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GUARANTY AUTHORIZATION
 

PROJECT 517-HG-009
 

Provided From: Housing Guaranty Authority
 

For : The*Government of the Dominican Republic
 

Pursuant to the authority vested in the Acting Assistant Administrator, Latin
 

America and the Caribbean by the Foreign Assistance Act of 1961, as amended
 

(FAA), and the delegations of authority issued thereunder, I hereby authorize
 

the issuance of guaranties pursuant to Section 222 of the FAA of not to exceed
 

Fifteen Million Dollars ($15,000,000) in face amount, assuring-against Imses
 
(of 	not to exceed one hundred percent (100%) of loan investment and interest)
 

with respect to loans by eligible U.S. investors (Investor) acceptable to
 

A.I.D. made to finance a low income housing program in the Dominican
 

Rer- ); . The guaranteed loans shall be made to the Banco Nacional de la 

V enda, referred to herein as "borrower' or "BNV", and will assist in 

i-oancing a tripartite housing program which will provide low cost housing 
a
opportunities for workers in households with below median incomes throcgh 


collaborative effort involving private enterprise, workers and the Government
 

of the Dominican Republic (GODR).
 

These guaranties shall be subject to the following terms and conditions:
 

1. 	Term of Guaranty: The loans 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 years on repayment of principal. The guaranties of the
 

loans shall extend for a period beginning with disbursement of the
 

loans and shall continue until such time as the Investor has been paid
 

in full pursuant to the terms of the loans.
 

2. 	Interest Rate: The rate of interest payable to the Investor pursuant
 
to the loans shall not exceed the allowable rate of interest prescribed
 
pursuant to Section 223(f) of the FAA and shall be consistent w:th
 

rates of interest generally available for similar types of loans made
 

in the long term U.S. capital markets.
 

3. 	Government of the Dominican Republic Guaranty: The GODR shall provide
 
for a full faith and credit guaranty to indemnify A.I.D. against all
 

losses arising by virtue of A.I.D.'s guaranties to the Investor or from
 
non-payment of the guaranty fee.
 

4. Fee: The fee of the United States shall be payable in dollars and
 

shall be one-half percent (1/2%) per annum of the outstanding
 
guarantied amount of the loans plus a fixed amount equal to one percent
 

(1%) of the amount of the loans authorized or any part thereof. to be
 
paid as A.I.D. may determine upon disbusement of the loans.
 

5. 	Investor Selection: Prior to Investor selection, the following
 
conditions will be met in form and substance satisfactory to A.I.D.:
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a. 	Submission of a Project Delivery Plan by the BNV which details
 
the steps and instruments necessary to implement the project,
 
including financing arrangements, a disbursement schedule and the
 
responsibilities of each of the participants. The Project
 
Delivery Plan will be updated annually or more frequently if
 
appropriate.
 

b. 	Agreement by the GODR to assume any exchange risk incurred by the
 
BNV.
 

6. 	Implementation Agreement: In the Implementation Agreement, the
 
participating institutions will be required to covenant the following:
 

a. 	The BNV agrees to establish an interest-bearing account for the
 
receipt of beneficiary and employer financing payments and for
 
disbursements to the U.S. investor and for other uses as agreed
 
to by the National Council of Businessmen (CNHE) and approved by
 
A.I.D.
 

b. 	Individual employers represented by the CNHE, agree to guaranty
 
payment of the differential between the loan terms approved by
 
the BNV for Savings and Loan mortgage and home improvement
 
financing and the terms of the HG loan for all selected
 
beneficiaries as long as they remain in the employ of the
 
bklUVL~bUL .LL* CUWJJiUytL. 

c. 	The individual employers, represented by the CHNE, will select
 
beneficiaries with family incomes no greater than the 50
 
percentile of the metropolitan area's or country's income
 
distribution and other criteria agreed to by A.I.D. in writing.
 

7. 	Other Terms and Conditions: The guaranties shall be aubject to
 
such other terms and conditions as A.I.D. may deem necessary.
 

Marshall D; Brown
 

Acting Assistant Administrator
 
Bureau for.Latin America and the Caribbean
 

Date
 

Clearances:
 
GC/H : MKita yjJy
 
GC/LAC : BVeret (4(,1'
 
FM/LD : EOwens O-e
 
PRE/H : DMcVoy Z, j
.
 
LAC/DR : ILevy fjj(.
 
LAC/CAR: SMerrill_ .._.,.,
 

GC/H:MWillLam :cac:9/28/81:20246
 



ACRONYMS
 

AID Agency for International Development
 

BN Bienes Nacionales: National Property
 

BNV National Housing Bank: Banco Nacional de la Vivienda
 

CNHE National Courncil of Businessmen: Consejo Nacional de Hombres
 
Empresa
 

FHA Fomento de Hipotecas Aseguradas: Development of Insured
 

Mortgages
 

GODR Government of the Dominican Republic
 

HG Housing Guaranty
 

INVI National Housing Institute: Instituto Nacional de la Vivienda
 

S&Ls Savings and Loan Association
 



DOMINICAN REPUBLIC
 
TRIPARTITE HOUSING PROGRAM: PRIVATE
 
ENTERPRISE, WORKERS, AND GOVERNMENT
 

TABLE OF CONTENTS
 

Page
I. SUMMARY AND RECOMMENDATION ................... 1
 

A. Summary . . ........... 
 . . . . . . . . . . . 1
B. Recommendation....... 
 . . . . . . . . . . .. .. . . . 2
C. Project Issues ....... .................. 
 . . . . . 3 

II. PROJECT DESCRIPTION............ 
 . . . . . . . .. . . 7 

A. Background . .. .. ..... ............. . . . . . . . . . .
 . .7
 
1. Overview
 
2. Mission Strategy
 
3z Target Group

4. History of the Proposed Project


B. Detailed Project Description..... . . . . . . .. . . . . 9 
1. Sector Goal
 
2. Project Purpose
 
3. Project Outputs
 
4. Project Inputs

5. Participating Institutions
 
6. The Project
 

II1.PROJECT ANALYSIS , . . . . . . . . . . . . ... . . . . . . . . 16
 

A. Economic Analysis .:................. 
. . . . . . . 16 
1. The Current Economic Situation
 
2. Creditworthiness
 
3. Economic Benefits
 

B. Financial Analysis..... 
 ... .................... . . .18
 
1. Effective demand for project Items
 
2. Financial Implications for Employers
 
3. Summary Financial Plan
 

C. Social Analysis, ..... ................. . . . . . . . 19

1. Motivation
 
2. Target Group
 
3. The Program

D. Technical Feasibility........... 
 . . . . . . . . . 23 
1. Project Delivery Process
 
2. Design Concepts and Cost Feasibility
 
3. Construction Sector Capacity
 
4. Land Requirements
 
5. Environmental Considerations
 

E. Technical Assistance ............. . . . . . . . . . . . . 29
 



-2-


F. Administrative Feasibility ............................... 30
 
1. Banco Nacional de la Vivienda.
 
2. Savings and Loan Associations
 
3. CNHE
 

IV. PROJECT IMPLEMENTATION ...................................... 32
 

A. Project Monitoring..... ........... ........... 32
 
B. Evaluation............o................... .......o .32
 
C. Disbursement Procedures ................ 32
 
D. Project Agreements .. . .... . o ........... .. 33
 
E. Conditions Precedent.......................... ....... 33
 
F. Covenants........................... ................
33
 
G. Implementation Schedule . .................... ....... 34
 

ANNEXES
 

1. PID Cable
 
2. Logframe
 
3. Letters
 

a. Secretariado Tecnico de la Presidencia
 
b. Consejo Nacional de Hombres de Empresa
 

4. Draft Authorization
 
5. Statutory Checklist
 
6. CNHE Federation Members
 
7. Reserve Fund
 
8. Technical Annex
 
9. Social Soundness Analysis
 

10. CNHE Survey Form: Example response
 



I. SUMMARY AND RECOMMENDATION
 

A. 	Summary
 

The 	Dominican Republic's 1979 population of 5.4 million is increasing at a
 
rate of 2.5% per year. Spurred by immigration to the major cities the urban po
pulation is growing at an annual rate of between 5-6%. An estimated 29,300 new
 
urban units are needed annually to cope with urban population growth alone while
 
in the country as a whole some 75,000 new units per year are required in order to
 
meet the demands of new household formations and to replace substandard units.
 
The 	demand for housing was intensified by Hurricane David in 1979 which destroyed
 
or damaged an estimated 40,000 units. Although shelter related disaster relief
 
efforts have been successful, due in part to AID activities, the dimensions of
 
the 	overall housing problem in the Dominican Republic have become overwhelming.
 
Shelter production is not even keeping pace with new household formation much less
 
satisfying the backlog demand.
 

Given the severity of the existing housing shortage and the institutional
 
and 	capital constraints in the public and private housing sectors respectively, the
 
willingness of a new entity to support low-cost housing production activities is
 
welcomed by the GODR.
 

The project proposed in this paper is sponsored by the National Council
 
of Businessmen (CNHE), a private sector entity, new to the low-cost shelter arena.
 
Although employers often provide workers with generous benefit packages, in the
 
past housing finance benefits have been limited to relatively high income employees.
 
The proposed project would support the entrance of private sector employers-into
 
the realm of low-cost shelter production. It would enable low-income workers to
 
finance home construction and improvements through combining employer benefits with
 
housing finance loans from local S&Ls through the National Housing Bank (BNV).
 
Houses will cost an average of.DR$6,000. Under this program the worker target group
 
which includes families with an income minimum of DR$125/month (minimum wage) and
 
maximum of DR$350/month (urban median income), will be able to service a loan of
 
DR$2,838 and DR$7,947 respectively.
 

The 	shelter sector goal is to improve shelter conditions for low-income
 
households in the Dominican Republic. As a step in this direction the proposed
 
$15 million HG would finance a tripartite approach to the provision of shelter for
 
low-income workers through a collaboration of employers, workers, and the government.
 

The 	purposes of the project are to:
 

1. 	Increase the supply of safe and sanitary low cost shelter;
 
2. 	Provide an example for private sector involvement in the provision
 

and improvement of shelter for low-income workers;
 
3. 	Support and expand the S&Ls' inclusion of lower cost shelter
 

financing within their portfolios; and
 
4. 	Stimulate local credit Institutions.
 

The target population is workers whose household income is less than the
 
urban median (currently DR$350) and who are employed by a member of the CNHE. The
 
project will finance two types of shelter solutions for this group:
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a. 	small housing subprojects;
 
b. 	individual solutions including home improvements, additions, or
 

new construction on worker-owned land.
 

The CNHE will sponsor the project and promote it with its member federa
tions and their member firms. 
 The 	BNV will be the borrower and administrator of the
 
loan. Individual S&Ls will make disbursements tobuilders and will be the financial
 
intermediaries which deal directly with the beneficiary and the sponsoring employers.
The 	builders will be private firms which meet BNV qualification standards. GODR
 
land will be available for housing subprojects.
 

Financial costs will be recouped through beneficiary and employer monthly
 
payments. The Monetary Board in July 1981 authorized the S&Ls to increase their
 
mortgage rates from 9.5% 
to 12.0% per year.l/ The beneficiary will pay this more.
 
realistic interest rate and the employer will finance differential necessary to
 
service the HG loan as long as the employee remains in his employ. If the employee

leaves, he assumes responsibility for the total remaining payments. The difference
 
is not considered to be aui obstacle to severance to either party.
 

Total project resources will finance approximately 4,000 solutions over
 
a 3-year period. Sample CNHE survey results indicate that over 70% of employees

would qualify for the program and employers typically would be willing to sponsor

2-15 workers per year. 
Given that there are some 548 member firms in CNHE, with
 
some 68,000 mployees, the effective demand would be greater than project resources.
 

B. 	Recommendation
 

The intensive review of the proposed project concludes that the project is
 
economically, financially, administratively, socially, and technically sound. It
 
'addresses a severe problem in an economically and socially beneficial manner. The
 
participation of the employers'and the use of FHA insurance guarantees the financial
 
soundness of the project. The participating entities all have sufficient technical
 
and 	managerial capacity to participate effectively in the project.
 

Based upon a review of the proposal set forth in this paper, it is 
recom
mended that 
a Housing Guaranty be approved as follows:
 

1. 	Amount of Guaranty: US$15.0 million to the Banco Nacional de la Vi
vienda (National Housing Bank: BNV), the Borrower, for a low-income worker housing
 
program. The GODR will'be the guarantor of the loan to AID.
 

2. 	Term: The loan will be for a term of up to 30 years with a grace period
of up to 10 years for the payment of principal, to be negotiated with the investor. 

3. Interest Rate: The interest rate payable to the U.S. investor shall
 
not exceed the allowable rate of interest prescribed by the AID Administrator pursuant
 
to Section 223(1) of the FAA, and shall be consistent with rates of interest generally
 
available for similar loans.
 

1/ The urban CPI increased 11.1% in the 12 months ending March 1981.
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C. Project Issues
 

The major Issues raised by the DAEC review of the PID (See Annex 1,
 
'"PID Issues Cable") Concerned:
 

1. Housing Sector Constraints. The Dominican Republic Shelter Sector
 
Assessment (April 1980) 
Identified several shelter delivery constraints--policy,

financial, 
Institutional, and technical constraints--which Inhibit low-income
 
shelter activities. These can be summarized as Including:
 

a. a lack of planning and coordination;
 
b. an Interest-rate policy which dictates negative real 
interesi
 

rates for depositors and for borrowers, and a corresponding shortage of long
term shelter finance;
 

c. an Inattention'to the (more risky) financial requirements of
 
low-Income groups;
 

d. Inappropriately high design standards for low-income housing

and infrastructure; and
 

e. a concentration of public sector shelter activities In the
 
Santo Domingo Metropolitan area.
 

The constraints identify sector policy and institutional Issues which In
 
large part can be turned around only over a considerable period. The GODR,

nevertheless, already has begun to deal effectively with several of them. 
The

proposed HG program reinforces some of those Initiatives. The emergency shelt
 
programs which were precipitated by Hurricanes David and Frederick In 1979
 
brought the realization that there Is 
a vast demand for much lower cost solu
tions than traditional shelter. 
Among the spin-offs from that experience are:
 

a. a restructuring of INVI to concentrate on shelter activity

for very low-income groups;


b. 
In furtherance of (a), a forth-coming sites-and-service pro
ject with the World Bank which emphatizes cost-recovery, affordability, and
 
more realistic effective Interest rates;
 

c. 
a policy decision In 1979-1980 by the BNV/S&Ls-to Increase

their lending to low-income groups (a decision which resulted In 500 loans to
 
low-income households during 1980);
 

d. efforts by INVI 
and the BNV to modify design standards for
 
low-income housing an Infrastructure; and
 

e. 
the inclusion of housing as a major Investment sector In the
1981-1983 public sector Investment program.
 

Most recently, the Monetary Board on 28 July 1981 authorized the S&Ls,

subject to the approval of the BIV, to Increase the interest rate which It
 pays on savings, to increase the maximum Interest rate charged on 
loans from

9.5% to 12.0%, and further to Increase the effective Interest rate by charging

an additional commission of up to 6% 
on the unpaid balance every 3.years,!/
This Is 
a dramatic move toward a more realistic Interest rate structure which can
promote the capture of domestic savings and Improve the allocation of capital.
 

The proposed project Is not addressed specifically to the larger sector
 
problems. Rather It Is a project which gives AID reentry Into the shelter
 
sector In the Dominican Republic, a reentry which can provide AID with the
 
opportunity to support these longer-term policy and Institutional changes.

Most of the constraints enumerated In the SSA will 
not adversely affect the
Implementation of this project; and the potential project specific constraint'-
the supply of building materials, the capacity of private builders, the avalla-


I/ As of September 1991 BNV has approved a 11 % Interest raje and expects to Increase

the rate to 12% within 90 days. 
 BNV has not approved the use of addittonal

commission charges and is not expecting to do so in the near future.
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bility of suitable land, the capacity of infrastructure agencies, and fhe ability
of the financial Intermediaries to carry out the project, for example, do n6t
pose obstacles for the proposed project, (see Section Ill-D, "Technical Feasibility").
 

In 
sum, the proposed program Is consistent with these Initiatives by making
shelter finance available to below-medan-mncome workers, by strengthening the
coordination between the BNV/S&Ls and the CNHE, by adopting more realistic
design standards for 
low-income shelter and for infrastructure, and by extending
program activities outside the Santo Domingo Metropolitan area. Conversely,
there Is nothing 
in the program which worsens the shelter delivery constraints.
 
2. Caact of Financial Intermediaries and Review of Past HG
Experience. AID's involvement in the shelter sector In the 1960's helped to
establish the National 1-busing Bank (BNV) and the Sav;ngs and Loan system.
This was accomplished through Initial technical assistance activities and two
seed capital (Development Assistance) loans to the BNV, one for $2 million in
1963 and the other for $5 million in 1966. HG 
loans, authorized In 1969 and
1972 for $6 million and $4 million respectively, were used for fut-ther mobilization of local resources for housing and as an 
Impetus for further Institutional development. 
These two iG's were contracted and dispersed, for the.
most part, In
a timely fashion and resulted In 2,000 units ranging In price
from $4,198 to $16,653. 
 Payments to the investor are proceeding on schedule
for final payments on 2/1/92 for FG-006 and 1/1/96 for 
--008.
 

The 8NV also presently is responsible for-a W2 (007) which was authorized
In 1972. 
 FG 007 orlglnalJy was for $3.5 million and the ENV's lnitial 
role
was that of providing mortgage Insurance for a:housing project sponsored by
Falconbridge Dominicana D por A, Ferro-Nickel Mining Corporation. 
The borrower
was to be FALCCNDO, a corporation formed for this purpose. 
The developer was
INVI and the administrator was the Savings and Loan Association of Bonao. 
The
project was for 500 row houses in Bonao (55 miles from Santo Domingo) for the
purpose of providing housing for workers of the new 
ferro-hickel Industrial
plant. 
This narrowly defined worker'housing project was not successful due
to a combination of factors which Included: (a) the 1973 oil price hikes made
the fuel-intensive technology of Falconbridge uneconomical; and (b) a lack of
project marketability due to design errors. 
The housing type did not appeAJ
to rural families because of the limited lot and house size, without any possiblllty of Incremental growth; and It did not appeal to urban workers who preferred the free (employer sponsored) commute from urban centers rather than to
be confined to a "company town." 
 Ultimately 125 units were constructed, the
project authorization was decreased to $860,000 and the BNV assumed the loan
for that amount. 
Payments to the Investor are on schedule for final payment
4/1/92. Occasional delays were caused by the Central Bank's inability promptly
to process foreign exchange repayments; but these do not reflect on the BVP/S&L!s
ability to administer the subproject loan collections efficiently and to submit
payments promptly to the Central Bank.
 

The difficulties with 
G3 007 were clearly unrelated to the BNV's present
role as designated borrower and the proposed role for the S&Ls. 
 The BNV and
the S&Ls are a healthy, vigorous, well managed, and profitable financial system.
The number of savings accounts Increased 17% during 
1980 to over 400,000; savings
grew by 28% to more than DR$271 million;'and secondary mortgage sales captured
12% more resources 
In 1980 than.In 1979, growing to nearlv DRS177 millfmn 
 Th.
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S&Ls granted 5,404 loans In 1980, an increase of 18% over the year-end 1979
total. Total 
loans granted during 1980 came to DR$560 million. It is evident

that the proposed program, amounting to a potential Increase of 1.2% over the

1980 level of lending activity, gill pose no significant task for the BNV/S&L
 
system.
 

3. Role of the Private Sector. This issue raised three related
 
points in an attempt to ensure:
 

a. That there Is sufficient effective demand by workers and their
employers to draw down the proposed FIG 
in a reasonable period of time. The
 
survey conducted by the CNFE and the results of meetings held by the Intensive

review team with Individual CNHE trade association member firms and workers
 
support the conclusion that there Is sufficient demand for tlmely draw downs.
(See Section Ill-B, "Flnanclai Analysis".) The project resources can finance

perhaps 10% of existing target group worker families' effective:demand for

shelter financing during the expected 3-year implementation period.


b. That the system for selecting beneficiaries Is fair and equitable. 
 It became clear- during the intensive review that no single set of
eligibility criteria could respond adequately to the diverse needs of Indivi
dual situations. 
There Is too much variety In production and employment

arrangements 6nd In turnover rates among firms. 
It Is recommended that the

selection process be left to the mutual agreement of each firm 
and his workers,

subject to verification by AID that the selection process Is equitable and is

publicized to and agreed to by the workers. 
Employee benefit grading systems
quite often are spelled out In union contract negotiations. The crit~rla for
ranking potential beneficiaries typically Include 
length of service, size of
family, and the need for housing. The proposed project also will 
limit bene
ficiaries to worker families with a household Income below the-urban median
and includes other basic requirements.(See Sect-on 
1I-B-6, "The Project.")

Therefore while the variety of Individual working relationships precludes a
uniform list of criteria, the procedure must be fair and equitable and it Is
expected that It will generate less envy and resentment than would a lottery
 
system.
 

c. That the financial arrangements will not permit employers to

exercIse undue control 
over worker benefIclIrIes. 
The employer's contribution
 
is an Irrevocable fringe benefit 
so long 
as the worker continues his employment.

Benefits already extended cannot be threatened by the employer In any case.
 
If the worker chooses to leave his employment, he has the right to sell his
house or to assume the future differentials which would have been contributed

by the employer (as an addition of the present value of those differentials
 
to the mortgage balance).
 

4. Site Selection. Section 
1ll-D, "Technical Feasibility," lists

the considerations which the BNV and the (NHE will 
take Into account In selecting

specific subproject sites. The Identification, review, and selection of speci
fic subproject sites will be carried out Jointly by the CNHE and the BNV. 
 Once

the demand Is established and potential sites are 
Identified, each site will
be reviewed by the BNV to confirm its suitability and technical feasibility

prior to proceeding with final project design. 
 The prime considerations will
be location with respect to p.ace of employment, availability of Infrastructure
 
services, community services, patural 
hazards (flood plains, unstable slopes,

etc.), land use and urban plans. 
 Additional factors such as topography, hydro



-6

logy, vegetation, soils, shape, size and special features will also be
 
considered. The location with respect to demand will be the function of the

CNHE. The environmental and technical aspects will be handled principally by

BNV with the assistance of private consultants where required for detailed
 
technical analysis. The basic urbanization, infrastructure, and community

service design requirements will be established when specific sites 
are
 
selected and approved for development.
 

Total land requirements will be less than 100 acres. 
 GODR owned land
 
will be used when economically beneficial. This determination will be a
 
function of the location(s) of the participating employers, processing time,
 
as well as existing infrastructure. Applications for specific sites will
 
follow the existing procedures for obtaining GODR land (see Technical Feasi
bility 1ll-D-4). 
 When a suitable GODR site is not readily available in any

particular instance, appropriate sites will be acquired on the open market.
 
(Raw land costs are a relatively insignificant percentage of sub-project total costs;

less than 6%) Neither the BNV nor the CNHE wants the program to be confined
 
to the use of government-owned land if more suitable sites are available.
 

Since each firm's effective demand for housing is expected to be 2-15

units per year, the CNHE will package the demand of several firms in order to
 
present packages to builders. In 
no case can a "company town" atmosphere be
 
engendered through this process.
 

5. The lEE was transmitted for review to the Bureau through tje PRE/F

and a negative threshold determination was approed 8/26/81.
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II. PROJECT DESCRIPTION
 

A. Background
 

-
1. 'Overvlew!- The background of the urban target groupts housing
problems In the Dominican Republic is similar to that of many developing
countries: high population growth rates, heavy rural-urban migration prompted
In part by the lack of rural employment opportunities, high overall unemployment and underemployment rates, high Inequalities Inthe pattern of Income
distribution, and a relative Inattention by the formal sector to the shelter
needs of the urban poor. 
 Inthe Dominican Republic, these factors have been
exacerbated by hurricanes which, In 1979 for example, destroyed an estimated

40,000 units of the housing stock.
 

Aggregate urban statistics show that 79% of housing units have electricity,
80% have piped water, and 57% have bathrooms. 
An analysis of urban target-group
households, however, presents a 
more relevant description of shelter deficiencies.
Based on an analysis of 8 Indicators of shelter Inadequacy (dealing with overcrowding, Infrastructure, and the use of Impermanent and non-formal building
materials), the SSA estimates that 58,000-96,000 urban housing units were
deficient in 1974. This translates Into more than 100,000 deficient units In
the present housing stock for the target group. 
To this pent-up demand for
more adequate shelter must be added the need for additional stock to accommo
date the growing urban population.
 

