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An Asia Project Advisory Committee (APAC) Meeting is
scheduled for Monday, September 25, 1978, at 10:00 a.m.
in Room 1912 IN.S. to consider the proposed autihorization
from FY 78 authority of a second tranche in the Korea
HIG for FY's 77 and 78 of $25 million.

A copy of a progress report prepared by the Regional
Housing and Urban Development Office (RHUDO/Seoul)
detailing achievements in meeting objectives of the
total HIG program is distributed with this announcement
to APAC members as well as a draft memo to AA/ASIA for
authorization of the tranche. Copies of the PP were
distributed last year. If unable to locate, a limited
number of copies is available from ASIA/IK or ASIA/PD.

Also distributed with this announcement is a brief
issues paper developed after the Project Committee
Meeting held September 20, 1978.

Your participation is invited.

Attachments:
1. RHUDO/Seoul Progress Report
2. Draft Memo to AA/ASIA
3. Issues Paper

Distribution: - . ,
AA/ASIA:JHSullivan STATE/EA/K:ESHurwitz
DAA/ASIA:MHBAdler OMB:RGreenstein
ASIA/PD:ARLove/MMPehl/MSinding/JSloan PPC/PAIS/IPM:
ASIA/TR:TCClark/ECarlson RCunningham
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ASIA/DP:RHalligan/RRoan PPC/PAIS:LLarocca
PPC/PDPR:NCohen (2)/EHogan AA/DS:SLevin

GC/ASIA:HMorris
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DS/H:PKimm/DMcVoy/JGrossman/MKitay/SWalsh
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Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan



PROGRESS REPORT:

KOREA HOUSING GUARANTY PROGRAM 1977-78



PROGRESS REPORT:

KOREA HOUSING GUARANTY PROGRAM 1977-78

In September 1977, the Asia Bureau and the Development
Loan Committee reviewed and approved a two-year (1977-78)
Housing Guaranty Program for Korea. Originally submitted
as a $50 million program, the two-year program was sub-
sequently reduced by the Asia Bureau to a level of $40
million. The first tranche of $15 million was authorized
on September 30, 1977, and a loan negotiated and agree-
ments signed on November 20, 1977. Authorization of the

second phase was to be made on the basis of a report of
satisfactory progress of the first-phase implementation.

The 1977 phase of the two-year program was designed to
assist the KNHC provide expanded opportunities for housing
for lower-income families, with the introduction of a
graduated-payment mortgage system. The 1977 program was
also designed to assist the KHB undertake analysis of its
current operations and procedures in order to prepare the
KHB to expand its operations to include provision of hous-
ing finance for lower-income families. The second-phase
1978 loan is intended to build upon the progress under
phase 1, to assist the KHB actually imolement new and
innovative programs addressing shelter needs of lower-
income families.

PROGRESS AND CURRENT STATUS

A. KNHC Program

As of June 30, 1978, $10 million of the $15 million HG loan
has been disbursed. A total of 1,770 units have been con-
structed and sold in the Seoul area, utilizing the graduated-
payment mortgage technique. Construction has also begun on
800 units in Masan, Andong, and Kumi. Construction is
scheduled to begin on another 1,070 in June, July, and
August, with completion scheduled for November and December
1978 and June 1979.

The original estimate prepared in August 1977, for the con-
struction of 4,520 units in Seocul and secondary cities was
revised in June 1978, as the result of unexpected increases

in costs of land and construction. The revised plan is for
construction of 3,640 units. The number of units in Seoul
have been reduced from 3,270 (72%) to 1,770 (49%), and the
units in smaller growth centers have been increased from 1,250
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(28%) to 1,870 (51%). The mix of units is 47% 10- to 1ll-
pyong apartments and row houses, 15 8-pyong apartments
and row houscs, and 38% 13-pyong apartments. Target in-
come groups and income limitations have been established
ranging from 15 to 3C percentile in Scoul and 20 to 50
percentile in smaller cities. A 10° sample of units
completea and occupied in Secul indicated that 11% of the
purchasecrs arc below the 20 percentile and 100% arc below
the 30 percentile. Verification of family incomes in
Koreca continues to be difficult; however, KNHC has intro-
duced as part of the AID project a verificavion procedure
requiring income certificates f{rom employers or income
tax certificates for those who are self-employed. The
available evidence indicates the AID projects in Seoul
have been successful in reaching lower-income families.

As part of the 1977 program the KNHC developed with AID
consultant assistance a graduatcd-mortgace financing
system which is being used in the 1iG-funded project. In
summary, as the result of the introduction of the gradu-
ated mortgage, lower-income familices are still able to
afford units notwithstanding the higher mortgage interest
rate and the significant increcascs in the cost of land and
construction. Without the introduction of the graduated
mortgage system. lower-income familics would have been
priced out of the market and pressure would increasc more
than it has for a heavy subsidy approach tc public housing.

B. Korea Housing Trends

MOC is starting to plan the 1979 construction programs and
details of the 1979 construction plan will not be avail-
able until December 1978. MOC sources indicate that the
major changce in 1979 will be the introduction of a category
of public housing called "welfare apartments" which will
be leasc/purchase units of 10 pyong and smaller size.

MOC is proposing to include 5,000 to 10,000 of these units
in its 1979 proposal along with 10,000 standard lease/
purchase apartments (13-pyong size). The preliminary MOC
proposal for 1979 is construction of 320,000 units equally
divided between the public and private sector.

