisoursemc.t ¢!
the Loan at the rate of (i) two percent (25) per annum durinz the first ton (700
years, and (ii) three percent (3%) per annum thereafter, cn the outston -
disbursed balance of the Loan and on any due and unpaid interest accrucd
thereon, '

)

b. Source and Origin of Goods and Services (Loan)

Goo = and services, ercept for ocean shipping, financed by A.LD. undar the
Loan shall have their source and origin in countries included in A.L.D. Geozraphic
Code 94], or in countries that are members of the Central American Common

HEZ0RD Cop
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Market, except as A.L.D, may otherwise agree in writing, Ocean shipping financed
by A.LD. under the Loan shall, except as A.L.LD, mayv otherwise agre2 in writinz,
be financed onlv on flar vessels of the United States or of countrics thet =
members of the Central Smerican Commeon Mar'iet,

c. Sayran and Oritin of Gords and Sorvispg (Crant)

Goods ond scrvices, oxeent for ocean siioning, finiieced by AJLD, undsr ¢ 2
Grant shall he w2 thoir souvree and origin in the Unitod Ztates ansl countries tioe
are meibers of the Ceptral Ameriean Ceramon ['ar'iet, excest as AJLT, oo -
otherwiise arrea in writinz, Ocean shipping financed by A.LD. under the Croit
shall, except as A.LD. may otherwise agree in writiny, he financed crlv on fl1o7
vessels of the United States,

d. Conditicn Precedent to First Disbursement for other than Tzohnieo]l As-
sistance (Lonn)

Prior to any dishursement, or the issuance of any commitment Cocumeats uador
the Project Agrcement to finance other than technic2l assistance, the Cooperatis =
Country shall furnish to A.LD., in form and substorce satisfeotory to ALL,
evidence that a full-time Project Conrdination Urnit has beer caotonlishasd an
staffed.

€. Condition Prececant to Disbursement for Community Rasic Services Activi-
ties (Loan)

Prior to any disbursement, or the issuance of any commitment docu—ents unar
the Project Agcreement to finance community besic services cectivitics, tiaz
Cooperating Country shall furnish to A.L.D., in form and substonce sztiziaztors
to A.I.D., evidence that the llinistry of Interior has made adeccquate nre-ress i
providing DIDECO with sufficient administrative authority to efficiently carry
out the community basic services activities. The evidence shall inclucde a signed
contract for adviscry services to DIDECO in implementing improved zurchasinT,
cash control and internal auditing procedures.

f. Condition Precedent to Disbursement for Small Enterprise Activities (Lonxs!

Prior to any disbursement, or the issuance of any commitment documents un'or
the Project Acrcement to finance small enterprise activitics, the Cooneratir-
Country shall furnish to A.L.D., in form and substance satisfuctory to A.LD., =
Project Credit ) anual containing detailed lending criteria, procedures, intcress
rate structures and such other information as A.L.D. may require with respect
to any and all lending institutions participating in the Project.

g. Covecnants

The Cooperating Country shall covenant that:
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4} Only the Central Reserve Bank will act as Administrator of th2
A.LD. funds made aveilable pursuant to the Project Agrecmont,

(2) The Cosozeoting Country vwill pay all banking eharr2s to 12 Ce
Rescrve Borl frem nen- Mreoject rosourees, and that all inters L e

the Central Ticierve Bank through use of ALD, funds wvill he used (fvti sl
for nurposes of the Projcet in accordance iwith the prioritics esta®

by thie Cooperating Country,

(3) Counterpart contributions or other resources will be utilized t>
finance land purchases, if any, and that A.L.D, funds will not be used {c:
said purposes,

Administrator

0
Date
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b WASHINGTON D C 20923
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GUARANTY AUTHOUVIZATION

PROJLCT 519-EG-00810)

Provided From: Housing Guaranty Authority
TO ¢  Government of El Salvador

For ¢ Marginal Community Improvement

Pursuant to the authority vested in the Administrator, by tha Foreizn Assistance Azt ¢f
1961, as amended (FAA), and the delegations of wuthorit. issucd thercunder, I ©:oone
authorize the issuanze of puarantics pursuant to Suztion 202 of the FAA of not tc om0
nine inillion five hundred thousand dollars ($9,500,001) in face amount, for Tiie 1
activities assuring aguinst losses of not to exceed one hundred pereent (1907°.) of 1-n
investinent and interest) with respeet to leans by elimible U.S. investers (Minvesin.”)
acceptable to A.LD. made to finance rmarginal community improvement projoets
("Project")in El Salvador. I approve the total level of not to exceed $15 million in LD,
guaranty support for the Project. Issusnce of guaranties ror Phase Il of the project iz t'ie
amount of $5.5 million shall be subject to the conditions set forth under paragroph 5,
below,

This guaranty shall be subject to the following terms and conditjons:

1. Term of Guarantv: The loan shall extend for a period of up to thirty years (30)
from the date of disbursement and may include a grace period of up to ten vewrs
on repayment of principal. The guaranty of the loan shull extend for a period
beginning with the first disbursement of the loan and shall continue until suveh
time as the Investor has been paid in full pursuant to the terms of the loan.

2. Interest Rate: The rate of interest payable to the Investor pursuant to thz l.un
shall not cxceced the allowable rate of interest prescribed pursuant to Scztion
223(f) of the FAA and shall be consistent with rates of intcrest geacrally
available for similar types of loans made in the long term United States cupityl
markets. :

3. Government of El Salvador Guarantv: The Government of El Salvador (GOLS)

shall provide for a full faith and credit guaranty indemnifying A.LD. in United
States dollars assuring against all losses arising by virtue of A.L.D.'s guaranty to

the Investor or from non-payment of the guaranty fee.
REGORD Gy




-9-

4. Fee: The fee of the United States shall be payable by Borrower in dollars and
shall be onc-half pereent (1/2%) per annum of the outstanding guaranticd amount
of the loan plus a fixed amount equal to one percent (1%6) ot‘ the amcunt of the
loan authorized, or any part thercof, to be paid as A.l.LD. may determine vpen
disburscment of the loan,

5. Conditiras Preectanty Prior to U o ‘is';u'm('o of U ranting for coprin s o0 F
ol - l» VT o g e Aas ALLDO oy ol ke z.“;:‘.-:. th T
assure completion of the fono\ Lo 10 foxm nd substance satislantory U0 Lo

(@) GOIS has achicved the out;::13 sneeifliad under the Plinnin« for 2ve-s U
getivity (Establish Sceondary Cities Frogram Unity Develop HUD Prora-in

(b} IVU has prepared designs for new shelter solutions to be built in secondary
cities.

(¢) HUD has completed overall shelter needs studies for at leest two seeondary
cities.

(d) HUD has developed shelter scetor eoordinating and monitoring prezedures.

(e) HUD hes developed minimum urbanization standards and site lezslization
policies and procedures for secondary cities.

(f) GOES has adopted a consistent interest rate strueture for finencing of new
shelter soluticns and home improvements., This structire should 0z -ised ¢
unsubsidized interest rates, cover all GOES housing instituticns U ¢ wiil
participate in Phasz 1l activities, and provide for rate equalization oetween
loans in the SSMA and secondury cities.

6. Other Terms and Conditions: The guaranty shall be subjeet to such other terms
and conditions as A,1.D. may deem necessary.

)? /)7 oA
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Admxmstrator
v
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RECOMMENDATIONS AND SUMMARY

A.  RECOMMENDATIONS

USAID/ES recommends the authorization of the following AID resources
to finance the project deszribed in this Paper:

$ 10 million Development Loan (DL)
$950,000 Development Grant (DG)
$ 15 mjllion Housing Guaranty (HG)

The Borrower of both the DL and HG funds will be the Government
of E1 Salvador acting through the Ministry of Planning.

B. SUMMARY
1. The Problem

Living conditions for the poor majority in El Salvador are
deplorable. Most citizens, in urban and rural areas alike, live in com-
munities that are not served by even minimal community basic services,

occupy totally inadequate housing, and have little access to
assistance in improving their income and general well being.

Civil disturbances are ~n every day fact of life. These have
disrupted government activity and have caused a downward spiral in the
economy with unemployment increasing at an alarming rate. Numerous
"popular" organizations are clamoring for changes in government policies,
a redirection of public sector resources towards the poor majority, and
implementation of long overdue reforms to provide for a more equitable
distribution of wealth,

2. The Response

A new government was recently formed and has promised to give
immediate attention to the demands of the poor majority. Its program
includes land reform in both the agricultural sector and urban areas,
reform of the financial, banking, export and labor sectors. Despite
strong opposition from the powerful and well entrenched oligarchy which
has virtually controlled the country to date, the government appears to
be making good progress in planning to implement the promised reforms.
In addition, the GOES has been working hard on developing a series of
short term, high impact programs designed to alleviate the worst hard-
ships faced by the poor majority while it proceeds with more fundamental
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reforms in orderly fashion over the longer run. 1In stark contrast to the
hesitance shown by previous governments in obtaining outside assistance

to support programs directed at improving conditions for the poor, the
present government has made an urgent appeal for support. The U.S. Govern
ment has agreed t» provide approximately $50 million in economic assistance
during this fiscal year with the expectation that this aid directly benefit
the poor and that the GOES continue to make adequate progress in carrying
out the fundamental reforms it has promised,

The first part of the assistance package - a $9.75 million
assistance project for small producers - was signed on February 27.

The second part of the assistance package - a $15 million Emerg-
ency Employment Program -~ was recently approved by AID/W. fThe Marginal Comm
Improvement project is the third, and'major, part of the package.

3. The Project

The project is a $31.95 million effort to upgrade marginal com-
munities in both urban and rural areas. It will he financed by a $10
million Development Loan, a $6 million GOES contribution, a $950,000
Development Grant and $15 million Housing Guaranty Loan. The bulk of
this assistance, including all the Development Assistance funds, is expected
disburse within 18 months following obligation of the funds. The pur-
pose of the project is to assist the GOES to meet immediate needs for
basic community infrastructure and services, minimum shelter and produc-
tive opportunities for the poor and to improve the government's capacity
to address the basic needs of the poor in marginal communities in a compre-
hensive, coordinated and sector-wide manner.

a. Overall Project Structure. Reflecting this two-fold pur-
pose, the project activities will be implemented in two phases.

Phase I activities will respond to immediate needs for community
infrastructure , shelter and productivity opportunities, These activities
will benefit approximately 25,000 families in approximately 330 urban and
rural communities, including some 30 agrarian reform settlements.

Phase I will also concentrate on initiating work on the
software of institutional change in the shelter sector - studies, devel-
opment of new standards and procedures, strengthening key institutions,
This activity will permit the GOES and AID to respond quickly to a change
in circumstances which requires or facilitates earlier implementation of
basic reforms in the shelter sector.

Phase II ¢alls for projects and assistance which will sup-
port GOES efforts to effect basic reforms designed to overcome some
of the problems and constraints which characterize the shelter sector in
El Salvador, It will build on the software and experience developed in
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Phase I and will be preceded by a negotiation (effected through a series
of conditions precedent to Phase II disbursements) leading to an agreement
between the GOES and AID on the specific nature of changes and reforms

to be carried out in the following areas:

- coardination of shelter rector activities and institu-
tions.

-  housing finance policies, primarily those regarding
interest rates

- shelter programs addressing the peeds of the poor out-
side the SSMA,

b, Phase I - Activities (523.85 million)

This phase consists of five activities which will be imple-
mented largely in the first eighteen months of the project. The activities
are:

-  Community Basic Services ($8.0 million)

The Community Infrastructure Division of the Community

Development Directorate (DIDECO) of the Ministry of the Interior will
build water systems and drainage improvements, upgrade rural roads and
town streets, construct bridges and secondary electric distribution sys-
tems and make other improvements in approximately 300 marginal communities.

Some 10,000 poor families are expected to benefit directly from
this activity, with many more families being henefitted indirectly. The
cost of these improvements is estimated at $7.5 million ($6 million AID-DL;
$1.450 million GOES). Approximately half of this cost consists of wages that
will be paid to laborers from the benefitting communities. Additional
costs are $200,000 for technical assistance to DIDECO (financed with AID-
uG funds) and DIDECO's increased administration costs ($350,000, COES
financed). Eligible sub-projects are clearly additional to those proposed
under the Emergency Employment Project.

- Home Improvements ($4.05 million)

Approximately 5300 loans for home improvements will be
made to low income families throughout most of the country. The funds
will be channeled through the quasi-govermmental Credit Federation (FEDEC-
CREDITO) and the Federation of Credit Unions (FEDECACES). Both of these
organizations have demonstrated ability to reach the target group. Loans
will finance improvements such as cement floors; permanent walls and roofs;
and water sewer and electrical connections, Four mjllion of HG resources
are programmed for this activity, of which $2 million will be allocated for
use outside the SSMA in support of Phase II. Minimal technical assistance
at an estimated cost of $50,000 will be financed with AID-DG funds.
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- New Shelter Solutions ($6.7 million)

Approximately 2,150 new shelter solutions, consisting
of sites and services and core housing units, will be built in the San
Salvador Metropolitan Area (SSMA). The GOES' Housing and Urban Develop-
ment Institute (IVU) and private Savings and Loan Associations (S&L's)
will be the implementing agencies. This will be the first effort of the
private S & L's in the low cost housing field. The units will be afford-
able by below median income families in the SSMA and will be financed by
$5.5 million of HG resources and $1.2 millign from the GOES.

- Agrarian Reform Support ($2.7 million)

On 3-6-80, the GOES approved a1 agrarian reform law
under which it will carry out an accelerated program of land redistribution.
This activity will help newly organized agrarian reform colonies in quickly
getting established by providing training and technical and financial
Assistance through such GOES institutions ag Community Development
Directorate (DIDECO), Centa , IRA, the Agrarian Transformation Institute
(ISTA) and the Agricultural Developmert Bank (BFA). Two million of DL pegources
are initially programmed to finance productive activities, community
infrastructure and improved shelter for approximately 3g agrarian reform
colonies. Two hundred thousand dollars ($200,000) of DG funds are
programmed for institutional support. The initial GOES contribution to this
component is estimated at $500,000.

- Small Enterprises ($2.15 million)

Approximately 6670;1qnu;will be made to individuals
and productive groups in secondary cities and rural areas to finance small
productive enterprises. The bulk of these enterprises are expected to
transform agricultural products from their farms into products such as
rope, hats, canned and pickled foods, chickens, marmalades, candy, and
cheese. These products have a significantly higher sales price than the
value of the raw materials. The Agricultural Development Bank (BFA) and
the Agricultura’) Technology Center (CENT.4) will be responsible for
providing financing and technical zssistance, respectively. The Loans will
be financed with $2 million of AID-DL funds. Technical assistance to BFA/
CENTA will be financed with $150,000 of DG funds.

- Planning for Phase II ($250,000)

Under this activity the GOES will carry out a planning
process which will enable it to address the shelter problems of secondary
cities in a coordinated, compreheniive manner. Major reforms will be
needed to facilitate effective GOES action during Phase II. These reforms
include the rationalization of housing finance polices (notably interest
rates); establishment of simple procedures to legalize sites in urban areas;
direction of housing sector resources, both financial and technical’to
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benefit low income families; and improved shelter sector coordination.
Conditions precedent to disbursement have been established to require

that adequate progress be made in all these areas before proceeding

with Phase II. DG financed Technical Assistance, at an estimated

cost of $250,000, will be provided under this activity to: help the GOES
plan and implement the needed reforms; improve the institutional capability
of «ey agencies that will have a role in Phase II implementation; and
develop the coordination procedures necessary to easure smooth
implementation of the plans developed.

c. Phase II ($8 million)

This Phase will consigat of a mix of community
infrastructure, housing jmprovements, site legalizations and new shelter
solutions carried out in secondary cities jin conformity with the plans
developed under Phase I. The implementation of these plans will represent
the first major GOES attempt to address the shelter sector needs of the low
income population in secondary cities. The activities are expected to start
within 12-18 months after the start of Phasc I and take approximately two
years to complete. Phase II activities will be financed by $5.5 million of
HG resources and $2.5 million ot counterpart funds., Some 6,000 families
are expected to benefit.

Summary of Outputs and of Expected Project
Beneficjaries for Shelter Activities (HG funded)

Cost of Solutions Beneficiaries

Phase/Activity Range Average| Number Income Percentiles
SSMA Other Urban

Phase I:
- Home improvements|$ 20 - 800 |$ 785 5095 1 - 50 1 - 50
- New shelter $3,200 -4,000 {$ 3,600 |2150 15 - 50 n/a
Phase II: l/
- Infrastructure $ 360 - 530 {$ 450 2600 n/a 5 - 50
- New shelter $§ 960 -2,200 1,500 {1940 n/a 5 - 50

Total Beneficiaries: 12,785

_l/ Number of solutions for Phase Il is based on an
illustrative mix of activities.
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d. Evaluations ($100,000)

DG funds will finance two project evaluations to
help both the GOJES and AID assess the results and impact of the project.
The evaluations will focus principally on the degree to which planned
Teforms have been implemented.

e, Implementation Arrangements

Flexible implementation arrangements have been develioped
to foster speedy implementation. Funds will be channeled through the
Central Reserve Bank. The Ministry of Planning will approve incremental
allocation of funds fur those Phase I activities which are implemented
fastest. Thug, the fipal use of funds may vary from the planned figures.
Moreover, additional assistance channels (i,e. instjtutions not specifically
identified above) may be opened during implementatign to carry out the
above activities within the general purpose cf the project. These additional
institutions are discussed in the text. Their inclusion in project
implementation provides additional insurance that disbursement targets will
be met.

FINANCIAL SUM*'TY

A, I, D,
PHASE/ACTIVITY GOES DL DG HG TOTAL
A, Phase I
1. Community Services 1,800 6,000 200 8,000
2. Home Improvements 50 4,000 4,050
3. Shelter Solutions 1,200 5,500 6,700
4, Agrarian Reform
Support 500 2,000 200 2,700
5. Micro-Enterprises 2,000 150 2,150
6. Planning for
Phase I1 250 250
Sub-Total 3,500 10,000 850 9,500 23,850
B. Phase II: 2,500 5,500 8,000
C. Evaluation 100 100
TOTAL 6,000 10,000 950 15,000 31,950
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4. Institutional Objectives

The Project is intended to achieve a series of institutional
reforms which will benefit AID's target group in El1 Salvador immediately
and over the long run. Some of the reforms will be made effective at
the outset of project implementation. Others will be achieved during
implementation,

a. Redirection of Resources to J.ow Income Families. The GOES,
through its recently approved agrarian reform and bank sector reform
measures, has clearly indicated its intention to redirect societal
resources to lower income families. These efforts will be supported
and furthered by the project. First, the GOES will initiate a policy
of payment of minimum wages for labor provided by inhabitants of marginal
communities who work on public works projects. Up till now, this labor
has usually been provided voluntarily and at times has been remunerated
with food. Second, the GOES, through rationalization of interest rates
and policy directives, is expected to encourage or require major
shelter sector financial institutions to begin lending to low income
families. Through its flexible implementation arrapgements, the
project will enable these institutions, notably the Savings and Loan
System (S&Ls) and the Social Housing Fund (FSV), to gain additional
resources for this purpose, as quickly as their policies and procedures
peranit or require their participation., The S&Ls will enter the field
during Phese I. The FSV is expected to enter in Phase II,

b. Lxprusion of Shelter Services to Low Income Families in
Secondary Cities. The GOES' principal low income housing developer -
the Housing and Urban Development Institute (IVU) - has to date built
virtually all of its housing in the San Salvador Metropolitan Area.
Under this project, IVU will build its first signifjicant projects in
Secondary Cities and develop its ability to coordinate provision of
housing and complementary services (water, sewerage, access and
electricity) in these cities. Moreover, the Vice Ministry of Housing
and Urban Development, which is responsible for overall shelter sector
development, will develop the institutional mechanisms (e.g., site
legalization procedures, lower urbanization standards, program planning,
coordination and monitoring procedures) needed to facilitate effective
delivery of ghelter services to low income families in Secondary Cities.

¢. Rationalization of Interest Rates. Most GOES financial
institutions, including all the housing finance institutions, have been
operating with mrtificially low interest rates (in effect at negative
real rates). The result has been the predictable decapitalization of
most of them. Faced with serious cash shortages, government policy to
orient resources to programs which benefit the poor, and pressure from
all major international donors, upward movement in rates has started.
This trend is evident in the rates that will be charged under this
project.
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Under the Small Enterprises Activity, an interest rate of
15% will be charged by the BFA. This is the first time the BFA will
charge an interest rate anywhere near this high when using funds obtained
at concessional rates. In the shelter sector activities, progress is
evident as well. Under Phasel, IVU plans to charge 10% on shelter solu-
tion mortgages -- an increase of over 2% from the highest rate nravionaglv
charged. A Condition Precedent to Phase II disbursement requires that
the GOES adopt a consistent interest rate for financing ~f new shelter
solutions and home imprcvements. This is expected to require major public
lenders, 'who heretofore have not lent to law income families, to stop sub-
sidizing higher income families with the sgvings and forced navroll
deductions of “lower income workers.

D. PROJECT ISSUES

1. GOES Management. The project design includes various implement-
ing agencies and will require intense, programmatic direction and manage-
ment by the host country, including coordination of other donor support
in the marginal community sector. Fulfillment of this requirement will
be a difficult challenge under current political conditions, even more so
should those conditions worsen. It is assumed that political conditions
will gradually improve as the new GOES' emergency plan is implemented.
Project technical assistance is designed to assist the GOES implement
this part of the emergency plan.

2. USAID Staffing. The USAID does not currently have sufficient
staff resources to fully monitor and backstop a project of this magnitude.
USAID monitorship will need to be active and quick responding (e.g., to
opportunities for impact with financing for agrarian reform) if project
objectives are to be achieved., See Section V, Implementation Arrangements,
regarding the need for additional USAID staff, personal service contractors
and ROCAP support.

3. Availability of HIG Resources. It is assumed that the structure
of interest rates in the U.S. will permit the timely negotiation and
availability of HIG resources for the project at reasonable terms and
conditions.

E. PROJECT DEVELOPMENT TEAM

USAID

Eric Zallman, ‘ Project Team lLeader

Donald Mackenzie, IDI/Panama
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I. BACKGROUND

A, Population and Poverty

El Salvador ranks among the poorest countries in the Hemis-
phere with a per capita income of $447 in 1978.1/ Poverty is extremely
wide spread -ffecting approximately 68% of the country's 4.5 million
people. Income distribution is among the most inequitable in the world.
The pupulation density of 214 (in 1979) per square kilometer is the
highest in continental Latin America - five times the Central American
average - and has doubled since 196l. Arahle land is in short supply
and the 507 sub-utilizatjon of agricultural labor is the highest in the
hemisphere. The distribution of farm land is such that the 10% largest
farms comprise 78% of the agricultural land, while the 507 smallest
farms contain only 5%. Although the country has steadijly progressed in
terms of overall economic growth measures over the last 20 years, the
few benefits trickling down to the poor have been wiped out by a 3.3%
natural population growth rate.

Social indicators illustrate the extent of the country's im-
poverishment. Three-quarters of Salvadoran children are malnourished
with one fifth suffering serious malnutrition. Average calorie consump-
tion and protein intake nationwide are 827 and 91% of daily requirements
respectively. 1In 1978, 657% of the population over ten years was consid-
ered illiterate, with the figure reaching more than 70% in some rural
areas (677 being the national average). Despite significant public infra-
structure investment in recent years, as of 1975, 687% of the total popula-
tion had no access to running water, 507 lacked adequate sanitary facil-
ities, and 55% were without electricity.

Housing statistics are equally depressing, The last census
(1971) described 80% of rural housing and 51% of urban housing to be
"inadequate' to meet basic shelter needs. Since then increased rural/
urban migration has exacerbated the situation. A recent World Bank field
study estimated that 477% of the 1976 San Salvador Metropolitan Area (SSMA)
population lived in marginal settlements, with the total expected to reach
547 in 1987 based on current housing construction and inmigration trends.
The Mission estimates that at least 60% of the population in secondary
cities and 80% of the rural population live in inadequate housing without
the benefit of a minimal complement of basic services such as public water
taps, minimal drainage, electricity, all weather roads and adequate access
in urban areas.

1/ In constant 1976 prices.



B. The Economy

1. Structural Overview. GDP growth averaged 6.7% annually
between 1961 and 1967, slowed to 4.6% annually from 1968 to 1975, reflect-
ing the maturing of the Central American Common Market (CACM) and the side
effects of the "Soccer War" with Honduras, and remained at a 5% rate
through 1978 largely as a result of high coffee prices. Political turbu-
lence caused real GDP to decline by at least 67 in 1979 and there is little
expectation that positjve per capita growth can be resumed over the
next two to three years given the current sjituation and population growth
rate.

Traditionglly agriculture has been the key productive sector
in the Salvadoran economy, Although the value of agricultural output de-
clined from 30.8% of GDP in 1960 to 20.7% in 1978, the sector continues to
provide the livelihood for 60% of thepopulation{including indirect employ-
ment), earns 65% of foreign exchange revenues, and has played a central
role in the development of the industrial sector by providing the foreign
exchange necessary for the purchase of raw materials and machinery. While
total agricultural output has grown at 3.97 per year, basic grains have
grown only 2% annually., This reflects both the importance of the major
export crops -- coffee, sugar and cotton -- and the declining productivity
of the land of small farmers. Moreover, the combination of rapid popula-
tion growth and dualistic agricultural development has led to sharply
skewed land and rural income distribution patterns and has produced a huge
rural labor surplus that cannot be absorbed by agriculture.

The industrial sector increased its share :f GDP from 14.57%
in 1960 to 20% in 1978, Most of this growth occurred in the sirties in
response to increased regional demand through the Central American Common
Market. Future growth in the industrial sector and related employment,
the political situation notwithstanding, is inhibited by three factors.
First, the small relative demand of the CACM does not encourage the size
of manufacturing firm needed to be competitive on the world market.
Second, the importation of raw materials and capital equipment by pro-
tected industries often costs the economy a higher net price than the
world price. Third, tariff prctection and fiscal incentives have re-
sulted in a pattern of industrial development that is capital rather
than labor intensive.

With neither the agriculture nor manufacturing sectors
providing sufficient job opportunities for the rapidly increasing popula-
tion, the service sector, specifically its informal subsector, 1s being
called upon to absorb ever increasing numbers of unskilled, low-produc-
tivity workers. Between 1961 and 1971 the agricultural share of the Econ-
omically Active Population (10 years and older) fell from 60.47 to 54.3%
and the share in manufacturing fell from 17.1% to 12.9%. For the same
period the tertiary sector share increased from 22,57 to 32.8%. Shares



of the Economically Active Population (EAP) in 1978 for agriculture, manu-
facturing and services were 40,9%, 19.6% and 39.47% respectively. Open un-
employment declined from 11,8% in 1971 to 3.8% in 1978, reflecting the
absorption of returned workers from Honduras. However, during this same
interval effective unemployment (open plus underemployment) rose from 32%
to 37%. 1In order to provide jobs at the current rate of growth of the
EAP, approximately 40,000 jobs per year would be required in addition to
the roughly 400,000 additional jobs needed to eliminate present unemploy-
ment.

2. Outlook., Official data for 1979 show a minus 17 growth
with the present level of real economic activity declining at an estimated
annual rate of 5% to 8%. Real agricultural output expanded by 27 and
record coffee exports representing 187% of GDP gave major, albeit temporary,
support to the economy. These gains were offset by a 257 decline in pri-
vate investment, 157 in total investment, 5% in consumption and 147 in
imports, all in constant prices. Without substantial improvement in the
political climate within the next several months, this declining trend
will accelerate in 1980,

For 1979 inflation was 18%. A reduction in public deposits
in the financial system forced the Central Bank to maintain the system's
viability by increasing credit by 50% or $220 million. At the same
time currency in circulation increased 40%. These factors, added to in-
creased minimum wages and the likelihood of deficit spending for imple-
menting structural reforms, may lead to a rate of inflation of 20% to 30
despite declining production.

The employment situation has been seriously exacerbated by
recent political and social unrest. The decline in private sector activ-
ity last year has led to growing unemployment in all sectors. In the
past year, 12 large factories closed permanently, eliminating apporoxi-
mately 4,000 jobs. A quarter of all manufacturing firms and 447 of
construction firms were reported planning to layoff workers during the
second half of 1979. A later study in the same year indicated that
607%, or 45,000 workers, in construction are now out of work at any
giveu time.

The reduction in industrial and construction employment has
occurred primarily in the San Salvador Metropolitan Area where more than
50% of the country's value-added is located. Since 1978 non-farm employ-
ment has decreased by at least 70,000 with the heaviest losses in the
relatively high-paying construction sector. Adding this to the 20,000 new
entrants into the non-agricultural job market, open unemployment can be
estimated to have risen from 53,000 in mid-1978 to approximately 148,000
in late 1979. These rough estimates indicate a near trebling of open un-
employment to 10% in a society that has no unemployment security system.
Given that underemployment has increased in the period, the Mission estim-
ates slightly over half of the Salvadoran work force is now either unemployed
or seriously underemployed and earning incomes far below their needs. More-



over, with a tense political situatign, continued high levels of violence
and the difficulty of restoring confidence and therefore reinvestment

in place of disinvestment, unemployment is likely tq increase through-
out 1980,

c, Community Needs

1, Past GOES Responsiveness. Until recently the public sector
played a limited developmental role in El1 Salvador, Government expendi-
tures as a percent of GDP ranged between 10% and 13% during the 1960's.
Despite rapid population growth, the GOES-fpstered growth policy achieved
per capita income increases of 2% per year, Analysis has shown that this
"trickle-down" approach increased income in absolute terms for all groups
except the agriculturally based rural poor.

The 1970's saw the GOES take a much larger role, particularl
as regards capital infrastructure investment, with some effort made to meet
the needs of the poor. Public sector expenditure share of GDP reached 15%
in 1979. The GOES investment strategy has placed heavy emphasis on the
development of power, transportation and communications infrastruture. The
share of public fixed investment rose from 447 in 1979 to 537% in 1977, How:
ever, as can be seen in Table ! the GOES increased its fixed investment
dramatically in all sectors.

TABLE 1

PUBLIC SECTOR FIXED INVESTMENT
(Million 1970 colones)

Annual Growth Rate
1970 1977 1970-1977
Infrastructure 27.6 129.6 24,77
Social Sectors 18.5 62.4 19.07%
Productive Sectors 9.7 47.2 25.4%
Other 6.8 12,1 8.67%
TOTAL 62.6 251.3 22,0%

SOURCE; World Bank, Economic Memorandum on El1 Salvador, May 7, 1979,
Report N2 2287-ES.



Education and health, traditionally areas of government
concern, were given special priority in an attempt to broaden coverage
to the rural areas and the urban poor. However, there still exist wide
urban/rural and intra-urban differentials as regards location and
access to facilities. For example, in 1975, 80% of the nation's doctors
were located in principal urban centers, 70% in San Salvador alone,
Similarly, in 1976 there were 60 students per teacher in rural schools
compared with 40 in urban areas. Despite GOES efforts, both these sec-
tors have a long way to go to effectively meet the needs of the urban
and rural poor.

2. Shelter Programs. The public sector played a very minor
role in the provision of housing and related infrastructure until the
1970's. During the 1960's public and private housipg production in
towns and cities averaged only 2,600 units per year, compared with an
annual household formation of 10,000 in urban areas. Initial etforts
to help marginal dwellers came from the private sectar with the creation
of the non-profit Salvadaran Foundation for Minimal Shelter (FUNDASAL)
in 1970. The public Urban Housing Institute (IVU), established in 1950
to provide housing for low and middle income families, tended to build
expensive, high-standard houses which, despite lowered costs in the
1960's, were significantly beyond the reach of lower urban income groups.
In the early 1970's this "de facto" middle class emphasis was changed as
IVU became involved in squatter upgrading projects for lower income
groups mainly in San Salvador. With recent admimistrative improvements,
IVU plans to provide 25,000 new and rehabilitated units in the urban
areas of El Salvador for the 1978-82 period, three-fifths targeted for
families earning less than $100 per month.

In response to pressures for more housing on the part of
industrial and commercial workers, the government established the Social
Housing Fund (FSV) in 1973. The fund is financed by a 5% contribution
by employers, a 0.5% payroll tax on the wages of the 150,000 workers
currently participating, and a COES capital contribution. However, as
the FSV only purchases from private developers and resells the units to
its members, the housing financed through the Fund has been beyond the
reach of lower income FSV contributors.

Other govermment entities involved in the housing sector
are the National Housing Agency (FNV), Public Employee Pension Fund
(INPEP) and the Salvadoran Social Security Institute (ISSS). The FNV
(established with AID support in 1961) is the regulatory agency of the
savings and loan system, while INPEP and the ISSS have financed units
directly. None of these agencies has had real impact on lower income
groups in either urban or rural areas,

International donor interest in the shelter sector has
played a key role in reorientating government housing policies. The IDB
worked with IVU in the 1960's. The World Bank (IBRD) is close to finish-
ing its second urban development program and has injtiated the design of
a third project. The IBRD has concentrated its effqrts on sites and serv-



ices and community upgrading with the initial Urban I loan being executed
through the private FUNDASAL. Additionally the Urban II and III loans
have and will place special emphasis on improving public sector housing
and infrastructure institutions such as IVU, the Ministry of Public Works,
CAESS (electricity) and ANDA (water) in the provision of shelter and serv-
ices for the urban poor in the SSMA and a few selected secondary centers.

3. The EDURES Study. In an effort to better analyze the prob-
lems in the country's major urban centers and develop a workable program
to alleviate them, the GOES recently carried out the Urban and Regional
Development Study for El Salvador (EDURES). This three year study was
initiated and financed by the United Nationg Development Programme (UNDP)
and executed by the World Bank through an American consulting firm.

EDURES studied in detail the entire urban and regional de-
velopment panorama with special emphasis on marginal settlements within
the San Salvador Metropolitan Area. Final outputs included specific insti-
tutional, fiscal, technical, legal and legislative recommendations in such
key areas as: urban/regional planning and coordination, housing sector
institutional improvement, SSMA development guidelines, regional/local
planning, and the introduction of an urban land tax and user charges for
public improvements. (See list of documents in LA/DR bulk files). 1In
addition, the study designed a special squatter upgrading program for the
Metropolitan Area with the expectation of improving the conditions for about
half of the low income families in the SSMA between 1978-1982. The pro-
gram whose cost 1is estimated at $50 million, would assist 28% of the
families living in the SSMA.

The program proposed by EDURES sets out a framework for
initiating the process of marginal community upgrading. This process
focuses on simultaneously improving the physical environment and the econ-
omic base of communities inhabited largely by poor people through housing
construction, home improvement, job creation and small business develop-
ment, The study is also serving as the basis for several of the many in-
stitutional reforms under consideration by the new government.

4. Unmet Needs in Maroinal Communities. The
EDURES study isolated about 200 specific physical areas where the poor

in San Salvador are concentrated, and called them marginal communities,
The overwhelming poverty outside San Salvador has lead the Mission to the
conclusion that if the EDURES criteria and analysis procedure were used,
the remainder of the country would have to he classified as a series of
marginal communities.

It is clear that despite San Salvador's attraction as a
place to live ar’! work, most poor people will, for the rest of this
century at least, continue to live in secondary cities and rural areas.
Thege areas cannot wait for the eventual expansion of the marginal com-
munity upgrading approach envisioned by the EDURES study. The GOES is
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increasingly aware that insularity from the problems in these areas
neither makes sense in development terms nor constitutes a recipe for
success in alleviating current social unrest. The GOES is increasingly
assuming a more activist role in attempting to address the problems but
past laissez-faire attitudes have not facilitated development of the
humang financial and institutional resources with which to address these
problems. This exacerbates the current government's difficulties in
trying to tackle these problems directly and immediately.

The backlog of unmet needs in murginal communities :
is expected to be partially alleviated though a number of deve.op-
ment programs recently initiated by the GQES. Financing from interna-
tional agencies is playing a major part in these efforts. AID is assisting
in school construction and small irrigation systems and IDB is
financing a regional development program in the Northwest. Agricultural
and agroindustrial credit for small producers is being expanded rapidly
with both AID and IDB resources.

With these and other efforts underway the GOES will
be able to better address basic human needs in education, health
and productive opportunities. More needs to be done in all these
areas, and programs need to be initiated in two more areas - shelter
and local infrastructure - where little progress has been made to
date,

This project seeks to further the efforts at marginal
community upgrading already initiated by the GOES, It attempts to
balance immediate concerns for rapidly improving living conditiens
for the poor with longer range concerns of development of an insti-
tutional response to their unattended shelter and bhasic services.



II. PROJECT DESCRIPTION

A. Goal and Purpose

The Goal of the project is to better the quality of life of the
poor by improving their physical environment and increasing their produc-
tivity. Gogl achievement will be measured through several indicators.