The SSA estimates that some 29,300 new urban units are needed annually
In order to cope the population growth alone. 
The GODR's three-year Investment program estimates that, nationally, 75,000 new units are needed annually
to supply new household formations and also to replace substandard housing
stock. 
The public sector wrll provide less thih a third of this;-
 Shelter
production has not kept pace with "needs".for some years. Tho growing shortage
of shelter is acute, especially for low-income households.
 

The public sector's direct participation in the shelter sector now 
Is
directed through INVI, whose programs are geared toward low-Income families
and government employees 
INVI accounts for approximately 15% of total housing
financing. 
 It presently Isworking with the World Bank on developing a sitesand-services project which will provide 8,000 new 
units over 4 years.
 
Other sources of housing finance Include the S&Ls, and the mortgage and
commercial banks. 
 The S&L system accounts for approximately 45% of housing
finance activities. 
The mortgage banks which finance higher-cost cost housing
than AID activities will support, account for approximately 20%.
 
The BNV Is a semi-autonomous government Institution which supervises the
S&L system, which AID helped to establish in the 1960's.. 
The system Is efficient
and capable; but It has been operating under the severe constraint of an artifically low interest-rate structure Imposed by the GODR. 
This constraint has
 

I/This section draws heavily on the Dominican Republic Shelter Section Assessmen9t.n
April 1980. 
The SSA should be consulted for additionai supporting

detail and analysis.
 

hI/ See footnote 1 on the fol'owing page (pg 8).
 



resulted in a shortage of capital available for low-cost housing. It is hampered by a.capital
 
constrainit rather than by its institutional capacity. The propoed project will assist
 
the S&Ls to expand shelter financing programs for low-income households.
 

2. Mission Strategy. The basic thrust of the Mission strategy is to iwprove
 
the living conditions of the poor in the Dominican Republic. In recent years, the
 
Mission has followed a rural-oriented basic needs strategy with major emphasis on small
 
production and on improvement of social services to rural areas.
 

The strategy has been carried out through a series of loans in agriculture,
 
health, and education. The Mission FY 1982 CDSS also now proposes concentrating, among
 
other things, on programs for sites-and-service and self-help construction. It states,
 
"We also see an expanding need to create jobs where the majority of the people are
 
moving-- to the urban centers. They will require not only jobs, but shelter, thus, we
 
see ... the expansion of home construction, through access to HIG funds, as a complementary
 
and urgent need." 2/ Proposed funding includes a $15 million HG in FY-83 and a $20
 
million HG in FY-85. The FY 1983 CDSS also proposed in the two HGs for a total of $35
 
million.
 

Until now, however, it has proved almost impossible to utilize HG resources
 
because, as recently noted, of "...the incompatibility of high interest rates in the U.S.
 
and low interest in the Dominican Republic. The Mission, GODR and the private sector
 
are seeking ways to resolve this problem and facilitate the use of the money".3/ The
 
proposed project is a result of that effort.
 

The proposed HG represents an important action component of the Mission's
 
comprehensive employment strategy. Italso complements the already completed employment
 
policy study, an ongoing micro business study and OPG, and the small business sector
 
assessment. 
These combined initiativa represent a productive partnership of the public
 
and private sector, placing strong emphasis on direct involvement of the private sector
 
in both planning and implementation of desired objectives. It involves many of the
 
strongest and most prestigious of the Dominican private sector institutions.
 

3. Target Group. The target group for this project consists of workers who
 
are employed by the private sector firms whose federation belongs to the CNHE. Among

those workers, only those are eligible who have a family income less than the median urban
 
family income. It is worth noting that women workers wh: are heads of households are not
 
discriminated against. They have full property ownership rights in the Dominican Republic
 
and will be treated equally with men.
 

4. History of the Proposed Project. The proposed project brings together
 
several strands of policy development which have occurred during the past few years. The
 
present GODR reexamined the functions of shelter institutions dni attempted to rationalize
 
them. These functions previously were concentrated increasingly in the Office of the
 
Presidency. The result of this examination in part has been to charge INVT with
 
responsibility for attending to the shelter needs of the lowest income groups. Imple
mentation of this decision has taken some time and, in the interim, low-income housing
 
production fell still more.
 

1/ 9,217 housing units were built in 1977, including 5,234 financed by the private sector
 
and 3,983 by the public sector. Task Force on Private Sector Activities of the
 
Caribbean Group for Cooperation in Economic Development, "The Private Sector in the
 
Economy of the Dominican Republic," Washington, D.C., August 12, 1980.
 

2/ CDSS, FY-82, January 1980, page 52.
 
S/ USAID Mission, "Employment Strategy Paper," (draft) February 1981, page 51.
 



The 	1979 hurricanes also precipitated a major change In thinking. 
The,

GODR had been convinced that very low-cost solutions could not bear the

imprimatur of the government; the GODR could not promote projects which approached

the level of non-formal self-help housing. 
 The 	hurricane destruction forced
the GODR, with AID assistance, Into emergency shelter programs which featured
 
very low-cost designs; and the GODR was surprised by the widely favorable
 
acceptance of the nuclear, Incremental approach even when sponsored by the
government. The World Bank sites-and-service projects are a~response to this
 
change in thinking.
 

Finally, the present GODR changed the top management of the B3NV. BNV's
present management has been Instrumental In persuading the S&Ls to focus on

financing shelter for much lower Income groups than In the past. 
 Lower design
standards acceptable for FHA (Fomento de Hipotecas Asequrandas) mortgage Insurar

have been 6ttabllshed and pubilclzed among bullders and the S&Ls have endorsed
 
a policy Of supporting low-cost solutions. 

The 	proposed project fits well 
Into this emerging shelter sector policy.
The 	worker who has entered the.formal sector 
labor force has been confronted

by the problem of how to obtain formal 
sector housing. His employer logically

Is the person to turn to; and In recognition of this, unions Increasingly

have pressed for more generous housing fringe benefits for workers. This pro
ject Is a commendably positive response by private sector employers to an
opportunity to work with the BNV/S&Ls to Increase the supply of shelter
 
services for low-income workers.
 

B. 	Detailed Project-Description
 

I. Sector Goal. The shelter sector goal Is to improve shelter conditions for low-income households In the DominkIan Republic. 
As a step in this
direction the Mission proposes a $15 million Housing Guaranty Program to suppor
a tripartite approach to the provision of shelter for low-income workers throug
a collaboration of private enterprise, workers, and the government.
 

2. 	Project Purpose. The purposes of the project are to:

1. 	Increase the supply of safe and sanitary low cost shelter;

2. 	Provide an example for private sector Involvement In the provision and Im

provement of shelter for low-income workers;

3. Assist and expand the S&Ls' Inclusion of lower cost shelter financing withl
 

their portfolios; and
 
4. 
Stimulate local credit Institutions.
 

3. 	Project Outputs. 
The 	outputs will be houses, Including houses
 on worker-owned land, and home Improvements. The expected allocation of funds
between outputs can be summarized as 
follows (see the Summary Financial Plan
 
in Section Ill-B, "Financial Analysis"):
 

Subprograms 	 Investments Percentages 
 Solutions

Housing 	 17,450,000 .80.00 
 2,500
 
Housing and Home.Im
provements on worker
 
land "4,300,000 20.00 
 1.500
 

Total 20,750,000 100.00 
 4,000
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The project can assist about 4,000 households, approximately 9% of the
Increase In urban target group demand due to population growth alone during"
the 3-year implementation period. As a percentage of the number of new units
required to replace substandard housing stock as well 
as to accommodate new
household formations, the program can satisfy less than 2.6% of the total

during the period.
 

4. Project Inputs.
 
a. Financial
 

Total project funding will be US$20.75 million equivalent,
 

$15,000,000 
 1G
 
4,000,000 
 Employer (maximum)
 
1,000,000 
 Beneficiary (minimum)

750,000 
 GODR (land vlue)
$20,750,000 
 Total
 

b. Technical assistance
 
The technical assistance In the program Is costed as follows:
 

Function 
 Person/Months Cost

Advisor to the Project Manager 
 24 $170,0000
Other Short-Term T.A. 
 9 50,000
 

Total 
 33 $220,000
 

5. Participating Institutions.1 /
OCHE. 
The CNHE was organized In 1963-as a private, non-profit entity
representing the Interests of commerce, Industry, agriculture, and ranching.
It isa large and Influential confederation with 39 member trade associations
representing 548 firms with some 68,000 employees (excluding sugar plantation
workers). 
Annex 6 lists the federation membern of the CNHE.
 

BNV. 
The 8NV was established in 1962 as an autonomous state agency to
develop and supervise mortgage lending for housing. 
 It supports, regulates,
and supervises the S&L system, Insures S&L savings accounts, and is authorized
to act as the financial agent of INVI and to Insure INVI mortgages. Its
authorized capital 
Is DR$10 million. 
The GODR and the S&Ls are the shareholders
of the BNV. It Is authorized to collect mortgage payments directly and through
member S&Ls. 
 The BNV's main sources 6f funds are International long-term

credits and 8NV mortgage bonds.
 

S&Ls. The S&Ls are non-profit, private mutuals. 
As of the end of 1980,
there were 15 S&Ls with 55 branches throughout the country. 
AID was Instrumental
In the establishment of the S&L system. 
 This project supports the ENV and the
S&Ls'by relying on them to be key participating entities. 
 By having Individual
mortgages handled by the S&Ls, the proposed program will support the S&Ls with
new business and the opportunity to acquire new client savings accounts.
 

'/See also Section Ill-F "Administrative Feasibility."
 

http:US$20.75


Blenes Naclonales. Blenes Naclonales (National Property) is the depar-'
ment in the Secretariat of Flnaiice charged with the administration and managem6nt of government properties. The Administrator of BN Is appointed by the
President and Is directly responsible to the Secretary of State for FInancel
It regulates all real property transaction of the Government and Is the agency
which transfers government property to housing Institutions such as INVI.
In this program it will accept and processapp]ications for specific parcels of
 
GODR land.
 

Builders. The builders will be private firms. 
 They will be Inthe BNV
Ilst of prequtlifled builders or become prequalifled members on the BNV list.
 

Advisor to the Project Manager (BNV). 
There are many entities Involved In
this project. 
 Each of them plays a necessary role; but for none of them will
tbe'project be a full-time concern. 
A full-time advisor to the project manager
is considered to be essential to ensure that this program moves along smoothly.
 

6. The Project. The Mission proposes that a $15 million Ibusing
Guaranty Program be authorized for low Income worker shelter. 
The HW will

finance two types of shelter solutions:
 

a. small housing subproJects;

b. home improvements, additions, and new construction on
already owned or being purchased by a workeri 

land
 

It Is proposed that 80% of the program financing be for type-a solutions
and that 20% be for type-b solutions. The borrower will be the BNV.
GODR will guaranty the loan to AID. 
The
 

The BNV will administer the loan. Individual member S&Ls will make disbursements to builders and handlq collections
from the beneficiary and his employer. Diagram 1 Is a program action
flow chart which depicts the relationships between the participating entities
of the program. 
These relationships and the responsibility of-each participant can be described as 
follows (see Section 1ll-D, "Technical Feasibility,"

for further description of the Project delivery process):
 

The BNV will:
 
a. 
be the project administrator;

b. approve subproject loans with employers;
 
c. 
approve subproject plans and specifications;

d. review the Income and credit eligibility of beneficiaries;
 
e. 
supervise the bidding and awarding of contracts;

f. arrange closing with US Investors; and
 
g. administer mortgages through Its member S&Ls.
 

The S&Ls, under the supervision of the BNV, will be the financial 
Intermediary which deals dIrectly wIth IndIvIdual benefIcIarIes and their employers.

As such the S&Ls will:
 

a. 
verify the credit and Income eligibility of the beneficiary;

b. arrange closing with the beneficiary;
 
c. Inspect construction and verify work in place;
d. receive the monthly mortgage payments from the beneficiary and
the monthly differential payments from the employer; and
 
e. 
act for and wilth the BNV as necessary in carrying out the
functions In Items b, c, and e in the above list of BNV responsibilities.
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The CWHE is the sponsor and shares responsibility for project Implementatlion with the BNV and the S&Ls. 
 It will promote the program with Its memb.rs
and, together with the BNV, draft the rules and regulations which govern the
 
program.
 

The Individual employers who choose to participate In the program will:
 a. establish the effective demand fortheir workers for the
 
program;
 

b. act as 
interim borrower and pay the Interest-rate differential
 
to the S&L/BNV;
 

c. select the beneficiaries according to selection criteria
approved by AID, the CNHE, and the BNV, and which will 
be established in labor
union contracts or by 
some other system agreed upon by workers and employers;

d. participate with the GN'V 
in selecting design specifications;

e. 
provide as an employer benefit up to 20% of the Initial
cost of each housing Unit (-ppruxlrnJely )i$1,u00-1,500 per employee); 
f. ensure that emiployees' monthly mortga u payments are torwaruea 

to the participating S&L.
 
g. on a monthly basis will 
forward to the S&L Interest-rate
differential between what the beneficiary pays and what 
is required in order
 

to service the F1G loan.
 

For home 
Improvement loans, the beneficiary will obtain his employer's
agreement to guaranty an S&L loan and his agreement to pay up to 20% of thecost of the improvement as well 
as paying the Interest-rate differential 
as
he does for housing subprojects and for housing built on a worker's own 
land.
 

The procedure for obtaining employer support for housing 
in subprojects
or building on a worker's own 
land also will be 
to obtain the employer's
guaranty of repayment to the S&L, agreement to-pay up to 20% of the cost of
the house, and agreement to pay the Interest--rate differential .between what
the beneficiary pays and what 
Is necessary to service the FIG 
 loan.
 

Hlousing subprojects will be Iritlfdud by an employer or by a group ofemiployers which, with the assistance of the CNHE if sought, contemplates ajoint project. The employer will either go dIrectly to the S&L to ascertainIf a suitable project 
is currently being developed or will 
sketch out a project with the help of a builder selected from the 
list of PNV prequalifledbuilders. 
 (There are more than 100 prequallfled builders on the BNV '
 lis .
If a builder is not on the list, the BNV will 
assist him to prequalify for theiist.) The proposed subproject then will 
bo submitted to 
an S&L which will
ascertain that the subprojcct complie, with program criteria. The S&l. willthen forward the processed application to the BPNV, which will verify that thesubproject is eligible for , 'i rv :,, hI 1 ,"I ; ,r', , iJ,',ir t1) 

To be eligible for the program, a prospective beneficiary must:
 
a. 
be a citizen of the Dominican Republic;

b. be legally competent to sign contracts and be at 
least
 

21 years old;
 
c. have worked with tho company for att$I' ** 4, II least a miniru.m period to'I
 

1/ This Is left to the jud,'r.nt of -a(h emplover becau:;e "norirml" turnover
 
rates vary from bu-siress to buslne;s.
 

http:jud,'r.nt
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d. have his credit rating 'approved by the S&L's
 
e. have a family income below the urban-median household income; and
 
f. not now own a suitable house and be willing to participate in
 

the project and reside in the house with his family.
 

These eligibility criteria may be added to by incorporating eligibility
 
criteria for employer housing benefits which have been agreed to by the employer
 
and his workers through their union collective bargaining agreement or similar
 
process.
 

The demand for HG financing will be far greater than the resources avail
able under this program. In order to ensure that the beneficiary selection process
 
is fair and equitable, the CNHE and the BNV have agreed that (1) employer projects
 
will be financed on a first-come, first served basis, after CNHE nas informed its
 
members about the program and (2) that if an employer-sponsored project cannot serve
 
all eligible potential beneficiaries who want to participate, the selection of
 
beneficiaries will follow procedures agreed to by the employer and his workers. When
 
not already incorporated in a union labor contract such procedures must be fair,
 
equitable, well publicized and representative of both parties and will be subject to
 
AID verification.
 

The GODR, through Bienes Nacionales in the Secretariat of Finance, will
 
donate land for housing subprojects from its present holdings. Applications for
 
government land will be made during the site selection process. If suitable GODR
 
land is not readily available for a particular hcsing subproject, land may be
 
purchased on the market. If the location of the GODR land is inappropriate or if
 
providing off-site infrastructure and access is not-cost effective, it will-be
 
cheaper to purchase land. The possibility of exchanging suitable BNV or employer
 
owned land for equivalent value of GODR land will be explored. Whether to use
 
government-donated land is an option, not a precondition, to be agreed upon by the
 
employer and the BNV/S&L.
 

The employer will pay as an employee benefit the interest-rate differential
 
between what the beneficiary pays and the cost of servicing the HG loan in addition
 
to contributing toward the cost of each shelter solution. If a beneficiary leaves
 
his employer, the present value of the remaining differential will be added to the
 
unpaid principle or some other acceptable mechanism of covering the entire cost of
 
servicing the loan will be utilized. The mechanism will be spelled out clearly in
 
the mortgage cofntract.
 

The beneficiary will pay at least 5% initially toward the cost of the house,
 
and amortize the loan at 12% 1/ over 20 years for housing. Home improvement loans
 
will require no down payment from the beneficiary and will be amortized at 12% over
 
a shorter period appropriate to the particular improvement. The employer will con
tribute initially no more than 20% of the cost of the improvement and pay monthly
 
the difference between 12% and the interest-rate differential.
 

Monthly payments by both worker and employer during the HG grace period
 
which exceed the amounts needed to service the HG loan will accrue to an interest
bearing Reserve Fund. The BNV will be the Trustee of the Reserve Fund and will
 
determine the use cf its funds with the agreement of the CNHE and AID.
 

l/ 	12% is the expected rate and will be used throughout the paper. The program,
 
however, wil use the maximum BNV approved rate at the time of the mortgage.
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The Initial contribution of the employer and the employee will total
 
25% of the cost of the shelter solution, Including closing costs. The employee's

contribution will constitute at 
least 5% and the employer's contribution no
 
more than 20%. Closing costs will be financed by the Joint contribution and
 
the balance wll be applied as a down payment to reduce the Initial mortgdge
 
amount.
 

For illustrative purposes, the estimated breakdown of costs/payzencs for
 
an average subproject house is given below:
 

Net of Land cost
 
land included
 

House sales price $6,000. $6,160.
 
(including infrastructure)
 
Closing Costs 420. 420.
 

Total $6,420. $6,580.
 

Employee downpayment (5%) $ 321. $ 329.
 
Employer downpayment (20%) $1,284. $1,316.
 

Employee monthly payment
 
(12%, 20 yrs, including insurance)$ 56.84 $ 58.28
 

Employer monthly payment $ 16.00 $ 16.38 
(differential for a 18% HG)
 

Employee family $ $
227.36 233.12
 
monthly income required
 
to service the payment
 

Houses will be built by private builders.For individual solutions, beneficiaries
 
will contract with builders directly and standard SL procedures will be used for 
construction advances and approval. IRG financing would be available -or construc
tion financing terminating in long term mortgage financing. Three basic alterna
tives for subproject development Include:
 

(1) Individual employers pool their demand, contact private firms for pro ....L
 
design. Builders, with the backing of participating employer/sponsor,;,
apply for construction financIng using standard S&L procedures. Eli;il,,
employees would pitrclh.LC the V11A appr. "u. using I{¢, .a'I;it.V. :i 

(2) The BNV designs subprojucts which are constructed by private devehjIt-r.u 
following normal. BNV/S&T. bidding and contracting procedures and cons.ri,,_, 
standards. Low cost units within these 1:11. approved de.'elol--en:-s co ,ld
be purehasud by with any new construc:ic starteJ.directly beneficiariec. j
after May 1, 1981 being eligible for h(.; financing.

(3) Private builders design and promote th.ir own projects and o'-tain con-
SLruction IlanncIng t I r'ti, saridard proced urti, FH\ a.'rov(I hx:h S&,l. 
cost units withint such Irijvrt.l , 'on';.rtcL.ed after 5n1,1, r'l,conld -,e 
purcha'iud by b.uef Ichi rla ; tiilng It I J dl J fln,,, 

http:on';.rtcL.ed
http:pitrclh.LC
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III. PROJECT ANALYSIS
 

A. Economic Analysis
 

1: 
 The current economic situation. 
Despite the 1979 hurrlcane

damage, the Dominican Republic continues to register a healthy growth In
GDP--4.8% In 1979 and an estimated 5.4% and 5.5% In 1980 and 1981 
respec
tlvely.jj 
The GDP Isexpected to continue to Increase In real terms at
5-6% annually during the next few years. 
 There are, nevertheless, two quite
serious structural weaknesses In the economy which cloud the optimistic Implications of GDP growth: unemployment and foreign exchange reserves.
 

The open unemployment rate Inthe Dominican Republic Isamong the highest
In Latin America, 23-24% of the labor force and reaching 31% and 36% for men

and women respectively In the 20-24 year ago group../ 
Another 20% of the
labor force Is estimated to be seriously underemployed. Intotal, some 40%
of the labor force Is underutilized.3/ The traditional agricultural economy,
specializing In a few primary export products,.Js a price taker subject to
International market contitions. 
Principal exports are sugar, coffee, cocoa,
tobacco, ferro-hickel, and bauxite. The agricultural sector (including cattle,
forestry, and fishing) accounts for a little 
less than a fifth of GDP but for
 over one-half of total exports. Minerals account for another 40% of exports.
World prices for those kinds of products are not affected by the volume of
Dominican exports. The manufacturing sector also accounts for a little less
than 20% of GDP but, being protected imporl-substitution production for the
domestic market, Is Insignificant In exports. Neither the primary sector not
the capItal-intensive modern sector has been able to expand job opportunities
as 	rapidly as the labor force Increases. The resultant chronic and high 
unem
ployment continues to motivate a migration to &rban 
centers which seriously

overloads Infrastructure and shelter capacity.
 

The combination of Increased Imports, due In large part to higher oil
prices and an 
Inability to Increase exports at a commensurate rate, has presented the country with Its most serious foreign exchange ctlsis Inthe last
30 	years. 
Net foreign reserves are negative; reserves'continue to fall bymore than $100 million annually; and the Central Bank Is unable to neet
commercial foreign exchange payments In
a timely fashion. This Is In spite of
the fact that external public dcbt and government-guaranteed debt only amounted
to $1.2 billion at the and of 1980. Interest paid on the debt in 1980 was
7.6% of export earnings and debt service was 
13% of exports. These are modest
figures which normally would be easily manageable. The Immediate shortage of
foreign exchange odcurs at a time of, and to some extent 
Iscaused by, a bulge
In amortization payments coming due on two large, short-term commercial 
loans;
but no early relief In the reserve position is expected.
 

I/ World Bank, Economic Memorandum on the Domnican Republic, May 15, 
1981, p.l.
 

2/ 	Open employment Is highest In the citlcs receiving the heaviest migration.

It Is estimated that It exceeded 40% of the 15-25 year age group In Santo

D,'nInqo in 1977/78.
 

,J:,lj, b-rdinica.r 	 "'r,Ioymnutir.	 kupu *c, Strt.;-y Paper", (drafi) 18 February1981. 
 The World Bank notes thal, "A recent survey suggests that the formerlychronic 24% unemployment rate In Santo Domingo may have fal len to around Z0%.World Bank," op dlt p.l. There Is no suggestion, however, that the structural 
causes of the high employment rate are being dealt with.
 

http:products,.Js
http:tlvely.jj
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The solution to these long-term problems will require adjustments inpolicies

(fiscal and pricing)which are quite difficult to adopt as the May 1982 Oresil
dential elections approach. Any H3 program at this time must operate in the
 
context of existing economic policies. The anomolous Interest rate structure,

for example, has not been changed for years and Is unlikely to be changed at

this time. A usury law limits nominal Interest rates on loans to 12% per year.

In an economy with 20% Inflation, the Implications for resource allocation
 
are evident--in particular a dryirg up of 
longLterm credit--but are not Immedl
ately subject to change.
 

2. Creditworthiness. The effect of the scarcity of foreign reserves
 
in the past few years has been magnified by the administration of reservesi.,

The delays in making commercial payments abroad and In servicing external debt
 
can be mitigated by Improved administrative procedures. The Central Bank Is
 
addressing this Issue and some Improvement can be expected. This should pro
mote a perception of the GODR's creditworthiness more In line with the facts
 
of Its relatively modest external debt and debt-servicing requirements.
 

The underlying problem however, will persist In the short run; and sub
stantial short-run relief must come from restricting Imports. In the long-run,

the GODR must seek to increase and diversify exports. The 1981-1983 Invest
ment program Is designed with this goal In mind. The subgroup for the Domini
can Republic within the Caribbean, Group for Cooperation In Economic Develop
ment, the group of international donors/lenders, recently has agteed with the
World Bank that the GODR's economic problems are manageable and It has pledged

Its support to the Investment program. 
The World Bank Itself Is conti-nuing to
 
lead to the GODR, Including a project for two sites-and-services projects In
the S--To Domingo metropolitan area. 
The GODR's present fiscal problems--.n-.
 
particular, the refusal of the Congress to pass tax 
leglslation--have persuaded

the World Bank to plan lending at a reduced rate until after the May 1982
 
elections because of the GODR's Inability to provide counterpart funding.

The Bank will reassess the GODR's fiscal prospects after the election and, if

hoped for fiscal reform then Is feasible, will pursue an accelerated lending
 
program In the Dominican Republic.
 

The GODR is creditworthy for the proposed I-G loan. 
 The loan will bene
fit the reserve position since the direct Import content of low-Income shelter

In the Dominican Republic isabout 5-7% of total cost. 
Since the peso istied
 
to the U.S. dollar, the capacity to service the loan will depend on the GODRIS

general economic situation and on 
Its overall foreign reserves. A $15 million
 
I-G would Increase external debt liabilities by about 1.25% and, more Importantly,

It would improve the debt profile. Most alternative sources of external capital

would be for shorter periods and carry shorter grace periods.
 

3. Economic Benefits. It Is not very informative to attempt to

quantify the economic rate of return on this kind of a program. An assessment
 
of the relationship between the economic and financial rates of return, how
ever, Is quite pertinent. Labor accounts for about 25% of the total 
cost of
 
low-Income housing In the Dominican Republic. 
The high unemployment and under
employment which characterize the economy mean that the economic/social cost

of labor is well below the market cost of 
labor. To that extent, the financial
 
cost of labor overstates the cost to society of Implementing the program.

The financial costs of the program also seriously oVerstate the economic/social
 
costs by using the official exchange rate to convert the FI3 
 loan into local
 
currency.
 



-18-


Finally, the program will use otherwise idle capacity in the construction
industry without burdening the institutional capacity of participating entities.
This implies that the economic/.social cost of domestically produced materials

is less than the market cost of those materials.
 

In sum, the economic/social cost of labor, materials, and money is less
than their financial cost. 
 The internal economic rate of return would be
correspondingly higher than the internal financial rate of return on the pro
ject.
 

A second approach to the economic evaluation of the project is to look
at the effective demand for the program outputs. 
The CNHE survey results show
that there is an excess 
quantity of project outputs demanded. This means that
all outputs could be "sold" 
to beneficiaries at higher prices. 
 The difference
between project prices and market-clearing prices 
is a measure of the 
extent
to which economic benefits exceed financial costs to the beneficiary.
 

Rather than calculating rates of return on the program, it is 
more relevant to make certain that 
the project outputs are cost efficient. Section
III-E, "Technical Feasibility," establishes that this is 
the case. In
several respects, the program will benefit from cost reductions permitted by
waiving or modifying building standards designed for higher-income housing.
(See also Section I-C-4, "Site Selection."I
 
In sum, there is 
a strong presumption that the economic/social rate of
return on the program is higher than the financial rate of return, that
there is an excess effective demand for the project outputs, and that the
design costs 
are appropriate and cost 
effective.
 

B. Financial Analysis
 

1. Effective demand for project items.
Feasibility," Sections III-D, "Technical
shows the BNV financial analysis of 6 low-cost housing projects
which currently being built. 
 The required monthly household income is below
the urban median in all 
cases. 
 The average subproject house is expected
to have 
a total cost, including closing costs, of about DR $6,420. 
Employer/
employee initial payments equal to 
25% of this would leave a mortgage loan
principal of DR$4,815. 
Monthly payments by the beneficiary at 12% interest
over 20 years would be about DR$53.00. Insurance charges would bring the total
monthly payment to DR$56.84. 
 The monthly household income required in order
to qualify for the mortgage would be about DR$237.00. The monthly salary of
target group employees ranges from DR$125.00 (minimum wage) to DR$350.00
 
(the urban median household income).
 

In 
an effort to establish some specificity regarding the potential effective
demand for the project on the part of individual employers as well as establish a
salary profile for those below median income workers employed by business enterprises affiliated with the CNHE, a survey form, a copy of which is attached as
Annex 10, was mailed out by CNHE to a cross section of its membership. 
Initial
results from 49 firms showed 7,270 workers on payroll, of which 5,791 were below
median income. 
 Employer demand typically ranged from 2 to 
15 units (an average
of 6) per year. Given that 
there are 
some 548 member firms in CNHE, with some
68,000 employees, the.potential effective demand would be substantially greater
than project resources. 
The lowest worker income at 
the legal minimum wage would
translate into a household income which could service a DR $2,838 loan, enough
for substantial home improvements and shelter upgrading.
 

http:DR$350.00
http:DR$125.00
http:DR$237.00
http:DR$56.84
http:DR$53.00
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These survey findings lend credence to the universally expressed con
viction of the BNV,-the S&Ls, the CNHE, employers and workers that the loan
 
will be disbursed In a timely fashion.
 

2. Financial Implications for employers. 
 It is the employer's

willingness to pay the monthly difference between the 12% annual-interest
 
rate paid by the beneficiary and the amount needed to ser~lce the FG loan
 
which makes the proposed program financially feasible. The resulting employer

liability may appear to be larger than It need be Iii 
f;ct. The beneficiary,

at 12%, amortizes the entire loan. The employer's liability Is only for the

Interest differential. His maximum liability would be about $16 
per bene
ficiary per month.
 

Secondly, the ENV will establish an Interest-bearing Reserve Fund In
which to hold balances between (a) the amounts 
received monthly from employers

and workers and Cb) the amounts required (perhaps annually or every 6 months)

to service the H3 loan. 
 Annex 7 shows that the Reserve Fund would build up

quickly to $789,000 at the end of 
a 5-year grace period, be p6sltive In excess

of the amount needed for any delinquencies In beneficiary payments, reach a

maximum of more than $8.0 million, and remain with a balance of $967,000
 
at the end of year 25. The "excess" in the Reserve Fund could be used to
 
reduce employer costs per beneficiary and enable the employer to extend
 
benefits to more workers.
 

3. Summary Financial Plan (thousands of dollars)
 

Houses Individual Solutionsl/ Total 
No. of solutions "2,500 1,500 4,000 

$3$11,700 $3,300 $15,000 
Employer/employee 
Initial contribution 
GODR 
Total Investment 

$ 4,000 
$ 750 
$"16,450 

$1,000 

$4,'3 

$5,000 
$ * 750 
$20,750 

a/ Home Improvements and housing/infrastructure services on
 

worker-owned land.
 

C. Social Analysis
 

J. Motivation. 
There Is strong motivation to participate In the program on the part of each of the principal groups which will be Involved. The
 
direct beneficiaries, of course, are the workers and-emoloyees who will receive

Improved living conditions as a result of the H3 loan and the program which it
will make possible. 
Yet the other parties to the program--the BNV, the Savings

and Loans, and the CNHE--also perceive themselves as beneficiaries. Thus,

their 
 Interest In the program and their motivation to engage In It.
 

The advantages which each of these groups feel 
the proposed program

offers them have been explored In some detail 
In the Social Soundness Analysis

which is annexed to this Project Paper. 
The following paragraphs summarize
 
those findings.
 

a. Workers. Affordable housing of reasonable quality Is In
extremely short supply for families of 
limited means In the Domlhican Republic.

The Informal market is the primary source os 
housing which Is economically
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within the reash of the beneficiaries of the proposed program, but the:imper
fectlons:.and.limitations of the Informal market restrict both the type and
 amount of housing which Is supplied. The proposed program promises to make
 
available to below-median-income workers and employees In the Dominican Republic

a supply of housing which meets much higher standards than the alternative
 
offered by the informal market, but which Is still affordable by those workers.

In short, the program will place within the reach of the beneficiaries the

best possible housing "bu" they could hope to find.
 

b. Employers. Employers are not unaware 6f the problems which

their workers face in terms of finding suitable, affordable housing. Nor are

they Insensitive to these problems, on the contrary, they wish to be responsive

for sound business reasons as well as 
for humanltarlan motives. Since ade
quate housing is In such short supply in the Dominican Republic, It Is always

high on the list of benefits employees seek from their employers - Informally

In the case of small businesses, and through union bargaining In larger firms.
 
Employers see inthe proposed housing program a means to meet their emploees

demands, a means which is 
not currently at their disposa!, since the formal
 
sector does not at this time produce housing which Is affordable to below
median Income households. Employers have 
looked at the short and long-term

costs of Involvement In the program, and have stated their Interest In parti
cipating.
 

The humanitarian motivation wh'ich exists on the part of employers is quite
genbuhe and strong. Employer/employee relationships In the Dominican Republic
 
are highly personalized, with employees looking to their companies--ad In
 
a very real sense, to their bosses--for help In-solving the problems they face.

Most companies Include In the benefit package they offer their workers a
 
variety of advantages which are not required by law: transportation programs,

scholarshop plans for children, private medicaL programs, and others. 
 Access
 
to a housing program Is a logical extension of-the benefit package, and employers

are quite anxious to take advantage of the chance to participate.
 

c. 'BVand the S&Ls. Suitable financing for housing programs Is
In short supply In the Dominican Republic at this time. Access to the long
term financing which the 1-G will make available Is thus attractive to the
 
1NV and Its member savings and loan associations. Furthermore, this housing

program Is being developed at a point In time when the policies of the BNV
 
are being consciously and carefully re-deflned to give greater emphasis to

the production of 
low-cost housing and more flexible social-interest shelter
 
programs. 
 Thus, a fortunate coincidence of circumstances makes the BNV o

especially Interested In undertaking the H3-flnanced program, through the S&L

system--which will 
facilitate and encourage the Implementation of Its new
housing policies. 
 It Is worth noting, also, that the guarantees which the
 
CNHE and the employers will give with respect to the repayments of IndIvrdual

loans makes the program particularly attractive as a relatively risk-free means
of entering a new and largely unexplored segment of the housing market.
 

d. The OIHE. Many of the same considerations which motivate Individual employers to participate in the proposed program are also valid ones to

the CNHE. The program is good politics as well as good works. It Is a way for

the CNHE to ahow that it Is concerned not only with maintaining a business
 
climate which will enable Its membership to operate most profitably aniq effl
cently, but also with working for he common good of the entire business com
munity--Including the low-income workers that are part of that community.
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The ONHE Is responding to numerous requests It has received from its
 
members to try to formulate a housing program which would let the employers

assist their workers obtain better housing. Thus, the CNHE Is responding to
 
an expressed concern on the part of Its membership.
 

2. The Target Group
 
a. Living Conditions. Urban areas In the Dominican Republic
 

have grown at extremely high rates for the past few decades: a population which
 
In 1920 was over 80% rural Is today over 50% urban. As might be expected, the
 
cities have been hard-pressed to accomodate this rapid urban growth, and 16rge

numbers of low-income urbaoFamilles are thus poorly served In terms of shelter,
 
physical infrastructure, and community facilities. The target population of
 
the proposed housing program Is those below median Income families employed

by members of the CNHE. Having succeeded In gaining full-time employment

with such firms they have now entered the formal sector In economic terms.
 
Hwever, their shelter conditions are still marginal due to the failure of
 
the housing delivery system to produce housing for these Income levels 
In the
 
required volume.
 

Much of the housing available to the target population Is of very low
 
quality. Whether It Is located In the old, inner-city tenement areas or In the
 
newer unplanned and Informal settlements that have sprung up around places of
 
employment, most of the housing is of temporary materials, poor in quality,
 
Inadequately--if at all--served by potable water and sanitary waste disposal

systems, and often held by Its occupant through an uncertain or unsati-sfactory
 
system of tenure.
 

b. Income. The summary table below gl. s the Income distribution
 
for the Dominican Republic determined by the Cerrnal Bank for 1978. Updating
 
the Income distribution +o Septo r, 1981 J gives a
 
current median urban famiy !ncc .. of DR$350.O0 per month.
 

Monthly Household Income Distribution
 

1978
 

Income Ranges Percentage of HOuseholds
 
(DR$) Total Urban Rural
 
0-100 31.5 19.8 39.9
 

101-300 49.1 50.4 48.3
 
301-600 13.0 18.0 9.4
 
601+ 6.4 11.8 2.4
 

An Indication of the distribution of Income among the target group for the
 
proposed program Is revealed by the results of a sampling of 49 member firms
 
of the C'HE which have Indicated interest In participating In the housing pro
gram. That sampling Included 579i potential beneficiaries of the target group,
 
and the results of the sampling were as follows:
 

MCNTHLY INCOME NUMBER OF PERCENT OF 
OF WORKERS WORKERS SAMPLE 

301-350 62S 11% 
251-300 674 11%
 
201-250 930 16%
 
151-200 1610 28%
 
125-15.0 1949 34%
 

The World Bank cites a nationwide average family size of 5.8 members, with 
a rural averaoe of 6.1 and an urban averaqe of 5.5 members. 

http:DR$350.O0
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c. Location. The members of the target group for the housing.
program are workers and employees In firms belonging to the CNHE. As Is
 
usually the case, most of these firms are located In the urban areas of the
Dominican Republic, with a preponderant presence in the caplial city of Santo

Domingo. Accordlngly,tthe-maln focus of the program will be urban, with per
haps 60% of the funding going to subproJects In the Santo Domingo brea with
 
the remainder likely to be in Santiago and other urbanizing areas.
 

3. The Program
 
a. Benefits. The direct benefits of the proposed program will
 

be Improved levels of housing and physical Infrastructure available to the

members of the target group. As the individualsubprojects will be developed

within the formal design and planning contexft, community and social Infrastruc
ture will be available or provided. 
Thus, other Indirect but significant

benefits will result from the program.


b. Communlcation Strategies. Communication strategies will. be
 
very important to the proposed program, and have been given considerable thought

inproject planning. 
The CNHE and the BNV will prepare clear, Informative

promotional and orlentatlonil materials which will be used to Inform interested

employers as well as potential project participants of the program and its

mode of operation. It will be crucial for employers as well as employees to

understand clearly the eligibility ctiterla for airkers to join the program.

Employers must understand their responsibilities Ifthey wish to provide

housing to their workers: the guarantees they will have to give, the cash

contributions they will need to make at the beginning of the program, and
 
the ;ong-term commitment to absorbing the l-G loan differential.
 

A considerable number of organizations are involved In the program, and
itwill be Important that suitable communicatibns strategies be devised and

utilized. 
 Such strategies, and the mechanisms -for Implementing them, are now

under development to ensure that the program i carried out smoothly.


c. Spread Effects and Benefit Incidence. The direct benefit
which will be enjoyed by beneflci'ries of the program have beeM discussed above.

Inaddition to these direct benefits, there will be other significaht positive

outcomes from the program. The Increase In absolute terms of the housing

stock affordable by families of limited means 
Is one. Due to the labor In
bensit6 of the construction Industry, significant emoloyment wlll be generated
(see 1'echnlcal Feasibility-D-3C). 
The private and public collaboration In

this program will result In a heightened capacity to address the shelter needs

oi the nationts low-income groups. The need for low-cost housing Is great,

the potential effective demand Is considerable, but the market is not currently

producing for this group; therefore, the patterns established by this program

will serve for further joint efforts Inthe future.
 

As the Individuals most directly concerned with the conditions of their

housing, women are expected to benefit very much from the housing progra

Not only will 
Improved shelter itself Improve the conditions Inwhich women
 
raise their families, but Increased and Improved access to basic physical

infrastructure will considerably better family health levels. 
 Reduced time
spent hauling water Is one Important benefit which this program will bring to
 
women whose families receive improved housing.
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Women constitute a significant segment of the Dominican labor force In,
 
number of Industries such as textiles. This program will benefit these women,
 
who are In many cases single heads-of-household; making available long-term
 
credit and the opportunity to purchase a house on terms that are affordable.
 

4. Possible Constraints and Obstacles. Any housing program faces a
 
number of constraints and potential obstacles. The present program, by virlue
 
of Its design and requirements, Is mcre complex than.many and thus faces a
 
number of possible ploblems which might not be encountered inother programs.
 
The principal constraint would seem to be posed by the need for a high level
 
of coordination, on an ongoing basis, of the participating institutions.
 

The potential constraints have been examined quite carefully by the pro
ject preparation team, In consultation with the concerned local institutions
 
In the Dominican Republic. While It Is recognized that there will be need for
 
a concerted effort to resolve possible problems, It Is apparent also that
 
the degree of Interest In and enthusiasm for the program Increases its likeli
hood of successful Implementation. The CNHE istaking an active role, as
 
befits the principal sponsor of the program, Inorchestrating the joint
 
activities of the Institutions which will be involved. AID will furnish tech
nical assistance to BNV and CNHE to carry out this Important function.
 

D. Technical Feasibility
 

1. Project Delivery Process
 
a. General Character. The BNV at-d the CNHE are jointly respon

sible for project development. Actual subproj.ect design and construction
 
will be done by prequallfled builders or construction firms. The role of the
 
CNFE will be that of project promotor. It wilt identify the demand for housing,
 
consolidate this Into subproJects, assistl.n searching and-selecting sites,
 
and jointly with the BNV promote, encourage, Identify and select builders
 
developers to plan and build projects to meet this demand. The CNHE will
 
coordinate employers, BNV and the S& associations, builders and the involve
ment of Bienes Naclonales. The coordination between CNFE and BNV will be an
 
especially critical function.
 

The tole of the BNV, In addition to Its banking add fihaclonai responsl
bilitles, will be to set the planning and technical guidelines for the sub
projects; to review all plans, designs, cost estimates, schedules and sale
 
prices as required for the FA approval and for financing; to prequallfy
 
builders/contractors participating In project construction; to Inspect and
 
monitor construction and costs and to give final approval of the completed
 
units and Infrastructure; and to review the environmental soundness of the
 
subprojects.
 

b. Site Selection. The Identification, review, and selection of 
specific subproject sites will be carried out jointly by the CNHE and theIINV. 
Once the demand Is established and potential sites are identified, each site 
will be reviewed by the BNV to confirm Its suitability and technical feasibility 
prior to proceeding with final project design. The prime considerations will 
be location with respect to place of employment, avallabilIty of Infrastructure 
services, community services, .natural hazards (flood plains, unstable slopes, 
etc.), land use and urban, plans. Additional factors such as'topography, hydro
logy, vegetation, soils, shape, size and special featurrs will also have to be 
considered. The location wtth respect to demand will be the function of the' 
O*HE. The environmental and technical aspects will be handled principally by 
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BNV with the assistance of private consultants where required for detailed
technical analysis. 
The basid urbanization, Infrastructure, and community

service design requirements will also be established when specific sites ar
selected and approved for development.
 

c. 
Project Design and Development. The responsibility for final
project architectural and engineering design will 
be with the private sector

builders/contractors with the guidance and approval of the BNV. 
 This is In
 
essence the procedure now used by the ENV and S&L system for developing projects with the exception that site selection and purchase also Is done by
the builders. Once sites are selected and approved along with the basic site
planning requirements, the final architectural and engineering analysis, plans,
specifications and cost proposals will 
be prepared by prequallfled and pre
selected builders. The BNV has well established review capacity for this.
The BNV already has put Into effect guidelines for reducing standards for
both site and house designs Inorder to encourage Innovative low cost solutions.
The guidelines are flexible. 
The BNV will assist the builders/contractors

Indeveloping good, low-cost solutions suitable to the payment capacity of
the beneficiary. The BNV will not Insure any construction done prior to its
final approval of all required plans, specifications, sales prices, and

construction schedules. (See Annex 8 .)


d. Project Construction. Units will be constructed 
by-.private
builders. It Is expected that most units will 
be built as private develop
ments. Other construction modes may also be used such as contract construc
tion and turnkey projects whereln the total project Is delivered at one time.
The private development mode offers the most flexibility inthis program in
that workers from various firms will probably Me Interested In buying homes
 
Inany given project. Sales would not be 
limited to workers qualified for
financing under this program but also would biavailable to other households.
 
This flexibility would permit a better mix of housling solution types and avoid
 
any possibility of the "company town" stlgma. -


Coostructlon would be Inspected and monitored by the'BNV hs Istheir
 
normal practice.
 

e. Individual Solutions. 
It Is estimated that approximately 20%

of the project funds will be used to finance individual solutions as distinguished
from subprojects consisting of several units. 
 Individual solutions consist of
construction on 
lots owned by the workers, the completion or expansion of
worker-owned houses, home Improvements and upgrading, and the purchase of nonsubproject homes. The responsibility for Individual solutions Is that of
the Individual worker. His applicatlon for a loan will have to contain the

Information necessary to determine the technical 
soundness of the proposed
solution. This would be supplied by a local small builder who would draw-up

the plans and cost estimates. These Inturn would be reviewed by the S&L
association and the BNV. 
 Work In place and completed houses or Improvements

would be Inspected by the S&L or 8NV. 
 The S&Ls will assist in preparing loan
 
applications.
 

2. Design Concepts and Cost Feasibility
 
a. General. The ENV has Initiated a campaign to Introduce more
flexibl6 design standards Into its operations In an effort to reduce the cost
of the housing that It finances. It recognizes that this requires collaboration with the private sector builders to help them formulate and design pro-.
jects affordable by lower Income families and to adopt less rigid requiroments
for approval of low cost projects. The response to this Initiative by the
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private sector builders has been more favorable than expected. Projects with sales
 

prices below DR$10,000 l/with upwards of 5,000 units have been presented for financing.
 

Projects with units as low as DR$6,200 have been approved by BNV. In general, these
 
units would represent the top end of the affordability scale for this project. How

ever, the BNV is continuing its quest to lower costs and feels that this project will
 

reinforce its efforts in this direction.
 

b. Site Planning and House Design. The basic low cost project design
 

parameters evolving in the BNV are presented in Annex 8. While in certain aspects
 
a good place to start. They encourage
these parameters could be reduced, they provide 


the designers to look for better solutions at still lower costs. The product to be
 

financed by this project will be minimum standard and size houses on minimal size lots
 

with individual water service, paved access, and water-borne sewage disposal eitherin
 

collectors or collective septic tanks and drain fields.2/ The houses may or may not
 
have interior space divisions depending on cost. The Tolutions do not necessarily
 

have to be completed units but should allow for expansion. This tyde of solution is
 

fully acceptable under the BNV's present guidelines.
 

Construction materials most probably will be unfinished concrete block walls,
 

unfinished concrete floors, zinc, asbestos or concrete slab roof, and local plumbing
 

fixtures and electrical installations. Lot sizes will be a function of both the site
 

requirements and the house design and will vary from 70m2 to 112m2 depending on these
 

conditions. Provision for minimal community services suitable for the size of the
 

subproject will also be considered in the site and development plan. Here again,
 
A minimal space standard of 9m2/person has
BNV's guidelines include these aspects. 

This would yield a 45m2 minimum house (when
been established for a completed house. 


completed) for a family of five persons (average family size is 5.5 people) This
 

minimum standard poses no particular problem for th6-project since it can be accomplished
 

within the affordability criteria.
 

c. Construction .Costs. Minimum urbanization construction costs vary,
 

depending on the site, from about DR$5 to D$9 per net saleable square meter of developed
 

land and includes water, sewerage, electricity, pavement, and terracing. For projects
 

with lots varying from 70m2 to 112m2, a range of urbanized lot construction cost of
 

DR$350-1,008 can be expected. This cost does not include land. Current actual lot
 

sale prices, including land, for low cost projects financed by the BNV range from a
 
Lot sale prices
high of DR$15.53 per square meter to a low DR$8.36 per square meter. 


in 	the Santo DominW area average about DR$12 per square meter including land and
 

urbanization.
 

Current construction costs for complete minimum standard houses range from
 

DR$112-180/m2. These prices are for complete houses with a bathroom, kitchen, 3
 

bedrooms with closets, and a living/dining area. The finishes are exposed structural
 

blocks, concrete roofs, and concrete floors. The plumbing includes a shower, toilet,
 

wash basin, kitchen sink, and laundry tray. The windows are glass with aluminum frame.
 

An 	adequate electrical installation is also included. (See Annex 8.)
 

The typical cost for a standard unit would be about DR$5,820. Unit costs
 

with the same construction standards but without interior divisions could be reduced
 

to less than DR$100/m2.
 

1/	Due to overstatement of the Dominican peso resulting from the official exchange
 

rate, DR$ sales prices should be discounWby 20-25%.
 

2/ 	The statement should not be taken as agreement to the use of septic tanks in urban
 
areas.
 

http:DR$15.53
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CURRENT LOW-COST HOUSE SALES PRICE
 

Lot sale price: 
 90m2 at $12/m - DR$1,080
Hbuse sale price: 45m2 at $112/m
T a040
 

Total 
 6,120

Credit for land: 
 * 300 
Project sale price: 
 M DR5-5,820
 

A lower-cost solution with a 72m2 lot and a 36m2 house would cost about

DR$4000.
 