The first will be the percentage of marginal commuynjities in El Salvador
which have minimal basie infrastructure, specifi~ally water lines and
public taps, minimal sanitary sewerage, street access and electric service,
in place by the end of the project. The epuntry's large slums, secondary cities,
market towns and rural communities, which have a population range of ap-
proximately 2,000 to 150,000 will all be considered marginal communities
for purposes of measuring goal achievement, This gpecifically includes
communities affected by agrarian reform. The second indicator - the per-
centage of low income families in marginal coucrunities having minimum
shelter services - more directly measures improvewent in the physical
environment of the poor. Minimum shelter services uwre defined as indoor
running water, a concrete or tile floor, permanent walls and roof, and
electricity.

The project's Subgoal will be to direct an increased level
of GOES and private sector resources to programs which address basic
needs of the poor for minimum shelter and productive opportunities.
Achievement of this objective will be evidenced by several indicators. /
First, the GOES is expected to expand its marginal community improvement—
and shelter production programs to reach 10,000 families per year by
1985. Second, all GOES supported housing jinstitutjions are expected to
develop programs which assist families with below median income. Third,
the percentage of total housing sector fingncing, evidenced by the
number and total amount of loans obtained by the poor for shelter
purchase and improvement, is expected to increase. And finally,
increased employment generation programs that benefit marginal community
residents will be needed to ensure that low income families can better
meet their basic needs and afford the improved shelter they desire.

Achievement of the Goal and Subgoal will be possible only if
the present problem of political instability can be mitigated and con-
fidence in the country's future restored. It 1s clear that the manifold
problems of historic GOES neglect for poor people, overpopulation, the
recent downturn in the economy, and other factors may result in further

1/ Marginal community improvement as used in this PP refers to a combina-
tion of infrastructure improvements, housing improvements and pro-
ductive activities that improve the physical environment and the
economic base of communities whose residents are in large part target
group members.



social disintigraicion, with the only predictable result being further
impoverishment of the already too poor majority. To avoid this disin-
tegration, the GOES knows it must rapidly improve conditions for the
poor, and at the same time plan and implement the long overdue reforms
that will as quickly as possible, redress the present inequities and
social injustices.

The project purpose reflects these twin tasks. The project
is intended to assist the GOES to meet immediate needs for community
infrastructure, minimum shelter and productive opportunities for the
poor and improve GOES capacity to address basic needs of the poor in
secondary cities in a ccmprehensive, coordinated manner. Achievement
of the first part of the project purpose (meet immediate needs) will
be evidenced by provision of a higher level of basic infrastructure in
marginal communities and expanded access to financial and technical
assistance needed by poor families. The former will be measured by
the GOES budget for infrastructure in marginal communities, which will
have incressed by 100% over 1979 levels by the end of the project.

The latter will be measured by the increase in the porffolio (number
and amount of loans) of financial institutions participating in the
project for shelter solutions and home improvement loans made to low
income families.

Achievement of the second part of the project purpose (improved
GOES capacity to upgrade marginal communities) will be measured by GOES
implementation of a program for marginal community upgrading and meeting
overall shelter needs in at least two secondary cities. Up until now,
virtually all GOES efforts in these areas have been concentrated in the
capital city. Much of all the capacity of the institutions that play a
major role in improving marginal communities is concentrated in San
Salvador. Ongoing and planned urban development pregrams, which are
principally financed by the World Bank, portend a continuation of this
trend. While providing limited additional coverage of unattended slums,
around the SSMA, this project will help the GOES to start turning its
attention towards the rest of the country where the needs, as indicated
in the background section, are demonstrably greater. In parallel
fashion, to provide the basis for sustained GOFS efforts to help the
poor throughout the country, the project will encourage rationalization
of the country's housing sector institutional and financial structure
which now serves the upper classes exclusively, in part at the expense
of the poor. The rationalization of housing sector policies and
institutions is essential to permit development of adequate planning,
capital formation and implementation capability for addressing the
shelter needs of the poor in the future.

B. Target. Group

The project is aimed at the approximately 65% of El Salvador's
population which has neither a decent living environment (due to lack of
basic community services) nor access to financing for shelter and



- 10 -

productive activities on reasonable terms, The income for this group
ranges from a monthly family income of $0 - $230 for the 50% of the San
Salvador Metropolitan Area population that fits within this definition;
80 - $158 for the 60% living in secondary cities; and $0 - $139 of the
807% of the rural population that is included in the target group. The
total number of target group families is approximately 550,000.

The project's outputs include new minimum shelter solutions,
home improvements and site legalizations, basic services in marginal
communities, including those affected by agrarian reform, and initiation
of productive activities, Different groups will benefit from these
activities. For the shelter activities, the estimated 10,400 beneficiaries
of the project will be among the 68,000 hquseholds in San Salvador who,
in 1977, had incomas ranging from $79 to $253/month (5th to 50th per-

* centile), among the 86,000 households in other urban areas who had
incomes ranging from $76 to $146/month (15th to 50th percentile) and
among the 140,000 households in rural areas who had incomes ranging
from $71 to 99/month (30th to 50th percentile). For the ba. infra-
structure activity, the beneficiaries will L. approximately 20
families living in marginal communities. Virtually all those sing in
marginal communities are target group members. For the productive
enterprise activities, the beneficiaries will be approximately 10,000
families having incomes below the median of $243 per capita annually in
El Salvador.

¢. Target Communities. In line with the project's two-fold
purnnse, the imnlementatinn nf nvniect activities has heen divided into
two phases. Phase I activities will be concentrated in approximately
330 marginal communities ~ urban and rural ~ in all areas of El1 Salvador
except the Northwest Region (where an IDB funded project similar to this
one 1s being implemented). Some 30 of these marginal communities are
expected to be agrarian reform settlements, composed of beneficiaries of
the recently enacted agrarian reform law.

The Phase I target communities will be selected on the
basis of two criteria: their interest in improving their living conditions,
and the degree of poverty of the community, The former will be evidenced
by a request to the Directorate of Community Development (DIDECC) of the
Ministry of the Interior for assistance in improving infrastructure,
housing or productive opportunities. The Ministry of Planning will
determine whether the community is a marginal community within the
context of the project prior to initiation of project activities.

The assistance provided will respond to demand evident in
the community for the activities financed under Phase I. Care has been
taken to ensure that this assistance does not duplicate services and
assistanca channels alreadv availahle throueh other programs financed
by AID, IBRD and IDB., (See Figure 1.)



Figure 1: Interrelationship of Major AID, IDB, IBRD Financed Projects
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Interrelationship of Major AID, IDB and IBRD Projects (Cont,)

PROGRAM

ACTIVITY

SHELTER SOLUTIONS

MICRO-BUSINESS

San Salvador

Other Programs

IBRD - Now financing 8,000 units
under Urban Development II Pro-
ject. Plans to finance ad-
ditional 6,000 units under UD III
Project.

IBRD - Plans to finance $6-8 million
for credit to small business through-
out the SSMA under III.

This Project

AID ~ Shelter solutions in com-
munities not attended under IBRD
programs will be eligible for AID
financing.

AID - Credit for Small Businesses will
not be eligible for AID financing.

Major Other Programs IBRD - Plans to finance approxi- IBRD - Funds available under UD III may
Secondary mately 6,000 shelter solutions in also be used for credit to small busi-
Cities 3 to 4 secondary cities. ness in the 8 largest secondary cities.
AID - Funds available under new small
producers' loan may be used to finance
small businesses in secondary cities.
This Project AID - Shelter colutions in secon- AID - $2 million for credit to new
dary cities will be eligible for businesses will be made available.
ATID financing.
Rest of Other Programs No activity planned. IDB - Now financing credit in marginal
Country communities in the Northwest Region.
AID - Funds available under Small
Producer Development loan may be used to
finance small business.
This Project No activity planned. AID - Credit for small business will be
eligible for AID financing except in
Northwest Region.
Implementing Other Programs IBRD - FUNDASAL (in San Salvado- AID-FEDECACES (Country wide); FEDECREDITO/
Agencies and secondary cities) DIDECO(Northeast Region only)

IVU in San Salvador

IBRD - FEDECREDITO/PRIDECO/DIDECO
IDB - BFA/CENTA/DIDECO

This Project

AID - IVU & FSV (in secondary
cities)

AID - BFA/CENTA/DIDECO

-ZI_
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Phase II activities will be Eoncentrated in'apﬁroiimatély
13 marginal communities in the country's major secondary cities. These
activities will be less demand responsive and more directed in nature.
Their implementation requires significant project planning and more com-
plete development of an adequate policy base and ipstitutional structure
throuch «hich to attend te the overall shelter needs of the secondary
cities. To allow time for necessary reforms to be jimplemented and needed
-Anstitutiongi-capabilities to be developed, Phase II is programmed to-
start within 12-18 months of obligation of funds,

D. Phase I Activities

1, Community Basic Services ($6 million DL; $1.8 million GOES
$200,G00 DG)

The GOES provides basic services through a variety of
institutions. Roads and streets, water and sewerage and electricity
are provided mainly through the Ministry of Public Works (MOP), the
National Water and Sewer Authority (ANDA) and the institutions which
comprise the national integrated electric system (CEL, CAESS). They
will be the principal implementing agencies responsible for implement-
ing the recently approved Emergency Employment Project (519-0256).

These agencies have concentrated their efforts to date
on completion of national service networks and delivery systems in San
Salvador and a few major secondary cities. Over the long run, they
can be expected to slowly extend their service delivery capability
further into rural areas as GOES efforts to reach the poor are emphasized,
basic service networks are extended, and government revenues and implemen-

tation capacity increase.

At present, however, the Community Development Directorate
(DIDECO) of the Ministry of the Interior is the only major GOES organiza-
tion capable of simultaneously carrying out numerous, small-scale com-
munity basic services projects both in and outside of San Salvador Metropolitan
Area (SSMA) and the major secondary cities,

Under Phase I, DIDECO, using its traditional approach
will carry out an expanded program to provide community basic services in

1/ Starting in no more than 4 months.
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the country's marginal communities. This component of the project will
be administered through DIDECO's four regional offices located in San
Miguel, Santa Ana, San Salvador and San Vicente.

a. Demand for Basic Services in Marginal Communities

Data included in the background section provide a
rough basis for estimating the potential demand for basic services.
Annex G. 1 includes detailed data on the demand for basic services. 1In
accordance with selection criteria, these hasic service sub-projects will
not duplicate activities planned for AID ox other donor support.

b. Eligible Projects

DIDECO normally provides assistance in the following
types of projects:

(1) Construction and upgrading of access roads,
streets and bridges;

(2) Water systems (public taps);
(3) Secondary elec:iric distribution systems;

(4) Construction and improvement of school buildings
and health facilities;

(5) Home improvements and latrines; and
(6) Construction and improvement of community
centers, sports fields, parks and recreation

facilities.

Under this project, the first three of the above

will be eligible for loan financing. The remainder will be carried out
with counterpart funds.

c. Criteria for Final Selection of Sub-projects

The following criteria will be used in selecting
the projects to be financed with Loan funds:

The sub-project is eligible in accordance with
section b., above, or is otherwise demonstrated
to be a basic need for the community requesting
asgistance.
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- The total sub-project cost does not exceed $250,000,

- The sub-project benefits communities where at
least 807% of the residents are members of the
target group as defined in this PP.

- The sub~project is requested by an interest group
sufficiently broad-based to ensure that it
reflects community sentiment and priorities.

- The sub-project is not planned for implementation
by another GOES ipstitution within the two
years following the date of its approval.

- The property does not include any improvement
within the recognized boundaries of individual
propertyholders (except for easements or
rights of way required for its completion).

- All rights of way and easements needed for
the sub-project have been acquired prior to its
approval,

- Final designs and cost estimates have been
prepared and clearance obtained, where neces-
sary, from other GOES Agencies.

- AID approval of plans, specifications and
budget has been obtained for all sub-projects
whose estimated cost exceeds $100,000.

d. Project Outputs

DIDECO has prepared a list of sub-projects for which it
now has requests in hand and designs completed but no funding. It
believes it could initiate work on these proiects immediatelv and
complete them in 5 months. The list 1/ includes 114
projects at an estimated cost of $915,000. This cost covers materials,
labor, equipment and transportation.

DIDECO's program for 1980 (prepared prior to dis-
cussion of AID assistance) inclindes 261 projects which would be
eligible for AID financing in accordance with Section b. above. Their
total cost is estimated at $2.6 million, which includes $2.3 million
for labor, materials, equipment and transport, plus an estimated $0.3
million for other costs directly attributable to the project (e.g.

1. The list of projectsis in TA/DR bulk files,
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construction foremen and supervision). A summary of these projects, by
type and cost is as follows:

($000)
Project Type Number Av, Costll’ Total
Water systems 29 $3.0 $87
Drainage 7 2.0 14
Bridges 22 6.0 132
Roads 96 9.0 864
Streets 86 12.0 1,032
Electric Dist. Systems 21 9.0 189
261 $8.8 $2,318
Other Direct Costs (10%) 0.9 232
Sub-Total 261 9.7 2,550
Inflation and Contingencies (20%) 2.0 510
TOTAL 261 11.7 $3,060

DIDECO has not promoted infrastructure sub-projects
actively over the last 2 years due to lack of funds. It believes that
with minimal promotion, it would easily generate requests for the full
amount programmed for this activity. Assuming that the additional sub-
projects that are implemented would follow this distribution, approxi-~
mately 340 sub-projects would be carried out with loan funds. An estimated
200 additiopal sub-projects would be carried out with counterpart funds.
The projects have a labor component of approximately 477%. 4/ An opera-
tional description of DIDECO's sub-project development process is included
in the lechnical Analysis (Annex G.2.)

e. Strengthening DIDECO's Institutional Capacity

There are several areas where DIDECO's Institution-
al Capacity needs strengthening to ensure speedy implementation of the
project. These include purchasing, cost accounting, cash handling, and
internal auditing procedures. DIDECO will also need help in training
of personnel (especially promoters). The training would be aimed at
orienting new personnel to basic community organization techniques,
and to acquaint all field personnel with services (especially credit)
available from other GOES institutions. It is particularly important
to achieve success of the small enterprises and home improvements

1/ Calculated from the list of projects now ready for implementation.

I~
~

The policy of paying cash wages represents a significant policy
initiative. Previously, all infrastructure built through DIDECO
utilized volunteer labor. Food payments would continue when
appropriate.
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activities included in this project and other AID financed programs.
DG financed TA is programmed to assist DIDECO in these areas. The
estimated cost of this assistance is $200,000.

f. Activity Budget

Budget Item GQES ($000) TOTAL
AID
DL DG
Materials, Labor, Equipment
and Transportation 1,320 5,640 6,960
Other Direct Costs 130 360 490
Technical Assistance
and Training 200 200
GOES Increased Admin. Costs 350 350
TorarLs 1,800 6,000 200 8,000

g. DIDECO Role as Promoter of Other Phase I Activities.
DIDECO will also play the role of information source on and promoter
for the Home Improvements and Small Enterprises Activities
(described below). Its field promoters, #s they organize the communities
to request assistance and carry out infrastructure projects, will hold
sessions with community members to advise them of the assistance
available in these areas. The DIDECO promoters will also assist
community groups in making contact with :he respective implementing
agencies and in obtaining credit for worchwhile projects. The concen-
tration of the assistance provided on the 300 selected communities
will be ensured through this mechanism.

2. Home Improvements ($4 million HG; $50,000 DG)

At present, the vast majority of target group members
have little or no access to financing for home improvements on reason-
able terms. The major resources used in making home improvements are
earnings, informal (and high priced) credit sources and discarded (or.
"found") materials which require time (but little cash) to obtain and
transport.

1/ Contingencies and inflation have been distributed to budget items.

2/ Similar to Municipal Development Institutions in Guatemala (INFORM),
Honduras (BANMA), Costa Rica (IFAM) and Paraguay (IDM).
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A few GOES and private institutions have initiated limit-
ed efforts to provide financing for home improvements., ,The Social
Housing Fund (FSV) has made loans to its contributors — under its
"Remodeling, Alteraticn and Improvement (RAM)" program. 1In the North-
west region of the cgyntry, IDB is financing home improvement loans
through FEDECREDITO

Both FEDECREDITO and FEDECACES (Savings and Loan
Cooperatives) affiliates have made a small number of home improvement
loans with their own lending resources. The total amount of their port-
folios now invested in this type of loan is insignificant.

With additional capital, these agencies could easily expand
their programs in size and geographical coverage. 1In addition, there
are other housing and non-housing financial institutjons that could
provide home improvement loans to the target group, They include:
Private Savings and Loan Associations (for which the National Housing
Finance Organization - FNV - is the regulatory agency); the Agricultural
Development Bank (BFA); and the National Mortgage Bank (BH). This
Activity is intended to encourage increased lending for home improve-
ments among institutions now making such loans and draw as many new
institutions as possible into this line of lending, The very conser-
vative banking practices and subsidized interest rates of most of them
probably preclude their participation at the outset, However, FEDE-
CREDITO, FEDECACES and BFA have indicated a strong interest in expand-
ing their activities in this area.

a. Demand for Home Improvement Loans

During the development c¢f the recently approved
Small Producer Development Project (519-0229) a survey of FEDECACES
members was taken to gauge demand for different types of loans. The
survey indicated that about 7% of the approximately 9,400 Credit Un}?n
members were interested in obtaining home improvement loans in 1980.
The indicated credit demand was $1.9 million - about 387% of total demand
by FEDECACES members. Even if only 10% of the non-credit union members
in the target group desired only 107 of the indicated demand among
credit union members, the potential demand would be on the order of
$15.3 million ir 1980. 1In reality, this conservative calculation will
be limited by the effective supply (i.e. the ability of financial

1/ The FSV is financed by payroll taxes from workers (0.5%) and managers
(5.0%). It finances mortgages only for its contributors.

2/ TFEDECREDITO is a quasi-government small loan organization which has
36 offices scattered throughout the country.

3/ See Annex III D of the Small Producer Development PP,
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institutions to make loans on terms that would allow a reasonable pro-
fit, taking risk factors into account).

b. Eligible Home Improvements

Home improvements financed with HG funds include
but are not limited to: individual accessways, water and sewer connections,
latrines, drainage improvements, hard floors, permanent walls and roofs,
electric connections and permanent interior distribuytion systems for
water and electric services. 1In addition, lot purchases will be
financed if the buyer is already living on the lot, Improvements not
eligible for financing are furniture, appliances and household goods
of any kind,

Typical costs for eligible improvements are:

Home Improvement New Room

a. Floor $ 88/8176 a. Addition $710/5880

b. Structure $368/$736 Lot Improvement

¢c. Wall $416/5832 a. Legalization $40/$100
d. Roof $240/%480 b. Individual Water $30

c. Sanitary Sewer $20

These costs are for homes in marginal communities in San Salvador.
Slightly lower costs are anticipated in secondary cities and rural areas.
These improvements are affordable by a high percentage of the target
group.

c, Eligible Sub-borrowers

Eligibility for home improvement loans will be
determined on the basis of income. Median income figures in 1977 were:
$230 per family monthly in the Sen Salvador Metropelitan Area, $132 in
other urban areas, and $90 in rural areas. These will be adjusted
during project implementation to reflect increases (or decreases)
since 1977,

1/ Loans will be made to individuals and solidarity
groups — throughout the country, with two specific exceptions. First,
when a final selection is made of marginal communities in San Salvador
which will be upgraded under the World Bank Urban Development III (UD III)
program, residents of these communities will no longer be eligible, It
is expected that approximately 30 of the 200 marginal communities in
the SSMA will benefit through the UD III project. Similarly, inhabitants
of the Northwest region of the country, where IDB financing for home
improvements is now available, will not te elipgible for loans under
this project.

1/ The GOES and FEDECREDITO have had significant successful experience
with lending to solidarity groups for productive purposes. This
project will capitalize on these successful experiences. See Social
Analysis for Description.
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d. Implementing Institutions

Any financial institution that wishes to make loans
to eligible sub-borrowers on the minimum terms and conditions outlined
below will be eligible to participate in the project. At the present
time there are two institutions - FEDECACES and FEDECREDITO - whose
lending policies meet these conditions (see Annex G,3). Both are ready
and anxious to participate. These two organizations are quite capable
of reaching the project's target group. This capability was discussed
in Jetail in the recently approved Small Producer Development Project
(519-0229).

FEDECACES and FEDECREDJTO have developed most of
the lending procedureg that are needed in making home improvement loans.
Some minor modifications will be necessary, They will need to institute
simple procedures feor verifying cost estimates and certifying that the
improvements have been completed. Assistance in developing these proce-
dures and an internal audit capability for the program, and providing
technical guidance for the new program to member coops and credit unions
is included in the project costs. RHUDO will arrange for appropriate
consultants, The Mission believes that the necessary procedures can be
in place in a few months time. An operational description of this
activity is included in the Technical Analysis. (Annex G.2.).

e. Loan Terms and Amounts,

Loans will be made to individuals and solidarity
groupslfor up to 10 years at an interest rate not less than 15% per
annum — , The loan repayment period will be determined on the basis of
borrower repayment capacity.

The maximum loan amount will be $2,000. Where the
final borrowers are solidarity groups the maximum will be the individual
maximum multiplied by the number of group members. No down payment by
or cash contribution from the borrower will be required. 1If shares
purchases or forced savings of any kind are required by the implementing
institution as a condition for loan approval, these will be financed with
the borrower's or implementing institution's resources, but not with HG
funds.

Guarantees will be established by the participating
institutions. At present, FEDECACES and FEDECREDITO accept three kinds

1/ The Mission may agree to a lower rate if the GOES nationalizes the
banking system and establishes a lower but uniform nationwide rate
for this type of loan.
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of guarantees from their borrowers: assets (including land); co-signers;
and mutual repayment pledges from members of solidarity groups. The
Mission considers these guarantees reasonable and unlikely to significantly
restrict target group access to credit.

f. Activity Outputs and Costs

Four million dollars of HG funds are programmed for tkis
activity., Half will be restricted for use in secondary cities.
Average loan size is expected to be approximately $785. Thus, 5,300
families will benefit from the first use of the HG funds. This
translates to an average of about 5 loans per month per retail outlet
(credit union or caja) and is not expected to cause any significant
problems for the implementing agencies.

In addition to the lending capital, $50,0C0 of DG funds
are programmed for: (1) a short-term adviser to assist in the activities
described in Section e. above; and (2) a training course for DIDECO and
CENTA promoters to improve their effectiveness as outreach agents.

3. Shelter Solutions ($5.5 million HG; $1.2 million GOES)

The development of new shelter solutions (e.g. sites and
services, core rousing) for lower income families is a relatively
recent phenomc=on in El Salvador. Since the early seventies the
Salvaaoran Foundation for Minimum Housing (FUNDASAL), a private non-
profit organization, has been producing simple, low cost solutions
for families well within AIL's target group. FUNDASAL has received
donations from a number of church groups and national and international
agencies. In 1974, it received a loan from the World Bank and is now
well advanced in meeting its target of 8,000 units, all of which are
located in the SSMA. ‘'he units cost approximately $2,500, and are
built by self-help coustruction technlques,

To date, the other GOES institutions which play a role in the
shelter sector have not built any such units. Under the planned Urban
Development III lcan, however, the Housing and Urban Development Institute
(IVU) will carry out its first projects of this type in the SSMA.

Under the same project, FUNDASAL will expand its efforts to 3 or 4 major
secondary cities.

Both FUNDASAL and IVU do their own financing and mortgaging
at present. The public and private lousing finance agencies in El1 Salvador
have, to date, financed houses only for families in the very highest income
ranges. These institutions, which were identified in Section 2 above, are
the BH, FNV and the FSV. A summary of the activities and lending policies
of Shelter Sector Financing agencies is included in Annex G-4.
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Neither the BH nor the FSV is interested in undertaking
low cost housing projects at this time. The S&L associations, in
desperate nead of financial resources to continue operating, have
agreed (through the FNV) to enter this market through the project.

a., Activity Description

Two new shelter solution propjects will be completed
during Phase J. They will be built in San Salvador by IVU and the
Savings Loans Associations.

i. VU

The project selected for implementation by IVU includes

1,250 units to be located on land owned by the Institute on the outskirts
of the SSMA. The site is already served by adequate street access, water
lines, electricity and bus services. Two types of solutions will be de-
veloped: 750 sites and services units; which will cost the purchasers
approximately $2,000; and 500 core housing units which will cost about
$4,000. A five or ten percent down-payment will be required. Financing
to the purchasers is planned to be made through 20 year mortgage loans

at an interest rate of 107% per annum, This housing is expected to be
affordable by families in the 10th to the 50th decile in the SSMA, which
in income terms is $85 to $253 per month,

IVU will contract for design of the solutions and
construction plans and specifications. Construction will also be contracted.
Design and bidding are estimated to take no more than 4 months with con-
struction expected to be completed within 18 months of the date of contract
signature. Selection of purchasers will be made by IVU which will also
originate the HG. financeable mortgages.

ii. Savings and Loans Associations

The FNV plans to develop some 900 solutions costing
approximately 54,000 using part of 3000 existing lots that have been ur-
banized with interim financing from the S&L associations. These lots were
urbanized in the expectation that there would be long term financing for
houses available, and they could be quickly developed for low income
housing.

b. Demand for Shelter Solutions

An EDURES analysis of effective demand and past production
for new housing is presented is Annex G.5. Results in the SSMA show that
of the 31,000 new households demanding housing in the 1978-82 period 22,000
or 717 will be low-income households. The percentage rises to 81% when
the existing demand for housing improvement, which would be attended under
the EDURES rehabilitation program is included. This project coupled with
other planned efforts will reach less than 507 of this demand.
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c. Eligible Subborrowers and Repayment Terms

Both the S&L's and IVU will be able to lend to families
below the median ($253/month) who do not own a house at this time. The
S&L's will lend at 13% over 20 years. The S&L loans will be insured by
the FNV as 3 further incentive to the assocjations fto participate in the
project. IVU will lend at 10%Z over 25 yearg.

d. Alternative Subprojects

Should it not be possible to proceed with the sites described
above for any reason, IVU has other plots of land in the SSMA that could be
used for minimum shelter solutions. The same process discussed above could
be used for quickly planning and constructing shelter solutions on these
lands.

e, Activity Implementation

IVU will select one of its experienced project managers to
be responsible for this activity. As most of its professional staff is
working on the World Bank project, IVU will hire (on a short term basis)
additional technical and administrative personnel as needed to complete
the project. This staff will be responsible for contracting design work,
monitoring contractor performance, contracting a construction firm, super-
vising construction of the solutions, and ensuring that the finished
solutions are quickly sold and inhabited.

f. Activity Outputs and Costs

Five and a half million dollars of HG funds and $1.2 million
from the GOES have been programme? for financing the shelter solutions.
The purchaser downpayments (estimated at $350,000) will be considered as
project counterpart contributionms.

4, Agrarian Reform Support($2.7Million Dollars)

The GOES has just approved a far reaching agrarian reform law
which provides for GOES purchase, acquisition and expropriation of agri-
cultural land and its distribution to landless and near landless campesinos
and groups of small farmers. The Salvadoran Institute for Agrarian Trans-
formation (ISTA) is charged with administering the land reform program.

The Mission expects the first land awards te be made within the next two
months.
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The history of agrarian reform efforts in other Latin American
countries has shown that redistributing land does not always lead to
improved income and living conditions for campesinog. Often they are
worse off at the outset, as the patron-client relation is broken and not
replaced by & complement of new services (e.g. credit, TA) which enables
them to take advantage of their new productive opportunities.

In carrying out the land reform program, the GOES will be faced
with the responsibility of providing a range of servijces to current and
new communities directly affected by the reform law. These concentrations
of rural inhabitants form part of El Salvador's marginal communities.
These communities will face the same kinds of problems improving their
productivity and iiving conditions that they faced prior to the agrarian
reform.

Consistent with the Project's overall emphasis on improving phy-
sical services, shelter and productive opportunities in marginal communities,
the Mission proposes this component to provide assistance to agrarian reform com-
munities, provide initial and urgently needed support to help the agrarian
reform program get started, and serve as the initial effort and the basis for
what the Missjon expects will be a new large AID agsisted agrarian support
program,

a. Activity Description

As lands are turned over to campesino groups, ISTA,
DIDECO, and the Agricultural Development Bank (BFA) will analyze the
resources and needs of each productive unit. A farm investment and operat-
ing plan will be drawn up. The plan will cover management, financial and
technical assistance needs of the unit as well as needs for community
infrastructure and shelter. Based on this plai, assistance programs for
some 30 settlements will be prepared for financing with project resources.

As the type of production, social and economic organization
of the productive unit and potential productivity of the settlements will
vary greatly, it is impossible to predict the exact nature and amount of
assistance that eacnh will need. However, it is expected that the funds
would be used for agricultural production credit,~tools, equipment, fixed
on-farm investment, water systems for residential and productive purposes,
shelter coastruction/improvement, and other community services --
baglically the same kinds of assistance financed through the other activities
of this project.

Implementation will be carried out in the same way as the
other Phase I activities. Infrastructure improvements (e.g., access roads,

water systems) will be provided to the communities through DIDECO. Shelter
improvements including utility connections will be financed through

1/The Mission expects to obtain other funds that could be used for production
credit. These may become available through a planned $5 million ESF-financed

program or a subsequent DL/DG prog=em in support of the agrarian reform. If
and when these other funds become available, the fynds under thig project
would no longer be used for that purpose.
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FEDECCREDITO and FEDECACESyand production assistance through BFA.
ISTA will play a key role in defining the assistance

needed by these settlements and coordinating the inputs of the other
Implementing agencies. Ag the direction of the program becomes
clear, the implementing agencies may be changed.

b. Outputs and Costs

The activity's major output will be the upgrading
of approximately 30 agrarian reform communities. An investment
level of approximately $1,000 per family is estimated, based on
experience with similar programs in other countries, It is expected
that an average of 65 families will be benefitted in each settlement.
Thus, approximately $2,0 million will be needed to begin. An Agrarian Reform
Support lrund 1is envisioned in the BFA to channel these resources
to the colonies.

Several GOES supporting institutions will need
substantial assistance in developing their capability to plan and
supervise implementation of the farm investment plans and community
improvements. Among other things, farm maragers will have to be
trained quickly to avoid the need for GOES officials to wind up
acting as de facto managers. Thus $500,000 of loan and $200,000 of
grant funds are programmed for a special agrarian reform support
office in ISTA. These funds will be used for start up costs, training
of farm managers and other purposes consistent with establishing a
support system for the agrarian reform colonies.

c. Detailed Activity Description

A detailed description of this activity, including
analyses, is included in Annex G.6.

5. Small Enterprises ($2 million DL; $150,000 DG)

The GOES is greatly concerned about increasing production at all
levels. Approximately 237% of the national budget for 1980 goes to programs
which directly or indirectly stimulate production in the private sector.
Most of the benefits of GOES support to date have gone to modern sector
operations. However, over the last five years, with assistance from all
of the major donors, several programs which support small and micro-bus-
inesses have been started. Preliminary evaluations of these programs
indicate that most of the small enterprises supported with credit through
GOES institutions have been successfrl and loan repayment experience has
been good.
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Ongoing and planned programs to expand credit and techmical
assistance to small businesses include:

- An IDB supported community development project in the
Northwest Zone of the country, which includes $5 million
for credit channeled through FEDECCREDITO/DIDECO for
small agroindustries , home improvements and agricultural
production loans,

- A World Bank financed demonstration program in the San
Salvador Metropolitan Area through which $5 million was
made available to small businesses through FEDECCREDITO/
PRIDECO,

- A recently authorized AID program for support of small
producers through which $9.75 million will be channeled
to small farmers and small businesses through FEDECACES
(outside SSMA) and FEDECCREDITO (in eastern and northeastern
departments only). These funds will be used for processing,

small business loans in secondary cities, market towns
and rural communities.

- Following on its first SSMA loan the World Bank is planning
an additional $6-$8 million line of credit for small busi-
nesses in the San Salvador Metropolitan Area and 8 secondary
cities through FEDECCREDITO,

These programs in total have made approximately $19.750 million
available now through FEDECCREDITO/FEDECACES. However, many communities
are not served by these institutions and there are gaps in their service
delivery network because some of the financing is restricted to specific
areas of the country.

To provide broader coverage and better utilize existing institu-
tional capacity, the GOES has asked AID to consider channeling additional
credit for small businesses through the Agriculturgl Development Bank
(Banco de Fomento Agricola - BFA). The Bank appears to have applicable
experience in this type of lending on a small scale. 1/ While it hasn't

lent for small productive activities per se, it has a high degree of
experience through its existing programs in making small loans to

1/ 1IDB has just approved a $16.5 million loan to BFA which includes $2
million for credit for Agro-industries, However, the loans are much
larger than those that will be provided under this project. BFA will
establish a ceiling for loan amounts financed with AID funds. The
.bulk of AID funds are expected to be disbursed before IDB funds start
flowing _ (estimate starting date Jan, 1981).
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campesinos, both to individuals and groups. About 13% of its crop loan
portfolio is currently to campesino solidarity groups for basic grains
production., Thig assistance is benefitting approximately 15,500 families
at present,

Small farmers in El Salvador are plagued by the problems of the
serious lack of income generating activities which will complement their
productive agricultural periods. The great majority of these people do
not own the lamd. They work and live in small subdivisions called Cantones
(similar to a U.S. township). They normally have a small house and lot
where they live, with a garden and chicken coop.,They could easily generate
additional jincome through productive activities carried on at home. Many
farmers are forced to leave the farm to seek salaried jobs during the off-
season with varying success. Even when they are producing a crop they
are often highly underemployed and could be generating additional income.

Women have very few opportunities to assist in generating jncome
for the family although their non-renumerated contributions to the family
are of major importance.

The 15,500 beneficiaries of the basie grains project are squarely
in this situation and provide an excellent base group for initiating this
loan. The credit, promotion, supervision, technical assistance, and col-
lection apparatus is firmly in place and has been operational for four
years. For these reasons, this loan will be run through the BFA/CENTA/
DIDECO "basic grains' network, the only change .eing to use CENTA more
than DIDECO for promotion. The BFA lending policies that apply to basic
grains and other loans are included on Annex G-7.

The provision of this new credit line will make it possible for
many of these same people as well as new clients to start or improve small
income generating activities. Most of these activities are expected to
involve transformation or processing of primary products or raw materials
from their farms or the surrounding area into finished or semi-finished
products. This will have the effect of increasing on-farm productivity
and income while smoothing out the peaks and valleys of income frequency
for rural families who depend on agricultural production for their survival.

As it gains experience with this type of lending, BFA will move
increasingly from its established solidarity group clients towards indi-
viduals and groups that are '"new'" clients for the Bank. The speed with
which this will be done depends, in part, on how successful its initial
efforts prove to be.
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a. Illustrative Projects

Two general types of projects will be financed: Those which
basically transform campesino agricultural products into higher value
commodities and small service operations. Examples of the former include:
fiber produced from hemp; hats woven from palm found in the area; raw brown
sugar produced from cane; marmelades and candv produced from locally grown
fruits and other products; canned goods and Pickles using locally produced
fruits and vegetables; honey; chickens and eggs; and cheese.

These are activities which require a small initial invest-
ment, a low level of technical orientation, and in certain cases low level
trainirg in sanitation measures. While these are essential to the ultimate
success cof the income activity. BFA and CENTA both have the credit and
technical assistance machinery in place and have the technological back-
up from ENA and other organizations if needed. Demand for these products,
with possibly the exception of brown sugar, appears to be high. Before
a loan is made, however, BFA credit agents will be expected to do a
simple feasibility analysis on the viability of the project.

The small service operations will include activities such as:
sewing and tailoring; tortilla and pupusa production; bread baking; hand-
crafts; and small stores. The skills to run these operations are largely
known to campesinos.

Land purchases, crop production, consumer items and re-
financing of previous BFA, FEDECCREDITO, FEDECACES or other formal bank
loans will not be financed with loan funds. Up to 30% of first loans may
be used to refinance informal money market loans,.

b, Loan Amounts and Terms

Loans of up to $800 will be made for investment and working
capital. Where the borrowers are grupos solidarios, the maximum will be
the individual maximum multiplied by the number of group members, but in
no case more than $4,000. Repayment periods of up to 5 years will be allowed.
Working capital loans will be repaid within one year. Repayment schedules
will be based on expected frequency of income and business reinvestment
requirements. Interest charged will not be less than FEDECACES and
FEDECCREDITO are charging for similar loans. This rate is currently 15%.

c. Eligible Borrowers.