Lot sale price: 72m2 x $10/m2 - DR$ 720

Ibuse sale price: 36m2 x $110/m2 - 3,600


Total 
 " 4,320
Credit for land n 
 240

Project sale price 
 M DRT-I76
 

Additional examples and cost data are given In the Technical Annex.
 

d. Appraisal of Builder Interest. Traditionally private
builders have not been interested In low-cost housing except on a contract
construction basis. 
Their main concerns have been marketability, commitment
of the long term purchase money financing, and assembllng the front-end
 money needed to purchase land. 
 This project essentially resolves all these
concerns. Private builders will 
be assured of the Ionq-term financing; qualified buyers wil be predetermined; and the land, 
 which in some cases
will be provided and also-be prequalified in a site selection analysis. 
 In.lght of the good response to the
BNV's first Initiatives to promote the development of low-cost units, ,wherein
only the financing incentive was available, the conclusion Is that most private builders will be competing to take part In this program. 
The normal
lack of Interest on part of the builders will 
be more than offset by the


opportunities the project offers for work.
 

e. Affordability. 
The prime question In designing low cost housing
projects Is whether the target group can afford the proposed units. 
 Since no
specific subprojects are proposed at this time, the evaluation of the
affordability of current BNV-financed low-cost projects can give an estimate for
the proposed p~oject. 
Data showing the costs and financing criteria of current

BiN 
projects indicate that they are affordable by the target group. 
The
minimum and maximum Income of the worker target group would service a loan of
 
$2,838 and $7,947 respectively.
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CURRENT BNV PROJECTS ANALYSIS
 

PROJECT
 
A BD E F 

. •, I1- . 

Lot size (m2 ) 
Lot sale price (DR$)
Land cost estimate (DR$).
Adjusted lot price (DR$)AV
House size (mZ)
House sale price (DR$)
Total adjusted priceI_
Closing costs (DR$) 
Total cost (DR$) 
Employer/employee

contribution (25%)(DR$)
Loan amount (DR$) 
Monthly payments (12%

20'years)(DR$) 
Monthly Income required(DR$) 

"112 
1344.00 
373.00 
971.00 
46.31 

8744.00 
9715.00 
680.00 

10395.00 

2598.00 
7797.00 

85.85 
343.40 

114-76 
1377.12 
374.00 

1003.00 
45.10 

7594.00 
8597.00 
601.00 
9198.00 

2299.00 
6899.00. 

75.95 
303.80 

112 
1344.00 
373.00 
971.00 
52.35 

8316.00 
9287.00 
650.00 

9937.00 

2494.00 
7493.00 

82.05 
328.20 

130.20 
1109.30 
260.00 
849.00 
47.77 

5737.00 
6585.00 
461.00 

7047.00 

1761.00 
5286.00 

58.20 
232.80 

81.57 
681.93 
164.00 
517.00 
49.35 

5529.00 
6046.00 
423.00 
6469.00 

1617.00 
4852.00 

53.42 
213.68 

120.35 
1869.04 
240.00 
1629.00 
45.60 

6817.00 
04b.O0 
591.00 

9037.00 

2259.00 
6778.00 

74.62 
.298.48 

a/ Minus estimated land cost.
 
b/ Adjusted lot price plus house sale orIce.
 

The average subproject house is estimated to have a sales price of around
 
DR$6,000 net of land. The total cost, Includlng-closing costs, *ould be

DR$6,420. The employer/employee down payment equaJ to 25% of this-price would
 
y1eld a loan to DR$4,815. At 12% with 20-year torms, the total Interest and

amortization payment would be about $53 per month. 
 Insurance charges of about
 
DR$3.84 per month bring the total monthly payment to $56.84. The minimum
 
monthly payment necessary to afford this loan, using BNV's criteria of a
 
maximum 25% of Income for the payment, would bi DR1227 per month. The mid
pont monthly salary of the target group employees (between a minimum salary

of $125/month and the median urban household Income of $350/month) would be

about DR$237/month. Therefore, the average proposed sales price would be

affordable by a worker at the mid-polt salary level.
 

3. Construction Sector Capacity
 

a. Builders. 
The BNV now has a list of more than 120 prequalifled

construction firms. Not all of these firms are large, but they have been
 
qualified technically and economically to undertake S&L-financed construction.
 
Currently approximately DR$57.3 million per year of residential construction Is
 
Insured by the BNV. The mortgage banks now also fund about the same amount.
 
10-12 large civil works contractors are dominant Inthe civil construction sector.

The smaller firms work mainly In residential construction where dependence on public

works contracts Is reduced. 
 At lease six medlum-size builder/developer firms
 
are currently developing relatively large-scale (1500+ units) projects to be
 
financed by the BNV. The construction sector Is currently In a slump and will
 
welcome any capital Investment inconstruction work. The capacity of the
 
private sector builders will not pose any constraint for project implementation.
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b. Materials. Most bulIlding materials which are used In residential
 
construction are produced domestically and have a high labor component. The
 
foreign exchange component for residential building materials varies form 5 to
 
7.5 percent and Is even lower for low-cost projects which do not Incorporate

finihed materials. The principal material for residential construction Is
 
cement. Current cement production- Is operating at about 75% of capacity. Any
 
additional demand for cement due to this program woulU not cause a supply pro
blem. The supply f cement-based products such as block and floor tile Is 
extremely elastic and production can be Increased rapidly If required. Steel 
reinforcing bars also are produced locally from both scrap and Imported Ingots.

The Increase in demand for bars which occurred after hurricaneDavid In 1979
 
caused no production/supply problem.
 

c. Labor. The shelter sector assessment estimated total employment
 
In the construction sector to be about 52,300 persons In 1979. This Is down
 
by about 9,000 now due to the slow down In construction activity. Wage rates
 
vary from a low of DR$4.40-6.60 daily for laborers to a high of DR$10.20
20.00 daIly for project foremen. Low-cost residential construction has a higher

proportion of the lower wage unsklIled workers than high-cost construction.
 
Considering the high unemployment rate Inthe Dominican RepubRl6:, no labor
 
shortage Is expected. The total labor ccmponent In low-cost construction Is
 
estimated about 40%, of which 23% Is skilled and semi-skilled and 17% unskilled.
 
The expected employment requirements generated by this project will be about
 
735 man years of unskilled labor for a total of about 1,342 man years. Over
 
the life of the project this would represent the equivalent of about 537
 
permanent jobs for a 2.5 year period. Since the building material Industry has
 
a high labor component, an additional 1.5 to 2 timas the number 'of direct jobs also
 
can be expected.
 

4. Land'Requ!rements
 

The overall land requirements for the subprojects It less than 40 hectares
 
(approximately 100 acres). This would permit development densities of less
 
than 350 perso~is/hectare which, according to the BNV, is common for low-cost
 
projects in the Santo Domingo area.
 

For purposes of analysis It was assumed that approximately 60% of the
 
subproject houses would be built Inthe Santo Domingo area and the rest In
 
other cities. About 30 hectares (80 acres) will be needed In the Santo Domingo
 
metropolitan area.
 

The PID Indicated that land would be donated by the GODR through Blenes
 
Naclonales, the custodian of Government land. No specific sites or areas for
 
subproject development have been selected as of now. Initial demand Identifl
cation and consolidation will have to precede any action on the selection of
 
pot6ntial areas for subpioject selection.
 

http:DR$10.20
http:DR$4.40-6.60
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The BNV and the CNHE both agree that the Identification or selection of
 
a site should not be limited to Blenes Naclonales land. Such a restriction
 
might Inhibit the opportunities for optimum site selection. The raw land cost
 
Incidence on the total sale price varies from 3% to 6%, and Is not critical
 
for project feasibility. Any additional land cost may be compensated by lower
 
Infrastructure .costs. Blenes Naclonales will donate available i land if in
 
any specific case a suitable site Is selected that Isowned by the Government.
 
The flexibility that this approach allows combined with the relatively small
 
total amount of land required for subprojects will make the task of Identifying
 
and selecting suitable subproJect sites easier than ifonly GODR land were
 
considered.
 

Suitable private land is available inSanto Domingo and In the secondary
 
cities. The larger Industrial or agro-industrial firms participating Inthe
 
program may elect to make land available to their workers. This would be
 
acceptable If a particular site meets the criteria for low-cost residential
 
development and has Infrastructure services available.
 

Blenes Nacionales land also Is available inmore than sufficient quantity.
 
Upon the presentation of a formal written request for a land donation Blenes
 
Nacionales studies with the requesting entlt' the availability of sites, their
 
characteristics, and whether or not fte land has already been committed to
 
someone else or designated for some other specific use. The formal request
 
date Is used to determine the priority of consideration Inthose cases where
 
more than one entity Is Interested In a specific parcel. After a determination
 
Ismade that the land can be awarded, the legal process for approval is started.
 
Each parcel valued at over DR$20,O00 requires congressional approval, which can
 
cause considerable time delay.
 

5. Environmental Considerations
 

The lEE Identified two principal concerns that must be taken Into account
 
during project Implementation: (J)protection from natural hazards and
 
(2) Infrastructure; and it Indicated that the environmental Impact for each
 
subproject should be reviewed.
 

By covenant the BNV will be required to review all subprojects to be
 
financed by this project for environmental Impacts as part of Its approval
 
process. A checklist of potential environmental concerns and Impacts will be
 
developed and used by the BNV. Checklists which have been developed and
 
successfully used in project of a similar nature can be provided to the BNV
 
Initially.
 

E. Technical Assistance
 

1. Advisor to the Project Manager. There are rany entitles Involved
 
inthis project. Each of them plays a necessary role; but for none of them
 
will the project be a full-time concern. A full-time advisor to the project
 
manager Isessential Inorder to ensure that this tripartite program moves
 
along smoothly. Located In the BNV, the Advisor will be responsbile for liaison
 
and coordination between all parties to the program. He will help develop the
 
capacity of the BNV to manage this type of program. He will contribute a alor
 
element Inensuring.the Institutional replicabilIty of the program. The advis r
 
would be centrally financed by AID for up to 2-years.
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2. Short-term Technical Assistance. Inaddition to the advisorto

the project manager, It Is estimated that a'total of:nlnLperson-months of
short-term TA will 
be needed for help In (1) subproject deign, C-2) home
 

(4)project packaging, and (5)other areas such as 


Improvement lending operations, ' C3) envIronmentai Impact considerations,
 
low-cost architectureal
 

design assistance.
 

F. 'Administratlve Feasibility
 

1. Banco Naclonal de la Vivienda. The loan calls for the B4V to act
 
as Borrower and, jointly with the CNHE,: to undertake project development

responsibilities. 
The EV also will promote project Implementation through
subproject Identification and the orientation of builders and developers of
Individual subprojects. As the repository of the FHA function, BNV will have
 a final review of plans, designs, site appropriateness, and cost estimates,

for all subprojects.
 

The 8NV Isan efficient Institution, smoothly regulating the operations
of the Infividual S&Ls and ensuring their liquidity through purchase of their
 
mortgages In Its secondary mortgage operations. Daily operations are:.hlghly
sophisticated, with computer technology having been absorbed and functioning

routinely. Informational systems, linking daily computerized operations of
the individula S&Ls with the EV's data center, permi" up-to-date monitoring

by BNV staff of the entire S&L system operations. Itc addition, the BNV has
previous experience with 1-G programs. 
The BNV Is emmlently qualified to be

the Borrower and the Administrator for this project.
 

The FA role of the NV wil.I 
permit them-to monitor and contribute as
needed to the overall development of specific housing subproJects.

combination of the ma'n office In Santo Doml.ng 

The
 
and the Branch operation in
Santiago, the second clty inthe nation, .positions them well to receive projects as they are funnelled through the Individual S&Ls. Incbnnection with


Its secondary mortgage market operations, the BNV has In place an efficient
apparatus for producing governmenttnsured mortgages. 
To date It has Insured

approximately 28,000 such mortgages, with a cumulative value In excess of
 
DR$383 million.
 

Within the sector, the current top management of the BINV has taken the
leadership ingetting the system to Include lower-income families Intheir
marketing operations and has adopted guidelines for reducing both site and 
.,n
house designs to encourage the production of lower cost solutions. FHA regu
lations have been modified to accommodate this and clearly demonstrate the
 
ENV's seriousness and commitment to this new direction.
 

2. Savings and Loan Associations. 
As more fully described elsewhere,
the S&L function will essentially be at two levels: 
(a)the level of Interface
with the individual employer or group of employers and their builder to arrange
for project finalization and Interim and long term financing, and (b)with the
beneficiary for actual purchase, or In the case of home Improvement/expansion

operations for the required loan, and subsequent servicing of the debt.
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The S&Ls have a nationwide network of 15 associations with 55 branches
 
located inall the areas where this project might 16gically be expected to
generate new construction. With the market guidance of the BNV and their own
 
now very considerable experience Inthis field--the S&L system currently
 
finances approximately 45% of all housing being financed Inthe country--the
 
S&L should have no difficulty In handling an additional 1,300-1,400 solutions
 
annually for the projected 3-year disbursement period.
 

Anticipating that approximately 60% of all solutions will be*"In the
 
Santo Domingo area, the PP team more closely examined one of the larger S&Ls
 
In the capital. The Asoclaclon Popular has 18 offices and a total of 225
 
employees. The Popular network consists of 7 principal offices.and 11 branch
 
operations which provide more Ifmited services. In 1980, a slack year for
 
housing production inthe Dominican Republic, Popular closed 1,585 loans for
 
new houses, with a corresponding loan total Inexcess of DR$28 million. At
 
the end of 1980, Popular had 203,845 savings accounts.
 

Since 1978, Popular has utilized a UNIVAC 9480 servicing cashier terminals
 
employing BUNKER 2001 equipment. Currently 70% of all savings accounts are
 
processed "on line". The remaining 30% plus the mortgage portfolio, the
 
secondary mortgage operation, and all the special promotional savings plans
 
are processed via "batch". Collection arrears are low--about 11% of the
 
1980 end-of-year mortgage portfolio was 150 days or more overdue but no
 
significant losses are likely because of FHA Insurance and high collateral
to-loan ratios.l/
 

3. G*I. Jointly with the BNV, the-ONHE Is responsible for project
 
development. Itwill also promote the project among Its membership; and during
 
Implementation, the CNFE will coordinate employers, BNV and S&Ls, and the
 
builders.
 

As a confederation of trade associations, the CNFHE Is the main national
 
lobby for the business community. It has a limited, permanent full-time staff,
 
supporting executive Interventions around specific Interests largely with volun
teer staff. The tasks of orientation and promotion of the program among Its
 
membership are essentially familiar ones and should pose no real problems for
 
the CNHE.
 

I-owever, as inmost developing countries, the market, whether the public
 
sector or the formal private sector, Isnot producing the type of housing
 
which this project calls for In anything approaching the needed volume. As
 
the demand for units surfaces from the Individual employers, Inmany cases In
 
very small quantities, the CNHE Is the logical point for these individual
 
requests to be channelled. The CNFE will have to combine them Into subprojects
 
and provide some technical guidance. WhilI the CN41E will be able to fall back
 
on the BNV and/or local S&Ls for assistance, some technical guidance also will
 
be required from them. It Is envisioned that the Chamber of Bulders,..the mem
ber trade association which most obviously possesses the expertise to undertake
 
such a role at the CNHE level, will undertake to supply the technical services
 
and advice required. Hbwever, given the newness of this particular undertaking
 
to the CE, this will be one of the areas where the full-time advisor can be
 
most useful Intranslating demand by Individual employers Into appropriate
 
subprojects.
 

1/ The corresponding figure for the S&L system as a whole was 10.6%.
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IV.. PROJECT IMPLEMENTATION*
 

A. Project Monitoring
 

USAID/DR will be responsible for the policy framework within which the
 
proposed project Is Implemented. The Office of Housing (PRE/H) Is responsible

for HG program management within the policy framework. The Office of Housing

has delegated authority for project Implementation and review and approval
 
of HG disbursements to the Regional Housing and Urban Development Officer for
 
the Caribbean (RHUDO). The RHUDO will coordinate all activities with USAlD/DR

and obtain USAID/DR approval for changes In project design.
 

B. Evaluation
 

Annual evaluations will be jointly conducted by AID and the BNV. These
 
regular evaluations will follow PRE/H guidelines. .The proposed project

Involves a process rather than predetermined site specific approach to shelter
 
production and Improvement. Therefore the evaluations, especially the initial
 
evaluation scheduled for February 1983, will concentrate on the effectiveness of
 
the linkages and instruments developed.
 

Since implementation of the project Is dependent on the Individual firms
 
within the associations of the CNHE, the first evaluation will 
pay particular

attention to the fairness and effectiveness of the promotion program developed

and Implemented by the CNHE. The criteria and processes used by Individual
 
employers for beneficiary selection will also be reviewed. Additionally an
 
assessment of private builders 
initial response to low cost housing sub-project

development will be made. In order to determine if additional marketing techniques
 
should be employed.
 

All evaluations will be conducted so that all 
program particiRants can
 
review how their own Inputs are coordinated with those of the other participants

and can decide what adjustments need to be made In the project delivery process.

An updated Project Delivery Plan will be'developed after each of the scheduled
 
regular evaluations.
 

C. Disbursement Procedures
 

Project construction Is expected to extend over a 3-year period to correspond

with the construction and financing schedule established In the Project Delivery

Plan, and updated on a yearly basis. Initial disbursement can be an advance and sub
sequent disbursements will be made on the presentation of documentation of eligible

work In place consistent with BNV/S&L's normal practices and procedures. A loan
 
agreement will be executed between the borrower and a U.S. Investor within 18 months
 
of project authorization. )/
 

Subject to the availability of funds, centrally funded TA disbursements may
 
start prior to the final HG loan negotiations to provide technical assistance so that
 
the Project Advisor and short-term specialists may assist the BNV and the CNHE finalize,
 
the plans, financing arrangements, Informational materials and agreements required
 
as conditions precedent to the loan.
 

1/ The Guaranty Authorization will be valid for a period of 18 months from date of
 
signature, although such period may be extended by the LAC Bureau to permit additiona
 
time to sign the loan agreement if circumstances so warrant.
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D. 	Project Agreements
 

Prior to disbursement of the HG loan, the foll6wing agreements 
will have
 

to be signed:
 

1. 	Implementation Agreement between AID, the BNV and the CNHE detailing
 

the 	procedures for the execution of the project, the reporting 
requirements, and
 

the 	limitations on the uses of the HG funds.
 

2. 	Guaranty Agreement signed by AID, assuring any investor against 
loss.
 

3. 	Host Country Guaranty assuring AID against any loss.
 

4. Loan Agreement between the BNV and the U.S. party or parties selected
 

as investors.
 

E. 	Conditions Precedent
 

Prior to investor selection, AID will require that the following 
conditions
 

be met:
 

1. Submission for approval of a Project Delivery Plan by the BNV which
 

details the steps and instruments necessary to implement t1aproject, 
financing
 

arrangements, disbursement schedule and responsibilities of each of 
the participants.
 

The Project Delivery Plan should indicate which individual employers 
are initially
 

going to participate in the program, how many employees and the type 
of solutions they
 

are 	going to sponsor and when they are going to sponsor them. The Project-Delivery
 

Plan will be developed by the BNV with the input of-CNHE and its 
members and will be
 

The Project Delivery Plan will be updated annually or more
approved by AID. 

frequently if appropriate.
 

Formal Agreement between BNV and the CNHE defining areas of responsibilit
2. 

for project implementation and agreement on the processes and instruments 

to be used
 

to insure repayment of the HG loan.
 

3. 	Agreement by the GODR to assume any exchange risk loss incurred 
by theBN
 

Evidence of agreement between the BNV and the Bienes 
Nacionales (BN) in

4. 

suring the availability of government-donated land 

for project sites or as equivalent
 

value replacement.
 

Such other terms and conditions as AID may deem 
necessary.


5. 


F. 	Covenants
 

In the Implementation Agreement, the participating institutions will be
 

required to covenant the following:
 

1. The BNV agrees to review the environmental impacts of each of the
 

sub-projects.
 

2. All special conditions dealing with workers equity will be clearly
 

defined in mortgage loan agreements.
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3. The BNV agrees to establish an Interest-Nearl.ng account for the
 
receipt of beneficiary and employer financing payments and for disbursements
 
to the US Investor and for other uses as agreed to by theCNHE and approved by

AID.
 

4. Individual employers represented by the CNHE, agree to guaranty
 
payment of the differential between the loan terms approved by the OH for S&L
 
mortgage and home Improvement financing and the terms of the HG loan for all
 
selected beneficiaries as long as they remain Inhihe employ of the sponsoring
 
employer.
 

5. The BNV agrees to draw-up the Instruments required to insure HG
 
loan cost recovery from beneficiaries who leave the employ of the granting

employer and/or whose employer goes out of business.
 

6. The individual employers, represented by the CHNE, will select
 
beneficiaries with family Incomes no greater than the 50 percentile of the
 
metropolitan area's or country's Income distribution and will Indicate the
 
criteria and process used.for the selection of beneficiaries which are acceptable
 
to AID such as grading system worked out between the workers (or their
 
representatives) and the employer..
 

7. The CNHE will be responsible for project promotion and will Inform
 
its members of the opportunities, responsibilities and limitations of the
 
program ina manner that will Insure equal opportunity and time to respond to
 
requests for active program participation.
 

G. Implementation Schedule
 

Sept. 81.- PP approved and authorized for $15 mill4on 
- Letter of Advice to GODR and BNV 
- Process for GODR guaranty set in motion 

Oct. 81 - Short term TA to CNHE for program promotion and application procedures 
-. Short term TA to BNV-CNHE for-Preparation of Project Delivery 

Plan and CP's 

Nov. 81 	 - GC/H, RHUDO, BNV and CNHE negotiate and sign Implementation Agreement 
- Project Advisor Identified 

Dec. 81 	 - Master Project Delivery Plan, with initial participating employers
 
Identified, is submitted and approved
 

- Advertise for contractors
 
- Begin search for Investor
 

Jan. 82 	 - Documentation for 1st disbursement s.bmitted
 

Feb. 82 - Guaranties and Loan signed 
- 1st Disbursement - Private sector program process set In motion with 
S&L financing of construction advances 

Feb. 83/84
 
- Evaluation
 
- Revise Project Delivery Plan
 

Feb. 85 	 - Final Evaluation
 

http:Interest-Nearl.ng
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Si?
rN V. 
"'• rREPUOLICA DOMINICANA- F 
<-.  . OF -

LJa- SANTO DOMINGO. D. N. 

"ARO DE LA ACCION" 

Santo Domingo, D. N. 

STPR/No. PAL.31881
 

Sefior 
Ronald Venezia
 
Director Interino de la Agencia
Internacional para el Desarrollo (AID)

Su Despacho
 

Distinguido sefior Venezia:
 

CGmpleme por este medio manifestarle la dispo.sici6n del.
Gobierno Dominicano de garantizar 
un financiamiento 
con el
prop6sito de construir viviendas de bajo 
costo con 
recursos
canalizados 
a travs de 
esa Agencia bajo las siguientes con
diciones:
 

El monio del financiamiento seria, en una primera
 
etapa, de US$15.0 millones.
 

- '- 81.El
Banco Nacional de la Vivienda seria el agente
financiero de 
esta operacian.
rirr
i- Los recursos de 
este financiamiento serfan utilizados
por el Consejo Nacional de deHombres Empresa (CNHE)para la construccion de viviendas que beneficien a los
trabajadores de 
las empresas asociadas a dicho Consejo. 

1,. fin de que los*A usuarios finales de las viviendas nopaguen una 
tasa de interfs superior a la del 
sis'tema
 
de ahorros y preitamos, el CNHEI
entre 'la tasa de 
interfis cubrira la diferenciaefectiva de 
dicho financiamiento
 
y la del sistema de 
ahorros y pr9stamos.
 

Sin otro particular, le 
saluda con sentimientos de
distinci6n a su persona, 

Huy atent amen te, . 

Ram~n Martinez Apon~e

Secretario Tfcnico de 
la qr'esidencia
RMA .., ,1.

mm 
. / . 
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Consejo Naclonal de Hombres de Empresa, Inc. 
Av. A. Lincln No. 1056 7. piso. Santo Domingo. R D. 0 567.7164 . .5677135 

7 de septiembre de 1981.
 

P-67-81.-


Sefiores
 
Agencia para el Desarrollo
 
Internacional, A. I. D.
 
CIUDAD.-


Distinguidos sehores:
 

El sector privado dominicano, considerando que la carencia
 
*de suficientes viviendas c6modas e Iiigignicas, es una sensible
 
limitante en la evoluci6n social de la gran masa trabajadora do
minicana, se muestra dispuesto a participar en programas de dota
ci6n de vivienda propia a los empleadoo y obreros de la empresa
 
privada.
 

En tal virtud, el Consejo Nacional de Hombres de Empresa, in
terpretando ese deseo y en representaci6n del sector privado na 
cional, estl interesado en propiciar el establecimiento de un pro
grama tripartito, en el que participen los empresarios de manera.
 
individual, el Gobierno dominicano a travfs del Secretariado T6cni
co de la Presidencia y/o de sus dependencias especializadas y obre
ros de las empresas particulares.
 

En base a las conversaciones sostenidas hasta la fecha entre
 
el Secretariado Tecnico de la Presidencia, y representantes del
 
A.I.D., del Banco Nacional de la Vivienda y del propio CNHE, con 
-

firmamos a esa Agencia nuestra disposici6n de promover tal programa,
 
que serfa iniciado mediante un financiamiento para vivienda, por

15 millones de pesos, como aporte inicial, obtenido por mediaci6n
 
del A. I. D., de fuentes financiadoras del ramo, en los Estados Uni 
-
dos.
 

Por 5ltimo, debo comunicarles que el Consejo serg representado
 
en las conversaciones sobre este importante programa, por los sehores
 
Ing. Mario Cabrera, ler. Vicepresidente de esta entidad y Presidente
 
de la Asociaci6n de Industrias; Ing. Alberto Jana Tactuk; el Doctor
 
Nicolas Casasnovas y Lic. Marino Ginebra Hurtado. 
Los dos primeros
 
ser~n representantes titulares, fungiendo cualquiera de los dos 6lti
mos en su calidad de suplentes.
 

M jaten ee, 

Druis A.Ginebra
 

LAG
 
RMV/mMs.
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GUARANTY AUTHORIZATION 

PROJECT 517-HG-009 

Provided From: Housing Guaranty Authority 

For : The Government of the Dominican Republic 

Pursuant to the authority vested In the Acting Asistant Adminstratr, Latin Americaand the Caribbean by the Forelgn Asdstance Act of 196L, as amended (FAA), and the
delegaticr of authxity issued thereunder, I hereby authorize the issuance of guarantiespursuant to Secton 222 of the FAA of not to exceed Fifteen Million Dollar ($15,000,000)in face amount, assuring against Ises (ofnot to exceed one hundred percent (100%) ofloan Investment and interest) with respect to loans by eligible U.S. investors Cnves)acceptable to AJ.D. made to finance a low income housing program in the DominicanRepublic. The guaanteed loan shall be made to the Banco National de la Vivienda,referred to herein as "borrower" or 'BNV", and will asist in financing a tripartite housingprogram which will provide low cost housing opprtunities for workers in househo]ds withbe3ow median incom es through a collaborative effort invo1ving private enterprise, workers
and the government. 

These guaranties shall be subject to the followIng berms and conditions: 

L Term of Guaranty: The loans shall extend for a period of up to thirty years (30)omt dae osburse ment and may Include a grace period of up to ten years
on repayment of princpal The guaranties of the loans shall extend for a periodbeginning with disbursement of the loans and shall continue until such time asthe restzr has been paid in full pumsuant to the terms of the loans. 

2. Interest Rate: The rate of interest payable to the Investor pursuant to the loans
shali
not exceed the allowable rate of interest prescrbed pursuant to Section223(f) of the FAA and shall be oondstent with rates of Interest generallyavailable for similar types of loans made in the Icng term U.S. capital markets. 

3. Government of the Dominican Republic Guaranty: The Government of theDominican Rep shall p e for a faith and creditfull guaranty toindemnify A.D. against all oses arising by virtue of A.LD.% guaranties to the
Investor or from non-payment of the guaranty fee. 
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4. 	 Fee: The fee of the Unitd States shall be payable in dolars and shall be one-
HE percent (/2%) per annum of the outsanding guarantied amount of the loans 
plus 	a fixed amount equal to one percent (Rt) of the amount of the loans 
authorized or any part thereof, to be paid as A.LD. may determine upon
disbursement of the loans. 

5. 	 Other Terms and Conditions: The guarantie shall be subject to such other terms 
and conditions as A.LD. may deem necessary: 

Acting Assistant Admknstrator 
Bureau for Latin Am erlaand the Caribbean 

Date 
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THE HOUSING GUARANTY PROGRAM 
. I 

STATUTORY CHECKLIST 

DOMINICAN REPUBLIC 

PROJECT NO. 517 -HG- 009 

ANSWER YES OR NO PUT 
PP PAGE REFERENCES 
AND/OR EXPLANATIONS 
WHERE APPROPRIATE 

A. 	 General Criteria Under HG Statutory Authority. 

Section 221(a)
Will the proposed project further one or more of
 
the following policy goals?
 

(1) 	 is Intended to increase the availability of
 
domestic financing by demonstrating to
 
local entrepreneurs and institutions that
 
providing low-cost housing is financially
viable; Yes 

(2) 	 is intended to assist in marshalling resources
 
for low-cost housing;
 

(3) 	 supports a pilot project for low-cost shelter,
 
or is intended to have a maximum 
 demon
stration impact on local institutions and

national; and/or; Yes 

(4) 	 -is intended to have a long run goal to
 
develop domestic construction capabilities

and stimulate local credit institutions to
 
make available domestic capital and other
 
management and technological resources re
quired for low-cost shelter programs and
 
policies? Yes
 

Section 222(a)

Will the issuance of this guaranty cause the total
 
face amount of guaranties issued and outstanding
 
at this time to be in excess of $1,555,000,000? No 

Will the guaranty be issued prior to September 30,
 
1982? Yes
 

Section 222(b)

Will the proposed guaranty result In activities
 
which emphasize:
 

(1) 	 projects providing improved home sites to
 
poor fatnilies on which to build shelter 
 and 
related servir-r-; or 	 No 



ANNEX -(cont.) 

(2) 	 projects comprised of expandable core 
shelter units on serviced bites; or No 

(3) 	 slum upgrading projects designed to con
serve and improve existing shelter; or No 

(4) 	 shelter projects for low-income people

d-signed. for' demonstration. or .,inst~tution

building-, or •Y__"__ea
 

(5) 	 community facilities and services in support
of projects authorized under this section to 
improve the shelter occupied by the poor? No 

Section 222(c)
If the project requires the use or conservation of 
energy, was consideration given to the use of 
solar 	energy technologies, where economically ortechnically feasible? 	 Yes 

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

_ es 

Section 223(f)
Is the maximum rate of interest allowable to the 
eligible U.S. Investor as prescribed by the Admin
istrator not more than one percent (1%) above the 
current rate of Interest applicable to housing
mortgages insured by the Department of Housing
and Urban Development? Yes 

Section 223(h)
Will the Guaranty Agreement provide that no 
payment may be made under any guaranty Issued 
for any loss arising out of fraud or misrepre
sentation for which the party seeking payment is
 
responsible? Yes 

Section 223(0) 

(1) 	 Will the proposed Housing Guaranty be coor
dinated with and complementary to other 
development assistance in the host country?. Yes 

(2) 	 Will the proposed Housing Guaranty demon
strate the feasibility of particular kinds of 
housing and other institutional arrange
ments? Yes 
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(3) 	 Is the project designed and planned by A.I.D.
 
so that at least 90 percent of the face value
 
of the proposed guaranty will be for housing
 
suitable for families below the median
 
ncome, or below .the median urban' income 

for.'housing- in urbart areas,; in..the' host. 
country? yes 

(4) 	 Will the Issuance ,of this guaranty cause the
 
face value of guaranties issued with respect
 
to the host country to exceed $25 million in
 
any fiscal year? 	 No 

(5) 	 Will the issuance of this guaranty cause the
 
average face value of all housing guaranties
 
issued in this fiscal year to exceed $15 
million? No 

Section 238(c)
Will the guaranty agreement provide that it will 
cover only lenders who are "eligible investors" 
within the meaning of this section of the statute 
at the time the guaranty is issued? 	 Yes 

B. 	 Criteria Under General Foreign Assistance Act 

Authority. 

Section 620/620A 

1. 	 Does the host country meet the general 
criteria for country eligibility under the 
Foreign Assistance Act.as set forth in the 
country eligibility checklist prepared at the 
beginning of each year? Yes 

2. 	 Is there any reason to believe that circum
stances have changed in the host country so 
that it would now be ineligible under the 
country statutory checklist? No 
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CNHE Federation Members 

Dominican Advertisers Association, Inc.
 
Associati:ion of Development Banks, Inc.
 
Association of Dominican Republic Banks, Inc.
 
Dominican Association of Insurance Bankers, Inc.
 
*Dominican Association of Distributors of Vehicles and Home Finishings, Inc.
 
Dominican Association of Exporters, Inc.
 
Dominican Association of Textile Industries, Inc.
 
Dominican Association of Milk Producers
 
Dominican Association of Rum Producers
 
Dominican Associations of Tanneries, Inc.
 
Dominican Association of Sales and Marketing Executives, Inc.
 
Association of Herrera (a:province) Ineustrialists, Inc.
 
Association of Manufacturers of Agricultural Preserves, Inc.
 
Associa:ion of Manufacturers of Cold Cuts and Processed Meat, Inc.
 
Association of Manufacturers and Importers of Agrochemical Products, Inc.
 
Association of Ranchers and Agriculturalists, inc.N
 
Association of Dominican Republic Industries, Inc.
 
Association of Dominican Republic Industries, Inc. 
(Northern Region)
 
Interamerijcan Association of Businessmen, Inc.
 
National Association of Hotels and Restaurants, Inc.
 
National Association of Young Businessmen, Inc.
 
Association of Santo Domingo Ship Builders, Inc.
 
Association of Manufacturers of Chemical Products, Cosmetics and Pclishes, Inc.
 
Association of Representative; 
and Agents of Pharmaceutical Produces, Inc.
 
Association of Representatives of Foreign Firms, Inc.
 
American Chamber of Commerce in the Dominican Republic
 
Chamber of Insurance Companies in the Dominican Republic, Inc.
 
Chamber of Dominican-Japanese Commerce, Inc.
 
Dominican Chamber of Construction, Inc.
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Official Chamber of Comerce, Agriculture, and Industry in the Distrito Nacional
 

Official Chamber of Commerce, Agriculture, and Industry in Santiago de los Caballeros
 

Dominican Republic Federation of.Employers
 

DominicanI Federation of Sugar Plantations, Inc. 

Dcrini:an League o-.L Associations 

ir.a- AssccatiuntI of importers
 

.Assoc,.,- onr- v- fuppleers a:e 'ircductrs L-' C.,r.-:uctin Materials 

.Association o.f Sguperma.-kcts, Inc.
 
Association of Sof't Dr 1kzttler 1-. 0C'e D '.*.c 
 P Opubl ic
 



RESERVE FUND BALANCE*
 

.YAu 'Amtont (00's)
 

3 ... . ".... ..... . .337
............ 


10 ......................... ........ 2o4 5
 

6 oo1st
year of full
 
principal & interest* **-*#4
 

* payment
 

2 o.. .. .. . . . •.. o...............96
 

20 1st morgage series 53
*fully repaid
 

*The 
following assumptions were used Indeveloping a cash flow chart from
 

whicli this reserve fund balance was extracted.
 

1) Ultimate "cost of HG money 18%.
 

2) On-lending to beneficiaries at effective 18% (with employer's contribution).
 

3) Term of HG loan 25 yedrs; five grace on repayment of principal.
 

4) Terms of loans to beneficiaries 20 years.
 

5) HG disbursed in three years: 3, 4.5 and 7.5 million respectively.
 

6) HG loan repaid inannual installments.
 

7) Beneficiary loans and employer contribution paid inmonthly installments. 

8) Reserve fund earns interest at 8.5% per year. 
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TECHNICAL ANNEX
 

1. BNV Project Presentation Procedures
 

2. BNV Guldelines for Low Cost Housing
 

3. Plans and Costs for Current Projects
 

4. Unit Construction Costs for Juiy 1981 

(Docunent In project file at PRE/H.) 
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I. INTRODUCTION
 

An early concern in appraising the social soundness of the proposed AID
supported housing program was to Identify In clearer terms the degree and kind
 
of Interest in the program on the part of each of the groups which will be
 
Involved. Accordingly, meetings and Interviews were arranged, to discuss
 
possible participation in the program with the National Council of Business
men (CNHE), with business associations belonging to the CNHE, with Individual
 
employers and their personnel officers, and with a number of belov-medlan
 
Income workers employed by some of the companies that may seek to provide
 
housing to their employees through the program.


The opinions and feelings manifested by the groups and individuals
 
interviewed served as 
important Indicators to the project preparation team,

and confirmed that there Is Indeed a high 
level of interest In executing a
 
housing program which will directly benefit a significant sector of AID's
 
urban target group. These Indicators further point to a positive determina
tion of the social and economic feasibility of the program. As sucti, they

underlie and support the conclusions presented In this Annex.
 

The project Is feasible. It works: the numbers fit, the demand clearly

exists, capacity to accept and repay long-term credit has been examined and
 
found adequate in light of the contemplated shelter and Infrastructure costs,.
 
a clear and genuine willingness to partlklpate In the program has been
 
demonstrated by the employers and their associations. These assertions are
 
Implicit in the text of the Project Paper to which this analytis Is annexed;

they are confirmed by the material examined and the findings reached herein.
 

With a view to sharing, to the extent possible, a sense of the flavor of
 
the project environment, this analysis opens with a brief,series of trans-;
 
cripts of a number of the meetings and Interviews which were held. This
 
material 
is offered with the hope that It will help the Interested reader
 
evaluate the program design from a more comprehensive perspectivo,-and In the
 
hope also that it will convey a sense of some of those elements contributing
 
to a favorable determination of social soundness whibh, canrot be reduced
 
to tabular, quantifiable data.
 

A. MOTIVATION
 

The conversations which are summarized In the following pages help

greatly to clarify the concerns which motivate the various groups whicb will
 
participate In the program. 
 From the point of view of the potential benefi
ciaries, there Is strong motivation to take advantage of what promises
 
to be the best shelter offer that has been placed within their reach. 
 It
 
should be kept in mind that the specific target group for the housing pro
gram is not comprised of the absolute poor--of those who are In such complete
 
poverty that they are totally outside the formal structure of the Dominican
 
eoonomy.
 

The members of the target group are bottom-level entrantq Into the
 
formal economy: they have steady'jobs with established firms, they have (and

will need to be able to verify that they have) suitable levels of Income,
 
family group stability, legal capacity to contract, and other reasonable
 
eligibility criteria for participation In the program. In economic terms,

these program beneficiaries have entered the "formal sector". 
That same
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formal sector, however, has not to date been able to provide them with shelter
 
and services whibh are affordable to them. Thus, there is a logical,
 
reasonable, and altogether rational Interest on their part In seizing an
 
opportunity to Improve their status. Housing, after all, represents the
 
single greatest Investment most families will ever make, and for low-income
 
families It also represents the best--if not Virtually the only-mechanism
 
for capital formation and saving.
 

The business community In the Dominican Republic perceives a number of
 
Important advantages which the housing program will bring to It. Clearly, the
 
chance to offer Its lower-income workers a visible, tangible, and very real
 
benefit Is quIte attractive. The program will not be a free one for the busIness
 
community. There are costs, and considerable ones, which the business comnunilty
 
will have to cover. Yet, the urgency of the housing problems facing-the low-

Income working sectors of the country Is too well-known to Ignore, and It
 
Is a problem which will not Just go away If no one does anything about It
 

Those formal sector institutions officially responsible for housing policy
 
and programs In the country have not been able to produce a product which meets
 
the great and growing demand for low-cost shelter and services. Through the
 
proposed program, the business community can Join forces with the existing
 
housing sector institutions, and can by doing so help--very visibly, very
 
publicly--put In place a new set of mechanisms to begin to deal with a problem
 
that Is large, unpleasant, ano socially embarrassing. There Is a great deal.
 
to be gained politically from being associated with such an effort; this reason
 
for Interest on the part of the CNHE and Its affiliates Is difficult to
 
measure but Is certainly a real one.
 

Yet It Is abundantly clear that there are also sincerely humanitarian
 
motives on the part of members of the Dominican business community. The highly
 
personalized nature of the employer/employee relationships in the Dominican
 
Republic has been noted by a number of observers; some have looked on this
 
relationship with concern, fearing that the old "patron" problem lies Just
 
below the surface of Dominican labor relations. Yet,.if the-broad context
 
in which the low-income Dominican worker lives, works, and locates himself
 
within his society Is carefully considered, that very personalized nature of
 
the employer/employee relationship has a great deal to recommend It. Where
 
else does the low Income worker turn If he has a problem? Needs a loan? Has
 
a sick child and needs an advance before payday? Wonders If he can have the
 
wood from the crate some new piece of equipment came In? It is not usually
 
the government or its Institutions, not because these will not help, but
 
because often they can not help: they are over-worked, or stretched too
 
thin because of the demands placed on them, or they don't happen to be where
 
the worker Is at a given moment In time.
 

There Is an important element of reciprocity In the employer/employee
 
relationship in the Dominican Republic. It Is not at all unreasonable that
 
an employee might hope that his boss could help him solve a problem-perhaps
 
even help him buy a house, If there were one he could afford. The employer
 
knows this. He does not think it Is unreasonable, either. If he could, he
 
would. He can't solve all the problems that his workers face, and he clearly
 
can't pay his laborers enough so that they can buy all the solutions they need.
 
There are plenty of reasons for the Dominican business community to embrace
 
this housing program with enthusiasm, and it has been wit[ just that
 
enthusiasm that the program has been greeted by the CNHE and Its membership.
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Workers and employers have good and sufficient reasons for wanting to
 
see this program begin delivering houses as soon as possible. But they alone
 
cannot, and should not be expected to, provide the entire organiz3tional

framework within which such a program can function. 
 The need for other
 
entities to handle the administration of the program has been 6lear since the
 
earliest conversations began. A country guaranty for an HG loan Is, of
 
course, one basic requirement. Further Involvement of the public sector Is
also necessary--and desirable. 
 The public sector has largely failed to meet
 
the basic needs of this program's target group: not because It has not
 
wanted to meet those needs, not because It has not tried very hard to meet
 
those needs, but because it has simply not been able to meet them. 
 It.Is
 
working aggresively tofInd suitable ways to address the basic needs of 
low
income Dominicans, and has made grea& progress In recent years.
 

Speaking for the GODR, the Technical Secretariat of the President of
 
the Nation, the National Housing Bank, and the National Planning Office have
 
voiced a great deal of interest In seeing this program operate. The program

is seen as a means of comolementlng, of reinforcing, policies and other pro
grams which the GODR Is even now undertaking, with a view to serving better
 
the lowgrs-income strata of the country's population.
 

Motivation, in quite sufficient degree, exists on the part of the various
 
groups which will 
have a part In the proposed program. Those groups most
 
directly and actively Involved In the program are the ones represented by

the employers, on the one hand, and their employee, on the other. 
Their
 
feelings are indicative of their Interest, and It Is hoped that the following

transcripts of conversations with representatives of each of them will help

to Illustrate the degree and legitimacy of their concern for housing problems

and thler acute degree of interest Inthe proposed program.
 

TRANSCRIPTS OF MEETINGS WITH REPRESENTATIVES OF THE BUSINESS COMMUNITY
 

Ah - you're with the housing program! Welcome. We have
 
been hoping to talk with you; we've been following this housing
 
program with a great deal of Interest since the Idea first came up
 
some time ago. Now we don't want to sound selfish, but right from
 
the start we want you to know that we hope most of the program will
 
come our way. 
 Due to the way and the speed with which Santo Domingo

has grown, housing has become a very serious problem for most of our
 
Industries' workers.
 

Thus began a conversation with the principal representatives of the

Assoclatl6n of Industries in the Herrera Industrial complex, which employs

an estimated 6,500 workers whose Incomes qualify their families as members
 
of the target group for the current HG program. After a lengthy discussion
 
of the problems which face the employers and their workers, and of the

possible types of involvements and financial commitments which those employers

wanting to participate in the program will probably have to make, interest
 
reamalned strong:
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The need is tremendous. Our employees and workers are
 
faced with extraordinary problems because of the acute shortage of
 
shelter, especially housing which Is located near their Jobs. We as
 
employers feelthe problem keenly, and not only because of the problems.
 
created for our Industries when people are late for work because of
 
neighborhood problems, but also because of the Important relationship
 
which we have with our workers on human and personal basis. Our -,
relations with our employees are In general very good oned; they value
 
theTr jobs with our firms, and we In turn value their good will, their
 
commitment, and we want to do everything we can to keep our employees
 
and to help them to Improve their general living conditions.
 

Other meetings with other employers have yellded similar expressions of
 
Interest in helping workers to address their needs. The president of a large
 
soap and edible oils plant stated:
 

Our workers have many needs, and look to us both on an Individual
 
basis and collectively to help them meet those needs. To the extent
 
we can help, we do everything possible to provide for our workers. Many
 
firms provide to their workers fringe benefits which are not required
 
by law, but which are reasonable, humanitarian, and of benefit to both
 
the workers and the companies. There are programs to supplement the
 
health care provided by the Social Security System. There are programs
 
to help employees purchase means of transportation: In line with people's
 
capacity to pay, and their needs, the transportation programs may help
 
with the purchase of a small motorcycle, or even a bicycle, but we try
 
to help people who have a hard time accumulating enough capital to make
 
cash purchases, and at the same time whom we hate to see fall into debt
 
with the high-interest usurers who so often take advantage of them.
 
Housing, of course, Is a crucial factor, and there is great demand for.
 
help with the purchase of homes. Some years ago we agreed to finance
 
thirteen houses per year for our empoyees, but for the last three years,
 
we have just been setting the funds for that commitment aside in a
 
separate account, for there Is no adequate mechanism through which
 
affordable houses can at this time be acquired for our workers. Our
 
commitment to housing is still very much there, and if your program can
 
help provide a way we can channel our finandlal commitment constructively,
 
we will be delighted.
 

Yet another employer, the owner of a textile mill; explained his feelings
 
in the following words:
 

I've been there. I know poverty; when I migrated to this country
 
I was a very poor man myself. I know what workers in our Industries earn,
 
and I realize how difficult It is for them to make ends meet. A long
 
time ago I realized what the loan sharks were doing to our employees,
 
and I called a meeting. I told them that I wanted everyone who had a
 
loan with the usurers to get that problem off his back, and I set up a
 
loan program for our people. They can borrow anywhere from 10 to 600
 
pesos, and they can pay the loans back in eleven Installments: ten
 
to pay back the loan itself and the eleventh one to put 10% of the loan
 
amount Into the fund so that it will grow and be available for the
 
rest of the workers to use It. I know for a fact that five of my employees
 
have used their loans to obtain housing - this one bought a piece of land,
 
that one needed a new roof, another one Installed running water. Yes,
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I want to participate In a program, If'we can get one going. You come
 
back when you have It figured out, when you can tell me how much ItwIll
 
cost me, and what I hbve to do to Join, and you.can be sure I will do
 
what I can.
 

TRANSCRIPTS OF MEETINGS WITH WOX:(ERS
 

Interviews have been held with a number of the workers In these companies.

Housing Isconsist6ntly a problem. Quantity, quality, availability, location,
 
tenure, services - all are deficient In some measure In everyonets housing
 
situtaion.
 

Pedro E. Durn, a mechanic, Is relatively well-paid at DR$300 a month
 
In a factory. His wife, child, and four young brothers live Ina rented
 
house an hour-and-a-half from town. His wife woOld like to work, but she
 
cannot because there Is
no work near where they live, and she cannot come
 
Into town all day long and leave the child. He pays DRS4. for the house,

which does not have running water or a sanitary sewer connection. Water for
 
washing comes from a river, from whith they haul It In a 55-gallon drum on
 
a cart. Drinking water comes from rain oollected off the roof, when It rains
 
frequently enough. Otherwise they get water from a municipal tank truck
 
that comes around.
 

He must "buy" his electric power from a neighbor, and he pays six pesos
 
a month for It,although he has only three light bulbs: no refrigerator, no
 
television. He Is not terribly worried about losing the house, "tle landlord
 
would have to give me some notice," but he Is not at all happy about having to
 
live so far from work. He could, and would happily, pay 60 or 65 pesos
 
a 
month for something that would be'his. that he could reasonably put his
 
own money Into and hope to Improve over time.
 

Teodora Sanchez, who has worked for eight years as a laborer Inthe
 
factory, lives alone Ina small house she rents from an uncle. 
She has left
 
her two daughters with a relative, as she cannot leave them alone where she
 
lives. Also the nearest school Istoo far for the girls. She pays 35 pesos
 
a month for the house, nearly 20% of the .3382she makes monthly. She has
 
running water Inthe house, from a pipe which she stops up with a plug when
 
she does not need water. She pays 5 pesos a month for electricity. Her house
 
Is far from work; she has to take two "colectIvos" each way to and from work,

at 30 centavos each colectivo. She wants a place nearer work, and where she
 
can have her daughters with her. She could pay a bit more than she Is paying

now; perhaps 40 dr 45 pesos. She wants to know as soon as we have any more
 
Information on the program.
 

Ralmundo Marin has been working at the factory for a year and a half.
 