Both individuals and solidarity groups, having no more than
$4,000 in assets per individual (including land) will be eligible borrowers.
Solidarity groups may take out a loan for one project under which each num..
ber assumes an equal share of the loan. Individuals will be required to
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present traditional guarantees such as crops, tangible assets or co-signers.
Projects in the San Salvador Metropolitan Area will not be eligible. No
other special conditions are needed. The small maximum loan size and near
commercial rates are considered sufficient guarantees that only target
group members will be interested in applying for the loans.

d. Demand for Loans

During development of the Small Producer Development Project,
the demand for small producer loans from FEDECACES/FEDECREDITO members was
estimated at over $17.0 million for the period 1979-81. The membership of
these institutions includes about 57 of the approximately 472,000 target
group families outside the SSMA. If the level of demand among target
families was only 25% of the indicated demand among FEDECACES/FEDECREDITO
members ( a conservative assumption) the total demand would exceed
$2.0 million over the eighteen month planned disbursement period. This
is more than sufficient to justify the lending resources proposed.

e. Activity Outputs and Costs

Assuming an average loan size of $300 and an average of 3
borrowers/loan (through grupos solidarios) about 2,230 loans would be
generated under this activity with 6,700 families benefitting. This aver-
ages out to about 5 loans per BFA agency per month - a load that BFA should
be easily able to handle. Some training and technical assistance will be
needed to strengthen the capability of the implementing institutions:

The cost of these services is
estimated at $150,000 and will be financed with DG funds.

f. Operational Description

i. Promotion. The project will use essentially the same pre
of promotion being used by BFA currently. This will include1BFA cred;t
agents as well as CENTA extensionis: and DIDECO promoteis. hoygver, Cion
is expected that CENTA will provide a large Qegree of Fhe_out51-e pr%?%ECO
assistance to BFA through its 80 home economilcs extensionists since

promoters are heavily committed to other projects.

The fundamental promotion task will be, as it‘i§ currently
in the basic grains project, to inform people of the availability of the
credit line, the eligibility requirements, and terms of the 1oan.'1{his
will not require excessive staff orientationz_but none—the—lgss wil
require some short orientation sessions: Radio spots and written
brochures will also be important promotion tools.
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i1, Loan Processing, Approval, and Disbursements. These tasks
will be carried out by BFA credit staff using the same procedures followed
in the basic grains program. The process starts with the client coming
to the closest BFA or CENTA agency to fill out applications. The
applicants reliability is verified through visits with friends, neighbors,
and solidarity group members (if in a solidarity group). Baseline socio-
economic data is gathered through the home visits. A simple investment
plan is prepared by credit agents (auxiliares de cré&dito). Applications
are generally approved at the local BFA agency level (83% of BFA loans are
approved locally to improve processing time). The contract is signed by
each individual applicant including each group memher. Disbursement may
be made either in cash or in kind. Accounting control is handled by local
BFA accountants.

i1i, Technical Assistance. In the case where technical assistance
is required, BFA credit agents will refer problems to CENTA extensionists
who have specific training in most of the techniques which the types of
activities covered by this loan would use. In many cases, these exten-
sionists may already have had initial contact with the clients through the
promotion process giving them additional credibility in this function.
Most assistance would be done through individual visits or group orienta-
tion sessions in a convenient location for the participants.

Other more formal training will be coordinated through the
BFA and CENTA. This will include special short term training in processing
techniques at ENA, a food processing plant which currently coordinates
with CENTA particularly in the training of the home economics extensionistg
in canning, pickling, and making marmalades.

iv, Supervision. BFA credit agents will make periodic home
visits to verify the investment has been made,detect operational problems,
and generally maintain contact with clients.

V. Collections. Loan repayments are generally made by the
borrowers at the local BFA agency. Occasionally collections are made by a
BFA agronomist in normally scheduled supervisory visits. General remind-
ers to encourage borrower to repay their loans are made through radio
announcements and by auxiliary staff during their supervisory visits.

6. Planning for Phase I1 ($250,000 DG)

The sucessful implementation of Phase II, and hence the realiza-
tion of the project purpose will require that an institutional development
process be initiated as early as possible in the project. Under this
activity, the GOES will carry out activities aimed at overall strengthening
of the shelter sector. The institution building process will seek to:

- Develop the capability of the Vice-Ministry of Housing and
Urban Development (HUD) of the Ministry of Public Works to
establish shelter sector policies, coordinate the efforts of
the GOES ministries and autonomous agencies in implementing
the policies, monitor implementation progress and evaluate
the results.

- Develop a capability within HUD, with support from IVU and
the FSV, to analyze and adopt measures which promote the
rationalization of the financial policies and institutional
structure of the Shelter sector.
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- Develop the staff and procedures within HUD to study
shelter problems of secondary cities and design comprehen-
sive programs to address them.

- Adopt urbanization standards appropriate for secondary
cities,
- Develop the organization and the capability, within IVU,

to do project planning and implement new shelter and mar-
ginal upgrading programs in secondary cities.

- Develop simple low cost procedures for site legalization
both in marginal urban communities and rural areas.

Obviously, this kind of institution building cannot be carried
out overnight. The site legalization activity cannot even be started
until the GOES passes the Critical Urban Areas law which will establish
the legal basis for expeditious issuance of land titles. TIncreased
budgets for both IVU and HUD will be needed to permit establishement
of coordination and implementation units for the Phase II Program.
Finally, competent technical assistance will be needed to help inst
tutionalize within HUD an FDURES type approach towards analyzing
the problems of secondary cities and developing appropriate solutions. 1/

a. Qutpuis: The outputs of this activity will
consist of the following:

1)  Vice Ministry of Housing and Urbzn Development
Functions Developed. The HUD Vice Ministry

was established recently on the basis of 3 World Bank recommendation.
The policy matters and study and coordination functions
briefly described above constitute the nucleus of a role
for HUD. Significant time and effort will be required for the Vice Min-
istry to begin to carry out these functions well. By the end of Phase I,
the Vice Ministry is expected to have a core staff{ of professionals on
board, have developed a program it expects to carry out over the follow-

1/ The MinPlan group which completed the EDURES study for the SSMA was
disbanded in December 1979. A UNDP donation has been requested by
the World Bank to provide for continuation of that effort.



- 31 -

ing five years, and have initiated its activities in three important areas;
development of procedures for effecting coordination among shelter sector
institutions, especially in the context of marginal community upgrading
activities; study housing finance policies and institutions; and study the
needs of secondary cities including the development of procedures for
legalizing unregistered properties. Conditions precedent to Phase II

have been included in tlLe Implementation Plan which relate to these out-
puts.

2) Secondary Cities Program Unit Established in IVU:
By the time the Phase I Emergency Shelter Solution Program is completed,
IVU will have established a Secondary cities unit, found a suitable loca-
tion (hopefully in a major secondary city) and provided it with a budget.
The personnel who work on the Phase I shelter activity are expected to
form the nucleus of IVU's secondary cities unit.

If possible, at least one key professional in-
volved in the ABC program in the SSMA will be assigned to the unit so
that the experience gained in planning (and possibly implementing) that
program can be transferred to the secondary cities improvement effort.
The unit's basic function will be to plan for the comprehensive coordin-
ated upgrading of marginal communities in the secondary cities.

b. Costs. It is estimated that 30 person-months of tech-
nical assistance will be needed to help the GOES start the Phase II plan-
ning process and carry through on development of its program for marginal
community upgrading in secondary cities. The cost of this assistance is
estimated at $250,000 (see Annex G.B for scope of work and cost calcula-
tions).

E. Phase II Activities ($5.5 Million HG; $2.5 Million _GOES)

Phase IT will consist of a continuation of the ghelter sector activ-
ities - new solutions, home improvements, basic physical services and plan-
ning for community upgrading - initiated under Phase I. A new activity
- site legalization - will be initiated. The mix of activities, their
location, implementing agencies and beneficiaries will be determined
through the planning process initiated under Phase I. It is expected
that these activities will be carried out in some 13 marginal communities
located in k1 Salvador's major secondary cities.
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Several major institutional objectives were discussed above under
Planning for Phase II. Conditions Precedent to Disbursement (see p. 56)
for Phase II have been established to ensure that adequate progress
is made in meeting those objectives. It is conservatively estimated
that up to 18 months may be required to meet these CPs. However,
progress on several activities has exceeded expectations to date and
an earlier start (e.g., within 12 months) may be quite feasible.

The Vice Ministry of Urban Development is near completion of new
minimum urbanization standards for secondary cities. The GOES has
recently nationalized the private banks and savings and loan system. This
provides the basis for rationalization of the interest rate structure
by bringing all major housing finance institutions under direct policy
guidance of the GOES. Also, the GOES recently requested the World
Bank (WB) to send an appraisal mission to El Salvador for the Urban
Development III Project, The WB had established GOES commitment to
adopt simplified site legalization procedures as a condition for
sending an appraisal mission. The Mission is expectad later this
year. Thus, the GOES has already shown progress in quickly meeting
three of the seven CPs. It must be noted that this progress is
evident in the CPs that require political and policy decisions.

The remaining CPs involve essentially technical matters that can be
carried out quickly with the technical assistance to be provided

under the Planning for Phase I activity. Preliminary analyses in all
of these areas have been completed through the EDURES study.

A detailed plan for Phase II implementation will h~ prepared
prior to initiating this activity. RHUDO/ROCAP will review and
approve this plan prior to initliation of Phase II activities.
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1. Implementing Institutions

In Jine with the project strategy of progressively increasing
the Projezt's focus the shelter needs 6f secondary cities, different
implernenting agencies from those involved in Phase I will be responsible
for Phase TT activities.

The rationale behind this shift in responsibilities has been
alluded to previously, In major urban areas, housing and infrastructure
networks are developed to relatively high design standards in comparison
with rural areas. The technical specialization and financing raquired
to design, build and maintain these services (i.e, housing, water,
streets, electricity) makes it logical to place the responsibility on
centralizaed GOES agencies that have the necessary human resources and
access to financing. As these agencies extend their service delivery to
secondary cities, iess specialized agencies can turn their attention to
more rural areas that have simpler, less sophisticated infrastructure
networks. In practical terms, the prcject, in line with GOES policy,
seeks to encourage withdrawal of DIDECO from its multi-purpose role in
secondary cities and facilitate an increased role for IVU, DUA, ANDA,
CAESS, FSV'and the municipalities.

The key institution - IVU - does not now have the capacity ton
fulfill this role for secondary cities. This capacitvy will be developed
through Phase I planning activities. The institutional reforms and other
conditions precedent to disbursement required prior to initiation of Phase II
will permit major constraints to expanding assistance to the target group
to be overcome.

2. Project Activities

The precise mix of activities that will be carried out under
Phase 11 will depend on the results of the planning efforts described
above. The terms and conditions of subloans will be determined in
accordance with project needs. However, the same principles that have
been applied in designing Phase I (borrower eligibility criteria, target
group affordability criteria, non-subsidized interes* rates, repayments
terms tailored to individual needs, etc.) will apply. No retrenchment on
interest rates is contemplated.

3. Qutputs and Costs

An illustrative mix of activities has been developed for purposes
of analyzing loan feasibility, This mix assumes the following distribution
of project resources:

a, Shelter Solutions (HG $4.6 million/GOES $2.0 million).
This would include small subdivisions adjusted to minimum
standards with lots costing about $1000, as well as small core houses
with a cost of $2,900. Some 3,000 units would be financed.
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b. Home Improvements (Financing included in Phase I).
This component would include improvements to existing lots
(including the cost of legal services to secure stable tenancy), improve-
ments to existing housing (new roof, cement floor) and small expansions.
About 4,000 loans would be made at an average cost of $500.

c. Basic Infrastructure/Site Legalization (HG $900,000;
GOES $500,000).

This funding will permit the extension of basic services to
about 13 marginal communities and faciljtate legalization of any un-
authorized subdivisions included among those communities.

The total cost of these illustrative projects is $8 million.
This includes $5.5 million of HG funds and $2.5 million from the GOES,
A cash flow has been run out and it shows that the interest generated
with this mix will cover loan repayment requirements. A similar exercise
will be carried out at an appropriate point in the planning process to en-
sure that sound financial criteria have been used in determining the mix
of projects selected for impliementation. A detailed breakdown of this

component's costs is included in Annex G.2 along with the schematic
designs from which they were derived. The schematic designs were
developed by AID and IVU for both upgrading and new shelter activities
in Phase II.

F. Project Evaluation ($100,000 DG)

There will be two evaluations of the project, The first will come
near the end of Phase I. The purpose of this evaluation will be to assess
the degree to which assistance is reaching the target group, the effective-
ness with which it has been made available and utilized, progress towards
meeting the CP's for Phase 1I, an’ the degree to which the policy and
institutional changes described i. the PP have been implemented. This eval-
uation will be used as basis for reviewing the plans for Phase II imple-
mentation.

A final evaluation will be carried out near the end of the project.
The purpose of this evaluation will be to assess the degree to which the
project purpose and goal have been met. The progress of each institution
in fulfilling its planned role in secondary cities developmeut and the
effectiveness of the reforms in opening access to shelter services for
target group families will also be evaluated.

These evaluations will both be carried out by outside consultants
and Zinanced with DG funds. MINPLAN will contract the consultants. The
estimated cost is approximately $100,000.
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SUMMARY BUDGET ($000)

AID
PHASE /ACTIVITY vy S
/ GOES DL DG HG TOTAL
A. Phase I
Community Basic
1, gomodncsy 1,800 | §,000 200 8 ,000
2, Home Improvements 50 4,000 4,050
3. Shelter Solutjons 1,200 5,500 6,700
4, Agrarian Reform
Support 500 2,000 200 2,700
5. Micro-Enterprises 2,000 150 2,150
Planning for
Phase IT 250 250
SUB-TOTAL 3,500 10,000 850 9,500 23,850
B. Phase TII 2,500 5,500 ¢,000
C. Evaluation 100 100
T 0 T A L 6,000 10,000 950 15,000 | 31,950
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ITI. PROJECT ANALYSES

A. Institutional

1. Program Monitoring, Coordination and Evaluation. These
- functions will be carried out by the Ministry of Planning's Sectoral
Planning and Coordination Office. This office has been actively
involved in the development of this project and has among its staff
several professionals who worked on the EDURES study.

The functions of the Ministry of Planning will involve
minimal time and effort. Periodic mectings with implementing agencies
and the Central Reserve Bank (BCR), analysis of monthly reports and,
eventually, contracting of Project evaluation consultants, are the
major tasks envisioned. These tasks will be assigned to a MinPlan
project manager, who will be one of the four professionals who most
closely collaborated on the design of the project. These additional
responsibilities are not expected to cause a significant additional
workload fer the Project Manager.

2. Service Delivery Assistance Channels. The PP mentions
an almost bewildering set of institutions that are or could be
involved in project implementation, and a somewhat complex set of
channels through which assistance will reach the target group. A
summary of the planned and potential assistance channels are shown
graphically in Figure 2. An indication of the coverage of credit
agenties provided in Figure 3.

The GOES has several major reforms under consideration
which could affect the institutions that have implementation roles
in the project. The nationalization of the ranking system

for example, Will affect all of the financial institu-~
tions by modifying their roles and causing them to reallocate their
portfolios and change their interest rate structure.
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FIGURE 3
CREDIT CHANNELS BY DEPARTMENT

FEDECACES CENTA Extension

bepartment | c.toe | " Gajas | sEDRCACES | Zone Hiqtres
1. Ahuachapan 2 2 0 0
2. Santa Ana 2 3 2 4
3. Sorsonate 1 4 1 3
4, La Libertad 3 2 5 3
5. Chalatenango 3 2 3 7
6. San Salvador 2 2 2 3
7. Cuscatlan 2 2 0 1
8. La Paz 1 3 1 3
9, San Vicente 1 2 2 3
10. Cabanas 2 2 0 5
-{11. Usulutan 1 7 2 5
12. San Miguel 3 2 1 5
13. Morazan 1 1 2 7
14. La Unicn 3 2 2 6
TOTAL 27 36 23 57
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Given the GOES' intention to benefit the poor through
reforms, the Mission expects additional assistance channels to open
up during the project implementation period and additional resources
to become available for meeting the needs of the target group. To
permit utilization of these channels the loan disbursement arrange-
ments and draft authorization have been carefully prepared to provide
maximum flexibility during implementation (See Section IV.C. and An-
nex F).

A number of institutions mentioned in the PID and
others that are potential assistance channels do not have planned
roles in implementing the project. They have been left out for a
variety of reasons. Some are already overworked or overcommitted
(e.g. FUNDASAL); others are not willing or able to assist target
group members at the present time in the kinds of activities fi-
nanced under the project (e.g. BH); and others have a highly sub-
sidized interest rate structure at present (e.g. FiV). The FSV
is expected to modify its interest rate policy in time to permit
it to participate in Phase II.

3. Summary of Institutional Capability. The Mission and
RHUDO have reviewed the institutional capability of each of the plan-
ned implementation agencies. A discussion of the capability of each
major agency is included in Annex G.9. The areas where improvement
is needed to ensure smooth implementation have been identified in the
project description and other sections of this PP. Where relevant,
CP's to disbursement have been included in the draft authorizationm.

Based on its review, the Mission believes that the
implementing agencies have or will quickly develop the institutional
capability to carry out the project.

B. Social Soundness Analysis

1. Target Group

a. Rural Areas. Out of a rural population of
2,474,000 in 1976 the lission has estimated that 77% had per capita
incomes less than the Mission calculated poverty line of $250 per
year with a median of $130. The 1977 Agricultural Assessment provides
an in-depth analysis or the distribution of the rural poor. Using
a cmnall farm data base for 1976, the estimate of rural poverty was
83.5%. Within this population 357 are landless and the remainder
consists of farmers with less than 8 hectares of land (two-thirds
with less than 4 hectares). Lack of credit, irrigation and modern
technology is apparent. Small farm dependence on the less labor-
intensive basic grains aggravates the already serious oversupply of
labor. Larger farms grow more labor intensive crops such as coffee
and sugar cane, but these are affected by extreme seasonality and
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fluctuation in world demand. Moreover, it is difficult to conceive
of a technological solution to the sub-utilization of rural labor:
even with extensive use of labor-intensive, non-seasonal combination
of crops (including multi-cropping). for small farms, there would
still remain a significant labor surplus to absorb elsewhere.

Income and employment data do not fully describe
the seriousness of the deficiencies in the fulfillment of basic needs
of the rural poor. Coughs, malnourishment, and diarrheas are so com-
mon ac to be accepted as a routine part of life. Infant mortality
exceeds 100 per thousand in rural areas, and life expectancy at birth
is 54 years compared to a national average of 59. As regards formal
education, in 1975 47% of rural residents were considered literate,
only 12% had finished the sixth grade, and 0.4% had completed nine
grades. Housing conditions are characterized by severe overcrowding
and lack of environmental sanitation. The typical rural house consists
of one room, ha: a dirt floor, walls of wattle and daub, and a roof
of straw or tiles. While the use of local materials per se is not
deleterious, the lack of knowledge regarding basic health and environ-
mental considerations within the home tends to exacerbate the in-
cidence of various diseasee and illnesses.

b. San Salvador Metropolitan Area (SSMA). The target
group in the SSMA is concentrated into marginal settlements, which are
located mainly in the center (mesones) and on the outskirts of town.

Table 3 presents the Metropolitan Area population
distribution by type of marginal community.

The quality of 1lif~ in the San Salvador Metropo-
litan Area (SSMA) on the whole is statistically superior to that of
rural or other urban areas in the country. Data for 1975 show almost
three quarters being served with piped water, 94% with electricity and
only 137% without sanitary facilities. Global figures such as these,
however, do not reflect actual conditions within the SSMA poor target
group. For example, being ''served" by piped water does not imply that
the water is easily accessible or cheap. A study of peripheral illegal
subdivisions (colonias ilegales)l/ showed that families spent over four
hours a day carrying water for household purposes. Moreover, low-income
residents without individual taps have traditionally paid over 7 times
the cubic meter the price paid for water by middle income residents with
individual connections. Electricity figures are similarly misleading
as individual connections are rare in marginal settlements and the presence
of public lighting in the neighborhood is taken as a sign of being
benefitted.

1. See Annex I rfor definition.
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TABLE 3
POPULATION DISTRIBUTION IN THE SSMA BY
TYPE OF MARGINAL SETTLEMENT - 1976

HOUSING NUMBER OF ¥ NUMBER OF ¥ AVERAGE FAMILY
TYPE 1/ FAMILIES ) PERSONS 0 SIZE
Tugurios 8,060 5.4 38,000 5.2 4.7
Emergency

Housing 4,320 2.9 20,300 2.8 4.7
Tenements 39,360 26.5 129,700 17.8 3.8
Illegal

Sub-Divi-

sions 23,360 15.8 135,500 18.7 5.8
Total low-

income po-

pulation 75,100 50.6 344,400 47.4 4,6
Other Popu-

lation 73,300 49.4 382,600 52.6 5.2
SSMA Total (148,400 100.0 727,000 100.0 4.9

SOURCE: EDURES, Programa para el Mejoramiento Integrado de las Areas
Criticas Metropolitanas, San Salvador, El Salvador, May 8,
1978 Volume II, Page 6.

50.6% of all families in the SSMA live in
marginal settlements (tugurios, campamentos, mesones and colonias ile-
gales),  Poverty line analysis for 1976 indicates that 46.5% of all these
families earned less than $250 on a per capita basis, Moreover, while
the SSMA is growing at a 4.6% annual growth rate, the poor population

1. A description of these different housing types may be found in
Annex I,
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is growing at 5.7% (due to inmigration, not higher fertility), with
the prospects of the rural-urban drift being intensified during the
next decade,

Rural dwellers move to the SSMA in search of
employment and educational opportunities. Because of lack of skills
and education, the only available jobs are those in the informal
service sector where low productivity and low incomes are not enough
to meet basic human needs. Analysis of household budgets shows that
SSMA marginal community residents must pay between 40-607% of total
income for food alone,

c. Secondary Cities and Rural Communties. Median
per capita income in 1977 was $26 monthly, $307 anpnually in urban
areas outside of the Metropolitan Area. Of the 251 non-SSMA
municipalities, only Santa Ana and San Migyel have more than 100,000
residents. The EDURES study chose these two plus Sonsonate, Usulutln
and Ahuachapan as indicative of centers with substantial potential,
particularly as regards the absorption of rural-urban migratory flows.
The quality of life for poor residents in these five cities is lower
than that of the Metropolitan Area. Family income is less than
$140 monthly for 75-80% of all residents. Unemployment is around
20%, unemployment and underemployment combined range from 40% to 60%, and
female unemployment averages around 537%.

While death rates in the five cities have declined,
the figures are higher than those for the nation as a whole and the
SSMA, Statistics for health, infrastructure and education are below
the Metropolitan levels. The numbers of families living in marginal
settlements are higher than the SSMA, ranging from 56% in Sonsonate
to 75% in Usulutan. Between 50% and 607 rent rooms or occupy single
family units. Residents spend 607% to 75% of their income on food
and have no savings.

The situation is worse overall in the smaller urban
area where family incomes are essentially as low as those in surrounding
rural areas, around $90 monthly in 1977. Municipal governments have
inadequate tax revenues and provide minimal basic services. Public
infrastructure is deficient in all areas: streets, sewers, water,
electricity and garbage collection. Housing in these towns is worse
than the SSMA and the five selected centers, the overwhelming majority
of units need some rehabilitation work., Moreover, EDURES estimates
show that marginal families will make up 75% of new household formation
for the 1978-82 period (57% in the Metropolitan Area), therefore
exacerbating the already serious housing deficit.
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2, Beneficiary Participation in Project Activities. E1
Salvador does not have a strong tradition of community participation.
The economy and political structure have been highly centralized and
generally paternalistic in their treatment of low income groups.
Socially, the basic structure is the extended family, although this
is beginning to breakdown under urbanization and economic (e.y. rural
labor migratjon) pressures. There are few ties beyond the immediate
family, particularly in marginal urban areas, and little spontaneous
inclination toward organizing. In the past urban community organiza-
tion was seen as a political threat and actively discouraged. Yet
rural community development has received the support of successive
governments including the present one. While in the past, GOES sup-
port of rural community development has, at times, been patermalistic
and politicized, it is also evident that a large amount of mini-public
works have been carried out largely with volunteer labor. These ef-
forts do not seem to have led to self sustained community development
efforts, and an extcrnal stimulus is still needed to stimulate ad-hoc
formation of groups for realization of specific projects.

In spite of the lack of self sustained community develop-
ment efforts, there is evidence that community and small group partici-
pation can be fostered and used as a viable and effective community
development mechanism. The experience of FUNDASAL (Salvadoran TFoundation
for Minimal Housing) is instructive in this respect. FUNDASAL helps
groups to organize for mutual self-help construction and emphasizes
an incremental approach to community development with a focus on land-
servicing instead of physical structur«. By placing much of the
responsibility on the group members themselves, the result has been
a program that has averaged over 2,000 housing solutions a year with
the lowest percentage of mortgage payments in arrears (l1.32%) of any
public or private shelter institution.

The PRIDECO/FEDECCREDITO small business credit program
is a similarly successful program. Probably the two major reasons for
its succkss are its placing responsibility on the solidarity groups
and its efforts to close the social distance between low-income groups
and formal governmental structure. PRIDECO promoters make initial com-
munity contacts aund explain thce program in general terms. However, it
is the individuals themselves who choose their own solidarity group
members and a leader to represent them in their dealings with FEDECCREDITO.
Loan officers visit with the solidarity groups in the barrios and all
payments are collected at the local level, not at FEDECCREDITO offices,
on a payment schedule decided upon by the solidarity group.
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Another factor in improving community receptivity to
proposed project activities will be the payment for community labor.
All too often in the past the concept of self-help labor was merely
a pretext on the part of the government to minimize costs. While the
concept of sharing the development costs may have specific utility
once basic needs have been met, for most low-income groups voluntary
labor is a luxury that cannot be afforded. Moreover, on an equity
basis, it would seem out of place to expect low-income residents to,
in effect, pay for infrastructure with their labor when middle and
upper income neighborhoods receive higher benefit levels often at no
cost. DIDECO managers and social promotion specialists have st rongly
endorsed the concept of paying for infrastructure labor on its equity
and practical bases, emphasizing the economic needs of low-income
households in a time of political and ecoriomic instability.

While DIDECO and other government agencies have been
criticized for their emphasis on physical works as ends rather than
means of fostering community participation, the very fact that most
of the project outputs are of a physical nature makes community
pariticipation a much easier task. DIDECO has wide experience in com-
munity infrastructure projects and the economic incentives should make
infrastructure activities all the more attractive. Home improvement
loans and new shelter units have always had high demand among low-
income groups, but with little success due to overly-restrictive
financial and administrative requirements (e.g. high collateral, too
much paperwork, short payback periods). With the recent experience
of IVU, FUNDASAL, and EDURES in designing shelter programs for the
needs of low-income households, there should be little problem with
beneficiary receptivity. More likely to be a problem will be govern-
ment agency ability to effectively promote and organize these efforts,
particularly those contemplated under Phase II. The micro-enterprise
credit component should also have no problem regarding its acceptance
at the local level. BFA is an established organization, well known
to rural residents, many of which use its services at the present time.

3. Benefits

a. Access to Services. Under the project, physical services
in the form of sewers, urban/rural roads, bridges, water and electricity
will be provided to dwellers of marginal communities. Individual
connections for water, sewer and electricity and home improvements, as
benefits to individuals, will be charged to homeowners under medium-
term financing.
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b. Improved Health. The physical services provided will
benefit the poor target group as users and as workers, although the
social benefits are not easily quantifiable. For example, safe
drinking water will inhibit the high rates of gastrointestinal disease
and raise worker productivity. Garbage collection and environmental
sanitation through improved sewage disposal and drainage will decrease
the incidence of communicable diseases.

c. Higher Income and Better Living Standards. Because
of high rates of unemployment and underemployment and low income among
the target group, the payment for hand labor is likely to have important
social and distributional benefits. Special note should also be made
of the benefits attributable to transportation infrastructure such as
bridges, and rural roads. At present, many small farmers (80% of the
rural population) are unable to market their basic grains and cash
crops because of inadequate rural transportation network. Access to
many rural communities is difficult except by foot even during the
dry season; during the rainy season flooded streams and rivers and
impassable road surfaces keep small farmer produce from potential
markets for months at a time. Improved access by small farmers should
also increase commercial activities within secondary cities and rural
communities and help bring home improvement, infrastructure upgrading
and small enterprise credit programs to the attention of a broader
segment of the target group.

4, Spread Effects. There are high potential spread effects
for this project on both the institutional and low~income group levels.
While the new government is determined to refocus and improve the ef-
fectiveness of public agencies in reaching the poor, particularly in
housing and infrastructure, the fact is that the GOES has not had a
long history of successful experience or interest in such programs and
projects. Thus, the Marginal Community Improvement Project is likely to
play an important role in giving various GOES agencies 'hand-on"
experience in working with the very poor, in showing that such programs
can be financially viable at unsubsidized rates, and even in fostering
attitudinal changes in agencies in respect to their programs and
policies toward low-income households.

Participation in infrastructure, home improvement and
credit activities will have benefits for marginal settlement dwellers
beyond direct project impacts. Becoming acclimatized to the use of
credit will be an important benefit. A successful credit history
will be an important developmental asset as demonstrated by the
PRIDY . +/FEDECCREDITO program's 1.5% drp in interest rate to borrowers
who l:ave successfully paid off previous loans. Moweover, as community
development vutreach grows, people will realize th? importance of
group action ané¢ mutual help in securing resources, improving shelter
and carrying out community projects. The use of solidarity groups
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in the micro~enterprise and even home improvement components can also
help overcome social fragmentation among the poor and demonstrate the
benefits of collaboration. Finally, as concrete actions to benefit
the poor are carried out by the GOES with the direct participation of
low-income households, it is likely that distrust of public institu-
tions and paternalistic dependency will be mitigated to some extent.

5. Benefits for Women

Though the population as a whole is roughly evenly divided
between males and females, females are a substantial and growing
majority in urban areas. In 1975 females constituted 54.1% of the urban
population, males 45.9%Z. This is due to the greater number of females
migrating from rural areas, a common pattern in Latin America. Conversely,
there is a smaller but constant majority of rural males over females.
These trends take on significance when we come to consider the high and
growing number of women-headed households in urban marginal areas.

Family structure tends to be unstable, with a high proportion
of common-law marriage (34.47 of the population over age 20). Because
of lack of employment opportunities, women enter 'companionship"
relationships in search of economic security. Children are born in an
attempt to cement the relationship, though the result is often a series
of relationships with children by different fathers. Since female hopes
for security rest on producing children, desire to limit family size is
often weak, complicating efforts to reduce the alarmingly high birth
rate.

Women's role is highly traditional, especially arnong the poor.
Although women have equal political and legal rights, custom and traditicn
limit their participation. A 1975 labor force study indicates that women
form 25.3% of the overall economically active population; 73% of the
female economically active population (EAP) is urban, 27% rural. Urban-
rural differences in EAP composition by sex are sharp--in urban areas,
males constitute 55.87% of the EAP, females 44.27%; but in rural areas these
figures are 85.27% and 14.8%, respectively,

Jobs are scarce, especlally in rural areas. The majority of
women are engaged in marketing, services (especially domestic serviec .
and industry. In rural areas they work predominantly in agriculture and
as vendors,

Women's earnings are even lower than those of men--in 1975, 57.2%
of all working women earned between £1 and £99 per month, while almost
half of employed men earned between €40 and €199 a month ($1 = ¢2.50)
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Females access to the labor market is much more limited~-in
Santa Ana, more than 80% of women heads of household worked in zommerce
and domestic service. Only 9.2% worked in manufacturing.

The proportion of women-headed households in considerably
lower in rural than urban areas. In rural areas about 217 of employed
women are heads of household. It is interesting to note that the higher
the levels of education of rural employed women the more lilely that
they will be the head of household (42% of women with seveath to ninth
grade education were heads of households). As in the urben area, most
women work in marketing, commerce, or services, but women's participation
in agriculture is noteworthy-327% of the rural female EAP work in
agriculture; 70.37% of them work from 41 to 48 hourg a week. Of those
women who worked even longer hours, almost all were heads of household.

The Project will benefit women principally through its attack
on neighborhood sanitary conditions in both urban and rural settings.
Improved living conditions will not only increase the productivity of
women in the workforce, but also free them for more income-generating
activity and reduce the incidence of disease and discomfort among
children.

The small-enterprise loans are particularly useful for women
who occupy such an important position as small enterpreneurs. The
existing access through housewife clubs, now fostered by CENTA, DIDECO
and IVU, will provide an excellent conduit for working capital to
small, female-run enterprises.

6. Affordability of Shelter Improvements

a. Home improvement loans (Phase I and II)

These loans can be afforded by virtually all of the target
group since even very small loans of $20-50 can be used to finance useful,
beneficial home improvements. It is estimated, for example, that the
expense of connecting a house to an existing water or sewer line at the
lot line would be about $20-30.

Even a larger loan, say $500, is still affordable by 90%
of the urban poor in the SSMA, 80% in other urban areas and by 20% of the
rural poor, assuming typical FEDECCREDITQor FEDECACES terms of 15%/10
years and applying 10% of family income to amortize the loan.

This project component is the most flexible and viable
despite being the only one operative, at net positive real interest
rates.
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b. New shelter (Phase I and II)

A $4,000 core house will be affordable by SSMA families in
the 30th percentile and above (assuming a loan at 10%/25 years and
applying 20% of family income). IVU is expected to produce a $3,200
serviced site which will be affordable by familieas in the 15th percentile
and above,

For the second phase, preliminary cost estimates developed
with IVU indicate that it may be feasible to build a serviced site in
secondary cities for gbout $950. Using the same terms as above, such
a site would be affordable by 80% or more of the families with incomes
below the median in those areas.

c. Infrastructure (Phase II)

As indicated in the technical analysis, the cost per
family of providing basic services in a marginal community will range
from $400 to $560 depending on the standards used. Assuming the
recuperation of the lower investment at 10% over 10 years, and applying
10% of family income to loan payments, fully 807% of the families will
be able to afford the cost.

In the context of an upgrading program it is not possible
to exclude a family alre=ady living in the community even if it cannot
pay the required amount. This problem will have to be dealt with in
detail in each case. However, for purposes of the analysis of the
financial feasibility of the project, it was assummed that 20% of the
investment in upgrading projects would not be recuperated.

d. Summary

The affordability of basic infrastructure and shelter
solutions is summarized in Table 4.

C. Technical Analysis

The operational procedures of key implementing agencies, their
design standards, the cost basis for the project and environmental
considerations have been reviewed for each of the project activities.

They are discussed in detail in Annex G.2. As a result of its review,

the Mission has concluded that the project is reasonably costed,

physical improvements are properly designed, implementing agency

operating procedures are adequate, and there are no signficant environmental
problems that will result from carrying out the project.
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TABLE 4

1/

AFFORDABILITY OF PROJECT COMPONENTS BY TARGET GROUP

Monthly Family Income (USS) Component Affordability by Area
Basic Home New

Area EL SALVADOR SSMA OTHER URBAN RURAL Services Improvement Shelter
Year 1977 1979%* 1977 1979* 11977 1979*| 1977 1979* ou R l ou ‘SSMA ou SSMA
Percentile|
50th $115 $127 $230 $253 $132 $146 $ 82 $ 90 50th | 50th 50th 50th [ 50th 50th

~ A ;r
40th $ 92 $101 $191 $210 $116 $128 $75 $ 83
30th $ 81 $ 89 $167 $184 $ 85 $ 94 $ 64 $ 71

30th 30th 30th

20th $ 66 $ 73 $145 $160 $ 82 $ 90 $ 54 $ 60 v

v 15th
10th $ 46 $ 51 $102 8112 $ 57 $ 63 $ 39 $ 43 10th i

lst

1/ Affordability is based on the following terms:

a) Home improvements, assumes a $500 loan at 15%/10 years, applying
10%Z of family incomes.

b) New shelter, assumes a $4000 loan in SSMA and $2000 in other urban,
both at 10%/25 years and applying 20% of family income.

¢) Basic services, assumes a $500 loan, at 10%/10 years, applying
107% of family income.

* Miggion Estimates
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D. Economic Analysis

(1) cCash Flow

Cash flows have been prepared for all sublending activities
(see Annexes G.ll and G.12). A quantitative estimate of economic bene-
fits for community infrastructure, home improvements and new solutions
(shelter activities) has not been prepared for this project. However,
such an analysis was prepared by EDURES for shelter activities similar
to those that will be financed under t§1is project. Due to their simil-
arity, the Mission believes that if the methodology used by EDURES
staff were applied to the activities of this project similar rates of
return (from 6% to 21%) would be obtained. The methodology and results
of the EDURES study are included in Annex G.10.

An internal rate of return calculgtion for the Small Enter-
prises activity was highly positive with an IRK of over 507 (calcula-
tions in Misgion files).

(2) Debt Service Capacity. Gross international reserves as of
December 28, 1979, were US$161.5 million, down from $288 million a year
earlier. Net international reserves at end of 1979 were $135 million,
down from US$234 million a year elarlier,

Gross reserves are now equal to 1.9 months of imports. The
Central Bank feels they should not be permitted to decline further.
However, the undervaluation of gold provides the authorities with a
substantial cushion.