His wife and seven children live In alittle shock he has made with leftover
 
boards and scrap material which the factory gave him, but every time It rains
 
hard he and his family have to leave the house for fear of being washed away;

he has built on a flood plain by a river, on a piece of land he bought "the
 
rights to" from someone who was there before him. He has lost several of his
 
neighbors to floods, and he worries every time he sees the clouds gather. 
He
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doesn't know whether the authorities will let him stay where he Is,but he
 
does not know where else to go. He paid DR$150 for his "rights" to the land,
 
and spent another 500-600 pesos In building his house. He has managed to get
 
a water pipe to his house, but has to buy his electricity from a neighbor.
 
He pays the neighbor 2 pesos a month; the neighbor pays nothing, as his
 
connection is Illegal. A major problem'forRaimundo isthat there are no
 
community services where he lives. He has to pay 10 pesos a month
 
for a private school which five of his children attend, and ifthere are
 
Illnesses, he must go to a private clinic. He wants to move and calculates
 
he could pay around 40 pesos a month for a house of his own. He Is very
 
concerned about his family, and wants to be considered for a house If anything
 
becomes available.
 

Benita Pujon lives near enough to the factory to walk to work. She
 
lives with her father, along with her six children. So does her sister, with
 
her children. There are fifteen people Inthe house. She helps with house
hold expenses, food, and other costs, and is not sure exactly how much her
 
shelter really costs her. She knows that at the end of each month there Is
 
not much left of her salary of DR$147 a month, which she earns for working In
 
a number of jobs at the factory, where she has been employed for three years.
 
She Is not worried about the security of her tenure where she lives now;
 
her father was given his piece of land In a relocation scheme some time ago.
 
But they are much too crowded, and she wants her own place to live with her
 
family. She is secure In her job, enjoys her work and plans to stay at the
 
factory, and knows that she could find enough money to pay 35 or 40 pesos a
 
month Iftherewere some way she could obtain a place for her family.
 

Celina Gomez sews Inthe textile factory. With premium pay she.makes
 
by exceeding her minimum production quota, she makes a little over $150
 
a month. Her husband does not have a steady Job; he works occasional jobs,.
 
when he can find them, but they cannot count on his Income since he does not
 
have any particular skills. They have one daughter, six years old, who will
 
start second grade this fall. When Celina Is not home, the girl stays with
 
neighbors. Celina and her husband "own" their house; they bought Itthree
 
years ago for DR$1,000. They don't own the land, and hope one day to find
 
the time and money to get clear title to the land. They have water, although
 
the service is poor and there are days without water at times. But they want
 
to stay where they are, and would like to fix up their house.. They want to
 
replace the wood walls with block walls, something more solid and durable than
 
what they have now. They don't have a house payment, or rent to pay, and
 
figure that they could pay 30 pesos a month Ifthey could get a loan to clear
 
up their title and Improve the house.
 

Pablo Sanchez lives with his grandmother In Santo Domingo because he.
 
needs to be near The textile factory, where he is a loom repairman. He earns
 
a pretty good wage at close to RD$300 a month, but he has been unable to find
 
a place for his wife and two children (another on the way, but "that's the
 
last one; things are too expensive today for big families." And they are
 
staying with her parents In a town about 55 kilometers outside the city.
 
Pablo would be willing to pay as much as he could afford If he could find a
 
house near work where hu could live with his family. He doesn't have any
 
other debts, and figures (perhaps a bit optimistically) that he could pay as
 
much as DR$125 a month. He likes his job, hopes to be earning more soon, and
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thinks that he could handle that payment.
 

Lino ValleJo, 32 years old, works as a metal-former and welder in a
 
stainless steel fabrication plant. He lives with his wife and the younges+
 
two of his five children In a low-income neighbofhood close enough to his
 
Job so that he can walk to work. He pays DR$16 per month for the room he
 
lives in; which Is about nine feet by seven feet and constructed of rustic
 
wood boards. The roof Is recycled tin sheets and leaks quite badly when It
 
rains; the water dripping from the roof Joins the rivulets which form on tte
 
floor from the water that blows through the walls and under the door. Lino's
 
older children do not live with him because there Is Just not enough room
 
for them; they stay with his In-laws and Lino and his wife visit them when
ever they can afford to. Lino has been working for the stainless steel
 
company for fourteen months, and would like to see If his oldest boy, who
 
Is fifteen, can get some kind of Job at the plant too. With a family of
 
seven to support, Lino's salary of DR$168 a month gets spent pretty quickly,
 
but he is always timely with his rent payments because the landlord has a
 
reputation for turning people out If they pay late. Lino occupies one of
 
eleven rooms in what looks from the street line a single falrly large house -

It Is only when you add up the numbers of people living in the structure that
 
you realize the density of population In the building. There Is one latrine
 
which the eleven families share, and Lino points out that he has to be In
 
line for it pretty early In the morning since he must be at work by seven
 
o'clock.
 

The rain that finds Its way through the roof Is an annoyance, but In a
 
way It Is welcome, for Lino's water for drinking, cooking, and washing Is
 
rainwater which he collects In an old 55-gallon drum by lis front door. When
 
It doesn't rain for a long spell, he asks a neighbor for water, and she
 
usually gives it to him free. The landlord permits one light bulb-in his room,
 
but charges one peso a month for the privilege. Lino observed, with a certain
 
amusement, that the electric company finally discovered that the landlord
 
had rigged his electric meter (from which he sells the curiont to his tenants)
 
so that it was registering only a small fractlonofthe total use.
 

Sometimes Lino's family runs out of money between paydays. He saysi with
 
admiration, that at those times his wife takes out five or ten pesos that
 
she has been saving, and tides the family over. Does she work, have a part
time Job? No, but she Is always looking for some type of activity that will
 
permit her to contribute to the budget. She makes attractive crochet
 
decorations, and from time to time can sell a few. She would like to work,
 
but she and Lino have discussed the Idea, and they agree that the young

children need her at home now and that since there Is no work In the nleghborhood,
 
employment will have to wait. If they had a little more space In the house
 
they could think about a sewing machine, but as things are there is not even
 
space to put one In the room they live In.
 

Could he afford to pay any more than the DR$16 he now pays for his housing?

Afterwelghing the question, Lino decides that he could; his landlord Is even now
 
talking about raising the rent for the tiny place he has now, and If he were
 
buying his own house, the payments would stay the same as his income.increased
 
over time.
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None of these people save money In any'formal system. There Is seldom
 
any money left by the time each payday comes around, and If there were, there Is
 
a fairly strong Incentive to spend It on a radio, a television, or on
 
furniture. Those Items have two Important attractions: if the family has to
 
move because the landlord wants the house back or because someone comes along
 
and tells them that they must leave because a highway Is going to replace their
 
neighborhood, they take their purchases with them. On the other hand, If the
 
family Is faced with an unexpected need for cash, a radio or a television or
 
a set of chairs can readily be converted to cash. There Is no Incentive to
 
Improve a house which Is either not theirs or which may be washed away tomorrow.
 

Rents, however, are paid on time. That Is Important, for the landlord might
 
ask for the house back - and that would be a big problem. There Is a universal
 
desire for adequate housing, with community facilities, near enough to work to
 
make It practical to commute without spending a lot of time, money and patience.
 
There Is open land In the neighborhood of the factories, and they are aware that
 
some people have just Moved onto that land; but that Is considered a rash move,
 
as it usually is done without anyone's permission, and "you can't count on It 
someone will come along and tell you to go away." Now, If the State, and perhaps
 
the factories, could work together and make some kind of housing program, that
 
would be good.
 

We could afford to pay a reasonable amount for something that would
 
be ours; we know we cannot afford fancy houses, or big ones, but we al.so
 
know that we have to live somewhere. Until something comes along that we
 
can afford, that we can feel secure In, we just stay In these kinds of
 
houses, hoping that the prlces won't go up too fast and force us to move
 
again. And as long as these places are not ours, we put as little Into
 
them as we can;therels, no point In Investing In something which will
 
only benefit the owner later when he rents the house out to another poor
 
family.
 

II. SOCIOCULTURAL FEASIBILITY
 

In the Introduction to this Annex there has been presented material which,
 
It is hoped, puts In vivid and direct terms the kinds of Interest and motivation
 
which the Project Paper Team found In the course of Its mission, with respect
 
to the purposes of the proposed housing program.
 

The remaining portions of this Annex are offered In an effort to clarify,
 
to justify, to place In context, those levels of interest and motivation; to
 
supply the necessary background to understand the reasons why this p'rogram Is
 
socially and culturally an acceptable one In the Dominican Republic today.
 

The pages which follow open with a brief description of the general social
 
context of the Dominican Republic, within which the proposed housing program
 
will operate. The description has purposely been kept brief; further details
 
are available In earlier studies which have preceded the present one (especially
 
AID's Shelter Sector Assessment of 1980).
 

This Annex examines some of the Important characteristics of the Domini-can
 
Republic, and some of the more significant forces and factors which influence
 
the living environment of AID's target group. The specific target group which
 
will benefit directly by participating In the program Is composed of the workers
 
and employees of member firms that are expected to participate In the housing and
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upgrading program financed by the employers, the GODR, and AID. In consequence
 
of migration patterns In the country, the geographic distribution of areas of
 
concentration of employmet opportunities generated by the formal sector,
 
and the administrative constraints which will 
need to be taken Into consideration
 
In designing the financial and Institutional structures which will make possible

the execution of the program, this target group will consist of urban workers
 
and employees (working for firms participating In the CNHE-sponsored housing
 
program) with family Incomes no higher than the urban median Income, which has
 
been determined to be DR$350 per month.
 

The existence and pervasiveness of seriously Inadequate housing conditions
 
In the Dominican Republic have been well-documented in a number of recent
 
studies. I The statistics which have been developed Indicate that Inadequate

housing probably accounts for as much as 85% and 70%, respectively, of the
 
rural and urban stock. The magnitude of these proportions are vividly confirmed
 
by the expanses of shanty dwellings which characterize significant areas of
 
the nation's major urban zones and the precarious dwellings found outside the
 
cities. Many factors, Interacting In complex manners, have contributed to this
 
phenomenon, which Is Indeed severe even by the standards of other developing

countries which In apparently comparable economic conditions do not exhibit such
 
alarming overall deficits in housing.
 

A. GEOGRAPHICAL/HISTORICAL
 

The legacy of more than thirty years of authoritarian rule under TrujilIlo
 
Included a difficult period of readjustment of the power structure of the
 
country, and the formation and consolidation of insti-1utional structures which
 
might have begun earlier to address housing needs were considerably delayed.

Today that process Is well underway, but it will be some time 5afore instltutlons-
public as well as private--reach a level of sophtsttcation and effLciency adequate
 
to produce housing and Its related services at a pace commensurate with the
 
nation's needs.
 

1. GEOGRAPHIC SETTING
 

Nature, while benevolently endowing the Dominican Republic with a comfortable,
 
tempered tropical climate and the elements ersential to a consistenly productive
 
agricultureal sector, has at times turned her fury on the Island republic. The
 
Dominican Republic lies in the general path of hurricanes which are spawned In
 
the south-westpart of the Caribbean Sea, and has suffered considerable damage

from these storms. In 1930 a flerce hurricanewith wind velocities exceeding

240 kilometers per hour was responsible for the deaths of more than 2,000
 
persons, caused extensive damage to buildings, and cut deeply Into the stock of
 
housing in the country. A similar storm In 1979 also left a great deal of
 
destruction In its wake, claiming 2,600 lives and oamaging or destroying an
 
estimated 40,000 houses. Needless to say, It Is the housing of those who can
 
least afford to repair or replace their homes which Is most seriously affected,
 
for the poor in the Dominican Republic make extensive use of Inexpensive and non
durable materials In building their shelter.
 



B. DEMOGRAPHIC SETTING
 

Coupled with a high rate of population growth, patterns:of Internal
 
migration within the country have been major factors In accentuating housing

deficits, with particularly serious Implications In the urban areas to which
 
large numbers of families are moving. The shortage of housing units per se
 
in urban areas, particularly the capitul city of Santo Domingo, Is but one
 
manifestation of a dramatic Inadequacy of all essential services available
 
to urban dwellers, as the means for providing physical and social Infrastructure
 
have been vastly out-stripped by the demand which has resulted from the rapid
 
growth of cities.
 

Data of the National Statistics Office Indicate that the Impact
 
of urbanization I felt mainly in the National District, with Its growth
 
rate for the 1960's of 6.7% and of almost 7% for the 1970's compared
 
with a national growth rate of 3%.
 

The drastic surge In urban population, from 922,099 in 1960, to
 
1,695,900 In 1970, and closer to 2.8 million now, stems from the lack
 
of economic opportunities and prevailing poor conditions In the rural
 
areas. This In-migration of able bodied workers from the countryside
 
clearly has exacerbated the already excessive pressure In urban areas.
 
The tendency Is for women to predominate in rural-urban migration resulting
 
In women comprising a significant portion of the urban poor.
 

The 1970 census indicated that more than 65% of the Dominicans In
 
Santo Domingo and 46% In Santiago had been born elsewhere.2
 

The absolute rate of growth of population In the Dominican Republic h~s
 
historically boen high and remains so today at an estimated 2.9% per year.
 
This factor, considered In light of an extremely young popul~tlion (nearly 60%
 
of the population Is under 20 years of age) and the accelerating tendencies of
 
rural-urban migration, Implies a challenge of extraordinary dimension If adequate
 
housing and urban services are to be provided In the country's cities. It
 
Is enlightening to examine the following figures, which are graphic representa
tions of the population st~tistics which have been presented In earlier studies
 
of the Dominican Republic.
 

Figure A represents the absolute Increase In the population, and Identifies
 
the respective urban and rural oomponents of that population as revealed by
 
studies carried out from 1920 to the present time. The total population is
 
Increasing and Is doing so at an exponential rate. While the rural population

has increased consistently In absolute numbers, Its rate of Increase has been
 
relatively constant, even showing a decline since the early 1970's. By contrast,
 
the urban population, which in 1920 accounted for a relatively small proportion
 
of the total population, has since the early 1960's been Increasing at an
 
accelerating rate.5
 

It can be seen that by the late 1970's the urban P-eas of the Dominican
 
Republic contained fully half the island's population. The dynamics of this
 
shift In the nature of the population from a predominantly rural to a largely.
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urban one can be seen even more clearly In Figure B, which presents the same
 
data In terms of the relative sizes of the populations over time. In both
 
Illustrations, the exponential nature of the Increase In size of the urban
 
population is apparent, and the Implications of such a trend for demands on
 
urban services are clear; a rapidly growing urban population, which Is larg6ly
 
composed of young persons who will tend to form new families and Increase
 
further the demand for housing and services, will place extraordinary demands
 
on the limited resources and capacities of the cities of the Dominican Republic.
 
These implications are especially serious for the capital city of Santo Domingo,
 
where roughly half the current population is composed of fairly recent migrants,
 
and which Is well over four times as large as the second city (Santiago de los
 
Caballeros) and fully fifteen times as large as the third one (San Francisco
 
de Macorls).
 

A predictable consequence of these demographic patterns has been the
 
formation of the spontaneous settlements which characterize a large proportion
 
of the housing available to low-income families In the Dominican Republic.
 
Santo Domingo, where most of the Industrial growtI In the country has taken place,
 
has attracted many persons seeking work as well as the other perceived benefits
 
of urban life; greater access to medical facilities, schools, a generally more
 
varied and interesting life than that offered In rural areas. While this
 
problem Is considerably more acute In Santo Domingo than In other areas, it is
 
safe to state that the promise of employment generated by industrial Installa
tions In most of the Dominican Republic's urban areas has encouraged the
 
development of spontaneous, usually poorly-planned, and largely Ill-serviced
 
settlements which provide much of the housing which serves the Island's low-

Income worker families.
 

In the marginal areas of the larger cities, the frequent lack of land
 
tenure is an increasing problem In that it limits access to formal credit and
 
corresponding upgrading efforts. A very high percentage of the low-income
 
marginal households of Santo Domingo do not have any legal right to the land
 
which they occupy. However, many of the lands occupied by low-income squatter
 
settlements In the peripheral areas of Santo Domingo and other cities throughout
 
the Dominican;Republic form part of the government holdings. The direction of
 
Bienes Naclonales, the agency charged with the adminrstration of government
owned properties, has indicated Its Interest In transferring title to such
 
properties to the actual low-income residents If such activities were part of
 
a comprehensive effort to upgrade the urban squatter settlemtnts'In an Integrated
 
manner and were coordinated with other programs to provide sites with minimal
 
services and reception areas for the burgeoning marginal urban population, which
 
Includes the majority of the families In the target group for the current AID
supported housing program.
 

The distribution of these worker-families In the urban areas of the
 
Dominican Republic Is not uniform. While there are few settlement areas that
 
can accurately be characterized as "company towns", major Industrial complexes
 
(such as the large Zona Industrial de Herrera In the South-west part of Santo
 
Domingo metropolitan area) have tended to exert a strong centripetal Influence
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on their employees, who have sought to settle their families within reasonable
 
distances of the places of employment. There Is not a pattern of close
 
association between the worker settlements end the specific'employer but rather
 
between the chosen place of residence and tne employment itself.
 

C. ECONOMIC
 

1. LEVELS AND COMPOSITION OF INCOME
 

Labor force data show only those Individuals who are actually employed.
 
A large proportion of the economically active population Is chronically unemployed
 
or underemployed. The few employment surveys that have been conducted since
 
1970 have estimated open unemployment at approximately 24% not Including under
employment. It Is estimated that If underemployment were measured In units of
 
unemployment, the nation-wide rate would approach 40%.
 

Data do not permit a breakdown of unemployment and underemployment by
 
occupational category. However, there Is little doubt among employment autho
rities that the highest rates of both unemployment and underemployment occur In
 
the manual and semiskilled categories - the lowest paying positions. On the
 
other hand, shortages also exist in many of the professional, skilled and
 
semi-skilled occupations. The least skilled members of the labor force face
 
great difficulty In improving their Job skills. They are usually offered low
 
pay and Insecure Job tenure.
 

A 1976-1977 household survey by the Central Bank disclosed that the lowest
 
10% of Income recipients earn 2.2% of total urban Income and 1.6% of total
 
rural income. In contrast, the top 10% of Income recipients earned 36.7% of
 
total urban Income and 35.6% of total rural Income. The effects of such low
 
Income levels upon the material well-being of such a proportionately large
 
number of Dominicans are great. Among the more Important Influences that have
 
been statistically measured are those related to Infant and general mortality,
 
nutritional status, fertility rates, level of education, employment opportunr
ties and migration. The most recent comprehensive survey of household Incomes
 
and expenditures for the Dominlcan RepuBlic was carried out by the Central Bank
 
during the period May 1976-April 1977; Its results, which are presented In
 
Table II, are summarized below:
 

TABLE I 

Monthly Household Income Distribution 

1978 

Income Ranges Percentage of Households 
(RD$)' Total Urban Rural 

0-100 
101 -300 
301-600 
601+ 

31.5 
49.0 
13.0 
6.4 

19.8 
50.4 
18.0 
11.8 

39.9 
48.3 
9.4 
2.4 

SOURCE: Banco Central, El Presupuesto de la FamlIla Dominicana, Ingreso y 
Consumo Familiar. (Clted in the 1980, USAID Shelter Sector Assessment,
 
Vol. I, page 1.)
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An updating of these Income figures Indicates tat the current median

family Income In urban areas Is approximately DR$3F).
 

2. EMPLOYMENT PATTERNS
 

The tertiary sector of the economy (see Economic Analysis) absorbs a very

significant proportion of the employed In the Dominican Republic. 
Table II
provides a more detailed description of the relative degrees of importance

of various sectors within the general employment structure of the formal
 
sector. 
 It should be noted, however, that un- and underemployment are serious
problems Inthe Dominican Republic, with estimates Indicating that open un
employment stands at about 24% nationally and Isparticularly high Inareas of
high In-migration such as Santo Domingo, where It exceeds 40% for the 15-25 year

old group.
 

Employemnt opportunitles for low-income families Inthe Dominican Republic

follow much the same patterns that have been observed Inother developing

countries with rapidly growing urban areas and signifk 
ant volumes of ruralurban migration. While opportunities are limited inabsolute terms due to the

far greater demand for than supply of Jobs, they are relatively much more
limited to the recent arrivals who come from rural 
areas where schooling Is

considerably more limited and of lower quality than in urban areas. 
 Literacy
tends to be lowest among recent migrants, a factor which, when combined with
their relative unfamiliarity with the urban fabric, places them at a disadvantage

and generally relegates them to the lowsr rungs of the urban economic ladder.
 

3. PROFILE OF THE URBAN WORKER
 

The following Draft Profile of the Urban Worker prepared by the USAID
Mission in Santo Domingo in 1981 provides some Interesting observalions on an
 
Important segment of AID's target population.
 

Approximately 10% of the economically active population Inthe

Dominican Republic (+160,000) Is Involved with the manufacturlng

Industries. Approximately 50% of the urban workers have less than
6th grade basic education. 
 Fi4lary ranges are largely dependent on

whether a person isemployed In government-owned enterprises Clow salaries),

foreign-owned enterprises, free-zone enterprises, or Industries run by

the traditional Dominican private sector entrepreneurs.
 

The Employment Survey carried out by ONAPLAN In 1979 In Santo Domingo
and Santiago demonstrated that 20% of the workers employed Inmanufacturing

Industries were receiving monthly salaries of over DR$350 and that 68%
of the salaries were above the minimum salary level of JMR125 established

by the Government In 1978. 
 Most of the urban workers are concentrated

Inthe capital city, where 44% of the total urban population Is living.

Santiago, the second largest urban area, Isabsorbing an increasing

number of workers Inthe agro-industrial sector.
 

A factor of 1.54 has been utilized to update the 1976/1977 Incomes to September,
 
1981. See Economic Analysis for further detail.
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TABLE II 

MONTHLY HOUSEHOLD INCOME 
TOTAL AND BY ZONES 

INCOME 	RANGES PERCENTAGES OF HOUSEHOLDS 

(RD$) TOTAL URBAN RURAL 
% Cumulative V Cumulative I S Cumulat ve 

0. - 50.00 10.5 10.5 763 7.3 12.8 12.8 
50.01 - 100.00 .21.0 31.5 12.5 19.8 27.1 39.9 

100.01 - 200.00 65.9 	 50.334.4 	 30.5 37.3 77.2
 
200.01 - 300.00 14.7 80.6 19.9 70.2 
 11.0 88.2
 
300.01 - 400.00 	 87.46.8 	 9.0 79.,2. 5.2 93.4
 
400.01 - 600.00 6.2 93.6 9.0. 88.2 4.2 97.6 
600.01 -- Fjon.O0 2.7 96.3 4.5 92.7 1.3 98.9 
800.01- 1,000.00 1.3 •97.6 2.6' 95.3 0.4 99.3 

•1,000.01 - 1,500.00 1.5 .99.1 3.0 98.3 0.4 99.7
 
1,500.0i - 2,000.00 0.5 99.6 1.0 0.1
99.3 99.8
 
2,000.01 - 3,000.00 0.3 99.9. 0.5 0.1
99.8 	 99.s
 

3,o000.o y ms.. 0.1 100.0 	 100.00.2 	 0.3, 100.0 

Source: 	 Central Bank, The Dominican Family Budget- income and 
expenditure (November, 1978) 

http:3,000.00
http:2,000.01
http:2,000.00
http:1,500.0i
http:1,500.00
http:�1,000.01
http:1,000.00


-18-


TABLE IZr
 

Economically Active Population by Sectors and
 
Urban and Rural Areas
 

1970
 

Total', Urban Areas Rural Areas 
Thou- Thu- Thou- z 
sands sands % sands 

Agriculture, forestry, 

hunting, and fishing 549.3 44.3 46.7 
 9.7 502.6 66.5
 

Mining and quarrying 0.8 0.1 0.4 0.1 0.4 0.1 

Manufacturing industry 101.0 50.68.2 10.5 50.4 6.7 

Electricity, gas, and 
water 1.7 0.1 1.4 0.3 0.3 0 

Construction 28.5 2.3 23.5 4.8 5.0 0.7 

.Commerce 77.1 6.2 56.3 11.6 20.8 2.8 

Transport, storage, and 
communications •:43.3 30.93.5 6.4 12.4 i.6 

Banking, insurance, real
 
estate, and services rendered
 
to business enterprises 20.1 1.6 16.2 3.3 3.9 
 0.5
 

Government and other services 
 153.9 12.4 125.0 25.9 28.9 3.8
 

Activities not adequately
 
defined !_/ 
 263.4 21.3 132.3 27.4 131.1 17.3
 

Total 1,239.1 100.0 483.3 100.0 755.8 100.0 

af Adjusted figures. 

Source: National Statistical Office - 1970 Census. 
(Cited in USAID Shelter Sector Analysis, 1980)
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A sampling carried out among a number of the companies which have
 
Indicated their Interest In participating Inthe proposed housing program
 
yellded the following Information with respect to the Incomes of their eligible
 
workers and employees.*
 

TABLE IV
 

MONTHLY INCOME NUMBER OF PERCENT OF
 
OF WORKERS WORKERS SAMPLE
 

301-350 209 16%
 
251-300 266 21%
 
201-250 290 22%
 
151-200 391 30%
 
125-150 140 11%
 

These data are as of August, 1981, and are expressed In Dominican Pesos.
 
It Is Interesting to note, also, that these ten firms alone count 1,296 potentially
 
eligible workers among their collective labor force, and that an average of
 
79% of the employees and workers employed by these firms are eligible to
 
participate Inthe program, Insofar as their levels of Income are concerned.
 

4. HOUSEHOLD EXPENDITURES
 

Data available on household expenditures are limited and should be Inter
preted with caution. The specific information available Isderived from the
 
1976-1977 Central Bank study,:and Indicates that household expendltures for
 
food range from an average of about 39% In Santo Domingo to about 65% In rural
 
areas. Food isthe largest category of expenditure. Housing Isthe second
 
largett category, ranging from 28% In Santo Domingo to 17% In rural areas.
 
Table V provides greater detail on household expenditures.
 

W The sample gathered data from ten firms, which employed as few as 22 workers 
and as many as 390. 
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TABLE V
 

Average Household Expenditures
 
(percentages)
 

Category Food Housing* Clothing Health Education Other
 

Urban
 

Santo Domingo 38.9 28.0 6.0 4.3 3.5 19.4
 
Rest 50.1 27.5 
 6.0 4.4 1.7 10.3
 
Total T 
 T67.
 

Rural
 

Santo Domingo 58.4 
 27.6 4.0 0.0 0.0 10.0 
Rest 64.9 17.0 5.0 3.5 0.0 8.7 
Total * T " K T. F 

National 51.2 
 23.9 5.9 3.9 1.8 13.3
 

In~ludes rent, Imputed rent, fuels, electricity, furnishings and other
 
household goods.
 

Source: First National Survey of Household Income and Expenditures, Central
 
Bank of the Dominican Republic, Department of Economic Studies, May

.1976-April 1977, Santo Domingo, February 1980.
 
(Cited In USAID Shelter Sector Assessment, 1980.)
 

D. HEALTH, FERTILITY, EDUCATION, AND MOBILITY
 

The state of health of the Dominican population Is not particularly good;

It has been called "precarious" by observers who have noted that conventional
 
health-status Indicators In the Dominican Republic compare quite unfavorably

with those of other developing countries.
 

Age specific mortality rates are quite high. Reliable data regarding the
 
causes of death are not available, but the evidence which does exist suggests

that environmental factors such as Inappropriate diet, lack of sanitary

facilities, insuffleclent access to potable water, and excess fertility, have
 
a profound Influence on mortality--which Inturn suggests that many deaths
 
occur considerably sooner than they should.
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Gastroenterltis Isone of the most commonly-reported Illnesses Inthe
 
Dominican Republic. The frequency of gastrointestinal disorders In the Dominican
 
Republic reflects deficiencies In environmental sanitation to a considerable
 
degree. While about 54% of the urban population had access to potable water,
 
only about 20% of the rural population had such services. As of 1975, piped
 
sewage disposal services were provided to about 37% of the Inhabitants of large

and intermediate size urban centers, or to about 16% of the total population.

Septic tanks are used to a considerable but unknown extent. The majority of
 
rural Inhabitants lack the most rudimentary sanitary facilities.
 

The basic causes of the high Incidence of malnotrition In the Dominican
 
Republic are complex and Incompletely understood. Certainly, poverty plays
 
an Important part. Family incomes for tens of thousands of Dominicans are very

low. Widespread underemployment compounds the problem. Dominican food
 
preferences are also factors that both favor Improved nutrition and act as an
 
obstacle to better nutrition. A widespread preference for rice and beans,

low-cost sources of suitable protein, Is a positive element, but taboos against
 
consuming certain foods by pregnant and nursing mothers, as 
well as by young

children, were judged to be a appreciable constraint. The nutritional status
 
of children Is adversely affected by the high Incidence of gastrointestinal
 
disorders and febrile Illnesses.
 

In summary, the state of health of the Dominican population is considerably

less than optimal; it Is worth noting, however, that one of the factors
 
contributing significantly to the types of illness which are widely reported,
 
Is an inadequate level of environmental sanitation reflected In Inferior or
 
nonexistent degrees of access to potable water and suitable waste disposal
 
systems on the part of many Dominican families. As would be expected, these.
 
Inadequate service levels are widely prevalent--and their consequences for levels
 
of health extremely serious--in those crowded, Ill-planned low Income settlo
ments In urban areas where population densities are extremely high and levels
 
of contamination quite acute.
 

Until recently, fertility was quite high. The 1970 census data disclosed
 
a crude birth rate of 45. There Is some evidence that fertility has now
 
declined. The National Fertility Survey CNFS) of 1975 estimated the crude
 
birth rate at 38.
 

Fertility remains significantly higher In rural than in urban areas. Data
 
also from the NFS reveal that by the time Dominican women have reached the end
 
of their reproductive life, urban women have had an average of six live births
 
while rural women have had an average of eight.
 

The education system In the Dominican Republic is In a state of transition
 
The previous government was responsible for the planning of an'education reform
 
program. The current government has Indicated its Intent to proceed with that
 
reform.
 

A total of 24% of all students starting the first grade In 1970 in rural
 
areas completed the fourth grade In 1974 and 12% finished the sixth grade In
 
1976. Nationwide, the average was 35% for the fourth grade and 26% for the
 
sixth grade, respectively.
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Dropout and repetition ,ates are also much higher In rural areas. As
 
a consequence, It requires an average of approximately nine years of schooling
 
to produce one fourth grade graduate Inthe rural areas as opposed to five
 
years of schooling Inurban areas.
 

A total of 43% of the residents of rural areas over the age of ten were
 
Illiterate In 1970. The comparable figure for urban areas Is 19%.
 

Employment opportunities are commensurate with levels of education and
 
job skills. The low levels of education and job skills possessed by the poor

confine the majority of them to unskilled or semi-skilled manual labor. The
 
majority of the unemployed or underemployed possess little or no education, have
 
no marketable skills and are predominately Inhabitants of the rural areas or
 
recent migrants from there. (See Section 1I-C of this Annex;)
 

Another factor of great Importance Inthe Dominican Republic Isthe present

mobility of the population. During the past several decades, the Dominican
 
Republic has experienced substantial migration from rural to urban areas. The
 
population of Santo Domlngo and of the second largest city, Santiago, Increased
 
by 82% between 1960 and 1970. During the same period the population of the
 
country as a whole Increased by 29.5%. Clearly, the growht of the cities during

the intercensal period was largely due to migration. The migration, Inturn,
 
can be Interpreted as a ra+ional response on the part of rural dwellers to
 
the superior economic opportunities and social services presently offered In.
 
urban areas; Its Implications for~th'eiproposed program are profound and will be
 
examined insome detail in this Annex.
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IV.CURRENT HOUSING CONDITIONS: THE SUPPLY OF AND DEMAND FOR SHELTER
 

Available published data on housing conditions for low-income families In
 
the Dominican Republic are of limited value as accurate measures of the current
 
conditions which characterize the shelter and services available to AID's target
 
group In general and to the Intended beneficiaries of the proposed program In
 
particular.
 

The April 1980 AID Shelter Sector Assessment draws heavily from a 1974 sur
vey conducted by the Ministry of Health and points out that "no attempt has
 
been made to update the 1974 data to 1980." The data are Indicative In nature
 
and are quite useful inthe context of policy formulation and national housing

sector planning activities. Inthe present analysis, they serve to provide a

rough description of the magnitude and severity of the housing problems facing

the country.
 

A. ESTIMATES OF HOUSING DEFICIT
 

The specific -- and urgent -- housing needs faced by the target popula
tion which will benefit from the present AID-supported program are highlighted

by summarizing the Interviews held with members of the target group inthe course
 
of preparing this document (see Introduction).
 

The 962,800 houses which the 1974 Ministry of Health survey counted In
the Dominican Republic were classified as 45% urban and 55% rural, corresponding

to the population distribution determined for 1975 by the National Statistics
 
Office (urban population 45.3% of total; rural 54.7). These numbers further In
dicate an average occupancy rate of 4.88 persons per unit.*
 

A set of specific indicators was developed in earlier studies and
 
employed Inthe 1980 AID Shelter Sector Assessment to quantify the relative magni
tude of the potential demand for housing among the target population. Those
 
Indicators are based on 
limited access to services and housing conditions which
 
are presumed to indicate marginality, and are the following:
 

- Dwelling units of less than three rooms.
 
- Lack of "formal" toilet facilities as part of the dwelling unit.
 
- Obtaining water from a tank, well, 
river or 6ther non-piped source.
 

- Lack of electricity.
 

- Houses built of non-formal materials.
 

- Roofs of non-formal materials.
 

- Earth floors.
 

*Actual family sizes Inthe Dominican Republic are higher than 4.88 members on the
 
average. The World Bank cites an average family size nationwide of 5.8, with an
 
urban average of 5.5 and a rural average of 6.1. These higher indications of family

size correspond to those found In a study of low-income families housed In
a.low
cost condominium project during the mid to late seventies.8/
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On the basis of these criteria, the Shelter Sector Assessment developed.

a conservative estimate of the housing deficit as of 1974, calculating that 13
 to 23% of the urban housing stock did not meetminimum standards of habitability.

For the rural stock, the estimate of Inadequacy was 54 to 63%.* These estimates
 
are summarized below:
 

TABLE VI
 

Total Households Deficient Households
 

Urban 428,900 57,800 - 96,800 13-23
 
Rural 533,900 290,000 - 342,600 54,64
 
Total 962,800 347,800 - 439,400 36-46
 

B. SIGNIFICANCE OF POPULATION DYNAMICS
 

By any measure, these data reveal the critically serious state of the
shelter sector inthe Dominican Republic. 
While at first blush the numbers In

the summary table above suggest that the degree of rural housing deflciency Is

considerably more acute than Its urban counterpart, It is Important to examine
their significance Inmore representative context of population dynamics Inthe

Dominican Republic. 
The following summary table recapitulates the 1975 and 1980

data on urban and rural population for the nation, and forms the basis for exam
ining the Implications of housing deficit patterns over time.
 

TABLE VII
 

Total Population Urban Pop. Rural Pop.
 

1980 5,430,879 2,751,923 2,678,956
 
1975 4,696.793 
 2,128.561 2,568,232
 
Increase 734,086 
 623,362 110,727
 

The dramatic rate at which urban areas are Increasing In population has
been explored insome detail earlier In this Annex. 
If, for purposes of making
rough estimates of housing need, we divide the absolute amounts of urban and rural

population Increase from 1975 to 1980 by the person/house ratio of 4.88 used In

arriving at the deficits, we see that urban areas needed 127,738 new houses Just
to accommodate their population growth during this period. 
This number Is nearly
six times as great as the 22,689 new units needed for rural areas.
 

These numbers, Impressive inthemselves, are even more significant seen
In light of the far greater pressures which result In urban areas 
from the much
higher degree of crowding, Increased concentration of contamination and environmental degradation, and far lesser availability of 
low-cost or free Indigenous
building materials which are extensively used In rural houses. Needless to say.
 

*It should be noted that these percentages are much lower than other estimates of
 
the magnitude of sub-standard proportion of the housing stock. 
As Indicated earlier

these range as high as 85% for rural 
areas and 70% for urban zones. The Shelter
Sector Assessment purposely used a limiting approach to Its calculation with a view
to identifying, Inthe msot specific terms possible, those shelter and service short
falln In greatest need of Immediate attention.
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this condition Is most acute In Santo Domingo, which with a population of 1,044,979
 
In 1977 accounted for 44% of the total urban population of the Island.*
 

AID's 1980 Shelter Sector Assessment describes In considerable detail the
 
shortcomings of the various types of housing available to low Income families In
 
the Dominican Republic. There Is clear agreement that housing in the Dominican
 
Republic Is vastly Inadequate and that there is a great need for more and better
 
housing. AID's analysis of the conditions of the existing housing stock and
 
potential target groups or sub-markets Is based on a broad concept of shelter
 
that Includes not only housing, but also the availability of basic services such
 
as water, sanitation, electricity, and suitable community Infrastructure.
 

The need to build housing to satisfy the demand brought abot by new
 
family formation Is clearly one of the most urgent. Most existing families already

have a place to live, inadequate though it may be. However, should new families
 
not be provided with housing, they will only aggravate the overcrowding and In
crease the marginal squatter settlements which have become characteristic of both
 
urban and rural areas. Table VIII shows the estimated population growth -- urban
 
and rural -- projected through 1990. It is based on an overall population growth

of 2.9%; urban at 5.3 annually and rural at .8% annually. The Shelter Sector
 
Assessment calculated that In order to satisfy this need, an annual average of
 
some 32,900 units of new housing or shelter solutions must be constructed -
29,300 urban units and 3,600 rural units.
 

The approximate breakdown of this demand for new units in terms of low,
 
middle, and upper Income groups for the periods 1980-85 and 1990 Is shown on
 
Table IX.
 

*In late 1980 the National Housing Bank (one of the principal parties to the
 
present program) carried out an Interesting study of an Inner-city tenement block
 
In Santo Domingo. Some of the findings of that study are presented In the Appendix
 
which is attached to this Annex.
 



TABLE VIII 

Population Growth and Housing Need 
.. 1980-90 

Total 
POPULATION * 

Urban Rural 
NEW POPULATION 

Urban Rural 
NEW HOUSEHOLDS** 
Urban Rural 

1980 

1981 

1982 

1983 

1984 

1985 

1990 

5,430,879 

5,598,163 

5,773,348 

5,956,846 

6,149,089 

6,350,534 

7,513,481 

2,751,923 

"2,897,775 

3,051,357 

3,213,079 

3,383,372 

3,562,691 

4,612,326 

2,670,956 

2,700,388 

2,721,991 

2,743,767 

2,765,717 

2,787,843 

2,901,155 

145,852 

153,582 

161,722 

170,293 

179,318 

1,049,635 

21,432 

21,603 

21,776 

21,950 

22,126 

113,312 

26,341 

27,737 

29,208 

30,755 

32,385 

189,567 

3,540 

3,567 

3,596 

3,625 

3,654 

18,714 

% 

• Compound Annual Rate of Increase: National, 2.9; Urban, 5.3; Rural, .8; World Bank. 
k* Average Family Size: National, 5.8; Urban, 5.5; Rural, 6.1; World Bank. 

(Cited in USAID Shelter Sector Assessment, 1980) 
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TABLE IX. 

Estimated Housing Demand by Income Group*
 

Income Group Z
 
1onthly Households Estimated Demand 
 Estimated Demand Est.Demand
1977 1977 
 1980-85 
 1985-90 1980-90
 

0-100 31.5 
 51,845 65,580 
 117,425
 

101-300 49.1 
 80,815 102,230 183,045
 

301-600 13.0 
 .1,395 27,070 
 48,465
 

600+ 
 6.4 10535 
 13320 23855
 

TOTAL*. 
 164,590 208,200 372,790
 

*Source: AID 1980 Shelter Sector Assessment, Vol. 1, p.52.
 

C. PERFORMANCE OF THE FORMAL SECTOR 

Very little more need be said to establish the rough dimension of the
demand for improving existing housing stock and generating a new supply of

shelter and services at a rate commensurate with the growing demand for the
 same. 
 Existing mechanisms and Institutions In the formal sector have found
themselves woefully unable to generate housing and services at a level of

production which approximates the deman.
 

.This problem Is not a new one inthe Dominican Republic nor has itonly

been recognized in recent years. Ar long ago as 1969
 

a Domnican housing expert estimated that In 1967 there had

been a devicil" of 376,495 units. 
 The expert calculated thai
the deficiT could be eliminated by building 18,825 new units

annually during a twenty-year period but that it wuuld be
 
necessary to build arother 21,609 annually Inorder to accom
modate the growth Inpopulation at the then current rate of

growth. 
He noted that this volume of constructlion - an annual

buiding rate of about 40,000 units 
- would exceed all Dominican

capabilities. Other estimates Indicated that In 1961 about 70
 
percent of the housing deficit was 
In rural localities and that

65 percent of all 
units Inthe country were substandard.9/
 



TABLE XI
 

Financing Terms of and Income Groups Served by the Principal Housing
Institutions and Groups in the Formal Sector"1970-l90) 

prices of Housing Financed
 
Minimum Downpayments (D) 
 Income Groups. Served
(Average) 	 Perods(P) 
 (Monthly household
i ntity 	 Maximum Interest Rates (IR) Monthly Payments income) 

INyI 
 RD$7,000 
 Di 1,000-2,500* Minimum RD$50.00 RD$250 or more 
(if
(RD$9,000) 	 P2 15,20,25,30 yrs-
 without subsidy)
 
RD$11",000 
 IRs 5% - 7.5%
 

;avica (ZAV) 	 RD$17,500 D:- "2,500 - 10,000 
 RD$300 or more
 
I . ) P:- .20,2530yrs 	 (4.2% of public em-
RD$22,300 
 IR:" 5% 6.5%* ployees)
 

Iresidencia (P) D1 0 - 1,500 RD$5- 60 
-Information not'available-. P: 20-25 yr. 

INV/SAAP 	 Ro$10,000 D: RD$S500•and up
(RD$15,000) Ps "20-30 yrs
Rb$3o,000. LRs. 9.5 

lancos llipotecario .(Dii RD$12,000 D3 	 RD$650 and up 
(25,000), 	 Ps 25% of monthly
 
RD$75,000 
 income
 

IRi 	 12% (6% closing 
costs)-

Under BNV/SAAP housing policy reorientation (1979), the 	minimum price of housing financed should drop tb at least 
Sre500.. 

(Source:. *USAID Shelter Sector.Assessment, 1980,*Page 67) 

C 

http:RD$50.00


TABLE X
 

Housing Units Financed by the Principal Housing
 
nstitutions and Groups
 

(1972-1975)
 

APPROXIMATE NUMBER OF UNITS FINANCED (1972-1977)***
ENTITY National Santo Domingo Santo Domingo as a
 
Percentage of the Total
 

Instituto Nacional de
 
la Vivienda (INVI) 
 2,080 1,650. 79.4%
 

Instituto de Auxlllos
 
y.Viviendas (IAV) 
 2,246 9,246 
 100.0%
 

La Presidencia (F) LO,790 6,474 
 !: 60.l%* 

Loteria Nacional (LN) 1,250 
 993 79.0%
 

Banco de la Vivienda/
 
ksociaciones de Ahorros
 
y Prestamo (BNV/SAAP) L7,654 L1,465 
 .65.0%**
 

10TAL 
 34,020 22,820 
 67.0
 

Percentage over the period estimated based on data for 1977 only.*

Approximately 19.5% of the 
 total units financed by the SAAP were located in Santiago, for.a
total-of 84.5% in the two principal cities of Lhe nation-during the period 1972-1977.

Although no breakdown is available by numbers of units. financed, the Mortgage B-nks -(OII) made 1,062loans totaling approximately 1UD$44 million during the period. 63% of these loans Vera for single
family housing dnd about 10% for condominiums. Detween 1972-1977, the commercial banks loaned appr6ximately RD$270 million for housing construction financed with the maximum period being 7 years. 

(Source: USAID Shelter Sector Assesstnent, 1980, Page 72)
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During the period 1966-1970, public sector entities In the Dominican

RepuL'ic provided 8,508 units. 
Added to the 5461 home loans made during the,

period by the member association of the Savings and Loan Industry, this represenis a level of production by the formal 
sector of about 13,900 units for the

five-year interval, 
or some 2,782 units annually.
 

Recent performance has improved considerably, to an estimated 39,082

units produced by the formal sector during the period 1972-1977. This output,
which Is presented in Table X by institution, has risen to rorfghly 7,016 units
annually, still 
far short of the 33,000 units represented by the demand Identi
fied above. Furthermore, an examination at Table XI 
reveals that the cost of
most of the units produced from 1970 to 1980 by formal sector entities Is out

of the reach of members of AID's target group (al hough recent reorientations

of policy have brought about a significant improement In the production of
 
relatively low-cost solutions).
 

Clearly, since virtually aUl Dominican families have some sort of shelter,
albeit a very Inadequate one, there is 
an active Informal sector which produces
the bulk of the low-cost houses which enter the national stock each year. 
The
modus operandl of the informal housing production sector Is Incompletely under
stood 
inmost developing countries, and has been the subject of comparatively
little careful study In the Dominican Republic. 
 It is known to exist, It operates

in response to a demand for shelter which exceed the level of production by the
formal 
sector, and it addresses a need for shelter solutions which are 
less

costly than the least expensive others provided by the formal 
sector. To the
 extent that there will 
be a strong demand for very loh-cost shelter for the

foreseeable future, the informal sector will continue to operate.
 

D. REINFORCING THE FORMAL SECTOR
 

The dramtic inbalance between the demand for 
low-cost housing and services,
and the ability of the formal 
sector to respond to that demand In
a timely fashion,

calls for programs which will make It possible for additional mechanisms of production to enter the housing arena. Additional actors msut be put on stage,

and must be brought onstage as soon as possible to try to make more coherent
 
and directed the response to the urgent r~ed for housing.
 

The target gorup of beneficiaries for the prposed AID-financed housing

program differs In
some significant ways from the general below-median-income
 
urban population. While virtuaily all the families wo earn their living In the
socioeconomic informal 
sector of the Dominican Republic belong to AID's be!owmedian Income target group, there is a significant sub-group which, while

clearly within the economic target group AID wishes to address, has entered the
formal sector. For the most part, the members of th!s --oup are located on the
lower rungs of the formal sector ladders; many will 
remain at the lower economic

end of the formal 
sector because of their limited degrees of preparation and
the relativqly few opportunt.s to advince to higher paying (and far scarcer)

jobs.
 

Employers, for their part, are 
interesied In helping their workers and
employees resolve their housing problems. 
While the concern on the part of the
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employers Is certainly not completely an altruistic one -- there are such
 
tangible benefits to the companies as reduced absenteeism, less unrest and
 
agitation for social reform, greater employee loyalty and higher productivity
 

a very genuine and sincere Interest has been expressed by the owners, mana
gers, and personnel officers of the firms that have been Interviewed, In doing

whatever they could to assist their workers In improving the quality of their
 
living environment. (See Introduction)
 

The employers represented by the National Council of Businessmen (CNHE)

in the Dominican Republic not only voiced a concern for the housing problems

faced by their workers and an Interest In participating In a program to benefit
 
those workers, but Indicated that on an Individual level they had engaged in
 
a number of efforts to help their employees purchase or Improve their houses.
 
Larger firms, where union pressures come Into play as part of the overall hous-

Ing Issue, have set up formal schemes to finance dwellings but have found that
 
few houses within the economic reach of their workers are available to finance.
 
Smaller companies have established small-loan programs, and loans have been
 
granted for the purchase or Improvement of housing available on the Informal
 
market. Yet other companies have established policies of donating to their
 
workers such materials as shipping crates, pallets, surplus corrugated Iron
 
sheeting, lumber, and other materials which form an Important element In low
cost shelter construction.
 

E. POSSIBLE CONSTRAINTS AND OBSTACLES
 

The proposed housing program appears to be a sound one, abundantly jsuti
fled on the basis of the benefits which It will produce for the direct target
 
group which It will serve as well as for the corrollary advantages it offers.
 
These direct and Indirect benefits have been examined In some detail in this
 
and the other Annexes to the Project Paper.
 

The implementation of the program will 
not be without certain problems,

and it Is worth considering what some of these possible constraints and obstacles
 
may be and how their resolution may best be approached.
 

F. INSTITUTIONAL CONSIDERATIONS
 

By Its very nature as a housing program which will Involve the public

and private sectors of the Dominican Republic more closely in project execution
 
than has usually been the case In other activities, this housing program will
 
require a much higher degree of Inter-institutional collaboration than would
 
programs of a simpler design. Furthermore, the nature of the entities Involved
 
will require some Innovative approaches to that collaboration.
 

Earlier efforts to develop a joint public-private housing program en
countered difficulties In identifying those Institutions most appropriate for
 
efficient project execution. Extensive negotiations prior to and during the
 
preparation of 
this Project Paper have given every Indication that the best mix
 
of Institutions has been identified; all 
key Institutions on which the viability

of the program will depend have participated in detailed discussions on the de
sign and operation of the program, and there Is clear agreement on the division
 
of responslbilities among thoseinstitutlons. Firm committments have been given
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by the appropriate senior officials of those organizations to the execution, In
principle, of the program, and working agreements are now In the drafting stage
to ensure a suitably agile and responsive program design.
 