Interest and amortizations charges on the external public
debt are, fortunately, very low. In 1979, these were estimated at a
US$30 to US$36 million, which constitutes only 2.4 to 2.9%Z of the
total value of exports of goods and services in that year.
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LALID
Phase/Activity/Cost GOES DL DG HG TOTAL
a. Phase |
1. Basic Services;
Projects 1,450 5,990 7,440
Equipment 10 10
Technical Assist.
and Training 200 200
Increased DIDECO
Adin. Cost 350 350
2. Home Improvements:
Loans 4,000 4,000
Technical Assist. 50 50
3. Shelter Solutions:
Mortgages 1,200 5,500 6,700
4, Agrarian Reform
Support 500 2,000 200 2,700
5. Micro~Enterprises:
Loans 2,000 2,000
Technical Assist.
and Training 150 150
6. Planning for Phase IIL;
Technical Assist. 250 250
TOTAL - Phase 1 3,500 10,000 850 9,500 23,850
b. Phase II
Loans 2,500 5,500 8,000
c. Evaluatior:
Techn'ical Assit. 100 100
Project Total 6,000 10,000 950 15,000 31,950
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B. Financial Analysis

1. HG Cash Flow

A cash flow was prepared for the investments
to be made with HG funds and related GOES counterpart funds. The
actual projection and underlying assumptions are in Annex G.ll,

The net cummulative cash flow at the end of the twenty
years 18 positive, indicating that with the mix of the HG and GOES
funds it is feasible to meet the repayment of the $15 million loan
from an eligible U.S. investor from the collectiors made on the portfolio
of investments.

The average GOES capital contribution on a ratio of one
to four with HG funds will make it feasible to onlend the combined
resources to fipmance new shelter and community infrastructure at an
interest rate which is lower than the 12 1/27 (including HG fee)
projected for the HG loan.

Interest rates for Phase II activities may be increased
as a result of the housing finance study which AID will finance. In
fact, it is a condition precedent to Phase II that such a study be
concluded. An increase, if any, will enhance the financial viability
of the project.

2. Small Enterprises Cash Flow

A cash flow was prepared for the Small Enterprises
Activity. The cash flow (see Annex G. 12) shows a positive cash flow
from 1981 through 1989, the 10 year grace period of the loan. The first
year, 1980, has a small negative flow because no reflows are expected
to offset the administrative and interest costs.

The average loan is assumed to be $300, the interest rate
is 15%, the average repayment period is one and one-half years, and

a*l repayments are reinvested in new loans under the same assumptions,

3. Disbursement Schedule

A disbursement schedule has been prepared from the cash
flows and other financial data. The following is a summary of
disbursements by Fiscal Year by funding source in $000.
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FY80 FY81 FY52 FY83 FY84 TOTAL

AID/DL $3,620 $6,36U 0 0 0 $ 10,000
AID/DG 600 250 50 50 0 950
HIG 2,367 _ 5,565 2,252 3,418 1,398 15,000
Sub-total $6,587  $12,195  §2,302 $3,468  $1,398 §25,950
GOES 1,514 1,928 706 1,253 599 6,000
TOTAL $8,101 514,123 3,008 §4,721 81,997 $31,950

A detailed disbursement schedule is included in Annex G.13.
The schedule shows that 99% of the DL/DG funds and 53% of the HG funds
will be disbursed within 18 months (i.e. by the end of FY81). The overall
disbursements during the first 18 months are expected to reach 72% of the
total AID funding.

4., Recurring Costs

Virtually no recurring costs are forseen for the Project.
The types of sub-projects envisioned under Phase I require labor, supervision,
materials, etc, to put them in place. Minor maintenance costs might be
incurred by the GOES afterwards.

C. Disbursement Arrangements

1. Development Loan and Grant

The GOES, acting through the Ministry of Planning (MinPlan)
will be the borrower. A special fund (REgimen Especial) will be created
in the Central Reserve Bank (BCR). The Bank will be the administrator
of the project funds. The fund will be created by an initial GOES
contribution and complemented, after Conditions Precedent are met, by
an advance from AID. The BCR will in turn advance funds to DIDECO and
BFA to facilitate speedy initiation of project activities. The BCR
upon authorization of MinPlan, will authorize the implementing agencies
to spend half of the Loan funds and all of the Grant funds budgeted
for each activity. Implementation progress will be monitored by the
Ministry of Planning (MinPlan), through the Sectoral Coordination Office.
The BCR and MinPlan will periodically consult on project progress and
agree cn additional allocations of funds as required for those
activities. In this way, the GOES will ensure that the activities that
disburse fastest will receive the funds they need. Thus the final
distribution of funds among the Community Basic Services, Agrarian
Reform Support and Micro-Enterprises actjvities may vary significantly
from the budget figures presented above.
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The GOES will contribute the Loan and Grant funds to
DIDECO and MinPlan.l/ The BCR may charge the BFA an interest rate for
the credit f::nds for small enterprises which reflects its normal
practice in establishing lines of credit to state owned banks.

This interest

rate will be used solely to increase the funds available for the
project, both during and after project implementation. Any costs
incurred or fees charged by the BCR in administering the loan will
be paid by the GOES from non-project resources.

BCR will request reimbursement directly from AID for the
disbursements it makes to the implementing agencies, Such disbursements
will be made on the basis of the documentation that AID normally
requires.

2. HG Loan

The Republic of E1 Salvador, acting through the Ministry
of Planning or Finance, will be the HG borrower. It is expected, however,
that the BCR will act as financial agent for the Ministry in negotiating
the loan with a U.S. investor, acting as depositary for the funds and
managing loan repayment. The BCR will charge a one-time 0.5% service
fee for its services. The GOES will assume the foreign exchange risk.

MinPlan, in conjunction with the Vice~Ministry of Housing
and Urban Development (HUD) of the MOP, will set up a system for
allocating the HG and GOES counterpart funds to the implementing agencies
s0 as to obtain the most rapid use nf funds in a manner consistent with
achievement of the project purpose and planned outputs. Flexibility will
be allowed in allocating HG and GOES counterpart resources among
activities in the same phase. However, the basic distribution of
resources between phases will not be modified.

MinPlan and HUD will prepare the request for draw downs of
HG funds and cbtain from the implementing agencies the necessary supporting
documents. Over time, the primary responsibility for this function
should shift from MinPlan to HUD as the Vice-Ministry develops the
capability to coordinate shelter sector programs.

Advances of HG funds will be provided to the GOES. Requests
for drawZowns, including advances, will be approved by RHUDO / ROCAP).

1/ Funds will be disbursed to MinPlan for
pcoject evaluations
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V. IMPLEMENTATION ARRANGEMENTS

A, Obligation of Funds

1. Development Loan and Grant. A single project agreement will
be signed. The Mission believes it can sign the agreement within two
weeks from the date of the signed authorization is received. A second
quarter obligation (i.e. before March 31, 1980) is anticipated.

2, HG Loan
There will be four legal documents associated with the HG:
- Implementation Agreement signed by AID and the implement-

ing agencieg of the GOES setting forth the agreed use of HG and related
counterpart funds.

- Loan Agreement between the Ministry of Planning or
Finance, acting for the GOES, and the U.S. lender covering the $15 million
HG loan (there may be the need to contract the $15 million in two or more
parts because of the four year implementation period).

-  Contract of Guaranty between AID and the U.S. lender
providing for the full faith and credit of the U.S. Government.

- Host Country Guaranty between AID and the GOES providing
the full faith and credit of the GOES in the event of payments by AID to
the lender under the Contract of Guaranty.

The Implementation Agreement should be negotiated and
signed soon after Project Authorization. It is expected that all these
documents will be signed by June 30, 1980.

B. Implementing Schedule

The Project is planned for completion within 4 years. However, the
Majority of the project is expected to be completed in 18-24 months. A time
phased implementation plan is shown in Figure 4.

C. AID and RHUDO Monitoring

At the present time USAID/ES does not have the capability to
adequately monitor the project. Due to the difficult political situation,
Mission manpower levels are at less than 50% of authorized ceiling and
several large new programs have recently been authorized. The Mission
repeats it many requests for immediate assignment of additional direct hire
and PSC personnel to USAID/ES. Specifically, an urban development officer
and an assistant capital development officer, a U.S. engineer and rural
development officer will be the minimum needed for adequate monitoring:
Engineering services could be obtained through PSC or a regionally-based
engineering office. If such staffing additions are not forthcoming, it is
anticipated that ROCAP will provide active implemantation assistance.



Figure 4: PHASING OF PROJECT ACTIVITIES
BY FISCAL YEAR AND QUARTER

1983 1984
PHASE/ IMPLEMENTING AID COSTS 1980 1981 1982
ACTIVITY INSTITUTION ($000) 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 &
PHASE I:
1. Basic
Services DIDECO 6,000 DL - P
200 DG ;
2. Home !
Improvements FEDECACES 4,000 HG < ‘4
FEDECCREDITO 50 DG '
]
3. New Shelter : 1
Solutions . g
in SSMA IVU/ FNV 5,500 HG t ] .
]
4. Agrarian |
Reform !
Support ISTA/BFA/OTHERS 2,000 DL -— +
200 DG . ?
5. Micro- " !
Enterprises BFA/CENTA 2,000 DL . %
150 DG :
6. Planning for !
Phase II MOP/VMUD 250 DG . % T
i
PHASE II: : !
A. Marginal ) :
Community 1 " o
Upgrading in y T N
Secondary : ] 1 ;
Cities, VIV FUV 5,500 HG C ! |
Project . | ! '
Evaluation. MINPLAN 100 DG — —

TOTAL $ 25,950
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As project activities are expected to start on the date of
authorization (i.e. in March, 1980) and the Mission may still find it-
self short-handed at that time, USAID/ES proposes to hire two personal
services contractors, preferably Salvadorans, to monitcr the DL and HG
funded portions of the Project. These contractorswould be hired for a
short period (e.g. three months) and renewed until DH personnel become
available. They would be oriented in their work by Mission personnel
who have been involved in Project Development (for DL funded activities)
and by RHUDQ/Tegucigalpa for the HG funded activities. The contractors
would be financed with PD&S funds.,

D. Conditions, Covenants and Negotiating Status

There are several conditions precedent to disbursement and covenants
that are necessary to facilitate adequate project implementation. These have
been included in the Draft Authorization (Annex F) for the DL funded por-
tion of the project. For the HG funded activity, the following CP's are
required prior to proceding with Phase II:

(1) GOES achieve the outputs specified under the Planning for
Phase 11 act’+ity (Establish Secondary (Cities Program Unit;
Devel op HUD ~rogram).

(2) 1IVU has prepared designs for new shelter solutions to be built
in secondary cities.

(3) HUD has completed overall shelter needs studies for at least
2 secondary cities.

(4) HUD has developed shelter se:tor coordinating and monitoring
procedures.

(5) HUD has developed minimum urbanization standards.

(6) HUD has developed site legalization policies and procedures,

(7) GOLS has adopted a consistent interest rate structure for
financing of new shelter solutions and home improvements.
This structure should be based on unsubsidized interest rates,
cover all GOES housing institutions that will participate in
Phase II ac:ivities, and provide for rate equalization between
loans in the SSMA and sccondary cities,

Basic policy questions have been discussed with GOES cfficials and
there is agreement on th= broad outlines of the program. Numerous de-
tails remain to be solved during implementation. None of them is expected
to cause any significant delay in implementation.
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SHOULD rXAMINE THE CAPACITY OF THOSE INSTITUTIONS TO CARRY
OUT ALL OF THE PROJEZCTS IN A TIMELY MANNERe IF IT IS
FOUND THAT THE INSTITUTIONS NEED ADDITIONAL ASSISTANCE,
SUFFICIENT RESOURCES TO MEET THAT NEED SHOULD BE PROVIDED
FOR IN THL PROJECT .

Je R_tLAT ION TO OTHER PROJECTS. THE PID PROPOSES SEVERAL
ACT IVITIELS THAT ARE SIMILAR TO PROGRAMS THAT WILL BE
CARRIED OUT IN OTHzR PROJECTS, FOR EXAMPLE, THE COMMUNITY
UPGRADING ACT IVITY WILL CARRY OUT MANY OF THE SAME TYPES
OF SUB~PROJECTS AS THE EMERGENCY EMPLOYMENT PROGRAMj; THE
M ICRO-ENTERPRISE ACIIVITY CLOSELY RESEMBLES THE SMALL

/$( ( S ’-
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;Z/ PROD UCcR DEVELOPMENT PROJECT; AND THE WORLD BANK'S Annex A
URBAN DcVELOPMENT 111 LOAN WILL CONTAIN MANY OF THE SAME Page 2 of 3
KIS OF ACT IVITIES AS PROPOSED IN THE PID. THE PP SHOULD
DISCUSS: THE RELATIONSHIP BETIWEEN THIS PROJECT AND THE
OT HERS3; HOW DUPLICATION WILL BE AVOIDED; AND WHETHER SOME
OF THE PROPOSED ACTIVITIES COULD BE SHIFTED TO THE OTHER
PROJECT S.

4, PROJECT PLANWING, THE PID PROPOSLS THAT THE PROJECT BE
IMPLEMENTED IN TWO PHASES. UNDCR THE FIRST PHASE,

IMED IATE ACT ION PROGRAMS THAT ADDRESS THE EMPLOYMENT
PROBLEM AWND THE LACK OF BASIC SERVICES IN MARGINAL SETTLE-
MENTS WILL BE FUNDED. THe PP SHOULD. CLEARLY DESCRIBE

THESE PROGRAMS AS WELL AS THt SEQUENCE OF ACTIVITIES E.G,
ORGANIZAT ION OF HOUSEWIVES CLUBS, HIRING AND TRAINING OF
ADD ITIONAL STAFF FOR LENDING IHSTITUTIONS, REQUIRED TO
IMPLEMENT THE PROGRAMS. CRITERIA FOR SELECTING THE 200 .
SETTLEMENT S TO RECEIVE ASSISTANC: UNDER PHASE 1 SHOULD.

BE INCLIWDED IN THIS DESCRIPTIONe UNDER THE SECOND PHASE
OF THe PROJECI RESOURCES WILL BE PROVIDED TO BRING ABOUT
BASIC INSTITUTIONAL AND PROGRAMMATIC CHANGES IN THE HOUSING
S=CIOR., THE PP SHOULD DESCRIBE THE KINDS OF CHANGES THAT
ARE NebEDeD AND HOW THeY WOULD BE PROMOTED THROUGH THE
PROJECT. AN ASSESSMENT OF THE GOVERNMENT'®S CAPACITY TO
CARRY OUT SUCH CHANGES SHOULD BE INCLUDED IN THE PP,

T He OBJECT IVES OF THIS PROJECT PHASE SHOULD BE BASED ON THE
FItDINGS AND ReCOMMENDATIONS OF THE SHELTER SECTOR
ASSESSMENT PRESENTLY UNDER PRLPARATION.

5« PROJELCT EMPHASIS. IN VIEW. OF THE PRESSING NEEDS OF THE
COUNRY'S POOR AND THE POLITICAL SITUATION, THE MISSION
IS URGED TO BUILD FLEXIBILITY INTO THE PROJECT'S DESIGN
AND FINANCIAL PLAN IN ORDER THAT MAXIMUM SUPPORT CAN BE
D IRECTED TO THOSE ACTIVITIES HAVING A DIRECT IMPACT ON THE
POOR AND WHICH CAN BE IMPLEMENTED DURING THE FIRST YEAR

OF THE PROJECT, E.G. HOME IMPROVEMENT SUB-LENDING AS
OPPOSED TO THE MICRO-ENTERPRISE ACTIVITYse A SCHEDULE OF
ANT'ICIPATED DISBURSEMENTS COVERING THE FIRST YEAR OF THE
PROJECT SHOULD BE INCLUDED IN THE PP

6+ TENEMENT (MESOWES) UPGRADINGs, THE PP SHOULD DISCUSS _
PAST EFFORTS TO UPGRADE TENEMENTS. THIS DISCUSSION SHOULD
BE RELATED TO CULT URAL CONSIDERATIONS SUCH AS THE TARGET
GROUP®*S PROPENSITY TO PAY RENT AND ITS WILLINGNESS TO

FORM COOPERAT IVES OR OTHER COLLECTIVE ORGANIZATIONSe THE
PID MENT IONS THE TECHWICAL SERVICE ORGANIZATION (TS0) AS
ONE POSSIBLE TYPE OF ORGANIZATIONAL ARRANGEMENT FOR UP-
GRADING TENEMENTSs THE (M1ISSION SHOULD INSURE THAT SUFFI-
CIENT FUNDS WILL BE AVAILABLE TO KEEP THE TSO OR ANY OTHER
ORGANIZAT ION THAT MAY BE SELECTED, IN OPERATION THROUGH

T HE CRUCIAL START-UP PERIOD WHEN THEIR INCOME WOULD BE
MINIMAL, '

7, HOME IMPROVEMENT LENDINGe THE PP SHOULD DESCRIBE THE
MECHAGISM FOR PROVIDING HOME IMPROVEMENT LOANS AS WELL AS
THE CRITERIA FOR SELECTING INDIVIDUAL BQRROWERS.

HNCLASSIFIED
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8, INTERELST RATES. THe PID NOTES THAT THE FSV, THE MOST
LIKELY R=CIPIENT OF PROJECT FUNDS, HAS HISTORICALLY
CHARGED RELAT IVELY LOW INTEREST RATES COMNPARED TO THE COST
OF CAPITAL AND EL SALVADOR®S AVERAGE RATE OF INFLATION,
THE MISSION SHOW.D INSURE THAT THE INTEREST RATE CHARGED
IN PROJECT SUB~LENWDING ACTIVITIES ADEQUATL .Y COVERS THE
CGST OF ALL OF THE PROJECT'S FUNDS, PARTICULARLY HG

FuriDS.

S TECHNICAL CAPACITY. THe PID STATES THAT IMMEDIATE
ACT IONS TO PROVIDE BASIC PUBLIC SERVICES TO THE 200
MARGINAL COMMINITIES WILL BE TAKEN BY IVU AND FSV, THE
PP SHOULD ASscSS THE TECHWICAL CAPABILITY 0OF THOSE
INSTITUTIONS TO IMPLEMENT THE PROPOSED WORK AND DESCRIBE
HOW THE ENGINEERING AND CONSTRUCTION FUNCTIONS WILL BE
CARRIED OUT, '

18« IMPLICATIONS FOR MISSI1ON MANAGEMENT. THE PROJECT IS
COMPLICATED AND WILL Ut DIFFICULT TO IMPLEMENT. THAT JOB
IS MADE HARDER BECAUSE OF THE NUMBER OF AGENCIES INVOLVED,
IN VIEW OF THE MISSION'S ANTICIPATED LOW PERSONNEL CEIL=-
ING IT IS EXPECTED THAT THE 4ISSION'S “TAFF WILL BE UNABLE
TO FILL ALL PROJECT MONITORING RESPONSIBILITIES, THE PP
SHOULD DESCRIBE WHAT PROVISIONS WILL BE MADE, E.G. REQUEST

. ROCAP ASSISTANCE, TO INSURE THAT' THE PROJECT IS ADEQUATELY
© MONITORED. VANCE

BT
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ANNEX B

AID 1025.3 7.7° LOGICAL FRAMEWORK MATRIX - PROP WORKSHEET
Summary Objectively Verifiable Indicators {mportant Assumptions
Al Gool A.2. Meagsurement of Goal Achievement A3l fan o lated b pnald
To better the quality of life for the poor -Percentage of marginal communiti.s having minimal basic Political Stability achieved.
service Increases, S . . ,L Programs supported by other donors
-Percentage of low income families having minimum shelter servip -
Subgoal ces increases. implemented as planned.

To direct increased resources to programs whic
help the poor to meet their basic needs for
minimum shelter and productive opportunities,

-GOES upgrading and shelter production program. r~each 10,000
families a year by 1985,
-All Goes supported housing
families with
-lIncreased
ed by the
-lncreased
community

institutions have programs to assis|
incomes below the media.
percentage of total housing sector financing obtain-
poor for shelter purctzse and improvement by 1983.
employment generation programs that benefit marginal
residents initiated by GOES.

B.Y. Purposs
To assist GOES to meet immediate needs for com

munity physical services, minimum shelter and
productive opportunitieés for the poor and
improve GOES capacity to address basic needs
of the poor in marginal communities in a
comprehensive, coordinated manner.

B.2. End of Project Status

1. GOES budget for community hasic services izprovements in
marginal communities has increased by 100%.

. Portfolio of participating housing institutions in low inco-
me shelter solutions has increased by 4,100 loans and $15
million.

3. Portfolio of participating financial institutions in home
improvement loans for low income families has increased by
3300 loans and $4 million.

b,

Coordinated GOES programs prepared for marginal communitg
upgrading anc meeting overall shelter needs in at least
secondary cities.

B.3. (us related to purpose)

Qualified dfrecgors remain as heads of key
institutfons involved in project implementa-
tion. Housing sector institutional and
financial structure rationalized.

C.1. Cutputs

Phase I:

Infrastructure improvements in marginal
communities

Home Improvements

Shelter Solutions

Agrarian Reform Settlement Improvements
Productive Activities

Phase Ii:
Coordinated community upgrading programs

C.2. Output Indicators

Physical services improved in 500 communities

5,300 dwelling units improved (sites legalized).
4,100 shelter solutions

50 Settlements assisted with production and shelter credit
2,230 new small businesses initiated

Programs implemented in marginal communities of at least 2 se-
co? ary gltles. tncludes mix of home improvements. site legali+
ation, basic

D.l. laputs

Funds for community basic services

Credit for house improvement and shelter loans

Funds for Agrarian Reform Support

Credit for Productive Activities

Funds for Technical Assistance

GOES Administrative costs/Borrower Contribu-
tions.

hysical services and new shelter solutions to be
gng §ﬁase I.

C.3. (as related 1o vutpurs)

Inflation rate doesn't exceed rate projected
in PP,

No shortage of building materials.

etermined duf
D.2. Budget/Schedule

AlD
GOES DL DG HG TOTAL
1,450 L 000 5,450
3,700 15,000 18,700
500 4,000 4,500
2,000 2,000
950 950
350 350
6,000 10,000 350 15,000 31,950

D 3. (as related to inputs}

Investor can be found for HG loan.
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5C{1) - COUNTRY CMECKLIST

tisted belew are, first, statutory criteria appliceble generally to FAA'funds, and then criteria
epplfcadble to individual fund sources: Oevelcpment Asistance and [conomic Support Fund,

A.

GENFPAL .CRITERIA FOR COUNTRY ELIGIBILITY

1. FAA Sec. 176, Can {t be dumonstrated that
contemplated assistance will directly benefit
the reedy? 'If not, has the Departnent of
State determined that this goveriment has
engaged in a consistent pattern of gross
yiolations of internationally recognized

human rights? '

2. FAA Sec. 48], Has it becn determined that

the goverrment of recipient country has failed.

to tale adeauate steps to prevent narcotics
drugs 2nd other controlled substances {as
defincd by the Curprehensive Drug Abuse
Prevention and Control Act of 1970) produced
or processed, in whole or in part, in such
country, or transported through such country,
from being sold illcgally within the juris-

- dictfon of such country to U.S, Government

personnel or their degendents, or from
entering the United States unlawfully?

3. FAA Sec. 620{b). 1f assisiance is to

a goverrment, has the Secretary of State
determined that it is not controlled by the

{nternaticnal Cosmunist movement?

4, 'FPA Sec. 620(c). If assistance fs to
governTent, 15 the government liable as
debtor or unconditional guarantor on any

-debt to a U,S. citizen for goods or services

furnished or ordered where {a) such citizen
has exheusted available legal remedies and
(b) debt is not denied or contested bv such
government? !

5. FAA Ssec. 620(e)(1). If assistance s to
a gove~ient, has 1t (Wncluding government
agercies or subdivisions) tiken any action
which has t. effect of nationalizing,
expropriating, or otherwise seizing owner-
ship or control of property of U.S. citizens
or‘entities tencficially owned by them with-
out taking steps to discharge its obligations
toward such citizens or entities? ~

Project will benefit the country's
needy poor.

‘El Salvador takes adequate steps to

prevent narcotic trafic.
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6. TM Scc. 6?0'6\J L?Qij); FY 19 App. Act, No.
tec. 104, 113 ang clv.” Is recipient country
2 Tonrunist country? will assistance be pro-
vide¢d to the Socialirt itcpublic of Vietnan,
{ambodia, laos, Cuba, Uganda Mozambique, or
hngola?

7. FAA Scc. 620(4). Is recipfent country No,
{n any wiy involvcad in (a) subversion of, or

mil{tary 2qgression against, the United States

or anv country recceiving U,S, assistance, or

(b) tue planning of such suhversfon or

aggression?

8. 'FAA Sec. €20 (§). las the country permitted nu
or failed to take adequate measures to prgvent, '
the damage or destruction, by mob actiun, of

U.S. property?

9. FAA Sec. 620{1).  If the country ha{.,faﬂed E) Salvador has instituted the
to ins{itcte the 1avestmeéat guaranty program .
for the specific risks of expropriation, incon- Invegtment Gyaranty P'°9'aT"

vertibility or confiscation, "has the AlID
Adminfstracor within the past year considered
denying assistance to Such government for this

rcason?

0. FAA Scc. €20(o): Flshemen's Protective. E) Salvador has not seized or imposed
het oF T317, ey oA Sec, 5. 1T country penalty against any U.S. fishing activi
has scized, Cr 1..DGSEd any pgnﬂty or sanction ties in international waters.

egalinst, 2oy U.S. fishing activities in
fnternational vaters:

a. has any deduction required by the
Fishermen's Protective Act been made?

b. has complete denia) of assistance
been considered by AID Administrator?

11. FAA Scc. 620; FY 79 App. Act,Sec., 503,

(a) 1s the goverrment of the recipient country -

in default for rore than 6 months on interest

or principal of any AID loanto the country?

(b) Is country in refault exceeding one year
.on intercst or principal on U.S. loan under

program for wh1ch App.- Act appropriates

funds?

12, FiA Scc. €20 ( ). If contemplated Yes. 9.2 percent of the current
assistznce 15 deve'ojment loan oc from national budget is assigned for military
fconcnic Sunport Fund, has the Administrator expenses. Of this amount, $10, 000 ,000 1

taken into ccccunt the percentage of the
counlry's budyet which is fm'n1Htary to be expended on mllltary eqU|pment.

expcndwuncs.lheamown of foreign exchange The Goes has not purchased. sophlstscated
spenl ‘on military equipment and the weapons.,
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amount spent for the purchase of sophisticated
weapons systems?  (An affirmetive arswer may
refer to the record of the annual "Taking Into
Consic¢orsticn” rnemo:  “Yes, a$ reported in

annual reoert on implecentation of Sce. 620(s).*”
This report s prepared at time of epproval by
the A¢ninistrator of tho Cperational Yeer Cudget
and cen te the basis for an affirtative 2nswer
dur\ng the Tiscal year unless significant chanf's
in circuastances occur,)

13, FE% Sec. £70f%). Has the country severed No.
dipluratic relazions with the United States?

1f so, h:ve they becn resured arnd have rew

bHatera} essistance agreewents becn recqtiated

and entere? into since such resumption?

34, F2A Scc. €20{u}. What {s .the paymant status From information available to the
of the ccurzry's U.N, obligaticns? 1# the countr Mission, E] Salvad .
fs in errexrs, viere such arrearages taken irto ! alvador is meeting i
account by the AID Adnminysirator in Cetermining UN obligations,
the curtent AID Operational Year budget?

15, FEY Sec. 620A, FY-79 /~o Agt. See. €07, ‘Has No.:
the coUniry granied SERCTLudry 11°CA prusecuticn to '
any individual or group.vhich hes cotmitted an -

act of irternational terrorism?

“16. T£Y Sec. 666. Doos the country object, on No
besis of race, religicn, natienal origin or :
sex, to the presence of-apy of ficer or e=ployee
of the U.S. there to carry cut ecercrnic '
developrant pregram endgr FAA?

- 17, FEA Sec. 669, 670. Has the country, after
August 3, 1577, dolivered or received nuclear’
‘enrichrent or reprocessina eouin—ent. raterials.
or techrology, without specified errangesenis or
safeguards? Has it detonated a nuclear cevice
after Ausust 3, 1977, althcugh rot a "nuclear-,
" wezpon Stzte" under the ncnproliferation treaty?

NO.

FLUIDING CEITERIA FOR COUMTPY FLIGIRILITY

1. Develcoment Assistence Country Criteria El Salvador is committed to inv.olve
the poor in the development process
by carrying out several prdjecis to

, &, FéA Sec. 1n2(h){4), Have critefia teen
establisred ans talen into account to assess

cosnitrent progress of country in effectively address their needs in the agricultural
{involvi-7 the poor in development; on such health, nutrition, housing, emp loyment
indexes 2s: (1) increase in 2gricultyral and other sectors

productivity thrcugh smill-fara labor intensive
agriculture, (2) reduced infanmi rartality,

(3) control of population grewth, -(4) equality
of {nccre distributicn, (5? rcduvction of
unemployment, and (&) ipcreased l{teracy?
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b, FAL Sec. 1n&ld)(1). 1If appropriate, is
this Cevelesment {includirng Sahcl) activity design
to build rotivation for smaller femilies through
rodificaticn of ccr omic and social ccnditions
supportive of the « ire for Yarge fanilics in
programs such as cducation in and out of school,
nutrition, disease control, rmaternal and child
heaith services, agricultural proZuction; rural
devclopment, ard assistance to urtan poor?

2, fcononic Suorort Fund Country Criteria

a, F/A fec. 5023, Has the country enqaged NO
in a consistent paLLcrn of gross violations of
frternationally recognized huran righte?

b, F’8 Sec. 533(b). Wil assictence under
the Southern nfrica procram be provided to N/A
Vcie=Sique, fncoia, Tanrania, or Ze~tial If so,
hes Presicent ceterminod {and rcported to the
Cergress) that such assistance will further U.S,
foreign policy interests?

c. FAA Sec. £09. If comodities are to be
grénted so L-2t saie proceeds will accrue to the! N/A
recisient country, have Spacial Account (counter-
part) arrarnjecents been made? '

d. FY 79 Aro. Act,Snc. 113, Will essistance

be provicis 1cr tne FUrEcse ob a\Clnj directly th N/A
effcrts of tre coverrrert of sch cauntry to

recress the ledzitirate richts of the pcpulation

of cuch ccurtry contrary to the Universal

Declaration of Human Rights?

e. FEb Soc, 6208, WiN secur1ty supporting .
assistance te ?urn1sned to Argentina after AIA
Septenber 30, 15787
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Listed below are statytory criteria applicable generally to projects with FAA funds and project

criteria epplicable to individual fund sources:

criteria applicable only to loans); and Economic Support Fund.

CROSS REFERENCES: IS COUNTPY CHECKLIST UP TO DATE?
HAS STAIWARD 1TEM CHELKLIST BLEN REVIEWED FOR THIS PRODUCT?

A.

GERERAL CRITERTA FOR PROJECT

1. FY 79 App. Act Unnu-tered; FAA Sec. 653 (b
Sec. 634K, iaﬁ Uescribe how Committees on
Appropriations of Sciate and House have been o1
will be notified concerning the projecct;

(b) is assistarce within (Opcrational Year
Budget) countrs or interratioral croanjzation
allocation repurted to Con?ress {or not more
than $1 million over that figure)?

2. FAA Sec. 611{a)({1). Prior to obligation
in excess of $100,000, will there be (a) engi-
neering, financial, and cther plans necessary
to carry out the assis.ance and (L) a reasonabl
firm estimate of the cost to the U.S. of the
assistance?

3. FM Sec. 611(a)(?). If further legislative
action 1s required within recipient country,
what is basis for reasonable expectation that
sucn action will be completed in time to permit
orderly accomplishment of purpose of the
assistance?

4. TFAA Sec. 611(b); FY 79 App. Act Sec. 101,

If for water or water-related 1and resource
construction, has proiect met the standards

and criteria as per the Principles and Standard
for Planning Water and Related Land Resources
dated October 25, 19737

5. FAA Scc. 611(e). If project is capital
assistance (e.g., construction), and all

U.S, assistance for it will exceed $1 million,
has Missicn Director certified and Regional
Assistant Administirator taken into consideratior
the country's capability effectively to maintair
and utilize the project?

6. FAA Sec. 209. Is project susceptible of
execution as part of regional or multileteral
project? If so why 1s project not so executed?
Information and conclusion whether assistance
will encourage regional development programs,

Development Assistance (with a subcategory for

Congressional Notification has

been processed.

Yes.

Urgent needs, repeated public
statements, promises made to
other International Financing

Agencies (IBRD).

N/A

Yes, (See Annex
Certification)

D, Missi¥on Director's
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7. FAA Scc, £01{a).. Information and conclusions
whether project will encourane efforts of the
country to: {e2) increasc the flov of {ntcrnational
trade; {b) foster private initiative and competi-
tiony (c) cncourane develop:ent and use of
tcoperatives, credit unjons, and savines and loan
dssociationsy (d) discourege :nonopolistic practices;
(e) inprove technical efficiency of industry, agri-
culture and cormerce; and (f) strengthen free

Yabor unions, :

B. FAR Sec. 601(h). Infurmation and concluston
on how project wiil encoursage U,S. private trade
and investment abroad and cacourage privaie U.S,
participation in foreign assistaence proarams

{(including use of private trace channels and the

services of U.5. private enterprise).

9. FAA Sec. 612(b): Sec. 636(h). UDescribe steps
taken to assur: Lh2t, to the raxinum e>tent possi
ble, the country 1s contributing lccal currencies
to rmeel the cost of contractual and other service
and foreign currencies ¢wvned by the U.S. are
utilized to meet the cost of contractual urd
other services,

10. FAA Sec. 612(d). Daes the U.S. own excess
forcign currenty of the zountry anc, if so, what
arrangcments have been mace Yor {ts release?

11, FAA Sec. €0(e). Wi11 the project utilize
compelitive selection procedures for the awarding
of contracts, except where applicable procurement
rules allow otherwise?

12, FY 79 Aop. Act Sec. 608, If assistance is
for the prosuction of any co~modity for export,

{s the conmodity likely to be in surplus on world
markets at the time the resulting productive
capacity becces operative, and is such assistance
1ikely to cause substantial injury to U.S.
producers of the same, similar, or competing
cormodity? s

B. FUNDING CRITERTA FOR PROJECT ' !

Y. Development Assistance Project Criterfa

a.. FPA Sec. 102(b); 1115 113; Z2a.
[xtent to which activity will [a) etfectively
fnvolve the poor in development, by cxtending
access to economy at local level, increasing
labor-intensive production and the use of
appropriate technoloay, spreading investment
out from cities to small towns and rural areas,-
.and {nsuring wide participation of the poor in
the benefits of cevelopment on a sustained

ANNEX €
Page 6 of 15 pages

The Project will foster private
initiative and .ill directly encourage
development of community organizations
in the housing sector and will in-
directly encourage other activities.

U.S, private trade and investment abroad
will be directly supported through pro-

-motions and development of shelter
activities, 1US private investor will
lend HG funds.

The host country is providing counter-
part contribution to the project in

local currency. No U.S. owned foreign
currencies are available for utilization
.in this project.

Yes.

No.

This project is designed to benefit
the poor by promoting improvement in

community living conditions.
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basis, using the appropriate U.S. institutions;

(b) help develop cooperatives, especially by tech-
nical assistance, to assist rural and urban poor to
help themselves toward better 11fc, and otherwise
encourage democratic private and local governmental
fnstitutions; (c) support the self-help efforts of

The upgrading of marginal communities
will better the lives of the poor.
Women will participate in Project
implementation and administration.

developing countries; (d) promote the participation of
women in the national cconomies of developing countries
and the improvement of women's status; and {e) utilize

and encourage regional cooperation by developing
countries?

b. FAA Sec. 103, 103A, 104, 105, 106, 107.
Is assistance being rm2oe available: lT?ﬁEﬁude only
applicable paragraph which corresponds to source
of funds used. If niore than one fund source is
used for project, include relevant paragraph for
each fund source.)

(1) [103]) for agriculture, rural development
or nutrition; if so, extent to which activity is.
specifically designed to increase productivity and
income of rural poor; [103A] if for agricultural
research, is full account taken of neceds of small
farmers;

(2) [104] for population planning under sec.
104(b) or hcalth under sec. 104(c); if so, extent
to vhich activity erphasizes low-cost, integrated
delivery systems for health, nutrition and family
planning for the poorest people, with particuler
attention to the necds of mothers and young
children, using pararedical and auxiliary medical
personnel, clinics and health posts, commercial
distribution systems and other niodes of community
research.

(3) [105] for education, public admiri-
stration, or human resources development; if so,
extent to which activity strerathens nonformal
educaticn, makes formal education more relevant,
especially for rural families and urban poor, or
strengthens management capability of institutions
enabling the poor to participate in development;

(4) [106] for technical assistance, energy,
research, reconstruction, and selected development
problems; if so, extent activity is:

(1) technical cooperation and develop-
ment, especially with U.S. private and voluntary,
or regional and {nternational development,
organizations;

(11) to help alleviate energy problems;

(111) research into, and evaluation of,
economic development processes and techniques;

(iv) reconstruction after natural or
manmade disaster;

N/A

Wages will be paid to the rural poor
for work on physical services projects.
Credit will be made available to
directly support productive activities.

N/A
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(v) for special development problem,
and to enable proper utilization of earlier U.S.
infrastructure, etc., assistance;

(vi) for progrims of urban development,
especially small labor-intensive enterprises,
marreting systems, and financial or other insti-
tutions to help urban poor participate in economic
and social development.

c. [107] 1s appropriate effort placed on use
of appropriate teclinology?

d. FAA Sec. 110(a). Will the recipfent

country provide at least 25% of the costs of the
program, project, or activity with respect to
which the assistance is to be furnished (or has
the latter cost-sharing requirerent been waived
for a "relatively least-developed" country)?

e. FAA Sec. 110(b). Will grant capital

assistance be disbursed for project over more
than 3 years? If so, has justification satis-
factory to the Congress been made, and efforts
for other financing, or is the recipient country
"relatively least developed"?

f. FAA Sec. 281(b). Describe cxtent to
which progrem recoaiizes the particular needs,
desires, and capacities of the pcople of the
country; utilizes the country's intellectual
resources to encourazce jnstitutional development;
and supports civil education and training in
skills required for effective participation in
governmental and political processes essential
to self-government,

g. FAA Sec. 122(b). Does the activity

oive reasonable premise of contributing to the
development of ecoromic resotirces, or to the
increase or productive cepacities and self-
sustaining economic growth? :

2. Development Assistance Project Criteria
!Loans Only) .

a. FMA Sec. 122(b). Information and

conclusion on capacity of the country to repay
the loan, including reasonableness of
repayment prospects,

b. FAA Sec. 620(d). 1If assistance {s for
any productive enterprise which will compete in
the U.S. with U.S, enterprise, is there an
agreemient by the recipient country to prevent
export to the U.S, of more than 20% of the
enterprise's annual production dyring the 1ife
of the loan?

Annex €
Page 8 of 15

The project is aimed at opening several
new channels for credit and technical:

assistance to help poor participate in
economic and social development.

Yes

Yeg. During the implementation period
of the Loan the host-country will con-
trjbute an estimated 25% of the project

cost.

No.

.
By improving living conditions among the

poor, the project will contribute directly
in the people's ability to participate

in governmental and political process and
will encourage private and local govern-
mental ingtjtutions,

Yes.

El Salvador has the financial capacity to
repay the loan. The terms of the AID loan
are reasonable and legal under’the laws o

the U.S. and the host country. Addition
ally, the country's exchange position
currently indicates that dollars will be
available for repayment of the loan.

N/A
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3. Profect Criteria Solely for Economic
Support fund
a. FAA Sec. 531(a). Will this assistanct N/A
support preaote economic or political stabilis
To the extent possible, does it reflect the
policy directions of section 1027
b. FAA Sec. 533. Will assistance under " N/A

this chapter be usng for military, or
paramilitary actiyities?
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5C(3) - STAMDARD ITEM CHECKLIST

Listed below are statutory {tems which pormally will be covered routinely {n those provisions
of an assistance agreement dealing with its impiementation, or coverged in the agreement by
imposing limits on certain uses of funds,

These ftems are arranged under the general headings of {A) Procurement, (B) Constructicn, and
{rY Nthor Ractrictinns. )

A. Procurement

1. FM Sec. 602. Are there arrangements to Yes. Standard procurement regulations,
permit U.S, small business to participate procedure¢ and cood commercial practices
equitably in the furnishing of goods and will be fallowed under the project.

services financed?

2. fﬁﬁ_éggﬁ 604(a). Will a'l commodity
precurement financed be from the U.S. except Yes,
as.otherwise determined by the President or

under delegation from him?

3. FAA Sec. 604(d). 1f the cocperating

country discriminates against U.S, marine Yes,
fnsurance companies, will agreement require

that marine insurance be placed in the

United States on comrodities financed?

4. FMA Sec. 604(ej. If offshore procurement

of agricultural cormodity or product is to be N/A
financed is there prov\sion against such pro- X
curcment when the domestic price of such

commodity §s less than parity?

5. FAA Sec. 608{a). Will U.S. Government Yes.
excess personaT property be utilized wherever

practicable in lieu of the procurement of new

ftems?

6., FAA Sec. 603. (a) Compliance with require-
ment 1n section 901{b) of the Merchant Marine
Act of 1936, as amended, that at least 50 per
centum of the gross-tonnagc of commodities
(computed separately for dry bulk carrfers,

dry cargo liners, and tankers) financed shal)
be transported on privately owned U.S.-flag
commercial vessels to the extent that such
vessels are available at fair and reasonable

rates,

Yes.

7. FAA Sec. 621. If technical assistance is
financed, w11l such assistance be furnished to
the fullest extent practicable as ‘goods and
professfonal and other services from private
enterprise on a contract basis? If the

Yes.
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faci1ities of other Federal agencies will be
utilized, are they paritcularly suftable, not
competitive with private enterprise, and made
available without undue interference wit
domestic programs? )

8. International Afr Transport. Fair ,

Competitive Practires Act, 1974, If air Yes.
transportation of persons or Froperty {is

financ2d on grant basis, will provision be

made that U.S.-flag carriers will be utflized

to the extent such service 1< available?

9. FY 79 App. Act Sec. 105. Does the contrais
for procuremcnt contain 3 provision authorizing
the termination of such contract for the
convenience of the United States? '

Construction-

1. FAA Sec. 601(d). If a capital (e.q.,
construction] project, are engineering and N/A

 professional services of U.S.. {irms and their

4. FAA Sec. 636(1). Ts financing not permitted

affiliates to be used to the maximum extent
consistent with the national interest?

2. FAA Sec. 611(c). If contracts for
construction are to be financed, will they be 'Nf%
let on a competitive basis to maximum extent

practicable?

3. FAA Sec. 620(¥). if for-construction of

productive enterprise, will aggregate value N/A
of assistance to be furnishad by the United

States not exceed $100 millfon?

Other Restrictions

1. FAA Sec. 122 {e). If development loan, {g Yes.
interest rate at least 2% per annum during :
grace period and at least 3% per annum

thercafter?

2. FAA Sec. 301{d). If fund {5 established Yes.
solely by U.S. contributions and administered
by an international organization, does

Comptroller General have audit rights?

3. "FAA Sec. 620(h). Do arrangements preclude Yes
promoting or assisting the foriegn aid projects

or activities of Communist-bloc countries,

contrary to the best interests of the

United States?

Yes.

" “to be used, without waiver, for purchase, Yong-

term lease, or exchange of motor vehicle .
manufactured outside the United States, or
guaranty of such transaction?
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5. Wil srrangements preclude use of financing:

a. TAA Sec. 104(f). -To pay for performance of
abortions or to motivate or coerce persons to
practice abortions, to pay for performance of
{nveluntary sterflization, or to coerce or
provide financial incentive to any person to
undergo sterilization?

€. M Sec. 660. 7o firance polfce training
or other law enforcement assistance, except for
parcotics programs?

d. TFAA Sec. 662, For CIA activities?

e. FY 79 App. Act Sec. 104. To pay pensions,
etc., for military personnel?

f. FY 79 App. Act Sec. 106, To pay U.N,
assessments?

g. FY 79 Aop. Act Sec. 107. To carry out
provisions of fIA sections 20%(d) and 251(h)?7
(Transfer of FAA funds to multilateral
organizations for lending.) .

h. TFY 79 App. Act Sec. 112, To finance the
export of nucicar equipment, fuel, or technology
or to train foreign nations in nuclear fields?

f. FY 79 Aop. Act Sec. 60). To be used far
publicity on propaganda purposes within United
States not authorized by the Congress?

N/A

N/A

N/A .

N/A

N/A

N/A

N/A

N/A
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THE HOUSING GUARANTY PROGRAM
STATUTORY CHECKLIST

Answer YES/NO

A. General Criteria Under HG Statutory Authority.

Section 221 (a)
Will the proposed project meet the {ollowing criteria;

(1) is intended to increase the availability of domestic
financing by demonstrating to Jacal entreproneurs
and institutions that providing Jow-cost housing is

financially viable; Yes, pp. vii; Annex 6.5

(2) is intended to uassist in marshalling 1esourt es for low-
cost housing; Yes pp. 46, 47, & 48

(3) supports a pilot project tor low-cast shelter, or is
intended to have a maximum demonstration jmpact
on tocal institutions and national policy; and Yes pp. 8,9, 18, 23, 32.
4,735

(4) is intended to have a long run goal to develop
domestic construction capabhilities and stimulite
local credit institutions to make ayailable domestic
capital and other management and technolopical
resources required for low-cost shelter programs and
policies? Yes p. 9

Section 222(a)

Wili the ssuance of this puaranty couse the total fare
amount of guaranties issued and outstanding at this time
to be inexcess of $1,180,000,0007 No

- cmm m et s e e e —— .

$9.5 million during FY 80
$5. 5 MITT{6n "darTng FY 81

Will the guaranty he issued prior 1o Septemiber 30, ]9897

Section 222(b)

Will e proposed puaranty result in activities which
emphasize:

(1) projects providing improved home sites to poor
families on which to build sheiter and related
services; Yes
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{2) projects comprised of capendable core shelter units
on serviced sites;

{3) slum upgrading projects designed to conserve  and
improve existing shelter;

(4) shelter projects for low-income people designed for
demonstratiaon or institution building; and

(5) community factlities and services in support of
projects authorized under this sectjon to iimprove the
shelter occupied by the poor?

Section 222(c)

If the project requires the use or conservation of epergy,
was consideration given to the use of solar energy techno-
logies, where economically or technically feasible?

Section 223(a)
Will the A.L.D. guaranty fce be in an amount authorized
by A.LD. in accordance with its delegated powers?

Section 223(f)

Is the maximum rate of interest allowable to the eligible
U.S. Investor as prescribed by the Administrator not more
than one percent (') above the current rate of interest
applicable to housing mortgages insured hy the Depart.
ment of Housing and Urban Development?

section 223(h)

Wil the Guaranty Agreement provide that no payment
mday be made under any guaranty issued for any loss
arising out of fraud or misrepresentation for which the
party seeking payment is responsibic?

Section 223(})

(1) Is the host country a country that is presently receiv-
ing development assistance under chapter | of part |
of the Act or one that has recgived such assistance in
the preceding two years”

(2) Will the proposed Housing Guaranty be coordinated
with and complementary to other development
assistance in the host country?

{3) Wull the proposed Housing Guaranty demopstrate the
feasibility of particular kinds of housipg and other
institutional arrangements?

Yes pp. 22 & 32

Yes pp. 19 & 33

Yes. p. 3¢

Yes pp. 13-16 inclusive

————

Use of solar energy tect
not gonsidered. N.A.

Yes

Yes

Yes

Yes

Yes

Yes

———— o — s e i —
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(4) Is the project designed and planned by AJLD. o that
at least 90 percent of the face value of the proposed
guaranty will be for housing suitable for familics
below the mcdian income, or below the medion urban
income for housing in urban areas, in the host
country?

(5 Will the issuance of this puaranty cause the foee
value of guecrantics issucd with respeat to the host
country to cxeeed S25 mitlion inanv fiscal year ¥

(o)  Will the issuance of this guaranty cause the average
face value of all housing gnarantics issucd in this
fiscal year to exceed SIS million?

Section 235(c)

Will the guaranty agreement provide that it will cover
only lenders who are 'cligible investors" within the
meaning of this section of the stetute at the tinc the
graranty is issued?

Criteria Under General Foreign Assistance Act Authority,

Section 620/620-A

I, Does the host country meet the general criteria for
country eligibility under the Foreign Assistance Act
as set forth in the country eljgibility checklist
prepared at the beginning of cach ycar?

2. Is there any reason to believe that circumstances
have chanrged in the host country so that it would now
be incligible under the country statutory checklist?

ANNEX C
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Yes (pp. 9 & 10)

No

No

Yes

Yes

No




ANNEX D

CERTIFICATION PURSUANT TO SECTION 611(e)
OF THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Charles J. Stockman, the principal officer of the Agency for Inter-
national Development in El1 Salvador, having taken into consideration
among other factors, the maintenance and utilization of pyojects in El
Salvador previously financed or assisted by the United States, do hereby
certify that in my judgment El1 Salvador has the technical capacity and
the physical, financial, and human resources to utilize =z:d maintain
effectively the proposed loan of ten million United States dollars
($10,000,000) from the Government of the United States of America to the
Govermment of El Salvador for a Marginal Community Improvement Program
to better the quality of life of the poor. This certification is based
on the facts developed for the Project Paper as diagnosed in consultant
reports, Mission analyses and reviews of previous commypnity and rural
development efforts supported by AID.

It should be noted that provision is made, under the grant accompanying
the $10.0 million loan for iraining and technical assistance to implement-
ing agencies to facilitate their effective utilization and speedy imple-~
mentation of a Project of this nature and magnitude.

Eforr

ChapXés J. Stockman
Director, USAID/E1 Salvador

March 7, 1980
Date
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ANNEX E
MINISTERIO DE PLANIFICACION
COORDINACION DEL DESARROLLO :
ECONOMICO ¥ SOCIAL - San Salvador, 10 de marzo de 1980

DECS No.17

Sefior Charles Stockman
Director USAID/El Salvador
Bmbajada Americana
Presente.

Estimado sefor Stockman:

Por este medio, el Gobierno de El Salvador solicita a la Agencia para
el Desarrollo Internacional (AID) una cooperacidn financiera que comprende
de lo siguiente:

1l.- Un préstamo por $ 10 millones en los términos mas favorables que
ofrece la AID.

2.~ Garantia sobre un préstamo de $ 15 millones que el Gobierno obten-
drad de un Inversionista de los EE.UU.

3.- Una cooperacion econdmica no reembolsahle por $ 950.000.

Estos recursos se destinaran a financiar parte de los costos de un
Prograna de Mejoramiento de Comunidades Marainales cuyo costo total se
estima en $ 31.950.000. Z=1 Gobierno de El Salvador se compromete a pro-
porcionar una contrapartida en efectivo y en especies de $ 6 millones.

El prestatario de los fordos de la AID, serd el Ministerio de
Planificacién. la canalizacidén de los fondos del inversionista privado
se hara por medio del Banco Central de Reserva.

Aprovecho la oportunidad para saludarlo atentamente,
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PROJECT AUTHORIZATION
Name of Countrys Rl Salvador
Name of Project: Harzinal Coramunity Improvement
‘HNumber of Projcet: 519-0251
) 8 Pursuant to Sectlions 103 and 106 of the TForelm Assistance Aet of 1961, as

amended, I horebv authorivze the IMarsinel Community Improrement project for Fl
Salvedor (the "Cocnerating Country”) involvine planned oblizations of nrot to excead
Tea Filiton United sintes Dollare (310,600,009) in loan funds ("Loan®) and Mine Hundred
Pifty 'itonesnd Urited Stater Lollers ($256,009) in crant fonds ("Grant') over e tiro
year porind fram Cate of autivorizstion, subjcet to the aveilrhility of funds 0 sccordance
with the ALD, QY " /allotment precess, to hein in {inancing foreizn excharge and local
currenev costs for (he preiect,

2. tha nrojoet (Projaet™) el assist the Coopcrotine Coamiry te meet fmmedinte
needs for community intfrestructice, minimum shelter and procuctive onosertunitics fer
the pcor and improve the Cooneratine Ceountry's capacity to adress basie needs of
the poor in secendary cilles in a comprehensive and eoordinated manner,

3. The Project Agreement, which may b~n negotlated and executed by the officer
to whom sueh puthority is delessted In accoidnniee with ALD, reculations and Dele—a-
tions of Authority, shnll bie subjoct to the tolloing essential terms and major conditicna
togcther with such other terms and conaltions as A,LD. may decem appropriates

. Interrst late and Terms of Denavment

The Cooreratine Country ghall rensv the Loan to ALD. In U,S, Dollars :sithin
twenty-five (74) years frem the cate of first dishursement of the Loan, inclucdine
a orece poricd of nat to exceed ten (10) veurs. e Ccooperatine Country simll
pay te A.Li:. in U.S. Uollers interrst froma the dme of firct disbhursement of
the Loan at 112 rate of (i) two nercent {573) per annum durlne the first ton (i0)
years, sni (fi) three pereent (27) per annum thereafter, on the outstancing
dishursad balance of the Loen and on any e and unpaid interest eccrued
therecon.

De Sotree and Orizin of Gonds and Eervicea (Lean)

Goods and services, evecpt for occan shinnine, financed by ALD. wnder the
Loan shall have their ource and oririn in countries {nclided in A LD Geogreohie
Code 941, or in countrics that mre members of the Central Araerican Common
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.

Markat, oxcent as ALD, may otherwise arrea fn writinr, Ocean shinnine financed
by A LD, uniier the Loan shrll, cxeent an ALD. minv cthiarwise sprre in weiting,
be finmee:l onlv on flae vessels of the United Etates o of countries that ara
memrbers of the Contral Amceriean Ceommon flarket.

C. Couree andt Cpicin of (Crndr gad Sorvines (Crant)

Goods end? sorvicrs, excent {or ocern shinpine, finaneed by ALD. under the
Crent s"all iava thzie soures i arivin in tha United States snd countries that
are emberg of the Cortral Miceriean Cemnion rierlet, exeept o8 AJd. ey
othierwite muree {n writing, Czcan shippine finsnced by A.LD, under the Crant
ghall, except as AL, mav otterwise agree in writing, be flnanced only on flaz
vessels of the United States,

d. Condltion Pracedont to I'irst Disbursement for other than Tochnierl Ase
mataneca {1.020)

Prior to ary diebvrsement, or the {asuance of any commitment docurents vndar
the Project Agrecrient to finsnee othar then tachnfeal agsistance, the Cooperating
Country sinll fumish to AJLD,, {0 form and sybstanee satlefactory to AJD.
evidonee that a {uil-tfme Project Coordinatlon imit hes heen ertablished and
staficd.

Cecdition Precedant to Dishoraomant {ne Commimity Basle Serviceg Activi-
ﬂc‘-; {lr. J

Prior to any dishursement, or the lesurnce of any commitinent docunionts under
the Froloet Avveament to {inonce enimrcunity hbasic sorvices setivitiee, the
Cooperatineg Cointry shall fuenish (n ALD., in form and avhstanee sntisfectory
to AL, evitones that tha tinistre of Interior has mads adequata nrosress n
providing TIDLICO with sufficient a2mitlstrative anthority to effictentiv cerry
out tho enmiarmunity basie sorvicey cetivities, vtho cvifense chall inelude a girmiad
contract for esdviserv services to DINEZD In Implementin improved purehasing,
cash enntrol and {ntornal auditinT proceduras,

f. Conditian Deececent to DNictorsement Tor Small Fnternrise Activitios (I.onn)

Prior to eny dishursar:ant, or the lasuancen of any commit~ent rocuiments inder
the Preiect A-rocment to finanee small entomrize activities, the Coeperatinge
Country shell furnish to ALD,, In form an-d suhstspren saticfrctore to AJLD., =
Projest Creoait [lanuel eontainins detriled Jepcin® erftaris, nrocecires, Intorest

rate structures end such other Infarmation ps ALLD. mev requips with respoet
to any and ell lendinz fnstitutions perticipating In the I'raject,

e. Covanants

The Cooperating Coumntry shall covenant thats
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o Only the Centrsl Feserve Nank will sct as Administrater of the
ALD, funds made evsileble pursuant to the Project Arreement.

(2) Tha Coonerating Country will pav all hankinz chargag to the Central
Reserve Uepk fromn nan=ireinet resotireen, and thet all interest sarned bw
the Centrel Recerve Bank threugh us? of ALD. funds will he used entirely
for purposes cf the Projecet in acrordanca with the priorities csteblished
by the Cooperating Country.

(3) Counterpart contritutions or other resoupces wi]] be utilized to
finenee land purchases, if any, and thet A.LD. funs will not be used for
sald purposes.

Administrator

Date
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THE AGKMUUSTRATON

GUARANTY AUTRHORIZATION

PROJECT 519-11G-006(1)

Provided Fromm: Housing Guaranty Authority
TO :  Government of El Salvador

For Marginal Cominunity Improvement

Pursuant to the suthority vesicd in the Administrator, by the Forcicn Assistance Act of
1961, s ammended (FAA), and {he dejegations of authority issued thereuvnder, 1 hocreby
avihorize the issuance of grararties pursusnt 1o Seation 222 of the I'AA of 1ot > eueced
nine mittion five hundred thovwsand dollars: (82,500,000) jn face wmount, for Phoe T
getivivies gsauring eoainst lonoes of not to oxeeed one hundred percent (J0070) ol Toan
inveatiiert and i rterest) with respeet to Joons bv cliziple ULS, investors {(tinvestor?)
acccninble to AL, made to finenee wmargingl comnmunily  hinproveinent projecis
("irojeet)in EL Salvador. T approve the total level of not to excecd 15 millien in AL,
guoronty xwpo“ yer the Project. Issuance of guaranties for Phase 11 of the project in tha
amount of $£5.5 millicn shall be subject to the conditions set forth under parcgrapn 3,
beiov,

This gusranty shall be subject to the following terins and ecnditions:

1. Terin of Cuerantv: The lomn shall extend for a period of up to thirty years (30)
from the date ot dishursement and may irelude a grace nericd of up to ton vears
on repayment of principal,  The punranty of the loap shall extend for a period
beginnir; with the first disburscment of the loan and shull econtinue until such
time as the Investor hes been paid in full pursuant to the terms of the loan.

2. Interest Nnte: The rote of interest paynble to the Investor pursuant to the Joan
SuUJl“noL cxceed the allowable rate of interest preseribed pl'X‘llJllt to Section
223(0) of the FAA and shall be consistent with rates of interest gencrally
availeble Tor similar types of Touns made in the long term United States cuapital
markets.

3.  Goverimnent of Tl Salvador Guaranty: The Government of El Salvader (GOES
shall provide for a tuii Taitn ana “credit guaranty indemnifying ALD. in United
States dollars ussuring egainst all losses arising by virtue of AL D.'s guaranty to
the Invesior or fram non-puyment of the guaranty fee.
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Fee: The fee of the United States shall be payable by Dorrower in dollars and
shall be one-half pereant (1/27) per annum of the outstunding gruarantiod amount
of the loan plus u fixed amount cqual to one pereent (10) of the amount of the
loan authorized, or any part thercof, to be paid as A.ILD. may dectermine upon
disbursernent of the loan.

Condlllonq Dl(_‘F' cdent: Prior to the issuance of gmwnlms for carrying out Phaga
1ol the project, and excent &s ALLD. 1nay otherwise ezree, the Borrower shall
assure coimpletion eof the fc! lowing in form and substance satisfactory 1o ALD.:

() GOLS has uchicved the outputs specified under the Plannin: for Phase i
activity (Cstablish Secondury Cities Program Unity Develop HUD Program).

(b) IVU has prepared designs for new shclter solutions to be bujlt in secondary
cities.

(¢) HUD has ccmpleted overall shelter needs studies for at least two secondary
cities.

(d) HUD has developed shelter seetor coordinating and monitoring procedures,

(e) HUD has devcloped minimum urbanization standards and site legalization
policies and procedures for secondsy cities.

(f) GOES has adopted a consistent interest "utc structure for finnneinzy of new
sheltier solutions and home Linprovenents, This struciure should e brsed on
unsubsidizcd interest rates, cover all (J()l"a‘ hovsing institutions thot vl
participate in Phase 1l ectivitics, #nd provide for rate equalivation between
loans in the SSMA and sccondary cities.

Other Terins end Cenditions: The guar antv shall be subjoct to such other teris

and condifions as A.LD. may deem necessary.

Administrator

Date
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COMMUNITY INFRASTRUCTURE DEMAND IN URBAN AREAS
QUTSIDE OF THE METROPOLITAN AREA

*
Activity/Total PoEplation~/ Estimated Cost
thousands
1. Water: 205,096 X 457 (unserved) X $96 (Avg. cost)= $8,860

2, Waste disposal:
205,096 X 60% (unserved) X §52 (Avg, gost)= $6,399

3. Public Lighting:
205,096 X 35% (unserved) X $12 (Avg. cost)= $ 861

4, Drainage: X 60% (unserved) $36 (Avg. cost)= $4,430
5. Access Road: X 50% (unserved) $78 (Avg, cost)= §7,999

Total Infrastructure Demand = $ 28,549,000

Average Infrastructure Cost
Per Household (all services)= § 274

*/ Estimated urban population outside of SSMA.

Note: Bulk Annex (located in LAC/DR and USAID) includes further in-
formation on demand, both outside and inside the SSMA. The major bulk
documents are: 1) Proyectos de Promocidn Avanzada; and 2) Mejoramiento
de Comunidades Marginales Listado de Proyectos.
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TECHNICAL ANALYSIS

A. Phase I - Community Basic Services Activity

1. DIDECO's Project Development Process

a. Project Request. DIDECO's process starts with a visit by
one of its 48 promotors to assess infrastructure needs of a town or
community. During this visit, meetings are held with townspeople and
municipal officials. Community interest is expressed in the form of a
letter to DIDECO from an "interest group" which manifests the need for
the project, and the group's willingness to provide the labor to carry
out and maintain the project.

b. Project Design and Approval. Upon receipt of the letter
requesting assistance, a project design and cost estimate is prepared
by DIDECO's regional engineering staff. If the project involves a water
system, school or health facility or road and street upgrading, the
project is cleared with the appropriate Ministry or Autonomous Agency.
When these steps have been completed, the project is forwarded to the
Ministry of the Interior for review and approval. The average time needed
to project approval is about 90 days. After approval, control over the
project returns to the regional office within whose area the project falls.

c. Materials Purchasing. At present, materials requisitions
are prepared and sent to San Salvador for price quotations. Materials
are ordered by the Ministry's purchasing office and sent to the regional
office. They are transported to the project site by DIDECO or the
Community along with whatever equipment is needed for project implementa-
tion. This process has proved unwieldy and will be improved at the out-
set of the project with the assistance of locally contracted advisers.
The new system will involve ordering materials needed for most projects
(e.g. cement, PVC pipe, reinforcing roads) in advance of specific project
needs and storing them at DIDECO regional offices and/or regional MOP
warehouses. As needed, the materials will be delivered from these depots
to the project sites and charged to the project when they leave the depots.
Materials not stockpiled will be purchased in the towns where regional
headquarters are located. If unavailable in those towns, requisitions
will be sent to San Salvador as is done at present. However, in a depar-
ture from present practice, DIDECO will do its own central purchasing,
instead of relying, as at present, on the Ministry's purchasing office.
To ensurc adequate control, the Ministry will develop an internal audit-
ing staff to continuowly review DIDECO's purchasing procedures and prac-
tices on an ex-post facto basis. Contract advisers will be employed
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to design an improved materials purchasing system, an internal auditing
system and a cost control system and to train personnel in the imple-
mentation of each new system, This process is expected to take no more
than 3 months. Until these systems are in place, present practices will
be followed to avoid unnecessary delays in project implementation.

d. Equipment. DIDECO's equipment at present consists mainly
of cars, trucks, buses and motorcycles. Given the nature of the projects
it supports no heavy equipment is needed. This of course, helps to
ensure that labor intensive construction techniques will be used.

Loan funds ($10,000) will be used to purchase a few pieces
of small equipment that are needed in view of the increased volume of
activity. This equipment includes: 8 vibrators, 4 small pumps, four
small portable concrete mixers, and 4 copy machines for architectural
plans. No major pieces of new equipment will be loan financed. As the
construction industry is expected to be in the doldrums over the next
1-2 years, it should not be difficult to rent major equipment, if and when
needed, at attractive rates.

e. Labor and Supervision. Unskilled labor will be drawn from
the community that benefits from the project. Up until now, DIDECO has
required the community to provide voluntary labor for all projects and
has provided food from the World Food Program when it is available.

Under this project, DIDECO will institute a new policy of
payment of wages for labor provided by community members. Cash handling
and control procedures will be designed by the consultants advising on
improved procurement and auditing. This policy will apply to projects
financed both with loan and counterpart funds. Since counterpart funds
will consist of DIDECO's entire project budget (currently about $1 million/
year), it is clear that this is a change in GOES policy, not just a special
arrangenent for this project. The payment of wages will offset what is
expected to be a serious decline in off farm employment until the political
situation stabilizes, as the modern sector farms, which now absorb under-
utilized rural labor, are expected to decrease their plantings over the
coming 1-2 years.

Skilled labor and project supervision will be provided from
the ranks of the approximately 400 construction foremen (maestros de obra)
and skilled laborers on DIDECO's non-permanent payroll (planilla). At
present, this personnel is greatly underutilized, and can be mobilized in
a short period of time. Supervision will be provided from among the 26
engineers and technicians assigned to DIDECO's four regional offices.



Annex G,2
Page 3 of 27

The existing staff of supervisors, project designers,
construction foremen and skilled laborers may not be suyfficiently
large (despite their present underutilization, which DIDECO officials
have estimated at more than 50%) to carry out the program. To ensure
a timely and flexible response to shortages in these areas, part of the
budget for this activity has been set aside to permit coptracting addi-
tional personnel as needed for specific projects. As farmal contracting
procedures involve complex and time consuming bureaucratic steps it has
been agreed that these personnel will be added to the nop~permanent pay-
roll (planilla) as at present, and let go as soon as the project(s) on
which they work is (are) completed. To ensure best use of loan funds
and encourage better use of GOES funds, reimbursement fopr these personnel
will be limited to 10% of the cost of each project. GOES will be respon-
sible for paying any additional such costs from its administrative (not
project) budget.

f. Project Acceptance and Maintenance. When the project is
complete, there is a formal ceremony in which the community accepts the
project and pledges to maintain it. DIDECO contends that maintenance of
its projects has been good because the people of the communities are proud
to have accomplished the project and regard it as their own. DIDECO has
further agreed to consider maintenance of previously completed projects
as one of the criteria for determining whether to provide additional
assistance to each community.

2, Design and Costing Standards and Procedures

Mission Ennineers have reviewed some typical projects as a basis
for assessing the technical soundness of DIDECO's design work. Basic pro-
ject designs are simple. When necessary they will be developed with the
assistance of the Ministry of Public Works, DUA, and ANDA, all of which
have the capability of providing the necessary technical assistance. In
general all the types of projects to be considered under this portion of
the loan are of standard designs which DIDECO has full capability of carry-
ing out. The structures build by DIDECO in the past have proven to be
both simple and inexpensive.

Cost estimates of proposed projects are based on data developed
by DIDECO from earlier projects and updated cost figures,taking into
consideration the past two years' inflation. A 20% inflation cost has
been provided to account for increases in material costs and 107% for
increases in labor costs. This inflation figure for materials is deemed
adequate since all materials (e.g., clay brick, concrete block, cement,
rock, reinforcement steel, etc.) will be purchased locally. The allowance
for inflation is within the percentages experienced in the last 3 years.
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DIDECO will be in charge of the final design apnd supervision
of construction of all AID financed projects. Implementation will follow
the same design and construction standards used in prior GOES funded
projects. Designs and cost estimates for typical projects are available
in LAC/DR files.

B. New Shelter Solutions (Phase I and Phase II)

1. IVU Home Buyer Selection Procedures

IVU maintains a large roster of low-income moyrtgage candidates,
presently 8,000. This large number of mortgage applicatjons results from
IVU's image as the housing finance institution with the most available
capital and the best terms for families with incomes below $240 per month.
The AID/HG project will not, therefore, have to develop a roster of eligible
candidates. During previous periods when this roster was not as large, IVU
succassfully identified potential low-income families through the Office of
the Mayor of San Salvador and municipal governments in the secondary cities.
IVU does not operate branch offices to solicit applications nor does it
regularly advertise. This roster system, therefore, generates volume but
does not necessarily tap a significant component of the market of candi-
dates.

IVU maintains a computerized candidate qualifizations system.
This system is based on a questionnaire in which the candidate must score
at least 657 to qualify in terms of satisfying minimum income, savings
account, and residential requirements developed by IVU (e.g, mortgage
payments must not exceed 20% of the family income). The evaluation process
appears to be comprehensive and well organized. The process of determining
whether a candidate qualifies for a loan, from submission of the applica-
tion to final approval or rejection, has been taking four to six months.

2. Improvement of Operating Procedures

To implement the project, IVU will undertake the following
adjustments to its operating procedures and production standards:

- Create a department of production, independent of the
existing organization structure such that it will have
direct access to the presidency. This department will
design and execute the project outlined for Phase I.
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- Adapt and conform the standards and specifications
commonly accepted by FUNDASAL, ANDA, DUA, and other
agencies that in one way or another may get involved
in the project as best corresponds to the project's
cost requirements.

- Eliminate the obstacles which preclude a quick contract-
ing process.

- Review the inventory of loan applications, setting prior-
ities and attracting new applicants as necessary.

- Identify the areas of priority and those gites which are
already IVU property outside the SSMA for future develop-
ment under Phase II of this program.

- Plan development of the site of the Phase I project, to
eliminate any superposition of priorities or any activity
which may jeopardize the timely beginning of this project.

- Begin project scheduling with a view toward production
levels of 100 units a month, coordinating this with normal
production activities and future commitments with other
international agencies.

- Hire and prepare the technicians who wil] undertake
operations in both phases of the project, This will require
a staffing budget of about $236,000 annually.

- Obtain and maintain the maximum degree of government support
at the ministerial level.

- Contract as many small contracts as necessary.

3. Site Selection and Cost (Phase I)

IVU has identified a large site which is available for the
Project. Figure 1 shows its location in the SSMA.

Two alternative designs for the new shelter units to be de-
veloped by IVU were analyzed as follows:
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PHASE I: NEW SHELTER ALTLRNATIVLS

ALTERNATIVE B. (See Figure 3B)
INFRASTRUCTURE

- Terrain 00 m2 (120 m2 undeveloped)

- Access - Road, passages (stone paved) and storm drainage
(Concrete rubble ditch)

- Grading (earthwork)

- Water line (including house connection) 3" @ PVC pipe and
b " @ PVC pipe

- Sanitary sewer (including house connection) B" @ Concrete pipe
and 6" Concrete pipe

- Public lighting - 1 lamp each 50 m of street

LOT IMPROVEMENT

- Floors ( including foundations) - concrete slab

- Walls (including structure) - concrete panel, concrete blocks,
reinforced concrete

- Water and Sanitary (including plumbing) - % @ PVC pipe and
6" concrete pipe

- Door/Windows - wooden frame with galvinized sheet cover

- Roof - ashesto cement corrugated sheet

- Lighting - 1 convenience outlet, 1 socket

- Water well

ALTERNATIVE A. (See Fiqure 3A)

INFRASTRUCTURE
Terrain 60 me (120 e undeveloped) _

- Access - Road, passages. (concrete blocks, stone paved) and
storm drainage {(concrete rubble ditch)

- Grading - (earthwork)

- Water line {including house connection) 3" @ PVC pipe and
L' @ PVC pipe

- Sanitary sewer (including house connection) 8" @ Concrete pipe
and 6" @ Concrete pipe

- Public Tighting - 1 lamp each 50 m of street.