Legal and administrative reviews of draft working documents are now
underway and should be completed In
a timely manner for the project execution
to begin on schedule. Individual businesses and firms associated with the CNHE
will participate In the program TO the extent and degree that they deem appro
priate In relation to the amount of assistance they can provide to their workers.
They will furnish the necessary employer contributions of downpayments and

interest dlfferen.lal; they will 
furnis also the necessary guarantees of loans
 
to their employees.
 

The Banco Nacional de la Vivienda (BNV) will 
act as the Borrower under
the HG program, with the full guaranty of the GODR for the loan. 
 They will
 oversee the actual 
Implementation of the program through their member Savings
and Loan Associations, which in turn wi!l 
assume responsibilIty for loan origination to elgible borrowers as well as 
for oversight of the construction of
 
sub-projects.
 

G. SUPPLY/DEMAND DISEQUILIBRIUM AND ITS POSSIBLE IMPLICATIONS
 

It Is clear from the results of the analysis of the magnitude of the
urban housing deficit, and the rate of the growth of demand for new 
low-cost
housing in urban areas 
In the Dominican Republic, that the proposed housing

program can only begin to address a small portion of the total demand. 
 Even
when only the effective housing demand on the part of below-median-income workers
In companies affiliated with the CNHE Is measured against the maximum probable
output of 
new and Improved housing which this program will generate, the disparity of proportion is clearly evident: one single Industrial 
zone (the Zona
Industrial 
de Herrera In Santo Domingo) is estimated to count among the employees
of its businesses and factories approximately 6,500 below-median-income workers
 
who would In principle be eligible for the program.
 

What are the Implications of this considerable mismatch between the
projected volume of housing produced by this program, and the vastness of the
demand? It is recognized that one of the Important 
functions which the program
is intended to serve 
is that of Increasing the level of contentment among the
workers in the participating industries. 
Will the effect perhaps be just the
opposite, aggravating tensions rather than reducing them? 
Clearly, the benefits
of the program cannot be divided evenly among all the members of the target
group. 
 Not everyone will be able to be reached, certainly not with this 
initial
 
program effort.
 

The questions posed are legitimate ones, deserving ef serious consideration not only in principle, but also In terms of undertaking program design In
such a manner that the equity of the program Is as greai as possible, and in
cush a way that the percept ion of the program on 
the part of the target group
Is one of an equitable arrangement. It will be extremely important to achieve
this; 
It need not be unduly difficult. 
 Benefits are simply not distributed

evenly in life -- and no one Is more aware of this than those who are on the

short end of the distribution list: the poor.
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The poor know very well where they stand with respect to the general

flow of the economies of their countries.* True, they cannot quantify what they

know In terms of Income percentIles, GDP, or other terms sIgnIfIcan to scIentists
 
in the field 	of economics. But the vicissitudes of their countries' economies,

the Internal 	as well 
as the external pressures acting on those economies, trans
late directly and very rapidly Into changes In and pressures on the family bud
gets of low Income families. 
They are poor, and they will probably not be rich
 
anytine soon. There just isn't that much richness to go around.
 

But the national socioeconomic structure within which they live 
Is
 
concerned with helping the relatively-poor solve their problems. The target

group knows this. 
The target group Is aware that there are national systems

for health care, for worker training, for education. They also know that these
 
systems are Imperfect, that they seldom meet their needs fully. 
 The target
 
group Is in this respect remarkably--commendably, even enviably--self sufficient
 
and elastic to an impressive degree. 
 (What the formal secotr can provide, fine.
 
What It doesn't provide, I'll find on my own or do without.)
 

The proposed housing program will contribute a small but Important

Increment to the supply of 
low-cost housing available to this group of families.

Employers will play a significant role In the program, and will 
have a great

deal to say about the way in which the program reaches their workers. It Is
 
very much In their interest, as they are keenly aware, that this program be
 
presented In a way which Is seen as reasonable and acceptable by tho potential

beneficiaries  both the ones that receive new or improved houses and the ones

who "qualified" for the program but did not receive improved housing.
 

What practical program obstacles or constraints does this Issue suggest?

Certainly, the need for thought ful design of selection creterla for potential

beneficiaries. Suitable beneficiary selection systems have seldom veen easy to

engineer; they have always been difficult to Implement. The substantial involve
ment--not only as the sponsoring entity but as financial contributor--of the
 
business community adds to the beneficiary selection Issue io the present program a degree of complexity not normally present In traditional public-sector

social-interest undertakings. 
 It Is not at all difficult to Imagine the follow
ing exchange between a businessman wanting to take advantage of the AID-supported

program for his employees, and a representative of the National Council of
 
Businessmen (CNHE):
 

Employer: 	 Fine, I have seventy-eight workers who earn less than
 
the program Income limit. But I can only afford to help

five of them each year, given what the program means for
 
my company In terms of Immediate and long-term commit
ment.
 

CNHE: 
 That's perfectly OK. The program Is envisioned as one which
 
will let each of you member companies bite off only as much
 
as you can chew. 
We are delighted that the Government has
 
agreed to back this program so that we can get the long
term money we need for housing programs, but none of us are
 
playing with mirrors: we all know what It cost. 
 Did you

receive the latest flyer with the breakdown of what the
 
contribution from you would be?
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Employer: 
 Yes, I got It last week.- That Is how I calculated I could
 
pay for five houses a year. And I know who I would like
 
to offer them to.
 

CNHE: 	 That's fine. You know which of your employees you want to
 
help, and no one but you can make that Judgement. But we
 
do have to ask you to adopt certain general guidelines for
 
the final selection of beneficiaries - nothing rigid, but
 
just to ensure that the benefits of this program go to
 
families that really need help, and so that you as an
 
employer don't get your tie Ina wringer with the unions
 
or anyone else who could question the way these loans are
 
being adjudicated.
 

Employer: 	 You know I'll not have any objections to that. Send me the
 
guidelines, and I'll have my personnel office get to work
 
on the question right away.
 

CNHE: 	 Better than that. Look: this program is going to be used
 
by a lot of firms. Your company Is in shoes, that one is
 
in textiles, the other one's in plastics, over there there's
 
someone In some other field that wants to use the program.

That's great. On the one hand, as the representatives

of the private sector we want to make sure all businesses
 
and enterprises have access to the loans--we would be fail
ing our own constituency ifwe didn't--but on the other
 
hand, we want to make sure that everyone Is playing by

the same rules. So, we're working with the National Hous
ing Bank to develop some printed materials which each
 
interested employer can distribute to his workers. It
 
kind of takes you off the hook for the details of porgram

design, while giving you a chance to tcl all your employees

about the program.
 

Employer: 	 Good. I'm glad to hear that. 
Having the Imprimatur of the
 
CNHE on the 	program will go a long way toward making It
 
more formal, 	more general. Itbecomes something we are
 
participating in,rather than something we are running
 
overselves...
 

CNHE: 	 Right, That's the Idea. 
 Once you have received the flyers

we'll be sending you, talk them over with your personnel

office, work over your own weighting system that can operate

within the general selection criteria, and we can go for
ward. 
We have put a man on the housing program full-time,
 
and he will be arranging to visit each of you.
 

The example offered above Is purely Illustrative but entirely plausible. There
 
is no doubt at all that there will be problems, and Important ones, which will

need to be solved prior to and during program execution. It Is Important to
 
nol-e, however, that the desire to solve the prob!ems Is present among the

Institutions 	which will be Involved, and that there Is
a good base of exper
ience on which to build.
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The BNV isa sound Institution, and has a good history of financial
 
management of housing programs. 
The busienss of the CNHE and its membership

isjust that: business. There Isabundant management experience Inthe organi
zation, and there is every reason to believe that -itwill perform efficiently

and competently Incarrying out Its responsibilities Inconnection with the

proposed program. An Important element will be added by AID Inthe executtion
 
of the program: specific technical assistance. A resident advisor assisted
 
as needed by short-term specialists, will stay with the program on a full-time
 
basis, and will work closely with the Implementing organizations to ensure
 
program success.
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IV. BENEFITS OF PROPOSED PROGRAM
 

The proposed AID-supported paogram will capitalize on the confluent needs
and Interests of workers and their employers, and will help to Integrate those

needs and Interests in a mechanism which recognizes also the expressed Interest
 
on the part of the formal sector housing Institutions (especially the National
 
Housing Bank - BNV) In participating In such a program.
 

A. HEALTH AND CHILD CARE:
 

Although they are Incompletely understood, the linkages between Improved
health and Improved housing and Infrastructure services are universally recognized.

Many of the members of the current program's intended target group live today in

extremely precarious conditions, 
In dwellings which are unsafe, unsanitary,

poorly located, and served minimally or not at all by piped water, adequate

sanitation, and good access to transportation and community facilities.
 

The provision of adequate child care 
In such living conditions Is extraordinarily difficult, at times Impossible, when suitable sources of water for drinking, washing, and cleaning of clothes and dishes are not available. As the pro
posed program will Improve access on the part of the target group to such

essential services, it will have a very posit'f'e Impact on the degree and quality
of health maintenance of the families In general, 
and of the provision of child
 
care in particular. This will 
be of special Importance to the families of workers

benefitting under this program; although the workers themselves may have access
during working hours to potable water and serviced anitary facilities at or near

their job sites, the members of the family who remain at home may not have any

adequate access to such services.
 

The Dominican Republic has an expanding program of public hcal!h centers,
which provide an Important service to low-income families who can Ill-afford

the costs of private medical attention. Ironically, the coverage of the public

health system is least adequate In the places where large numbers of the low-

Income population live: the 
largely unplanned settlements produced by the informal
sector. The proposed program which AID will support will do a great deal to
address this problem, by ensuring a closer linkage between planning for the various

needs of communities through the Involvement of the formal 
sector and the delivery

of those services needed.
 

B. EDUCATION:
 

Many of the same problems which appear In the context of the Health Issue
discussed earlier characterize also the educaton features of low-income areas in
the Dominican Republic. Families who settle in Informal housing zones often do so
 
years before the official planning apparatus can respond and install the needed
school facilities. 
Worse yet, as many Informal settlements have sprung up on

land that is either slated for some future non-residential use (highways,

municipal buildings, or privately-held lands) or has been deemed unfit for habi
tation (flood-prone, subject to excess erosion, overly contaminated by Industry

or garbage dumping) and will probably never be provided with school 
facilities.

Thus, families In these settlements must eigher make a considerable financial

sacrifice to send their children to private schools (which a great many do) or

find that they cannot enroll their children In school at all.
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Once again, the collaboration of the public-sector planning organizations
 
In the proposed housing program will greatly alleviate the current shortage of
 
educational facilities and opportunities facing the Intended beneficiaries, and
 
will enable those families to Improve the level of schooling of their children.
 
It Is to be expected that additional benefits from adult education and literacy
 
programs will contribute to a general upgrading of the families' educational
 
standing.
 

C. ROLES OF WOMEN:
 

Women will benefit in a number of significant ways from the proposed
 
program. In cases where It is women themselves who are the workers/income
 
earners toward which the program Ii directed*, their opportunities to partici
pate In the formal sector will be Increased. They will have improved access to
 
credit, to a mechanism for obtaining a better level of shelter and Improved
 
services for their housing expenditures.
 

In the cases where women are the direct beneficiaries of Improved hous-

Ing through the program, opportunities for other economic activities in their
 
housholds will be Improved, as will the physical, community and social Infra
structures of their homes and their neighborhoods.
 

Women will clearly enjoy significant benefits also In those cases where
 
they are not the main wage-earners on whose Income and connection with the
 
formal employment sector participation in the program will be predicted. The
 
Improved housing and service levels which have earlier been discussed with
 
have direct and tangible benefits to their daily lives. Reduced carrying of
 
water, improved access to services, electricity, schools, clinics, transportation

will all produce direct and positive Improvements In the quality of life. The
 
feasibility of undertaking economically-rewarding activities In the home or
 
immediate community will be greatly enhanced.
 

*It Is expected that women will form an Important segment of the program's
 
target population. While full det;is of the target group's profile are not
 
available at this moment, significant Indications have been obtained. The
 
textile Industry employs an estimated 80% female workforce, and a great many
 
of the woman that comprise this labor group are female heads of households.
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V. SPREAD EFFECTS, SOCIAL CONSEQUENCES, AND BENEFIT INCIDENCE
 

The proposed housing program Is especially significant as a model for large
scale future activities of a similar sor, as It contains a combination of elements
 
which have not heretofore characterized any shelter and services upgrading efforts
 
targeted at socioeconomic groups at the level of the one which will benefit from
 
this AID-supported program. The private Dominican business community will pro
vide a significant Institutional and financial contribution to the program,

through the provision of Initial payments on behalf of Its employees and a
 
contribution toward the Interest payments due on the long-term loaf.; with which
 
the shelter will be financed. As additional indirect contricutlons, It will In
 
differerct cases help with the provision or purchase of land for parts of the
 
program, when Government-owned land Is not readily available for or suitable to
 
a social-interest housing program. Finally, itwill promote the housing program

actively among its eligible employees, with a view to Involving as many of them
 
in the program as possible.
 

The Nalonal Housing Bank will administer the financial aspects of the
 
program, as well as overseeing the supervision of Individual loan origination

activities by member Savings and Loans Associations and the necessary construc
tion supervision. Through Its Involvement, the BNV and Its member S&L's will
 
manage to reach more deeply Into low-cost housing than they have done to date.
 
This effort will be considerably simplified for them, Interms of the possible

risk posed by offering financing to a new sector of the housing market, by the
 
participation and guarantees given by the National Council of Businessman and
 
its member firms.
 

Through its active encouragement of the housing program, and Its guaranty

to AID of the repayment of the HG loan, the Central Government directly lends Its
 
support and encouragement to a substantial program which will reach the lowest
income families within the formal economic sector of the Dominican Republic,

and will thus help to extned to those families an opportunity to Improve their
 
standing inthe country through Improved living conditions, access to credit, and
 
better communities.
 

The collabroation of the public and private sectors Inthis program Is
a
 
particularly noteworthy accomplishment. It represents the most significant of
 
a number of novel examples oi Increased participation among sectors and institu
tions which have not heretofore collaborated clcsely, and certainly not Ina pro
gram as clearly In the Interest of a currently disadvantaged group as the present
 
one.
 

In the past, the private sector Inthe Dominican Republic has been engaged,

to a limited degree, in helping to address the problems of lower-Income groups.

Housing, by Its nature, facilitates addressing a number of basic needs--water,
 
sanitation, transport, proximity to schools and other elements of social
 
infrastructure--and thus the private sector through this program adopts a much
 
more active role in recognizing and Improving the living conditions of the families
 
in the formal economic sector who are least able to solve all their own problems

without programs which allow them to make the most of their limited means.
 

It is not envisioned that massive blocks of low-cost housing will be built
 
under the program. Thus, as small housing communities arise within tha overall
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social fabric of urban areas In the Dominican Republic, these will provide a
 
stimulus for surrounding areas to consider possible ways of upgrading, as well*
 
as providing a base of social Infrastaucture which can be shared with surrounding
 
communities and nelghborhooods.
 

Thus, also, Individual households which participate in the Home Improvement
 
component of the proposed program will tend to stimulate a general economic
 
upswing In their communities, by creating employment for small contractors,
 
plumbers,carpenters, masons, and others partilIpaIng In the activities.
 

A general Improvement In the current depressed state of the construction
 
Industry is expected. This will be particularly Important to the labor-inten
sive part of the construction Industry, which has not been well-absorbed by the
 
capital-intensive public works Cdams, highways) which have been impontant sector
 
projects recently. The type of construction employment generated by the proposed

housing program will provide jobs to many currently un- or underemployed persons
 
with relatively few skills, who can easily be given sufficient training to
 
work well and productively In the building of the houses contemplated for the
 
program.
 

Clear Improvements in health, education, and community Infrastructure
 
levels are expected to result fnom the proposed program, and have been discussed
 
at some length earlier In this Annex. In addition, It Is expected that the
 
beneficiaries of the shelter generated by the proposed program will find that
 
they get a much better housing "buy" for the money they spend, than they do now.
 
Rents for very small and poorly-serviced houses are quite high, If quantified
 
by such standards as rents per square meter of dwelling. A person may only spend.'
 
a few pesos a month on water, but that price Is very high per unit If the only
 
water Is bought, by the bucket, from a neighbor. Entry Into the formal sector
 
for the obtentlon of housing and Its supporting Infrastructures services will
 
greatly Improve the efficiency with which the participating families make their
 
purchases of shelter and services.
 

Improved levels of organization are expected to result on the part of the
 
beneficiaries as well, as they are Involved In training and orientatiin
 
programs necessary to participate In the program. Workers, their co-workers,
 
employers, the BNV - these as well as other participating groups will be collabor
ating In jointly addressing problems, and this effort should provide a learning
 
and broadening experience for all the actors Involved.
 

To the extent that this program will provide a model for heightened

collaboration by different groups working to resolve common problems, It will
 
have a great deal of value In stimulating a continuation of such approaches to
 
joint problem-solving In the Dominican Republic In the future.
 

In summary, this program will present an extraordinary opportunity for
 
d;verse elements to work together In addressing a number of Issues which the
 
AID Mission has Identified as crucial to the development and tmproemefit of.urban
 
areas in the Dominican Republic.
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For the urban poor, since their key problem Is unemployment
 
and underemployemnt, putting them to work Is the first step In moving them
 
up from poverty. Oonsequently, any urban development activity,-i.e.,
 
health, education, small business, housing and training should have an
 
employment generation Impact. In this respect AID will support...
 
programs that emphasize small business, vocationaill 7 alning, and upgrading
 
of manpower skills directly related to employment.-


The proposed program not only addresses directly the problems of housing
 
and Its related services, but respondd quite well, also, the AID's overall concern
 
with urban development activities. The degree to which the proposed housing
 
program matches the joint goals and policies of the GODR and AID Is high
 

in the following excerpts from the most recent CDSS:
 

The Dominican Republic Is characterized by a heavy Involvement
 
of the private sector In social and economic development, and
 
public policy has attempted to strengthen this participation.
 
The resultant pluralism and a resultant boarder base of partici
pation In development activities broadens the base of funds and
 
human resources available fo, (Page 19.)
 

The Mission's strategy has been to work closely with the GODR
 
and other entities, Including the private sector, to rdentify pro
blems and/or sets of sub-problems, establish the major constraints
 
to their resolution, Identify the range of solutions available,
 
select those most appropriate, list the resources available from
 
all sources to deal with them, and establish priorities of both
 
timing and resources for their treatment. (Page 28.)
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APPENDIX
 

InSeptember 1980 the National Housing Bank studied an Inner-city
 
tenement block which was Judged to be reasonably representative of the
 
housing conditions In which many low-income families live. Some of the
 
findings of that study are presented here, to provide the Interested
 
reader with some additional Information on costs, areas, and housing

quality. It should be remembered that this kind of housing is but one
 
of the types generally available to low-income families, and since the
 
supply of low-cost Inner-city housing Is by Its nature limited, It
 
represents a diminishlng segment of the low-cost housing stock In urban
 
areas of the Dominican Republic today.
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Some Insight Into the Informal houting market Is provided by a recently
completed study, (September 1980) of a city block' located In a represen
tative section of the older part 6f Santo Domingo. The study, carried out
 
by the National Housing Bank, examined Block #917 Inthe. First Cadastral
 
District of Santo Domingo. The block contained 105 structures, and the
 
following table summarizes the per unit areas and per capita areas, by
 
type of structure.
 

A B C D E 

1. Peripheral Units .37 2,840.75 77 201 14.13
 
(housing) 

2. Interior Units 57 920,70 16.15 181 5.08 

(housing)
 

3. Total Units (housing) 94 3,761.45 40.01 382 9.84
 

4. Co (xnical Units 11 581.08 58.02 n.a. n.a.
 

5. total Units 105 4,342.53 41.35 

A. Number of Units 7). Number of Inhabitants 
B. Area.(in m2) ,. Area per capita in u2 (average) 
C. Average Area/Unit (in m2)
 

The city block which was studied Istypical of many of the central urban
 
areas where large numbersof low-income families live. It Isa square block,

100meters per side, and the lots have a frontage of 10 nmters and varying

depths. The housing units, as Indicated Inthe table above, are of two types:

those which are around the outside of the block and have direct access to
 
the:streets, and those much smaller Interior units which are built on the
 
lots behind the peripheral'houses.
 

The following data were obtained for the housing units studies In the
 
survey:
 

Room Berooms
 
(average) (average)
 

Peripheral units 6.86 2.97
 

Interior Units 2.19 1.03
 

Pedpheral Interior 
Units Units Average

Monthly Rent (RD$/m2) 1.80 0.55 3.47 

Area/Inhabitant (m2 ) .14.13 5.08 9.84 

Month Rent (RD$/Inhabitant) 24.43 2.78 11.55 

Monthly Rent (RD$/family) 135.30 14.73 61.21
 
Area/family (m2) , 74.88 26.92 52.15
 

http:4,342.53
http:3,761.45
http:2,840.75
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Itwas determined that the 48% of the population In the block that IlIved
 
in the.perlpheral units occupied 75.5% of the constructed area; the 52% that 
.
 
lived In the Interior units occupied 24.5 of the constructed area. The
 
"peripnerai" families consumed 67% of the electric usage In the block, the
 
"Interior" families 33%.
 

Seventy-three percent of the "peripheral" families are the legal owners of
 
their land and houses. 86% have made enlargements or modifications to their
 
houses. The 27% who rent th6i.r houses pay an average monthly rent of rJR$135.30.
 

By contrast, none of the "interior" families legally own the land on which
 
they live. Their systems of tenancy vary from just "being there", to renting
 
the land, buying the structureor a portion of It, sub-letting, etc. 40% of
 
the Interior houses have block walls, 30% wood walls, and the remlnin 30%,
 
walls of waste wood, cardboard, scabenged corrugated Iron sheets and other
 
salvaged materials. Roofs are almost all of zinc sheeting. The avera le unit
 

.
area Is 26.9m These families pay an average of DR$14.73 In monthly rent plus
 
an average of DR$8.95 for electric power, which most buy from one of the
 
"peripheral" famillet 
 who have a formally-installed meter.
 

The type of Inner-city tenement situation (known In the Dominican
 
Republic as duarterla or a traspatlo) is one Important source of low-cost
 
housing for families of lImited means, but It Is a form which by virtue of its
 
location within the confined core of the cities cannot significantly expand to
 
meet the rapidly growing demand for shelter. This,:,of course, Is one Important
 
factor in the growing Informal settlement patterns which earlier studies have
 
observed and analyzed. Here, again, the Informal'housing sector Is busily
 
striving to meet the strong demand for modestly-priced houses, and Is to a
 
significant degree succeeding. It Is doing so, however, at the expense of*
 
producing many poorly-planned and badly-serviced neighborhoods, whIch promise
 
to be expensive and difficult to upgrade on a large scale in the future.
 

http:DR$14.73
http:rJR$135.30
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Noabre de la IErea ThIL~1Fc; rIpA. C. FRf A. 

Direcci6n do la Em[resa: IUICOLAS lF. ovANDO #433
 
Tipo de Em,resa: - F-nomCa PUERTAS Y VEIAS
 

NWvero Total de Ealeados: 134 

Nedina Total de $111 37ZE3.72 W~nsusl ) 

Quinceral Wr 

Del total de empleados indicados arriha, tm ni~ro de~ perciben 
un irngreso rensual no superior a $RD350.00 mensual. Fstos estdn cdistribuidos 

en la form sigmuente: 

INGX-QS DINSLIAL NLNW DE D1LEAW0S
 
do '7RD 301 hasta 350 
 19 
do 251 hasta 300 3
 
-d---- 201 hasta 250 37 
do 151lhasta 200 22 
do 125hastal150 1 

Por favor i'ildiqje si su eupresa. tiene los siguintes beneficios munrales 
para los e~'leados que ganan no -dsdo $RJ)350,00 nensual: 

c.ero 11Wdico Privado S' ( 
Plan em Jubilaciones y Pensiones Frivado SI NO (
Plan do Transporte stlY w 
Plani de 'rsams SI ND)?J 
Orros Beneficios S4arginales (favor do osrnecificar)_ ____ 

7stir-amys quo nuestra empresa po-Iria estar interosaia vivw. 4 .ev's ni. 
pria'rar a~io y 8, viviendas sdicionalos porea. 

?IreparaJo por7~ Fcha: 19 deAnato/p1 
3rao: uontflt~r 

40TA: Dcvnulvala de lxruxliato (preferibrvnamire 
a rmnm) A: CM=10j NaiOMI~n L6K%-r!COPIA C,Idrd Daminlcana de la do F'1presa (Cgl~)Construccl6n--Calla Fantino 
 Edif. tnor-Nn6ar
 

Fi;bco No.148 --En,%.Naco 
 Av. A. Lincoln Ro.3056, 7ffn,
 
piso. Santo Dorjiino, D.N. 

http:RD350.00
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