LOT IMPROVEMENT

Complete bathroom (including all fixtures, cover and plumbing)
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COST ESTIMATES - NEW SHELTER ALTERNATIVE B. (See Figure 3B)
a. INFRASTRUCTURE (as per Alternative A) £2,200.0
HOUSE IMPROVEMENT
Bathroom a) Plumbing Fixtures £ 500.
b) Cover (Floor, Walls,
Roof, etc.)
2.25 1’ © 150 m £ 337.5 £87.5
TOTAL ¢ 3,087.50 £3,087.50
With Contingencies 10 3,396,
With Design 10% 3.735,
With High Cost
Materials b 3,923.
Lot: From Figure 3A 3,200,
g 5,123
47
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Cost Estimates - New Shelter Alternative (See Figure 3A)
San Bartolo Lot Area = 120 m 2 Developed Lot (50% Development).
1. infrastructure (In E1 Salvadorean f Colones)*
a. Lot 120 n° at g10 ¢ 1,200.00%
b. Access - rassages 8 m2 x £2.5/ “2 260.00
c. Road ditch ud m: Y§2 r/m2 200, 00
d. Pavement - coaracted DIO(k, 5 m X €S, U/m <6G.00
. Storm drainage - pipe 80 m° X ¢J.00/m2 240.00
f.  Water - main end HSE conn 80 m X £6.0/n° 480.00
g. Sewer (san) main and HSE conn 80 m2 X E5.01m2 400.00
h. Public Tighting 80 m X g2. O/m 160.00
i.  Fire protection 80m2 X ¢1. O/m 80.00
j. Topography 30 m X zl.O/m 80.00
K. Water well . 120.00
Sub Total g 2,200,00
2. Core Unit 9
a.  Grading 25 m" X Z3 O/m £ 75.00
b. Foundations 25 m Y g3, O/m 75.00
c.  Floor 25 m° ¥ g11.0/n° 275.00
d. Structure 25 m2 X £46.0/m2 1,150.00
e Walls 25 wl X g52.0/n’ 1,300.00
£, Doors - windows 25 m° X £15.0/m° 375.00
g. Bathroom and Iaundry(fixturos) 25 m2 X ZlS.O/m2 375.00
h. Water line: plumbing 25 m2 b Z3.O/m2 75.00
i, San Tine: plumbing 25 m X £2.0/m? 50. 00
5. Reof 25 ol X £30.0/a° 750.00
k. Lignt (electrical) o6 m° X £10.0/m’ 250.00
1. Leadwalk 25 m ¥ £10.U/m° 250..00
Sub Total £ 5,0006.00
Total (cx. lLand) £ 7,200
With 10% Contingency 7,920
With 10% Engineering & Desiqgn 8,712
With 5% High cost 9,148
* Lot 1,200
¢10,348
Legal (Assumed) 52
£10,400

* $1.00 U.S. = £2.50 E1 Salvadorean £ Colones
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PHASE I11: NEW SHELTER FOR SECONDARY Clrirs (See Figures 4,5,6)

The main objective of this propram {s te extend the housing improve-
ment program to low-income populations residing outside San Salvador.
This low-lncome segment of the population has been neplected in the past.
Three alternatives are being proposed, in order to provide a wider economic
scope of possibilities-~bepinning with the bare lot, and minimum public
facilities, and proceding to more complete infrastructure, which can ser-
vice lots with a complute minimum size house,

The design of the Infiastvueture and houring s based on minimum
standards of ANCA, DUNA, CAVSS, FUNDASAL, and other povermnent apencies. Some
welificatinus have been nade to reach the Jower end of household incore
scales ard to provide for future improvements, The materials proposed
will be durable and structurally sound, ecasy to obtain in the area, and
comply with the national standards set for this type of development.,

In order to simplify the cost nnalysis, a cqlony of approximately 200
fomilies was being designed. Fach site will have a main strect for conveni-
ent vehicular traffic, with off-set passages, 1inking pedesiyian circulation
to the main road. Nlocks of approximately 108 units are proposed at both

sides of the main rvoad, noving a symetuie dieribution of lots. Cost estimates
are provided on sheets

Concentration of four bathrooms (latrined) ag common corners of four
lats ave propusced, to achieve lower cost of water apd sewer connections.
Lot sire is 140 m .

A PHYSICAL COMPONINTS

ALTERNATIVE "A" (See Figure 5)

1. Infrastructure lumprovements
. tnpaved street & passages (Minfmum grading)
] Conerete rubbloe ditelien at street and passapes
. 2" PV water wein and bostand pipe with valtve.
) Fublic liphting (on. Toop evirwe 60 aparoximately ).,

2. Lot Improvement See Figure 4 (Alternative "AM )

o)
. 1450 w° terrain
. Irdividual covered Yotriue
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ALTERNATIVE "B" (See Figure 6)

Infrastructure Improvements

Paved road for the main streect .

Concrete paved passages

2" PVC pipe extended to all lots

8" Concrete sanitary sewver pipe extended to all lots
Water conncctions (6" @ pipe serving 4 houses)
Public lighting (one lamp every 65m ‘dpproximately)

Improvement (See Figure 4‘(A]tefn&tf!§;llq)j

2
e . 140 m" terrain
) Bathroom and laundry (including W.C., shower, laundry tub
and plumbing)

ALTERNATIVE "C"

Infrastructure Iwprovement

Paved road for main street

Concrete paved passages

Concrete rubble ditches at Yoad and passages

2" PVC water pipe extended to all lots

8" Concrete sanitary scwer pipe extended to all lots
Water conucction (3/4"@ pipe serving 4 houses)
Sanitary scwer connection (6" @ pipe serving 4 houses)
Public lighting (onc lamp cevery 65 m approximately)

Inprovencnt See Figure 4 (Alternative *C")

140 m2 terrain

[ ]

[ Foundation and flocrs (councrete)

. Structures (reinforvecced concrete)

. Walls (concrete blocks or reluforced concrete panels)

] Roof (corrugpated asbestos~cement sheot)

. Doors, wlndows (wood framiung with galvanized sheet metal cover)

. Bathroom and laundry fixtures (ineludinpg W.C., shower, laundry,
and kitchen sink and plumbing

' Electrical-one wall convenience outlet; one ceiling socket

Assumptions

. Development is based on 70% of usable area,

. Water main is provided by ANDA to the property limits.

. Sanitary sewer 1is provided by ANDA to property limits or
dumped at the ncarest existent wdter course. ,

. Cost for water or sanitary connectlons are £205 & £85 respectively.
Unit costs are the same as those for San Salvador due to extra
cost of transportation.
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(E1 Salvadorean £ Colones)

g 1000
130
25

¢1900 = §$760 U,S.

g 1000
245

F)

165
745
Al
¢ 2200

2420
Joh?
2795
— " ").
2845 = 31140 U.S.

£ 1000
245

25

165
850
220
303
8718

6290
6419

. tb

77350 = $2940 U,S.
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C. Home Improvements

1. Operational Description

Assuming FEDECACES and FEDECCREDITO are the only implementing
agencies, implementation is expected to proceed as faollows:

a. Promotion. There will be several channels through which
news on the availability of loan funds will reach the target group. For
those who have business to transact at the local caja ar agencia, signs
and hand-outs will be used to provide information (with pictures to
encourage those who don't read to ask for information). In addition, a
short training course will be held for DIDECO promoters and CENTA exten-
sionists to acquaint them with the program, train them in preparing
information needed for a loan application, and encourage them to spread
the word in the communities they cover. The promoters/extensionists
will also be trained in formation of solidarity groups among individuals
who express interest interest in obtaining home loans.

b. Loan Applications. Interested individuals and groups
will apply for loans at any of the approximately 55 credit unions and
cajas located throughout the country (excluding FEDECCREDITO cajas in
the Northwest region). They may apply directly or with the assistance
of a DIDECO promoter or CENTA extensionist. All aplications will include
a sketch of the improvements to be made and an estimated budget.

c. Loan Approval and Disbursement to the Borrower. These
activities will be carried out in accordance with the present policies
and procedures of the implementing institution. These procedures were
analyzed in the Small Producer Development PP and were found acceptable
to AID. There will be one small addition to these procedures. A res-
ponsible official of the institution, who is also knowledgeable about
construction, will review the sketch plan and budget for acruracy prior
to loan approval. If the proposed improvements merit it, the institution
may require that the services of a building foreman be obtained to super-
vise construction. This is expected to happen very infrequently.

d. Construction and Certification. The borrowers are expec-
ted to obtain their own materials and do their own construction in almost
all cases. When the work is completed, a certification that the work has
been completed will be prepared by the local credit uniom or caja. These
organizations will arrange to have responsible officigl or representative
inspect the work and sign the certification.
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2, Design Standards and Typical Costs

Typical improvements have been considered. These are responsive
to the needs of the target group and would seek to:

- Improve the lot by financing the cost of connecting to
water, sewage, and drainage networks that might already
exist or be provided as part of an upgrading effort.

- Improve the quality of existing housing units by financing
the cost of a cement floor to replace a dirt floor, or the
cost of a new roof or new walls,

- Permit small expansions of these same units as a measure
to mitigate overcrowding.

A possible mix of activities is included in the text.

Home improvement programs will require coordination by institu-
tions which are fully familiar with the nation's marginal neighborhoods.
The EDURES study has already reviewed the character of these neighborhoods
and their needs. Institutions like DIDECO, IVU, FEDECCREDITO, and
FEDECACES will need to promote and monitor the program, Typical cost

data is shown in Figure 2.

D. Phase II Infrastructure (Basic Services)

The solution of the problems of infrastructure in marginal communities
will be directed at urban areas, principally in the secondary cities dur-
ing Phase II. Setting a basis for design and costs is complicated tradi-
tionally by the nature of the served communities. Their location, the
limited or nonexisting urban planning, the high density, the inefficiency
of the existing primary service systems (water and sewer), the lack of a
city's econcmic capacity to minimize many of the negative environmental
impacts, and the low income of the occupants call for more flexible
standards and solutions unique for each area. The solutions proposed in
this project, nevertheless, satisfy the minimum requirements approved by
agencies familiar with this type of project, and at the same time deal
with the immediate needs c¢f each community.

In order to set a pattern of improvements and costs, a hypothetical
community of 200 families has been selected.

The improvements are based on the infrastructure apnd services recom-
mended by the EDURES study in its final report, and will include:

- Improvement or construction of access roads and passages,
earth work-grading only,
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Figure 2: Typical Costs for Home Improygments

Using data on the average size of existing lTots and dwelling units in

squatter areas (tugurios) and illegal subdivisions (colonias . ilegales)

estimates were made of the cost of typical home improvements as follows

(see Figure 7. below:
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- Construction of a storm drainage system.

- Improvement or construction of water line and network.
- Construction of sanitary system -- public latrines.

- Installation of a street lighting network,

- Construction or improvement of community centers.

- Construction of trash receptacles.

‘ Two alternatives are proposed, the difference being in the standard

of finishing which is applied. Alternative A provides for dirt streets
and walkways and public water and sewer facilities. Alternative B provides
for pavement and individual lot connections.

COST ESTIMATE FOR A COMMUNITY OF 200 FAMILIES

Access road and passages ¢ 195
Pluvial Drainage 91
Water Line 240
Sanitary installations 130
Public Lighting 30
Community Center 40
Trash 10

Sub-Total ' 756

With 10% contingencies 832

With 107 design costs : : 913

TOTAL COST per family
with 57 possible increase
in cost of materials ¢ 960

Cost for community of 200 families

= 200 x 960 = ¢192,000 = $76,800
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ALTERNATIVE B-~HIGHER STANDARD

Access road and passages (paved) 393
Pluvial drainage 91
Water line with house connections 302
Sanitary sewer with house connections 160
Public lighting 30
Community center 40
Trash collection 10
Other improvements (retaining wall, etc.) _ 10
Sub-Total 231,036
With 10%Z contingencies 1,140
With 207% design costs 1,254
TOTAL COST per family with Z
increase in materials costs 1,316

Cost for colony of 200 families
= 200 x 1,316 = ¢261,200 = $104,480

Plans and specifications are based on the minimum standards of DUA,
ANDA, and CAESS, etc. Flexibility in the application of these specifi-
cations has been discussed, and with minor modifications will assure
acceptance by the GOES agencies so as to expedite the project's execution.

Cost astimates are based on information obtained in IVU, ANDA, DUA,
and from some contacts with private construction firms, which confirm the
actualized costs provided by the EDURES study in 1978.

The design standards are in full agreement with the minimum requirement
of community improvement of GOES agencies and projects in actual develop-
ment in San Salvador and some secondary cites.

Construction material is available in San Salvador and other cities.
The decrease in housing construction has created a surplus of material
and costs have not increased at the same rate of inflation of other products.

Transportation costs have increased but did not affect seriously the
cost of construction materials. Labor cost have not changed substantially
in recent months, but can be expected to rise.
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E. Small Enterpriseas Activity

1. Strengthening BFA/CENTA Tnstitutional Capability

While the basic institutional structure of thege institu-
tions is capable of handling the increased workload, there are four minor
tasks which will need to be carried out before the projest can become fully
operational.

a. A new form will have to be designed to reflect pertinent
information for this kind of lending as well as serve the double function
of collecting baseline data for doing impact evaluatinn%and being the
actual loan application.

b. BFA, CENTA, and DIDECO field staff will need to receive
orientation regarding the new credit line on such matters as: purpose and
objective of the line; promotion, eligibility requirements, and loan terms;
filling out the forms; the purpose and importance of the data; how to
assess raw material supply, distance from markets, etc.

c. Special orientation and training will be needed for BFA
agronomist field staff coordinators from all 27 offices regarding the
credit line and special training in business feasibility analysis.

d. Hiring of two specialists in feasibility analysis to nrovide
technical backstopping to agronomists and other field staff; review proposed
loans; provide pericdic formalized technical upgrading to CENTA extensionists;
and provide periodic specific training to clients in their line of business,
for example, in bee keeping, canning, etc.
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F. Environmental Concerns

1. Phase I

a. Home Improvement Loans

This activity should not cause adverse effects upan the environment. On
the contrary, it should provide for healthier living environments for
beneficiaries. Home improvement loans may be used by heneficiaries to improve
their existing housing by enabling them to put in a new floor, solid walls, a
new roof, the addition of an extra room, and/ar provide the house with running
water and sanitary sewage disposal. Such improvements should have positive
jmpacts upon the living environment for beneficiaries,

Improvements would produce the following beneficial environmental impacts:

The installation of household latrines .nd septic tank 'd reduce
the possibility of direct contamination to beneficiaries would
otherwise use the bare ground to deposit their feces.

The construction of concrete floors, concrete hlock walls, corrugated
metal roofs would eliminate dirt floors, impermanent walls, and straw
covered roofs. As a result, wetness, physical insecurity, and unhealthy
living environments would be reduced or eliminated.

The construction of an extra room would eliminate the need for temporary
family moves for future additions or modifications to enlarge a house

to provide greater security for a family and a sense of good health and
welfare for its members.

Loans to legalize property title or for lot purchase would provide the
means necessary for beneficiaries to acquire permanent satisfaction for
making future improvements on their homes and properties.

The provision of water would probably be the most important of home
improvements. It would satisfy immediate cooking and washing needs

and would promote positive impacts upon health habits and improve hygiene.
Moreover, beneficiaries would not have to receive their water from
contaminated sources nor buy it at outrageously high prices.

b. New Shelter

The construction of expandible core housing units would eliminate
contamination of sub-soil because a complete bathroom is put in during the first
phase and a complete house with bath is what would be the ultimate product of
this process.
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1. Beneficial Environmental Impacts

Besides the beneficial environmental impacts cited above that are generated
by home improvement loans, the following positive impacts are produced by new
shelter construction:

- Individual septic tanks and latrines would be replaced by community
septic tanks thereby eliminating possible contamination of underground
waters.

- Receipt of legal title would eliminate the uncertainty of one's ownershi
: of a lot.

- Well laid out subdivisions that provide impraved access to units within
it and that include adequate space between housing units would reduce
population densities such as those existing in jllegal subdivisions and
squatter settlements.

- The provision of sanitary sewer and water connections to expandible core
unit construction and the provision of a bathroom would eliminate a
health hazard for beneficiaries and improve livjng conditions. People
would be able to Tlive under improved environmental conditions.

i1. Description of Site for Phase I New Shelter Construyction

Two alternative sites were considered for development and location of Phase
I new shelter units. The first site and the one selected for development is
the San Bartolo site Tocated near San Salvador's old ajrport which is located
some 12 kilometers from the center of the city. The alternative site is land
belonging to the Ministry of Finance which would require costly earth moving
to develop it because of hilly terrain that includes s]opes over 15%4. The
selected site is not likely to have any adverse environmental impact.

The selected site has the following characteristics:

- Flat topography with gentle slopes. No part of the site includes slopes
of more than 10%.

- Minimal earth moving would be required.

- Maximum site development potentialities. 90% of the site could be
developed for urban purposes. The site could easily meet the standard
that it be developed 60% for housing units and 40% left for roadways
and open space.

- Easy access - approximately only 150 meters - frqom a main highway which
offers frequent bus service.
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- Is adjacent to an extensive industrialized areg that could offer potential
work places for residents.

- Trunk lines for water and sanitary sewers are in place on the site . This
would make connecting them up easy with new housing units at minimal cost.
(Only possibly one small part of the site would be difficult to be connected
up to a gravity system for sewage disposal.)

- The site belongs to IVU and has been designated for new shelter development.
This site is near other areas being developed hy [VU for units costing
approximately £18,000 (colones). ?ﬁl0.000 units are being developed for
this project.) Proximity to the above developments would be a favorable
influence upon this project.

- Between the main highway and the boundaries of the project site, there is
a factory that produces pre-stressed concrete units. It produces concrete
panels that IVU is using successfully in another housing project of some
400 units of new construction.

2. Phase 11

Sites for this phase still must be determined. The following types of urban
development activities are proposed during Phase II:

1. Community infrastructure;
2. Home improvements;

3. Site legalizations; and
4. New shelter solutions.

Phase II activities will be targeted for Tow income residents of secondary
cities.

As a basis for approving specific sub-projects financed by AID, the following
is proposed:

a. Approval Checklist

The following criteria will be applied in measuring the environmental impact
of proposed sub-projects. Conformation of subprojects to the following will be
the basis for determining their acceptability from an epvironmental impact
standpoint.

i. Site must be suitable for long term settlement as demonstrated by the
following considerations:

- Site is free from natural hazards in that it is not located near a river
and or stream that is subject to flooding.

- Site is not subject to landslides nor is such that vegetation and top
soil get washed away regularly by surface water run-off.

- Site is not characterized by steep slopes where copstruction would
require costly earth moving.
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11, Existence of basic off-site services such as the following:

Water supply is sufficient to be brought to the sub-project site, and
there is adequate water pressure for its distribution throughout the
sub-project site.

A sanitary sewage disposal system of sufficient capacity or one that
could be modified to accomodate the intreductian of new sewage capacity
to the system should be in place for connecting up with the sub-project
site. Discharge of untreated sewage into waterways should be avoided,
if at all possible, and minimized, if not,

A strong drainage system for handling rgin water run-off in an efficient
manner must be in place. This would be a simple matter for sub-projects
located next to streams or some waterways. Special consideration must
be given to handling drainage for sub-project sites located adjacent to
railroad Tines and rcadways so that excess water drained off of them
disrupt minimally the use of these Tines and roads by traffic.

11i. The following environmental considerations will be huilt into subproject
design to the extent possible:

Measures must be taken to prevent soil erosion and gullying if development
must take place on steep slopes, crumbly soils, or recently filled Tand.
If possible, construction on such land should be avoided.

Measures must be taken to prevent adverse effects of sedimentation such
as the introduction of unwanted land fill to plug water mains and sewer
pipes should developments take place on low lying subproject sites that
are subject to the accumulation of water.

Secondary streets that connect subproject sites up with principal access
roads that are adequate for handling new traffic introduced on them must
be considered to minimize adverse environmenta] jmpacts.

Installation of community septic tanks or a pipe collector system to be
connected up with a secondary treatment plant, if possible, should be
considered to replace individual septic tanks or pits.

Additional wells to satisfy water demands are dug, if necessary.

Storage tanks to secure water supplies, satisfy demands, and offer better
water pressure are constructed, if required.

Adequate collector systems to accommodate storm water runoff are provided,
if necessary.

A program for environmental rehabilitation of water courses adjacent to
project sites is developed, if required.
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- Water table levels must be analyzed.
- Vegetation removal must be minimized.
- Seismic criteria must be applied in unit design,

- Adequate streets and pedestrian paths must be provided on subproject
sites.

b. Technical Assistance

As indicated in the IEE, the GOES institutjons responsible for project
implementation are not fully versed in the application of procedures during
the design and construction phases which help minimize adverse environmental
impact. Therefore, technical assistance will be provijded to enhance
institutional capabilities to deal with environmental considerations. This
TA will be of two types:

j. Assistance in conducting the first two secondary city shelter needs
studies that would include the identification of potential environmental
problems. 6 person months/$50,000

ii. Assistance in the areas of urbanization standards and minimum-cost
shelter design appropriate to secondary cities as well as in the
development of measures and project designs to mitigate adverse
environmental impacts. 3 person months/$25,000

The technical assistance to be provided would focus its attention upon the
design considerations cited in a. iii above to insure that beneficial environmental
impacts are the result of new subproject development,

c. Conclusion

The need to provide water, sanitary sewage facilities, storm drainage
facilities, and streets and pedestrian paths to new urhan developments or for
the upgrading of existing illegal subdivisions and squatter settlements will
introduce more favorable environmental impacts than adverse ones for
beneficiaries.
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FEDECACES System
INTEREST RATES CHARGED
ACTEVITY FEDECACES TO COGPS " COOPS TO USERS
Credito de Avio
(Rice, corn, beans, etc.) 6% anual sobre saldos 9% anual sobre saldos
Produccion Agricola
(Melons, sugar cane, lettuce, 9% anual sobre saldos 152 anual sobre saldos
tomatoes)
Ganaderia 9% anual sobre saldos 153 anual sobre saldos
Comercio y Servicios 10% anual sobre saldos 15%-18% anual sobre saldos
Industria 103 anual sobre saldos 152-182 anual sobre saldos
Consumo Bienes y Servicios 12% anual sobre saldos 24% anual sobre saldos
C9mpra-ConsFr9ccion, Mejora- 9% anual sobre saldos 12% anual sobre saldos
miento de Vivienda
All Others
(0ffice equipment, coop education 9% anual sobre saldos -
administration expenses)
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FEDECCREDI!ITO SYSTEM
INTEREST RATES CHARGED
Activity FEDECCREDIT$E'FI;:)15CAJAS CAJA1S’E:'0‘SUSERS
Short Medium Long Short Medium Long
Granos Basicos 6% - - 8% - -
Algodon 6% - - 8.5% - -
Cafe 10.5% 13.5% 12.5% 13% 15.5% 14.5%
Cafa 6% 13.5% - 82 15.5% -
Otros Cultivos 10.5% 13.5% 12.5% 13% 15.5% 14,52
Ganaderia : 10.5% 13.5% 12.5% 13% 15.5% 14.5%
Avicola y Apicola 10.5% 13.5% 12.5% 13% 15.5% 14.5%
Construcciony MejJora Propiedad 10.5% 14,.5% 14,5% 13% 16.5% - 16.5%
Industria 12.5% 13.5% 13.5% 14,5% 15.5% 15.52
Comercio , 12.5% 13.5% 13.5% 14.5% 15.5% 15.5%
Pago Deudas 1% 12% 12% 13% 143 142
Compra Propiedad 1% 13% 13% 13% 14% 14%
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THE EXISTING HOUSING FINANCE SYSTEM.-l/

A. The Existing Financing System for
Housing and Related Intrastructure

86. There are several entities involved in the housing sector i
different capacities. The principal ones are:

Banco Hipotecario (BH)

Financiera Nacional de la Vivienda (FNV) and the Savings
and Loan Associations linked with it (AAPs)

Fondo Social para la Vivienda (FSV)
Instituto de la Vivienda Urbana (IVU)

Fundacién Salvadoreiia de Desarrollo y Vivienda Mfnima
(FSDVM)

87. The principal types of housing, each of these institutions
finances, the income groups served and the terms of lending are summarized
in Tables 6 and 7.

88. 1In addition to these institu*ions, the National Institute of
Pensions for Public Employees (INPEP) and the Salvadorean Social Security
Institute (ISSS) are becoming directly involved in the field of housing
finance. There is also an intricate informal hcousing fipance system in
the low-income urban neighborhcods which provides housing, frequently at
very expensive terms, to the lowest-income groups. 15/

89. The provision of infrastructure is primarily the tunction
of the Administracidén Nacional de Acueductos y Alcantarillados (ANDA),
an autonomous institution administered under the Ministry of Public
Works which provides water supply and sewerage, and the Direccion de
Urbanismo y Arquitectura (DUA) in the Ministry of Public Works which has
he responsibility for urban roads, drainage works and erosion control.

L

1. This annex is a copy of Appendix 2 to EDURES Document ., % entitled
Institutional Improvements in the Housing Sector.

15/ See EDURES, A Program for the Integrated Improvement of Critical
Metropolitan Areas in El1 Salvador, May, 1978.

-30-



TABLE

LEGAL NATURE, GEOGRAPHIC SCOPE, OBJECTIVES AND SOURCES OF F|NANCE OF
PRINCIPAL HOUSING INSTITUTIONS AND GROUPS IN THE FORMAL SECTOR
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Entity

Legal Nature

Geographic
Scope

Declared Objectives

Sources of Finance

Fundacifn Salvadoreha de
Desarrollo y Vivienda
M{nima (FSDVM)

Instituto Je Vivienda
Urbana (IVU)

Fondo Social de la Viv{-
enda (FSV)

Financiera Nacional de
la Vivaenda (FNV)

Savings and loans
associations (AAP's)

Banco Hipotecario (BH)

Private

Autonomous

An official) credit institution
-- autonomous and decentral-
ized

An official credit institution
-- autonomous and decentral-
ized

Private credit entities

An official credit institu-
tion governed by legislation

National

National

Natjonal

National

National

National

To promote community deyelopment
in marginal settlementy, under-
take the construction pf "mini-
mal® housing and social fapili-
ties, support the development

of cooperatives, and creats new
sources of employment fqr mem-
bers of low-income housgholds.

Planning, implementation gnd
mansgement of housing programs
for low-income and medjym-income
households.

Provision of credit for: the
purchase of housing; construc-
tion and repaire: debt refinanc-
ing; credits to cooperatives for
furniture and household equip-
ment; credits to employers for
the construction of workers:
housing; and the produyction of
construction materials.

To facilitate, through savings
and loan associations, the
acquisition and maintepance of
houses for the maximum pumber
of middle-income househplds.
Among its other functipns, the
FNV is able to provide finan-
cial assistance to the AAP's.

To provide loans for the con-
struction, acquisitiop, con-
servation, repair or improve-
ment of housing. The AAP'S
are also able to finance the
urbanization of land for the
construction of housing. They
are regulated by norms estab-
lished by the FNV.

To undertake lcans with real
property mortgage guarantees
-=- including loans for the
construction and acouisition
of housing.

Donations
Subsidies
Loene

Payments by the households
served

The issuing of bonds

Subsidies

Loans

Payments by households
Issuing of bonds
Contributions of employers
and workers

Central gévernment subsidies
Payments by borrowers

I1esuing of bonds

Subsidies

Loans

Payments by borrowers
Issuing of bonds

Savings deposits
Loans

Payments by berrowers

Savings deposits

Loans

Payments by borrowers
The issuing of cedulas
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FINANCING TERMS OF, AND INCOME GROUPS SERVED BY, THE PRINCIPAL
HOUSING INSTITUTIONS AND GROUPS IN THE FORMAL SECTOR
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Prices of Housing

Financed 1/

Maximum Income Groups
(Average) Downpayments, Periods Served (Monthly
Entity Minimum and Interest Rates Monthly Payments Household Incoumes)
FSDVM [ 4 8,300 4/ D.: S1 (self-help) g 15.00-¢ 35.00 ¢ 300 or less
13,600) P.s 20 years
1,700 IR: 6.4\ per year
vy g 25,000 D.: 10% g 40.00-¢ 70.00 (one £ 400-¢ 600
(11,000} P.1 25-30 years family houses) (IVU requlation
$,000 IR: Up to ¢ 6,000-6% £ 100.00 (apartments) from ¢ 200 to
per year; more than g 600)
# 6,000-7% per year.
FSV £ 20,000 2/ D.: None up to ¢ 15,000. 200 of palary as @ g 500-¢ 700
(12,000) More than ¢ 15,000 maximum, (According to FSV
7,500 and up to ¢ 20,000~ {Payment system regulations, from
the excess over varies with income, ¢ 8S to ¢ 700 but
Z 1%,000. up to ¢ S00) g S00-¢ 700 has
P.: 20/25 years the yange in prac-
IR: 6% per year up to
¢ B,000; 7% per year
if more than ¢ 8,000.
FNV/AAP g 75,000 3/ D.: St-15% ZSI'o! income, as & g 600 or more
‘i:'ggg) P.: 15 years, usua) (25 maximum.
‘ years, according to
law)
IR: 10.%0%
BH 2 149,000 D.: 20% 1n houses up to 25-30% of their £ 600 or more
($0,000) ¢ 50,000: 2%t in income, as a maximup,
15,000 houses more than
g 50,000.
P.: 10-15 years. -
IR: 9.5 per year in
houses up to ¢ 50,000;
10.5% in those more
than ¢ 50,000 up to
g 120,000; 12% in
those more than
g 120,000.
Commercial g 120,000 D.: 20%-25% 25V-30% of income € 1,000 or more
Banks and {50,000) P.: 10 years, maximum
Insurance 15,000 IR: 12%-13%
Companies

NOTES:

1/ These figures are representative.

There are units financed outside these ranges in some cases.

2/ The FSV has ¢ 20,000 as a maximum limit for its loans but it may finance units up to & maximum of

¢ 25,000 with the difference between ¢ 20,000 and the total price paid by the borrower.
for apartments the maximum is £ 120,000.

¢ 75,000 1s for

1ndividual houses;

is for units on relatively inexpensive land in San Miguel. r
units priced at £ 1,500 per family and a small) number of houses for which the price ja £ 10,000; in the
latter case the units yield a profit which is used to subsidize units st lower price levels.

-32-~

3/ The limit of

4/ The lower limit of ¢ 1,700

The FSDVM alsc has a small number of rental
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ANALYSIS OF EFFECTIVE DEMAND AND PAST PRODUCTION

78. Table 4 shows estimates of the effective demand for new housing
and for the housing improvement program in El Salvador., The table notes
that low-income families have a proven, <ven though very limited, capacity
to pay for shelter. The figures showing the demand for new housing are
based on estimates of new household formation during the 1978-82 period
(Column 4). The figures showing the demand for the impravement of
existing housing represent the part of the proposed housing improvement
program which will affect existing housing. 13/

79. The Table shows that 71 percent of the new households demanding
housing in the SSMA in the 1978-1982 period will be low-income households.
If the total of new households znd households participating in the
rehabilitation program is considered, 81 percent of households demanding
new or improved housing are low-income households. 14/ The vast majority
of new households who will require housing in other urban areas and in
rural areas also have very low incomes.

80. Column 9 of Table 4 shows the approximate amounts of capital
expenditure for housing which households at each income level can afford.
It is assumed that market financing with terms averaging 12 percent for
20 years is available. If lower rates were available for low-income
families, they could afford higher capital expenditures for housing or
they could be charged lower monthly payments.

8l. Nevertheless, even at 12 percent, low-income groups can afford
the elements of the housing improvement program targeted for their
respective settlement types. (See note 3 for Table 4 which explains the
costs of the elements of the improvement program.)

82. It is interesting to compare the patterns of effective demand
shown above with recent targets and performance in the housing sector.
Table 5 shows the targets of the principal housing institutions for
the 1973-1975 period and the performance of each housing institution.
Although the Banco Hipotecario does not have established targets, its
contribution has been included in the table.

13/ The proposed housing improvement program will also accommodate
large numbers of new low-income families in the SSMA during the 1978-1982
period.

14/ This assumes that the demand for housing improvement or replace-
ment of middle- and upper-income families is low.



Annex G, 5

Page 2 of 3
Table 5
Housing Units Financed by the Principal Housing
Institutions and Groups, 1973-1975
Number of Units Financed Percentage
1973-1975 Fulfillment
Target for SSMA af a of 1973-1977
1973-1977 National SSMA Percant of Tarcget during
Entity {Nation) Total {(approximate) Total 1973-1975
FSDVM 14,000 1,644 1/ 1,480 90 12
Ivu 16,940 2,940 1,764 60 17
Fsv Not available 3,706 1/ 3,558 26 Not available
FNV/AAP 7,700 4,772 4,772 100 62
BH Not applicable 1,992 1,992 2/ 1lo0 3/ Not applicable

Total 15,054 13,566 90

SOURCES: 1/ Ministerio de Planificacion y Coordinacidn del Desarrollo
Econbmico y Social, Informe Preliminar de la Misidn Alemana, San Salvadorx,
28 August 1976. 2/ The thiee-year period, 1 July - 30 June 1976, may
exceed the actual number of units because of double counting for units
constructed by contractors with BH finance and loans made to individual
households for the purchase of units. 3/ Data on geographic allocation
were nnt available when these data were prepared. It has been assumed
that all units financed by the BH were in the SSMA. A small number of units
may have been located elsewhere.

83. The three-year period for which performance is identified in
Table 5 covers 60 percent of the Five-Year Plan period, The savings and
loan associations reached their targets. The other two entities that had
targets (FSDVM and IVU) fell far below them. In the case of the FSDVM,
the availability of land and services was a major problem. In the case
of IVU, funding was a major problem.

84. More important than the shortfalls in production shown in Table
5 is the fact that the vast majority of planned and actual housing produc-
tion has not been targeted toward the groups which represent most of the
effective demand. Only the FSDVM is building projects which are affordable
by low-income groups. Thus, low-income households who represent the
majority of those requiring housing have been forced to rely heavily on
the informal sector for housing. Even at the somewhat lower interest
rates now provided by formal sector institutions, most low-income families
cannot afford the available new houses. The population, in tugurios, mesones,
colonias ilegales and other low-income settlements can only be expected
to grow if affordable formal sector programs are not devised.

85. This analysis shows the importance of adjusting standards to
produce housing affordable by the majority. The proposed Improvement
Program for Critical Metropolitan Areas is one program which does this.
The sites and services program of the Fundacidn Salvadarena. is another.



Annex G. 5

Page 3 of 3
TABLE ¢
THE ESTIMATED STRUCTURE OF EFFZCTIVE DEMAND FOR HOUSING
(+}) [t ] (3] (L} (4} ) (1] [[)] m
Darend
Total Demand
fram New
Houmseholds Poasible Investrant
M Ddsting ad far Tessibie Feasibla par Tamily with
Houme- Derund Rehabi Li tation snthly Dorr- Finencing of
Incow lewels |/ Households  Howmelolds holds for Housing of Dysting Payrupta 8/ Payms 120/20 years 3/
Areas Aroups { par wonth) in 19772/ 192 Y 197%02 Iprovemm Y/ Hougng - 8) ("4}
SO
Low~ Incxre_Houme~
Rolds 67—
Tunics and SO 150- 250 13,000 12,000 4,000 8,%0 12,200 * 20 ° 60~ 1,400
""-‘"‘“Hi:"“.'."‘"" 150- 350 40,500 0,500 ¢,000 4,000 2,000 > % o 2,%0- 3,200
Coloraas ilecales 200~ 400 25,500 39,500 14,000 3,700 17,700 % 4 5 2,400- 3,800
(Subtotals) {19,000 {103,000} 122,000) {16,000 (33,M0)
1524) (55%) (714) [{ 20))]
Other Houpe—
.__._ISIE 350~ %00 27,%00 3,000 3,500 3,%00 8- 75 10 5,000~ 7,500
50(~ 700 10,002 11,500 1,500 1,500 75-100 10 7.500-10,000
00-:.00¢ 9,50 11,000 1,500 1,500 100-2%0 15 10, 700-2¢, 500
1,000+ 25,000 27,%00 2,500 2,500 250+ 20 20,000+
(Sutotals) {72,000 181,000) (9,000 13,000}
a5t
Total £5°6 151,000 182,000 31,000 47,000
(29m) [3L1Y]
CTHER LRBAN o 300 162,002 190,000 27,000 5 2 0 50~ 2,70
AREAS 00- %00 74,000 26,000 4,000 W- % 5 2,900~ 7,200
s00- 700 11,000 13,000 2,000 7%- 100 10 7,%00-+10,000
05 17,000 20,000 3,000 100+ 1 10,700+
o) Srer 215,00 251,00¢ 3,000
RRAL ARTAS o X0 452,000 532,000 80,000 & 30 0 450- 2,700
o 500 10,009 11,000 1,000 X7 5 2,900- 7,200
500~ 700 4,000 6,000 2,000 75100 10 7,%00-16,000
700+ 10,000 11,000 1,000 100+ 13 10, 700~
Total Rural 476,000 50,000 84,000
Aseas
1’ Inare levels are based or constant 1976 Colones. The income dustnibaution is based On ITURES arulysis of tw SSMA and data from the Encuesta &
Prespuescos Faa liares.

2 These {igges shaw very rough estumates of income distributicon, sverace famly size and growh trends. All ary sub)ect to & wide margin of ervor.

3+ This represents the part of the hasing deficit of Jowincore groups which could be atterxded by 8 rehabilitatjgr progrem duning the 1976-02

penod.

The uTprovement prograr corsis’ 1 of the folloving vuch includes the 1mprovement of e Stino units as well as the acoomodaticon of additional low-
oo farzlies with uproved livang condhuona.

4/ Based on amunta actually paid for housing row.

Constructaon meterials Joans
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Mesones :
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Nev roow

Raoms purchased by tenanta
Popular apartvwenta
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i

Construction materials loans
Land purchase

Units

4,000
(4,000)
{800)

4,300

4,000
2,000
1,500}
1,000

13,250
13,97%)
9.273)

Averucoe Onst

600
220
500

8888

T

5/ N averaae rate of 12V for 20 years was used to calculate the capital investrent pmsible per family. If a low: ratr were used, 8 Jarger imest-
ment per famly would be possible ar monthly payments could he Jowered,

6/ Figqwes for low-incam households in the SSMA are hroken down accarding to the type of settleament they are now Jiving Lr and tw grovth trends of
thuse settlerents.
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AGRARIAN REFORM SUPPORT ACTIVITY DESCRIPTION

1. Background:

On March 6, 1980 the Junta Revolucinnaria de Gobierno (JRG) declared
its intention to restructure the agricultural sectpr in favor of thousands
of tenants and landless campesinos and signed Decree 153, '"The Basic Law
of Agrarian Reform" which establishes the basis for this long awaited
reform. The law provides for expropriation with compensation for all
holdings in excess of 100 hectares of good lands oy 150 hectares of poorer
lands. 1/ The initial stage of the reform will focuys on holdings in excess
of 500 hectares as provided for hy Decree 154 which was also issued
March 6th, ‘

The full dimensions of the reform cannot be accurately estimated at
this time but it is clear that the structure of ownership will be dramatical-
ly altered in favor of the poor. Table I below compares estimates of the
parameters given by the JRG in the course of proclaiming Decree 153 with
independent estimates for the first stage of the reform invoked by Decree
154,

TABLE I: Estimates of Stage I TImpact of Agrarian Reform

(Properties in Excess of 500 Hectares)

JRG Estimates  Independent Estimates

No. Of OWNEIS « v ¢ « o o o o o o o o« & 244 376
No. of properties . o « « o« o o & « o« & 376 1,000
Area (ha.) . . ¢ « v « v o 4« o o o o+ . 224,038 400,000

7% of total farm land
(based on 1971 Ag Census data). . . . 15 27

When the legal land holding ceilings of 100 Ha. and 150 Hh.are ap-
plied in stage II of the reform, as much as another 300,000 hectares could
be affected bringing the total to almost half of all farm lands in El
Salvador.

Until the process of expropriating the affected properties, inventory-
ing the assets and identifying and enumerating the beneficiaries is
vnipleted, the full dimensions of the reform will not be known. Neverthe-
less, it is clear that large quantities of coffee, cotton, sugar cane and
pasture lands will be affected and the community of campesinos living on

1/ In terms of US Soil Conservation Service standard land classification

T categories, 100 Ha. of lands containing class I-IV soils or 150 Ha.
of class V-VII soils are defined by the law as the maximum amount of
agricultural land that can be retained per family.
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or in the immediate environs of the expropriated properties will collectiv
ly own, manage and operate these lands that they have traditionally wurked

II, Activity Description

A. Sub-Project Identification and Approval

The Mission will develop in consultation with the Government, an
implementation plan, the essence of which shall be incorporated into the
project Loan Agreement. This plan will include a description of the
mechanism by which discreet, site specific sub-projects will be proposed
and approved for funding., This will require a ligt of activities eligible
for financing under the Agrarian Reform Support Activity component of this
project, a description of the format and content to Lo employed for sub-
project proposal documentation, criteria to be employed in the sub-project
review and approval process and a description of the planning, approval
and disbursement channels and mechanisms. As with other project funds,
the Ministry of Planning (MinPlan) shall be the signatory borrower and
funds shall be channeled through the Central Reserve Bank to the sub-
project authorizing/implementing entities,

The specifics of the sub-project identification and implementation
mechanisms will be fashioned against the back drop of proposed major reforms
in the institutions that serve the agricultural sector. The intention of
the proposed rural public adninistration reforms is to make public institu-
tions more responsive to the needs of their clientele - the newly formed
campesino organizations whose membership consists of communities of tenants,
hired laborers, "colonos'", etc. who have traditionally worked affected
lands and live on or near the expropriated properties.

Cooperatives, Campesino Comunal Associations (ACCs) or similar
collective entities are being organized with the assistance of ISTA 1/
and the Ministry of Agriculture. It is through the vehicle of these
emerging organizations that the land reform beneficiaries will acquire and
exercise their rights of land ownership and management. Figure I sum-
marizes the organizational process and structure that are taking form as
properties are expropriated.

Having acted to restructure the land ownership patterns of the
agricultural sector, the Government is now considering a major restructur-
ing of the public sector which is charged with promoting and supporting
rural development. The intention of the proposed institutional reform is
to invert the old system, making the new campesino grganizations the basic
building block in a reoriented, bottom-up planning and decision-making
system. Thus, campesino community organizations would identify their own
needs and priorities as articulated through their general assemblies and

1/ Salvadoran Institute of Agrarian Reform
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boards of directors. Broadened responsibilities and/or new institutions
are envisioned at the municipal, departmental and regional levels to serve
the new campesino organizations and link them to the resources of the na-.
tional government. Chart I sumarizes the propored reorganization of the
public sector tasked with promoting rural development.

B. Project Elements and Budget

Goods and services eligible for financing under this activity
are similar to those for other portions of the Marginal Community Improve-
ment Project — community basic services, home improvements and access to
income-increasing inputs. What distinguishes this activity from the others
is the clientele being served and the ingtitutions that will be involved
in serving them. ISTA, the Agricultural Development Bank (BFA)and DIDECO
will play prominent roles in helping to meet the needs of newly organized
communities of agrarian reform beneficiaries. Because this activity is
designed to respond to beneficiaries' requests rather than impose pre-
conceived notions of needed assistance, it is not possible to submit an
exhaustive list of sub-projects. However, presented below is a representa-
tive 1list of unit costs for the principal elements which will be eligible
for project support. Cost estimates are based on actual public sector
experience in financing these types of activities,

TABLE II

Representation List of Eligible Items and Unit Costs

Comunity Basic Services " ‘Unit Cost

1. Water Systems and Water Catchments $1,900-3,000
2, Secondary Electricity Distribution 9,000
3. Drainage Improvement 2,000
4. Bridges o 6,000

5. Access Roads 9,000
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Organizational Scheme for
Land Reform Beneficiaries - Group Faming

Participants
All those living within the
property or near it and who
have worked oOn it.

Elected by the Assembly.
Appoint a person per Crop;

if the property produces only
one crop, appoint 5 persons.

This can be the same farm
administrator of the ha-
cienda; an experienced
worker elected by the
Assembly or a MAG technician.

Elected by the Assembly from
ameng-. their meambers.

Assembly |

Council of
Directors

Manager

Working
Oommittees

Immediate Tasks

Elect a Council of Directors;
participate in the inventory;
delegate urgent tasks; decide
if current farm managers are

to continue working on the farm.

Coordinate most urgent tasks;
review credit needs; request
assistance; organize caretaking
of the enterprise.

Participate in the inventory;
carry out tasks; see to it that
the agricultural enterprise
continues to function.

Develop assigrments and/or- acf:1v1t1e=
of the enterprise.

Comittees will be elected
according to crops and will

accomplish their work and
tasks in accordance with

the activities to which they
have been assigned.



CHART I

PROPOSED REORGANIZATION OF PUBLIC SECTOR RURAL DEVELOPMENT INSTTTUTIONS
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CURRENT
: LEVELS ORGANTIZATION PROPUSED ORGANIZATION FUNCTIONS SUPPORT
| . .
. NATTONAL DIDECD . National Council of Rural |. Formulate Policy for Rural De- | - Planning System
' Development velopment o
2 . Approve Plan for Rural Develop-| - Fundsifor Rural
ment Devequﬁ;?t
. Coordinate Interministerial Act< - Funds Municipal
ion i -Development
REGIONAL Regional Committee for . Formuilate Policy for Regional . Credit Planning
Rural Development Development System
. Approve Regional Plan
. Formulate Regional Projects
) DEPARTMENTAL GOVERNOR'S OFFICE |. Departmmental Coordination | . Harmmonize District Plans and . Planning System
Projects
Departmental Asseambly . Formulate Departmental Plan
. . Approve same Sectoral Projects
. Approve Departmental Plan
. Define Policies
. BEvaluate Plan :
. Give Sectoral Suggestions
! . Propose Investments Budget
=
MINICIPAL MINICIPAL COUNCIL |. Municipal Oouncil consiste-. Pramte and Select Bxojects- - . Funds for Raral
ing: of representatives of Infrastructure
Camunity Boards . Manage Funds for Basic Infra- . Sectoral System for
structure Works Project Planning
. Cange Agents
!
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In addition to the $2,000,000 in Development Loan funds programmed
above, $200,000 in Development Grant monies will he used to fund comple-
mentary technical agsgistance and training activities. Areas of assistance
will include:

Organization and Strengthening of Cooperatives

Enormous needs are anticipated in the areas of organizing producer
cooperatives, training membership and leadership in the concepts and
practices of group-owned and operated enterprises, business management
and accounting. This technical assistance is intended to strengthen the
financial viability of the executing agencies and the new campesino
organizations. Training is expected to be largely short term and conducted
here in El Salvador.

Rural Development Administration

Technical assistance and observational/educational travel to_third
countries will be financed for the purpose of assisting the Government to
develop a coherent and effective system of public services responsive to
agrarian reform communities' self-articulated needs.

The implementation plan to be developed by the Mission in consultation
with the Government shall include provisions for the programming, utiliza-

tion and disbursement of Development Grant Funds for technical assistance.

C. Beneficiaries

Beneficiaries of the Agrarian Reform Support Activity will be the
thousands of campesino families living on or near the large expropriated
estates who have now become the owners of these lands through their
membership and participation in the newly formed cooperatives or quasi-
cooperative organizations, Although specific income data are not yet
available, selection criteria dictate that land reform beneficiaries
shall include the previously landless or those who owned too little land
to meet subsistence requirements.
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SCOPE__OF WORK _and

COST __ ESTIMATE FOR PLANNING FOR

PHASE IT ACTIVITY

Consultancy

Assistance to HUD in developing the internal

organization and the necessary procedures to 6 p/m

effect coordination among shelter institutions. $ 50,000

Assistance to HUD and FSV in conducting a study of

GOES housing finance institutions and policies and 12 p/m

in developing recommendations to improve them. $100,00C

(Possible related training to HUD/FSV personnel

in related housing finance theory and techniques).

Assistance in conducting the first two secondary 6 p/m

city shelter needs studies, including the identifi- $ 50,000

cation of potential environmental problems.*

Assistance in the areas of urbanization standards

and minimum-cost shelter design appropriate to 3 p/m

secondary cities as well as in the development of $ 25,000

measures and project designs to mitigate adverse

environmental impacts.*

Assistance in developing expeditious procedures

for legalizing tenure in secondary city marginal 3 p/m

communities. $ 25,000

~ 30 p/m

vt $250,000

BAnnex G.8

Effort Cost

*This technical assistance will focus its attention upon.the . -
design considerations cited in Annex G.2 paragraph F. .a.111{pg 26)
to insure that beneficial environmental impacts result” from new sub-

project development.
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INSTITUTIONAL ANALYSIS

A. Basic Community Services Activity: Directorate for Community
Development (DIDECO).

l. Creation/Purpose: DIDECC was created in the Ministry of
the Interior in late 1977. 1It's stated purpose is to "promote develop-
ment within the communities of El1 Salvador as a bhasis for national
development." Activities are promnted which involve significant
community participation and are intended to lead to integral social,
cultural and economic well-being, with much of the effort directed
towards attitudinal change.

2, Scope/Structure: Approximately B0% of DIDECO's efforts
are concentrated in rural areas. Urban activities, such as latri-
nization, are for the most part located outside of the San Salvador
Metropolitan Area. Structurally, DIDECO is organized both geogra-
phically and programatically. There is a central office in San Sal-
vador and five regional offices responsible for surrounding operational
zones. Programs are generally organized by function; however, recent
integrated rural development progrars with international donors have
been set up as special geographic offices.

3.  Activities: DIDECO's major activities can be classified
into functional and geographic areas:

a. Functional

1. Food distribution (from World Food Program) as
an incentive for participation in community
activities or training.

2, Income/employment generating projects, for which
technical assistance and credit (through FEDEC-
CREDITO) are provided.

3. Promotion of community organization to carry out
basic infrastructure projects or other projects
related to community needs, in coordination with
other government and international agencies.

4, A small farmer irrigation program funded by AID.

b. Geographic

1. San Miguel-Moraz&n Community Development Project
which is directed toward 17 communities in the
poor northeastern region in conjunction with
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various national and international agencies.

Northwest Community Development Project which
is funded by the Interamerican Development Bank
(IDB) and oriented toward improving community
infrastructure and supplying productive credit
to the poor in the Department of Chalatenango.

4. Personnel: DIDECO currently employs 543 people, most of
them in the field, of which 76 are social promoters and 313 are
involved in construction of community projects. These figures are
indicative of DIDECO's de facto role as a mini-public works agency.

5. Budget: DIDECO's 1980 budget totals $6.8 million, broken
down as follows:

Activity $000s %

1. Administration/non-project
Salary Costs 1,089 16.1
2, Commuuity Infrastructure 1,840 27.2
3. Northwest IRD/BID 2,565 37.9
4. AID/San Miguel-Morazian 540 8.0
5. Small Farm Irrigation 732 10.8
6,766 100.0

6. DIDECO Capability: DIDECO has the capability to carry out
the Community Infrastructure Activity. The additional budget of $6 mil-
lion spread over 18 months represents an annual increase of approximately
60%. However, as discussed in the Project Description and the Technical
Analysis (Annex G.2 .) much of its personnel can be used only in com-
municty infrastructure activities and this personnel is underutilized
at present. The key areas where its administrative system needs improve-
ment have been identified and technical assistance funds are included
in the project to help DIDECO to solve its present management weak-
nestes, Furthermore, part of the project funds will be available to
finance any additional personnel that may be needed in implementing
the project.

7. Additional Information: A detailed description of DIDECO's
organization and accomplishements can be found in a study carried out
in September 1978 by Servicios Tecnicos del Caribe. A copy of this
study has been sent to LA/DR bulk files.
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B. Shelter Sector Institutions

1. Overview of Financial Institutions 1/

1) Review of the Principal Financing Entities 16/

Banco Hipotecario (BH)

90. Banco Hipotecario is an official credit institution which
serves the highest income groups with a limited number of commercial
interest housing loans.

91. The Banco Hipotecario receives deposits and loans and is
authorized to issue Cedulas Hipotecarias, mortgage bonds backed by the
mortgage portfolio and the other assets of the institution, and the
guaranty of the government.

Savings and Loan Associations (AAP)

92. The private savings and loan associations are regulated by the
Financiera Nacional de la Vivienda. The associations receive deposits
and loans and finance the purchase and construction of housing and, to
a limited extent, short-term financing for other purposes.

93. There are six associations which are stock corporations.
Ownership of the associations is by relatively small groups; most are
owned by coroups which own several financial institutions of different
types (commercial banks, insurance companies, etc.). The interest which
the associations pay on deposits and receive on loans is fixed by the
Junta Monetaria as are the interest charges of other financial institutions.

94. The savings of the associations have grown rapidly in the last
several years with an increase in savings deposits of over 71 percent in
1975. These savings were 22 percent of all institutional savings at the
end of 1975. This growth has been the result of growing public confidenc
in the associations and the slightly better interest paid by the associa-
tions than by other financial intermediaries. Savers in the associations
then represented eight percent of the urban population.

95. Mortgage loans by the associations are limited to houses costii
no more than ¢ 75,000 for single family units and £ 120,000 for units in
multi-family structures. There is, however, considerable market pressure
to finance higher priced units. Developers have eluded the intent of the
Price requlation by selling land for cash separately. Loans can be for
up to 95 percent of the value of houses. Loans can also be made for up
to 75 percent of the value of home improvements.

1/ This overview was taken from EDURES study No. 36

16/ For a detailed analysis of each of the housing institutions see
the individual papers prepared by EDURES.
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96. The associations pay 6.7 percent on sight deposits and receive
10.5 percent on mortgage loans. 'S:.newhat higher rates apply to construc-
tion loans. The associations have been quite profitable in recent years.
Profits before taxes have ranged between 13 percent and 20 percent of
capital during the 1971-1975 period. 17/

97. About four percent of all financing used by the associations
through 1975 came from outside El Salvador; this amount has decreased
in recent years. There have been sufficient funds available locally to
finance exicting programs.

98. Faced with higher levels of funds available than were being
absorbed under existing regulations, the associations have been gradually
allowed to enter new lending fields. Price ceilings have been raised;
associations have been authorized to make loans of up to 10 percent of
their assets for personal needs other than housing which are guaranteed
by savings deposits. 1In 1974 they were authorized to give loans for
non-residential buildings such as offices, commercial centers and hospitals.
In spite of this, the associations have been faced with increased levels
of liquidity as their resources, primarily from savings deposits, have
increased. Table 8 shows the growth of available resources over uses
in new loans. It shows that even allowing for unforeseen withdrawals
there is a considerable amount on hand in cash and bank deposits which
could be available to finance housing. This excess has not been used
in housing largely because of a series of bottlenecks in the production
of housing. (See Appendix 3.)

99. Because of the illegal nature of most low-ipncome settlements
and the higher risks of programs for low~-income groups, the associations
have not been able to reach down to lower-income groups.

17/ The rates mentioned here were those in effect until June, 1978,
Interest on deposits was increased to 7.5 percent in 1978 with interest
on loans unchanged. The possibility of raising rates on deposits again
and raising rates on loans was under discussion in August of 1978,
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1975 1976

Sources of Funds:

Capital 9,979,422 11,342,069

Reserves 282,422 893,166

Retained earnings 2,987,492 5,181,409

Credits from FNV 11,434,405 9,283,874

Savings 242,616,153 356,808,047

Total resources 267,299,894 383,508,565
Uses of Funds:

Housing loans 175,194,744 219,177,885

Offices 85,309 165,309

Equipment 1,555,990 1,599,568

Other 668,759 11,760,464

Total Uses 177,504,802 232,703,226

Investment in securities 19,760,896 32,358,674

Cash and bank deposits 45,772,581 82,765,860

Legal reserves 24,261,615 35,680,805

Total available resources

and short-term invest-

ments 89,795,092 150,805,339
SOURCE: EDURES analysis.

The Financiera Nacional de la Vivienda (FNV)

100. The Financiera is the regulatory agency of the savings and
loan system. It regulates many of the types of loans the associations
can make and acts as a lender of last resort. It insures savings and
is authorized to insure mortgages but has not yet done so. It audits
the associations. It is authorized to establish a secondary mortgage
market by buying and selling mortgage credits and issuing National
Housing Bonds. It acts as fiduciary agent for the first and second
World Bank urian development loans.

101. The Financiera has provided credits to the associations in
the past, but has not done so between 1974 and 1977. For the moment
the associations do not need to borrow. The international loans which
the Financiera has access to carry terms which do not suit current
Salvadorean interest structures (see below).
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102. At the end of 1975 the Financiera had a balance of deposits in
and loans to the associations of ¢ 11.4 million of which £ 4 million were
deposits with the associations and the remainder were mortgage guarantied
loans. This was down from a balance of ¢ 24 million in 1974 and represented
only four percent of the total resources of the savings and loan
associations. As a result, the annual income of the Financiera, which
is earned largely from interest on loans to the associatjons, has been
decreasing.

Fondo Social para la Vivienda (FSV)

103. The Fondo Social was founded in 1973. It is funded through
salary deductions, employer contributions, and government capital con-
tributions. There are now about 150,000 workers and 10,000 employers
participating in the scheme with contributions of 0.5 and 5.0 percent
of wages respectively. Workers are entitled to reimbursement of their
and their employers' contributions on.y upon retirement, death or disability,
with interest o apbout 0.5 percent per year.

104. Loans cin be made to workers with interests of 4 to 10 percent
and with variable payment ioans for the lowest~income groups. All con-
tributors are eligible foir ivans. The Fondo finances new housing construc-
tion through deposits in the savings and loan associations which, in turn,
loan the funds for construction. It has also brought houses from IVU.

The Fondo is considering entering the field of land purchase and direct
construction on an even larger scale.

105. The Fondo is operated on an actuarizl basis similar to social
security. It ensures that future demands on funds will not exceed
future funds supplied from new contributions and repayments. Unlike a
bank, it does not charge sufficient interest to maintain the value of
contributors' deposits.

106. Data available to date indicate that the recipients of most
of the loans from the FSV are the higher-income workers who qualify more
readily rfor loans. Lower-income workers who contribute but do not benefit
from loans tend, therefore, to subsidize those who do benefit.

107. Table 9 shows that the Fondo also has a large excess of
total resources over investments in housing. As with the savings and loan
associations, some of this has to be ccnsidered a reserve for operating
expenses. However, the Fondo has not been able to invest a large amount
of available resources due to the same constraints which affect the
associations. This excess is deposited mainly in parastatal financial
institutions.

108. The Fondo's impact on the lowest-income gorups has been
minimal because it mainly finances complete houses, It has not attempted
lower-standard solutions such as sites and services and community
improvement. It is difficult for the Fondo to finance such solutions within
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the existing legal framework, although it is authorized to make home
repair loans to low-income workers.

109. The FSV is covering its administrative expenses and in fact
registered profits of more than ¢ 1 million in 1976. This is in spite of
its large staff and low rates of production. Profits have been largely
due to the wide margin between the cost of funds to the FSV and the 6 - 7
percent returns on deposits of unused funds.

AAapLn 2

Sources and Uses of Funds in the Fondo Social para la Vivienda

1975 1976
Sources of Funds:
Contribution from the State 7.50C,000 12,502,000
Retained earnings 1,249,087 1,091,283
Contributions 58,936,108 91,414,093
Total Sources 67,685,195 105,005,976
Uses of Funds:
Housing loans 26,107,977 50,884,737
Land for housing 6,853,728 . 5,946,528
Land for offices - 943,950
Equipment 399,884 517,372
Other 4,008,516 2,841,004
Total Uses 37,370,105 61,133,591
Cash and short term investments 30,315,090 43,872,385

SOURCE: EDURES analysis.

Instituto de Vivienda Urbana (IVU)

110.

construction of housing for low-income households.
government grants and capital contributions, loans and repayments from

previous investments.

IVU ic an autonomous government institution dedicated to the
IVU operates from

During the 1960's it received large loans from
the Inter-American Development Bank with which it constructed large
amounts of housing which was rented and scld at low interest terms.
loans account for 58 percent of the housing units 1VU has produced.
Recently its level of production has dropped drastically.

IDB

It has, how-

ever, entered the fields of sites and services and rehabilitation in a

small way.
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111, The cost of administration per unit charged in IVU projects
has also gone up because more elements of administration have been taken
into account and because the overall level of production has fallen in
relation to fixed cost and IVU's large staff. It is registering losses
each year which the government makes up in subsidies.

112. IVU charges interest of between 6 and 8 percent on housing.
Its beneficiaries are largely in the middle-income range. In February
1975, 85 percent of the accounts of IVU were in arrears. An analysis of
the situation was made at that time and action was taken to correct it.
It was felt that IVU's houses had not been allocated in accordance with
technical criteria and that collections had not been aggressive enough.
The situation has improved, but it is still a problem.

113, 1IVU still lacks a secure source of financing and a plan for
future production based on a thorough market znalysis. This makes it diffi-
cult for IVU to maintain the highly qualified staff necessary for urban
projects.

La Fundacidn Salvadorena de Desarrollo
y Vivienda Minima

114. The Foundation is a private, non-profit organization founded
in 1970. 1Its purpose is to improve living conditions among low-income
households through self-help housing projects and small-scale cooperative
schemes. During the period 1971 to 1975, the Fundacidn produced
less than 2,000 units which was only 7 percent of the production of the
formal sector and about 4 percent of informal sector production. This
is a serious deficit given the fact that the Fundacifn is the only entity
producing housing for relatively low-income urban families.

115. The Foundation builds mainly sites and services projects with
various levels of core housing. It receives donations from private
entities and the government. It has a large borrowing program from the
World Bank. The Foundation has failed to have a larger impact and meet
its production targets largely because of a lack of low-priced, easily
developed land,

116. The Foundation charges low interest, 6.4 percent, to the
beneficiaries of its projects. With additional charges for insurance
and administration most of the lending costs about B percent to borrowers.
To date late payments have not been a major problem.

2. The Financing of Basic Urban Services

117. Most urban water supply and sewerage (where there is a sewerage
system) is the responsibility of the Administracidn Nacional de Acueduc-
tos y Alcantarillados (ANDA), an autonomous institution,
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2. Capability of Implementing Agencies

-~

a. Housing and Urban Development Institute (IVU)

IVU was created in 1951, as an autonomous government
agency, to serve low income households; however, since its creation
has produced housing to serve a population comprehended between
medium to moderate income, neglecting the 607% of the population which
involve between moderate to low income.

Echoing various frequent recommendations, IVU has
been trying to change this pattern of production by turning to the low
income population, Tt constructcd approximately 300 units, in San
Bartolo 1979, and 120 in Lomas del Delirio (1978), addressed to the
#7,500 bracket, but its effects are minimal.

Production rates have been decreasing in the last
three years: 1700 units in 1977; 1170 units in 1978 and 1032 units
(600 rehabilitated) in 1979. The reasons for this tendency appear to
be: a) lack of government support; b) no marketing for the types of
units under production; c¢) lack of leadership; d) organization
deficiency; e) lack of incentives.

In an effort to overcome these problems IVU recently
underwent a management shake-up. Personnel was cut from 1,600 to
750 employees, policy changes were instituted, and incentives were
provided to personnel. It is still too early to determine the
long range effects of this shake-up, but some promising signs are
already apparent. Collections on IVU's outstanding mortgages have
gone up, and the backlopg of late payments reduced. A significant
planning cxercise has been carried out in preparation for the World
Bank Urban Development III loan. The IBRD is satisfied with the
progress being made.

IVU has the capability to carry out Phase I of the
project. The burden on its staff will be minimal, as only one per-
manent stalf member will be nee .ed for the project. Additional staff
will be hired as needed as discussed in the Project Description and
the Technical Analysis. The site is already available, design and
construction work will be contracted. 1In general, every effort has
been made in designing the project te insure that it imposes little
additional burden on IVU, and can be implemented quickly and effi-
ciently.

IVU will need to significantly improve its capability
to participate in Phase II., Its participation will be contingent
on its success in setting up a special project unit and in obtaining
waiver or expeditious treatment with regard to review of plans and
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specifications, obtaining permits, bidding and contracting. The
special unit would cost about $280,000 over two years, well within
10% of house costs, which is the parameter used for indirect costs.
This means that the budget for the special unit will be changed
to the selling price of houses and recuperated when the long-term
financing is drawn down.

The special project unit created during Phase I
is expected to become the core of IVU's secondary city organization.
Once the Urban Project TII of the World Bank is underway, perhaps
one staff member with experience in urban upgradin; might be added.
RHUDO/ROCAY will work closely with IVU during the Planning for Phase
IT Activity to ensure that it develops the necessary capability to
carry out its role in Phase II and to avoid causing unnecessary and
unwanted distortions to IVU's overall organization.

b. Vice-Ministry of Housing and Urban Development (HUD
(Subsecretaria de Vivienda y Desarrollo Urbano)
(Direccion de Urbanismo y Arquitectura - DUA)

The Vice-Ministry, created by public decrees Nos. 26
and 27 (May 2, 1979) is attached to the Ministry of Public Works.
It has, by law, two basic functions:

. To plan and coordinate shelter and urban sector
activities, and

. To formulate national housing and urban develop-
ment policies, based upon which it may determine
and assign the corresponding roles to the GOES
shelter institutions and orient private sector
participation.

An existing division of the Ministry of Public Works,
the Urban Planning and Design Bureau, DUA, has been put under the
new Vice-Minister. Other than that, HUD consists of one assistant
to the Vice-Minister responsible for setting up the organization to
carry out the new shelter sector functions. AID support for this
effort is discussed in the project description.

DUA has an Urban Planning Division which is particularly
relevant to this project. Within that Division there is a department
which preparaes urban development plans. This work already includes
some analysis of shelter problems. A sample of this work in secondary
cities is in LA/DR bulk files. This department has five planners,
three traffic enginecers, three economists and a sociologist. By
adding one or two housing advisors it could assume responsibility for
the shelter needs in secondary cities required for Phase II. Grant-
funded TA is available to support them.
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Again in the Urban Planning Division, is the depart-
ment which regulates and controls urban land subdivision and cons-
truction - a permits bureau. This department is weak in professional
staff and will require strengthening if it is to carry out two of the
tasks related to Phase IT - preparing new standards for subdivisions in
secondary cities and implementing the regulatory aspects of the program to
legalize non-conforming subdivisions in those cities., TA is also
available to support the effort.

Given the magnitude of the changes expected in DUA
and in HUD generally, the 18 months allocated for preparing the
second phase will be needed. However, if HUD makes good use of the
advisors financed under the Planning for Phase II Activity it should
be able to develop the necessary capability to effectively carry out
its role in Phase II.

c. Social Housing Fund (Fondo Social para la Vivienda -
FSV)

The FSV is a semi-autonomous entity of the GOLS
created to administer a trust fund created by a special 5.5% pay-
roll tax (0.5% paid by the employee, the balance by his employer).
As of January 1980, 233,000 workers were contributing to FSV. As
many as 607 of these appear to fall within the project's target
zones.

The principal difficulties confronted by the FSV at
this time are:

The weighted average nominal interest on its

1979 portfolio is 6.5%. With inflation averaging
over 137%, the real interest rate is strongly
negative. This signifies that workers on retire-
ment, total disability or deaths do not recuperate
funds which in real terms equal what was deposited
on their behalf.

In 1979, the FSY attempted to double the number

of units it committed to finance, from 3,000 to
6,000. As a result the fund now has forward
commitments in excess of its projected income.

For the first time the FSV is faced with a problem
of lack of liquidity.

A majority of the contributors to the Fund have

not been able to afford the housing being financed

by the institution. Only the top income contributors
receive back in mortgage financing an amount equivalent
to their share in the fund. Since the FSV is locked
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in to higher cost units over the next twelve
to eighteen months, changing the historical
pattern will require time,

The FSV is not geared to deal with non-con-
tributors, although its own statute recognizes
that this might become necessary. Its loan
origination process, specifically, can function
efficiently only for applications presented by
contributors.

The FSV is already taking action to overcome some of
these difficulties:

It is negotiating a $20 million loan with CABEI
to allow it to fulfill its current commitments.

It has authorized lower standards for projects
still under construction, achieving reductions
in cost of as much as 257.

The net result, however, is that the FSV cannot and
in fact, does not want to participate in Phase I. Its role in Phase
IT in producing new shelter units outside San Salvador will not
begin for at least eighteen and perhaps twenty-four months. Even
then, it is expected to continue financing units for its contributors
only - IVU would provide for the non-contributors.

Assuming it solves its currently liquidity problem,
the only constraint precluding FSV from participating in Phase II
is the low interest rate it charges on mortgages.

As part of the capability which it will develop under
this project, the Vice-Ministry of Housing and Urban Development (HUD)
will support studies to re-evaluate the financial policies of the FSV,
especially with regard to its negative net interest rates. If its
recommmendations are adopted, FSV could become a key institution in
Phase II activities.

d. Saving and Loan System/Housing Finance Bank
(Sistema Nacional de Ahorro y Préstamo - SNAP/Finan-
ciera Nacional de la Vivienda - FNV)

18

The S&L system consists of eight stock owned associations

operating under the supervision of the FNV, a semi-autonomous govern-
ment institution.

The system, supported initially by a $5 million seed

loan from AID, has grown to the point where it has over 315,000 accounts
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and total accumulated savings of $195 million. Its consolidated
portfolio consists of 15,720 mortgage loans with a value of $150
million.

Until very recently the system had a problem ol excess
liquidity prompted by a few, very large savings accounts, thought
to have derived from the coffee export bonanza. The use of the
system by the FSV in effect as its implementing arm also contributed
to the liquidity.

Both these factors have now reversed so that the S&L's
are facing very serious problams of lack of liquidity which have
paralized them. In the second half of 1979 (June-November) the total
savings deposits fell by 337 as the large account holders withdrew
their deposits. The FSV is facing cash flow problems of its own
and is thus unable to help.

To compound the problem,the S&L system, which has
traditionally financed housing of $15,000 and above, cannot now find
a market for these high cost units. Further, it has provided interim
financing for some 3,000 urbanized lots but is unable to provide long-
term financing for homes on those lots.

This project will help the S&L's only to a limited degree
by providing long-term financing for about 900 units at $4,000. This
of itself will not solve the problem. lHopefully, however, it will
establish the precedent that the S&L system can promote and finance
shelter affordable by the great mass of its savers. Such a precedent
would be important to the longer term stability of the system. Future
financing for low-cost units could come from the AID/CABEI program.
(In fact, the FNV is negotiating a $6.4 million line of credit with
CABEI).

The S&L system has a proven track record in building
housing. If it pulls out of its current liquidity crunch, and has
a successful experience with the low cost units it builds under Phase
I, it could become a major participant and promoter of low income
housing by the start of Phase II.

e, FEDECCREDITO/FEDECACES

The overall institutional capability of these institutions
is fully described in the recently approved Small Producer Development PP.
This project places little additional burden upon these well established
and capable agencies. Technical assistance is provided under the project
to help them develop the minor new institutional procedures that will
be needed to enable their full and successful involvement in the project.
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3. Small Enterprises Activity

a. Agricultural Development Bank (BFA)

The BFA is the GOES institution under the Ministry
of Agriculture and lLivestock charged with providing agricultural
development credit throughout El1 Salvador. Through its credit
programs in 1978 it lent @152.4 million (US$(1.7) benefitting
43,115 families. The BFA has twenty seven agencies (branch banks)
throughout El1 Salvador with the Central Cffice being located in San
Salvador. Each agency has a chief and a staff, the size of which
depends on tin amount of credit activity. [Under the chief there
are at icast one agronomist credit agent and two or three credit
assistants (auxiliares de crédito) per agronomist. The assistants
do the routine tasks ot credit follow-up, problem identification,
and remind borrowors of the importance of paying in cases where they
market their own produce. The credit assistants are usually from
rural areas and are given training in credit follow-up and elaboration
of simple investment plans.

i. BFA Lending to Small Farmers

The Bank's activities over the last year gave
special attention to stimulating diversified agricultural activities
in cattle, basic grains, fish, and infrastructure development with
the end of generating permanent employment and improved conditions
of life in the rural areas. In order to accomplish this even more
effectively on the medium and long termythe Bank has also placed
heavy emphasis on strengthening its promotion, training, credit
and technical assistance units. During the last year the BFA gave
priority attention to small and medium sized farmers through
individual loans, cooperatives, and "solidarity groups." The "so-
lidarity groups'" guarantce will be the most important mechanism used
in the lending process under this loan. All told 2,317 solidarity
groups and 135 cooperatives received loans,representing 27,294 families
or 637 of the total number of families assisted by BFA.

TABLE 1 1/

Type of Client Number of Loans Number of Families
Individuals 15,821 15,821
Cooperatives 135 15,133
Solidarity Groups 2,317 12,161
TOTAL 18,273 43,115

27” From BFA 1978 report p.9.
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Approved applications represented 99,2% of the
total applications, but only 78.17% of the total amounts applied for.
This indicates that the BFA approved the smaller loans primarily,
an important indicator of their real and not simply stated interest
in providing small loans to poor farmers. (According to the BFA
staff, lending to solidarity groups averaged ¢400 (US$160) per
individual loan.

TABLE 2 1/
0 Amounts in  Amount in .
Numbers % Millions ¢ Million $ %
Applications received 20,155 100.0 202.6 81.0 100.0
Applications approved 19,985 99.2 158.2 63.2 78.1
Loans contracted 18,273 90.7 152.4 60.9 75.2

ii. Credit Lines and Policies 2/

BFA has three basic credit areas with lines for
specific activities under each. They are:

1. Agricultural Development (Desarrollo Agricola)
including:

a) basic grains

b) export development

c) conservation

a) agro-business development

2. Livestock Development (Desarrollo Pecuario)
including:

a) cattle

b) non-land based farm animals
c¢) fish

d) pasture

3. Rural Social Development (Desarrcllo Social
Kural) including:

a) rural housing
b) land purchases
c) pre-agricultural (preparing land primarily)

1/ From BFA 1978 report p. 13.

2/ See Annex G.7. for specific data.
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1ii. Interest Rates

Depending on the lines and the source of funding,
the BFA charges interest anywhere from 47 per year for some
basic grains lines to cooperatives and solidarity groups,to 107% per
year for land purchases and even 157 in the pre-agricultural line
for land preparation. Currently, interest rates have become an
issue and, despite their highly subsidized nature, political
groups are pressuring for reductions in rates.

iv. Guarantees

Traditional types of security are often required
to obtain a loan from BFA. Har.. machinery and other equipment, pos-
sibly combined with some lein on crops are common ways to guarantee
a loan. Co-signers are also used.

However, BFA has in the last several years departed
from their normal mechanisms in order to increase access to credit by
very poor people and is currently using to a large degree the solidarity
group concept. However, in the BFA case it is used as an administrative

line mechamism to facilitate a large number of loans.

V. Solidarity Groups (Grupos Solidarios)

This system is based on the use of participant
voluntary self-selection into credit groups of 3 to 10 people who
know each other and will mutually guarantee the loans of the other
group members. The crucial elements rest on the functioning of peer
pressures within the group to live up to the group's collective
responsibilities. 1/ This system has been used in the BFA's basic
grains project for over three years and has registered a 99.47 pay-

back rate and has worked with nearly 3,000 groups to date. 2/

The BFA began using the solidarity groups system
because it realized that farmers had already begun to use a similar
system informally among themselves. A farmer would go to the nearest
BFA office and take out a loan. He would then divide the loan among
his friends. FEach farmer was equally responsible for his portion of
the original principal and interest. No usurous or additional interest
was charged by the farmer who officially had taken the loan.

1/ For a full and detailed explanation of this system, see FEDECCREDITO/
PRIDECO PROJECT REPORT by Peter H. Fraser ACCTION International/AITEC, which
can be obtained through DS/UD or the Capital Development Officer, USAID/ES.

2/ This is also attributable to the crop marketing system whereby
crops are chaneled through BFA to IRA, the agricultural marketing
institute, which then pays BFA which in turn cancels the debt and

pays the farmer the rest.
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The BFA decided to institutionalize the system
since they saw it as a very effective way to process and disburse
many more loans with hardly any additional overhead or personnel
costs. And, the risk seemed infinitesimal. But, in setting up
their system the BFA initially failed to recognize the essential
element of why the system worked.

BFA promoters under the institutionalized procedure
went to the field and "formed" the groups themselves., This was the
flaw. The groups must be self-selecting and voluntgrily formed.
The clients must have genuinely opted for this responsibility strictly
upon their own accord and be aware of the implications of their decisions.
Otherwise, as the BFA found out, the system dces not work. According
to the Bank's manager, the first loans were a disaster. Subsequently,
they analyzed the problem and now insist in all of their promotion work
and in their operations manuals that group formation must be done
strictly through voluntary self-selection.

vi. BFA Capability

BFA's experience with lending to solidarity groups
under the Basic Grains Programs is important because it forms the
institutional base for rural micro-enterprise assistance. The Bank
clearly has the outreach capability and the institutional structure
through which to assist the target group. The added factor of having
a known client group with which to start augurs well for its performance
under the project.

b. National Agricultural Technology Center (CENTA)

CENTA has the responsibility for carrying out the
objectives of the GOES in the areas of agricultural research and
extension. Its stated objectives are increased agricultural pro-
duction, greater participation of the small farmer in the rural
development process, and increased employment in the agricultural
sector.

CENTA, as a combined research and extension operation
was created as an "autonomous agency of the Ministry of Agriculture"
(MAG) in December 1971. CENTA has autonomy in scientific, technological
and internal administrative affairs and obtains funding through the
normal budgeting process of the Ministry of Agriculture. The Director
General of CENTA is appointed by the Minister of Agriculture and the
Director General's administrative staff includes an administrative
office, an office for the coordination of foreign advisors, an audit
office, an information and editorial office, and a research and education
library. CENTA now has 57 field offices scattered throughout the country.



Annex G.9.
Page 18 of 18

CENTA has a number of scientific functions in the
field of seed variety improvements, chicken raising, and hog production.
In addition, it operates a department of Rural Development, There are
80 Home Economists in this program who work primarily with rural
women. Their expertise is primarily in areas of home and diet improve-
ment .

CENTA home economists are constantly in contact with
the BFA basic grains clientele either through the loan application
process or through their work with 297 housewives clubs totaling
over 6,000 members. These women are often wives of basic grains
solidarity group members and who live in the '"cantonpes.” CENTA
orientation consists of nutrition,pattern design and cutting, home
improvement, small business, handcrafts and family planning. They
also are trained in canning, pickling, making candies, marmalades,
and jellies, as well as other handicrafts and domestic improvement
projects.

Given its technical capacity and ability to provide
training, CENTA is a logical organization to use to attempt to up-
grade small business in rural areas and it is a logical component
to continue to use in a concerted promotion effort for this loan.
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EDURES' ECONOMIC ANALYSIS OF SHELTER ACTIVITIES

The EDURES study carried out traditional cost-benefit analyses
for the San Salvador Marginal Community Upgrading Program to be financed
by the World Bank. Table 1 shows the average unit cost for those ele-
ments relate” to Marginal Community Upgrading activities. In tugurios
the materials loans have been divided proportionally between units on
private and public lands. The opportunity cost of tugurio land has not
been included as the land has little alternative use due to the steep
terrain and difficult access. In the illepgal subdivisions (colonias
ilegales) an opportunity cost for land was applied only to lots not
occupied at the beginning of the improvement program. Calculations of
total costs and benefits in these areas is based on the total number
of lots (15,050) that will be available for sale or rent throughout the
program and infrastructure costs have been divided proportionally among
the total number of lots. Administrative costs were included for all
aspects of the improvement program, including field and office person-
nel, legal assistance and vehicles. The cost of maintenance for infra-
structure, community services and housing was calculated at 1% of the
total investment in materials and labor throughout the program.
Specifically excluded were the costs of purchase of rooms in mesones
(tenements) and already occupied land in tugurios and colonias ilegales.
These were considered transfers.

Benefits were calculated on the basis of theoretic increases
in imputed rents attributable to housing and infrastructure improve-
ments. In the case of tugurios, campamentos and colonias ilegales
these calculations were based on a field study of the Metropolitan
rental housing market. The figures used for mesones were based on
property values and current financial returns. 1Initial results showed
internal rates of return (IRR) ranging from 6.4% for upgrading mesones
to 21.9% for new meson rooms, the latter being somewhat misleading as
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TABLE 1
AVERAGE HOME IMPROVEMENT UNIT COST
Program Component Total Activity Cost
TUGURIOS on public and private land
a. Infrastructure $88
(without loans for materials) materials $46
labor $42
b. Infrastructure 88
(which materials loans) materials 46
labor 42
C. Home Improvement 266
materials 200
labor —
gself-help 66
MESONES
a. Improvement of Rooms 320
materials 166
labor 154
b. Cost of New Rooms 600
materials 450
labor 150
COLONIAS ILEGALES
a. Average Infrastructure Cost 194
per lot material 101
labor 93
b. Home Improvement 533
material 400
labor 133

Adapted from Table XIIL.Z2,

Source: EDURES, Final Report, Program for the Integrated Improvement
Critical Metropolitan Areas, Vol. I, Salvador, El1 Salvador,
May 1978, p. 239.
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the unit cost 1s only half of the market price ($1,200) due to the low
utilization of land and the prescnce of existing buildings and infra-
structure.  The overall rate of return for the entire program, without
shadow prices of other adjustments, is 13.8% (The detailed rate of retur
calculations are in LAC/DR {iles). Of particular interest for the
Marginal Community Vpgrading P'roject 1s the fact that the higher returns
were encountered for infrastructure improvement than for home construc-

tion or repair.

Table 2 presents internal rates of return for the entire
program with a sensitivity analysis based on varying assumptions.
Lowering bencotits 207 lowers the overall [RR to 10,6%, Revaluing land
in the illegal subdivisions at 257 of the market pricve in recognition
of its few alternative uses and poor access raises the 1RR for the total
program to 15,97, Because much of the unskilled labor used by contrac-
tors and tror scelf-help purposes will come from the already unemployed
and underemployved 1ts tmpact on the program was recalculated using a 50%
shadow wigee price.

The TRR in this case [or the entire program was 15.67%.
Finally a calculation was made for the internal rate of return based
on a combination of the effects of lower land costs and a 507% shadow
wage rate for unskilled labor, the overall TRR rising to 16.97%.

This project will finance activities similar to those
proposed for implementation under the World Bank project.  The Mission
believes that similar returns cen be expected under this project.
Several points should be noted.  First, there is strong cevidence that
positive rates of return are possible in all areas of activity con-
templated without requiring the pricing of unquantified social benefits.
Obvivus!v If shadow benefits for better health and living conditions
were added, the TRR for any piven component would rise accordingly.
Sccondlv, in the straightforward cost-benefit analysis the improveme t
of infrastructure had higher rates of return than new housing or home
improvement.  This gilves credence to the viability and necessity with
Timited funds of meeting the shelter-related needs of the poor without
calling for new or improved shelter in every case. Thirdly, if such
a package of projects can be economically positive in the Metropolitan
Arca where land prices and labor costs are higher than other urban ana
rural areas, it lopically follows that activities outside of the AMSS
in community infrastructure and upgrading will have proportionally
higher rates of return.
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TABLE 2
SENSITIVITY ANALYSIS FOR AMSS IMPROVEMENT PROGRAM
Program Component
Assumptions
#1 #2 #3 4 #5
Internal Rates of Return

Tugurios
1. Private Land:

a. withour materials loans 17.37% 13.77% 19.1%

b. with materials loans 14.67 11.0% 16.47
2. On Public Land:

a. without materials loans 16.0% 12.4% 17.5%

b. with materials loans 12.0% 8.5% 13.7%
3. All Tugurios 15.0% 11.5% 16.7%
Campamentos 15.0% 12.1% 19.1%
Mesones
1. Meson Improvement 6.47% 4.1% 8.7%
2. ¥New Rooms 21.97% 17.27% 24.6%
3. All Mesones 14.0% 10.7% 16.7%
Colonias Ilegales
1. Improvement of Occupied Lots 20.3% 15.5% 24.47% 24,47

Vacant Lots to be Occupied 12.87% 10.0%7  20.9% 24.6%
3. Vacant Lots with Loans for

materials 12.8% 9.8% 15.97% 13.5% 18.5%
4., Lots to be Improved after

the 1983-87 pericd 11.17% 8.8% 17.2% 12.2% 19.87%
5. All Illegal Subdivisions 13.4% 10.3% 17.9% 14.6% 20.47
Entire Program 13.8% 10.6% 15.9% 15.6% 16.9%

Assumptions:

VW N
« s e = e

Source:

Simple Cost-Benefit IRR

IRR when benefits reduced 20%

Illegal Subdivision land valued at 257 of market value
Shadow price for unskilled labor at 50%

Combining assumntions 3 and 4

EDURES, Ibid., Mav 1978, page 2£3, Table XIi.4



PRUJECT CASH FLOU uimijouT 10 .YEAR GRACE PERIOD. ALHEY 6 11
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v

AID/NC loan and CDES loan rounded off to mesrasc § million,

! | | CRRATIVE |
PHASE | yeaR | tem2 1983 1994 |- 1985 1986 1987 198 1989 1990 1991-9 | 2000-04 | 1982-
' ! ! !
tnfiow Y PROJECT YEAR 2 131 & | € R s . 10 L-ts . 20-24 ¢ 2004
——— e e : t
1. ALD/HG Loan 7.500.000’ - ! - - - - - . - - - - T TRT T Y]
2. GOES Loan |,zoo.ouu| - | . l - - - - - - . ! - 1, c0u, w30
3. Home Imcrovement Repaymwents 351,303, 351,303 351,303 l 351,303 251,302 351,303 31,300 351,303 351,308 3,161,727 | 1,756,515 | 9,079,969
4. Hew Unit Loan Repayment ! .
T.' v oan Tepayme 359,856 359,856 359,856 , 359,356 359,856 359,856 359,856 . 359,856 359,856 3,238,704 { 1,799,290 | 8,276,688
2. ENY 421,145 421,145 ; 421,145 421,145 471,145 421,145 421,145 421,145 421,145 3,790,308 2,105,725 9,685,335
§. Reinvestment Income: Home Imp. - 4,344 14,262 | 15,302 15,657 ! 15,676 15,679 15,679 15,67 156,790 608,848 878,116
TOTAL 9,832,304 1.136,648 | 1,146,565 | 1,147,306 1,147,961 ' 1,147,930 | 1,147,983 1,147,983 | 1,147,983 1€.347,526 | 6,370,368 |35,621,108
Outflow : ,’ I ! ‘ . !
'
1. Application of AIO/HG Loan i g ! ' ,
1. Hose lmprovesents 2,000,000 ; - - i - - - - - . - ) - 2,000,000
2. Rew Units 5,500,000 - - . - - - - - - ) - - 5,500,990
2. Application af RNES taan ' '
. New Units 1,200,000 - - , - - o= - . - - ' - - 1,200,%C
3. Repayment of AlO/HG Loan 1,022,526} 1,022,526 1,022,526 = 1,022,526, 1,022,526 1,022,526 1,022,526 1,022,526 1,022,526 9,202,734 | 2,045,052 20,450,520
4. Repayment of GOES Loan - - - t - - - - : - - ] - -
S. Front ead Commission on AID/HG Loan 78, - - - - - - . - - - - . 75,000
TOTAL 9,797,526 | 1,022,526 | 1,022,526 : 1.022, 826! 1,022,526 1,022,526] 1,022,526 1,022,526 l.uzz.sztsl 9,202,734 | 2,045,052 29,225.520
KET CASH FLOW 34,778 114,122 124,000 ' 125,280 125,425 125,454 125,457 125,457 | 125,457 1,144,792 | 4,225,316 " 6,395,588
CUNOLATTYE CASH FLOW 34,778; 148,300 272,940, 398,220 523,655 649,109 774,566 300,023, 1,025,420 2.170, 272 | 6,395,588 6,395,588
PRASE 11 .
Inflaw Y l_ !
] i |
1. AI/HG Loan 7.500,000 - - - - - - ) - H - - - 7,500,000
2. GOES Loan 2,500,900 N T | I - - - - - - 2,500,000
3. Hose lsprove loan Repayment 351,303 351,303 »1,3 Jsl »333 351,30 351,303 351,209, »1,03 »i.aa| 2161722 1,756.515 8,075,269
4. New Unit Loan Repayment 764,297 164,297 6297 | 264297 764297 29 m.zw 764,297 74297} 6,078,673 | 3,821,485 '7.50 . %
§. Basic Services Losn Repayment 22,013 222,013 222,013 222,01} 222,013 222,003 @m0y 201l 222.0!3: 1,998,117 | 1,110,065 175..99
6. Reinvestaeat Incame: Home lmp. - 30,011; 43,13 “, 77 44,983 45,009 4,02 45,012 .02, 399,484 9Ie. B0 122,79
TOTAL 11,237,613 1,367,624 ; 1,380,750 1,R2,391] ] 32,59 1.382.622] 1,322, 1,382, 1,282,625 12,438,001 7,667,925 42,467,397
Outflow
1. Applicatica of AIO/HG Laan l
1. tome Improvesents 2,000,000 - - - - - - - - - 2,000,000
2. Mew Wnits 4,500,000 - - - - . - - - . - 4,600,000
3. Basic Services 900,000 .- - - - - - - - it 200 008
2. Appl lcatlu'of GOES Loan 2,000 ml . *
1. lew Units ,000.008; - - - - . . - - - -
2. Dasic Services 500,000 N - - - - . - : : 3-%;?
3. Rejayment of AlD/HG Loan 1,022.526. 1,022,526 ! 1,322,526 1,022,526, 1,022,256 1,022,826 1,022,526 1.622,526 1,022,526 9,202,734 | 2.045,05) 20,438,521
4. Repayment of GOES Loan - - . - | - - - - . s ! - i
5. Front End Conmission on AIO/MG Loan 75,000 - - - - - - i - - - 15,000
TOTAL 11,097,526; 1,022,526 ' 1,022,326| 1,022,526 1,022,526  1.022,526{ 1.022.526] 1,022,526 1,022,526 9.202.TM 2,045,053 20,575,521
. ] *
sMET CASH FLOM 240,087 345,098 368,224 359,865 360,070 . 30,09. _ 260,099 xam‘ 30,099: 3,235,267 5422872 11,941,876
.tmﬂ'rrvrcrsu rtou 240,087  S85,185 ,  343,409] 1,303,274 "1 563'337  2.b23.ae0  2,363,539] 2.74%.6380 3,103,371 6,339,004 | 11,961,876 | 11,961,876
«THASE TEQ ' H
[0 2 10— 274,865 459,220 482,264 485,145 485,505 496,550 485,556 H 485,556 485,556 4,380,059 | 9,848,188 ; 1,357,464
«CIMULATIVE CASH FLOW 274 ,865 734.085  1.216.349' 1,701,494 2,185.999 2,672,549 3,158.105' 3,643,661 4,129,217- 8,509,276 ' 18,357,464 ! 1£,357 464
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CHANGES 3N CASE FLOW TRENDS TO NOTE

winvestreent incomnce: 2000-2004,  Reinvestuen!t jncome in this time period
is so high Lecauwse alfter 2002, At has been fully paid off (12%4, 20 yrs),
Teaviug 3 vears (2003-72005) of collections from homeowners to be fully
reinvestod o 1257 ip e dwproveaents.

Ten-vear home fmprovement loans:  Once they mature, they are reinvested
in howme improvement loans again.  The original principal is ne longer
requited after 10 years to repay AID as a result of the structure of the
cash flow and the income generating capacity of the funde, given that the
(OES fuads do not have to be paid back by the administrators.

The collections—remittance surplus during the first 10 years of the loan
is large cooush te absorb the payment of pti to AID dinstend of just 1247
interest on the drawdown amount.  That is, the annual pli payment to AID
($1,022,526) is not that much greater than the 1207 interest on drawdown
avount anvoal grace period payment ($937,500). Therefore, with 20 years,
1207, no prace peried, the aduinistrator avoids paying AID 10 years of
fnterest at $937,500/vear withont the cash [low for the project becoming
novative.s  However, reiovestment income during the first 10 years of the
Toan disn't quite as high as if the grace period were in effect. The
reinvestiont income lost as a result of not having a grace period is
aeplicible,
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Annex G.12
CASH FLOW PROJECTION

BFA Micro Enterprises Component

{$000)
1980 1981 1982 1983 1984 1985 1986 1987 1988 1969
Beginning Balance -0- -0- 100 100 100 100 100 100 100 100
Sources:
AID Loan 420 1,580
Reflows J/ 1,517 1,106 1,284 1,283 1,354 1,389 1,448 1,477
-0- 346 171 699 545 633 631 667 684 712
Total Available 420 1,926 1,588 1,805 1,829 1,916 1,985 2,056 2,132 2,189
Applications:
Subloans 399 1,720 1,342 1,559 1,556 1,643 1,685 1,756 1,793 1,850
Administraiive Sxpenses:
~Salaries, Benefits and Overhead 13 62 100 100 125 125 150 150 187 187
-AID !Interest 4 Lo Lo Lo 49 40 Lo 40 Lo 40
-Miscellaneous 4 4 6 6 8 8 10 10 i2 12
Ending Balance Z/ -0- 100 100 100 100 100 100 100 100 100
Non Add: 67% average 281 1,152 899 1,044 1,043 1,101 1,129 1,177 1,201
Loan Portfolio 139 568 Ly3 515 513 542 556 579 592

1/ Reflows are basad on 67% of avilability being
in the portfolio, average loan repayment 1.5 years,
15% interest/yr.

2/ Assumes a rinimum balance of $100,000.



COMPONENT

A. Phase T

1. Basic Commnity Service

a. Materials, Iabor,

Ecaipment & Transport.

b. Other Direct Costs

c. Technical Assistance

and Trainihy
d. GUES Admin.Costs

2. Home Improvements

a. Home Improvement loans
b. Technical Assistance

3. Shelter Solutions
4. Agrarian “oform

5. Micro Enterprises

a. Micro Enterprises Loans
b. Technical Assistance

6. Planning for Phase II

B. Phase II
Loans

C. Evaluation

TOTAL

Annex G.13

Page 1 of 2
PROJECTED EXPENDITURES BY FISCAL YEAR
($000)
Fy 80 FYy 81 FY 82
ATD/DI, AID/DG GOES INIIG AID/DL AID/DG GOES HIG AID/DL AID/DG GOES HIG
2,000 725 3,340 585
200 70 160 60
200
200 150
1,141 1,720 501
50
269 1,226 .801 3,677 130 597
560 150 250 1,500 50 250
420 1,580
150
50 150 50
72 168 576 1,154
50
3,620 600 1,514 2,367 6,390 250 1,928 5,565 50 706 2,252




COMPONENT

A. Phase I

1. Basic Cormunity Services

a. Materials, labor,

Equipment & Transport.

b. Other Direct Costs

C. Technical Assistance

and Training
d. GOES Admin. Costs

2. Hame Tmprovements

a. Home Irmprovements Loans
b. Technical Assistance

3. Shelter Solutions

4. Agrarian Reform

5. Micro Enterprises

a. Micro Enterprises loans
b. Technical Assistance

6. Planning for Phase II

B. Phase II
Loans

C. Evaluation

TOTAL

Annex G.13

Page 2 of 2
PROJECTED EXPEMDITURES BY FISCAL YEAR
($000)
FYy 83 FY 84 TOTAL
AID/DL, AID/DG GOES HIG AID/DL AID/DG GOES HIG AID/DL AID/DG  GOES HIG
5,040 1,320
360 130
200
350
510 128 4,000
50
1,200 5,500
2,000 200 500
2,000
150
250
1,253 2,908 599 1,270 2,500 5,500
50 100
50 1,253 3,418 599 1,398 10,000 950 6,000 15,000
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ENVIRONMENTAL THRESHOLD RECOMMENDATION

Project: El Salvador HG-006
Project Tltle: Shelter for the Poor

Project Location: Marginal zones in various cities, towns, and village areas

Funding: FY 1980 Housing Guaranty Loan US$15.000 million
Development Loan 10.000 million

Development Grant .475 million

GOES 11.250 million

Total: US$36.725 million

1EE Prepared By: C. R. Gavidia, General Engineer and Environmental Coordinator,
AID Mission/El Salvador

IEE Prepared For: DS/Housing

Date: January 1980

ENVIRONMENTAL ACTION RECOMMENDED:

A Positive Threshold Determination is recommended, thus requiring
further environmental work in the Project Paper. This recommendation is
basced upon the inciplent nature of program development and the potential
for significant adverse environmental effetts.

Office of Housging: Date;
J. David McVoy
Acting Deputy Director
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PACKGROUND INFORMATION

A. BASELTNE ENVTRONMENTAL CONDITIONS

L. Natural Environment

El Salvador is located between N. Lat. 13°10 and 14925. Tt
is the smallest of the Central American countries, occupying 21,000 square
kilometer:. Situated on the Pacific Ocean, its terrain is largely mountainous
uc a chn o of volcanoes crousses the country in the ceptral southern region.
The highest peaks are located in the northwest: FEl Pital, 2,730 meters higﬁ
(9,000 feet) and El Montecristo, 2,447 meters high (8,000 fect). Like all
trepical countries, .t has a high mean annual tempcrature (200 to 28° C. or
70° to 829 F.) w:th seasonal rainfall from May to November. '

2, Human Environme

1. Settiement Patterns

El Salvador is the most densely popnlated country
Latin America. Tt has approximately "0 inhabitante per sjuare kilometer,
total poralation of approximately 4.4 million* and an arca of 21,000 squart

Filometers. Tuman settlements in Fl1 Salvador are quitce concentrated, al-
thourh wpproximately 60% of the population is rural, The rural population
is grouped into a nelwork of small towns and villapes: (prellos, contonee

” Ld . - : .
und easeries), the caseriea being the most dispersed, The housing shortape
i5 very severe., (For further details, see the PID.)

Taking into account all housing nxistent in E1 Salvador
two murkéts may be discerned: that of formal housing and thut of informal,

_or spontaneous housing. The formal housing market does not -apply to AID's

urban poor target population; the informal market is AID's target market.
consists of three sub-categories: shanty, towns, "mesonec” and illegal set-
tlements,  Bach of tliese sub-categories has differentiating characteristice
but all respond to the need to satisfy the inoreasing demand for low-cost
housing.

One of the most important informal housing markets is con-
stituted by mesonea. These are old dwellings abandoned by their owners and
now rented separately, room by room. The essential oljective of mesones is
to produce maximum rents, and they are therefore rented out to several fami-
lies. 1In changing their character, physical changes. are also imposed upon
them. Maximum use is made of all space, and important changes are made to
adapt them to their new function. The results give rise to-much overcrowding
and a physical deterioration o6f thé structures. Thirty-three percent of the

#  FPopulation Reference Bureau
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urban population and rifty nercent of tie low-incoume gector live in mesones.

Shanty towns or marginal zoues consist of extremely pre-
carious Jdwellings, corstituting a high percent of the total of all housing.
[~vellings are constructed from scrap material from urhbnn areas, Freqguently
the dwellings are built on unsuitable land, such as that susceptible to
flooding, or uneven terrain, or sites near sources of pollution.

The illepal settlement is similar to each of the above,
These scttlements are usually started by companies, persenk, ete., who are only
interested in the maximum profit they can get. The developers provide the
least, amount of services and amenities possible to people who are not able
to buy other types of housing. The illegal settlement is constructed, but
nromised services never come. The result is that a large amount of people
find themselves living in the worst of human conditions. It is often claimed
that the reason for not building these settlements in o legal manner is be-
cause. the design standards applicable are too rigid and high. Thereforv, it
is casier to bulld illegally.

b. Urban Services

Services are lacking in quantity and quality. Forty-
seven percent of the totn)l population does not have household running water,
arnd A5 percent does not have plumbing facilities. Of the 2068 urban munici-
jalities, 20% are not provided with pgarbage -disposal facilities. The danger
or pollution is extremely great. The description of the informal housing mar-
ket (sce the PID) demonstrates the need for carrying out a comprehensive hu-
mn settlement policy by stages in order cto upgrade the human environment .
of the tarpgeh group. '

3. FEnvironmental Flanning and Institutions

At the present time, there is no comprehensive national en-
vircnment planning agency. Environmental laws exist at various government
agencles, SAID is currently working with OOES officials on :
an environmental improvement. project which will create a national.environ-
mental office, This office would benefit the country as a whole by providing
a mechanism for the protection and national management of Lhe country's na-
tional resource patrimony.

For upgrading programs, environmentnl data can be ob-
tainca trom several sources: TGN (Instituto Gecgriafico Nacional), Ministry of
Health, Ministry of Flanning, Ministry of Public Works, Ministry of Agricul-
ture and Ministry of Labor. '
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B. ~ DESCHRIPTION OF THE PROPOSED PFOGHAM

The proposed project would support the determination of .the GUES

to shift the emphasis of shelter sector activity toward programs which address
the needs of the poor population. Activities would bLe grouped in two majer
" suhnreients : .

AN

lmmediate mctlons designed to provide basic public service: to som=~.
200 marginal communities (poor neighborhonde) in the major cities

and to improve the existing shelter in thouse communities, Cecn-
struction and disbursement would be fast (over a twelve- to eighteen-
month period) as this subproject is also a part of a larger GOES
"national emergency plan" being supported by AID.  Activities will

be designed to provide maximum employment during construction.

Actions which will affect’ basic institutional and programmatic
changes in the shelter sector in El Salvador. The former will
include analysis and redefinition of government policies concern-
ing such -issuen as the proper role for key housing finance institu-
tions (FNV, FOV) and the interest rate to be charged in the various
shelter preograms. - The latter will involve the extension to small
commnnit {os  and rural settlements of upprading and hom: improve-
ment. loan programs snd o amall pilel proeeam to upgrade henements
(megones).  Implementiakion, to be initiated concurrently with that
of the other subproject, will be over a thr.r- to four-year periocd.
A1l investmiats will be in nreas outside the 5GMA.



Annex }ll
Page 6 of 9

I1. ENVIRONMENTAL IMPACT IDENTIFICATION‘AND EVALUATION

A, SUMMARY OF DBENEFUTS AND CONCERRG

Because the proposed prog-am lays out a wide range of shelter”
strategies and components, a number of positive results should occur. Such an
wrbitious program as envisioned in the PID also carries with it the necessity
fur. long-range, explicit planning in order to maximize benefits and minimize
concerns.

1. Benefits

In general, the program beneficiaries should receive a higher
quelity of life, Specific measurements of such improvements are as follows:

e New shelter tcolutions with the basic amenitics (soundly-built with

potatle water and private sanitary facilities) for those people now living in
unfit shelters. Designs may include sites and services and/or core housing.

e Improved health and safety environment fcr cxXisting settle-
ments Ly meens of programs such as water, sewerage, druinagz, street lighting,
street leveling, and jublic telephonec.

e Inmproved cexisting shellers by means of individual alteration
Juclt ae Installing conerete floors, durable roofs, house conneclions of basie
services, and perbaps shelter expansion.,
2. toncerns
The enumerated benefits are not ocutomacieally achieved. Rather
a deliberate and highly-evaluntive process is required. 7The following are the
pereeived comcerns associated with Lthe proposed progrom:

‘& Lack of environmental planning and implementation capability,

¢ Number and variety of difficult .environmental settings for
progrum.

¢. Lack of prcject-specific detail to ensure correct ‘decision-
making.

B.  DISCUSSION OF KEY ENVIRONMENTAL ISSUES

Sound envirormeutal planning in this program can be achieved
through two avenues: a) institutional development and strcngthening, and
b) carcful projrct selection and development; aided by fundamentals of cnviron-
mental planning.
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1. Environmento: Planning and tmplemenbation Cafability

: Tt canpot be ascumed that Lhe existing institalions arc
equipjed to perform environmentnl plarning functions.  Field research Indicates
Liiat Lheere 1s no nationsl envivonmental speeney Lo peovide o leadership el
wnstead, tascline data 1s gathered by a wide variety of institnbionc.,  There
ic thus o need £9 coordinate data collection and analysis. by the various apen-
Clel,

Three types of U.S, funding are proposed: housing guaranty,
Juvelopment grant and development. loan. A variety .of projects i1s contemplated:
uperaling with urban services, home imprcvements, new housing construction.
A nunber of Salvadorean implementers are involved, both public and private
sector. Therefore, -technical and environmental ghildelines for implementation
effectiveness need to be developed as the AID program unfolds.

2. Impact of Environment on Program Activities

There are different environments involved in the proposed
progrem.  Part of the propotal is to upgrade existing settlements in the major
¢ities by means of providing basice publice services and by improving existing
shelters.  In these cirvumstances, the carrying capacity ol the environment
{o rurnish basic recources (such as jotable water oud building materials)

v o crucinl importance.  In addition, there are rvequirements to provide a
safe eawvironment away from dicaster-prone areas.

Another part of the program would involve new shelter
construztion in urban areas. Basice necessities ineluwde appropriate site selec-
tivn and development criteria, and sound cnvironmentrel engineering construction/
maintenrance procedures.

In general, a representative selection of the varicus po-
tential sites should be visited so as to furntsh en initial wnderstanding of tne
existing environment. Both the built environment (where uperading nd home
improvements are to oceur) and the natural environment (where new shelter is
to be built) require inspeetion,

3. lack of lrojert-Specific Detail

. Durine the PP stage and afterwards, & finer resolution of
detail can provide a sounder planning basis for program execution. In conjunc-
tion with carlier background environm:ntal field research (mentioned above),
further field work shouid focus on cite~specific constraints. In response, ad-
ministrative and technical options can be devised to minimize these constraints,
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I11. KECOMMENDATIONS
A. THRESHOLD

A Tousitive Threshold Datermination is recommended, thus requir-
ing further envivonmental analysisc This recommendation is based upon two factors:

e Tncipient nature of jprogram developwent: [t s too early
to predict thie various environmental impacts of the proproed program with any
degree ot precision,

e [otential for signilicant envircnmental effectyu: Working
in Jow-Income neighboruc,is implies that resources ecre cspccially searce and that
thysical conditions are severe. This program exhitivs a complexity of proposals.
Poth factors (stressfal cuvironmont and program complexity) ~ombine to produce
the petontial for significant adverse anvironmental etrfects.

Both further environmental analysic and teoechnical assistance
are thereby recommended,

K. FURTHER ENVIRONMENTAL CONSTDERAPIONS IN PROJECT DESIGN
Guidelines for this phase are found in Repulation 106 and
L& /H Manual Order 42-0. Detalled Environmental Criteria and an accompanying,

checklist should be developed and completed to solve the following [ssues:

e Upgrading Sites ~- evaluation of alternstives und selection
of least-cost, most environmentally sound sites for upgrading.

e Urban Services -- design of appropriate systems for potable
wuler, severage, storm drainage, parbage, street upgrading, street lighting
and other services.

e lew Uhelter Construction -- selection of appropriate cites
and of construction/mnintenan:e technology.

“The criteria should be preceded by explicit goals and objectives
vhich would facilitate the selection of an environmentally sound program.
Ecsentially the emphasis shoild te on correct project sites, appropriate project
components and suitable tecimologies.  The checklist shonld- be based upon the
"El Salvador environmental conditions. :

These guidelines should be preparéd by the Mission and the
RHUDO with the collaboration of the GOES implementing agency. The guidelines
should be developed and incorporated in the Project Paper, -
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‘ In order to ensure full understanding snd maximum benetf'its
from such a checklist, RHUDO and the Mission should assist in its familiarize-
tion. This assistance shcould be in the form of training performed in-country
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GLOSSARY OF TECHNICAL TERMS

A. HOUSING TYPES IN SAN SALVADOR METROPOLITAN AREA MARGINAIL. COMMUNITIES

1.

2.

Tugurios are squatter settlements located on steep-sloped
public and private land (usually ravines), including street

and rail rights of way, which has no real alternative use.
Public services are almost non-existent. There is some access
to electricity (often illegal) and several tugurios have public
water. There is no sewage system or formal garbage collection,
Housing is usually constructed by family members. Materials
used range from cardboard, wood and plastic to wattle and daub.

Campamentos are emergency housing units built by the government
after the 1965 earthquake. These are one room, wooden struc-
tures with cement floors and asphalt or tin roofs. Public infra-
structure is available to campamento residents on a communal
basis. The two major problems here are overcrowding and lack

of maintenance. Average density is 1691 persons per hectare.
After 15 years, most units have deteriorated severely and have
been temporarily repaired with cardboard, plastic and other
scavenged materials.

Mesones are multi-family rental tenements located in the original
center of San Salvador and in neighboring municipalities within
the AMSS., Families live in one room and have common access to
public infrastructure through the ouvners of the buildings. This
can be a problem when the owners set limits on water consumptions
(the rental fee includes service charges). Construction materials
vary: floors are cement, mud or brick; walls are mud, wood, cor-
rugated metal or bricks; and roofs are metal, corrugated plastic
or thrown-away materials. Density is high: 1364 inhabitants per
hectare and maintenance by owners is kept at minimum.

Colonjas Ilegales are illegal subdivisions located in the steep
peripheral areas of San Salvador, especially the north, south

and east. At first these subdivisions have no public infrastruc-
ture, but later as they develop, some receive public water and
electricity. Housing conditions and materials vary considerably:
nony units are indistinguishable from the tugurios except the
density is not so severe; others are constructed using permanent
materials such as bricks and concrete blocks with asbestos-cement
roofs. Major unmet needs are public water and sewer, electricity,
garbage collection, and vehicular access,
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SAN SALVADOR METRCPOLITAN AREA

The San Salvador Metropolitan Area (S5SMA) is comprised of the
following municipalities:

San Salvador

Mejicanos

Ciudad Delgado

Ilopango

Antiguo Cuscatlén

Ayutuxtepeque

Cuscatancingo

Soyapango

San Marcos

Nueva San Salvador (Santa Tecla)
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SECONDARY CITIES

The major secondary cities in El1 Salvador are:

La Unidn

San Miguel
Usulutan

San Vicente
Sensutepeque
Zacatecoluca
Sonsonate
Ahuachapian
Santa Ana
Chalatenango
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Glossary of Abbreviations

ABC = Access to Community Welfare Program

ANDA ~ National Administration for Water and Sewerage
ANTEL -~ Naticnal Administration for Telecommunjications
BCR - Central Reserve Bank

BFA - Agricultural Development Bank

BH ~ Natioual Moitgage Bank

CABEI - Central American Bank for Economic Integration
CACM ~ Central American Common Market

CAESS -~ San Salvador Power & Light Company

CEL ~ Lempa River Hydroelectric Commision

CENTA - National Center of Agricultural Technology

CONAPLAN National Planning Council
DIDECO - Community Development Directorate

I

EDURES -~ Urban & Regional Development Study for E1 Salvador
FEDECACES - Federation of Savings and Loans Cooperative
FEDECCREDITO - Small Business Credit Federation

FIGAPE — Finance and Guarantee Fund for Small Business

FNV - National Housing Fund

FSv — Social Housing Fund

FSDVM or

FUNDASAL - Salvadoran TFoundation for Minimum Housing

GOES — Government of El Salvador

HUD - Vice-Ministry of Housing and Urban Development
IDRD ~ Internaticnal Bank for Recoustruction and Development
DB - Inter-American Development Bank

INPEP - Government Employees Pension Fund

INSAFI - Salvadorarn Institute for Industrial Promotion

1SSS - Salvadoran Social Security Institute
- ISTA ~ Institute for Agricultural Transformation

Ivu - Urban Housing Institute

MAG - Ministry of Agriculture and Livestock

MI - Ministry of the Interior

MOP - Ministry of Public Works

PRIDECO - Integrated Community Developnent Program

RHUDO - Regional Housing and Urban Development Office (AID)
SSMA - San Salvador Metropolitan Area

UNDP ~ United National Development Programme