Limited data avilable from MOC indicates that within the
catcygory of public scctor apartments constructed for sale
in 1978, 997 will be smaller than 20 pyong (i.e., 13 to 20
pyonyg). Dy comparison in 1976 only 87% of public scctor
apartments were between 13- and 20-pyong gize, and 137 were
between 20 and 25 pyong.

Whilec it is impossible to establish direct causal relation-
ships, it is ncvertheless worth noting that MOC has focused
on production of smaller (i.e., 10 to 13-pyong) units as a
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major part of its 1979 program directed at lower-income
groups. This approach was introduced by AID in Korea

over the past threce years. It is also worth noting that
the private scctor is starting to respond to the effective
demana ror lower-cost units that has been demonstrated to
exist under the previous AID projects. Withia the private
scctor apartment units of less than 25-pyong size have
increased from 585 to 82% of total private sector apart-
ment construction. Even more significant in the private
scector has been the increasing trend to construct more
smaller units (i.c., 13 to 20 pyonqg) which accounted for
34% of total private scctor apartment construction in 1976
and 1ncrecased to 407 in 1978.

In the area of ROKG finance and monctary policy, the ROKG
instituted a monctary stabilization program in ecarly 1978
to prevent a massive upward surge in the domestic money
supply as the result of increased foreign carnings. The
ROKG Ministry of Finance has implemented a monetary stabil-
ization policy to necutralize these net inflows. At the
same time, the ROKG has instituted an import liberalization
program to brinag net forcign financial inflows into line
with domestic monctary policy and it is anticipated that

as the import liberalization policy takes hold, the mone-
tary stabilivation policy will be relaxed. As part of the
overall monctary stabilization program the KHB along with
other government banks has been required to maintain mone-
tary stabilization accounts with the Bank of Korea. 'The
KHB lending program for 1978 is nevertheless projected at

a level 457 above its 1977 program.

C. KHB Program

Pursuant to the authorization of the 1977 loan, negotia-
tions were held in Scoul in October and November 1977 to
establish a work program intended to preparce the KHB to

be the borvower undcr the 1978 loan.  The resurt of these
negyobtiations was the signing of an acreement with the
Leonomic Planning Burcau (FPB) of the ROIG.  The agreement
requirved the ROEG to undertake a serics of analytical.
studies reflecting the areas ilontidicd in the 1977-78
Project Paper. FHUB agread to assone responsibility for

the variocus studics and AT wonld s oide chort-term con-
sultant assistance.  Such ovns o ltant s were provided to
assist the KHB propare oooapeinte =t s Cinaneing
plan, analyze the EHBE's intoarn ] oo aticns, and the
feasibility of FHB londing oo o whidesaler o Lhe forea
Credit Union movement. Ss tie rocuit of Che Soint efforts

of the consultants and the PHli's stary, the above analyses
were made.  While KHB was initially suspicious of AID's
cfforts as intcrvention into ¥HB's affairs, the consultants
efforts over the past year tegether with frequent AID
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contact have resulted in a change in attitude and willing-
ness on the part of KHB to look at alternatives to their
current operations and test new ideas related to servicing
lower-income families.

As part ol the negotiation of the 1977-78 program, the
ROKG agreed to undertake a number of actions designed to
improve the efficicncy of its housing finance system.
These proposals are contained in the MOC letter to AID
dated Junc 1, 1977, and arc summarized below along with a
progress/status report on their implementation.

Proposed Action

a. Increasc authorized capital of - Approved by 1977
KB by W40 billion. session of ROKG
National Assembly.
b. Increcase KIB paid-in capital - Increcasc of paid-in
by W5 billion in 1978 and capital has not yet been
Wl0 billion in 1979, made.  ROKG 1978 budget

provides for W2 billion
incr2asc. EPD indicates
the ROKG will try to pro-
vide an additional W3
billi»n in 1978,

c. Establish additional branch ~ 12 branch offices opened
offices of KIIB. in 1977 and 17 openings
planned for 1978.

d. Reorganization of KHB Board - Board of Directors rcorgan-
of Directors. lzed on December 19, 1977.

3. Increase the mortgage interest 14% rate cffective as of
rate. January 1, 1978, and
increascd to 16.5% in
June 1978,

f. Increase the short-term - Effective as of July 1977
deposit interest rate at and subscquently revised
the KIIB. in January 1978. Current

deposit rates are 6. for
deposits of less than 30

days and 12.6° for deposits

in ecxcess of 30 days.

Deposit rates are applicable

to all banks and arc not
preferential rates only
available at KIB.



h.

m.

n.

As indicated above,
extensive serics of
with AID as part of the 1977-78 111G
as preconditions to

Establish contract (Welfare
Hlousing Installment) saving
plans at KIB.

Establish evaluation function
within KIIB.

Establish Graduated-Payment
Mortgage System within KHB.,

Study of KHB opcrations,
credit unions.

Raise additional W10 billion
($20 million) annually through
sale of National liousing Bonds.

Incrcase interest rate on
National Housing Bonds from
6% to 12%.

Establish uniform 20-ycar
maturity on housing loans.

Increasc KNHC-authorized
capital by W100 billion
($208 million).

Established May 1977. As
of July 1978 a total of
68,336 accounts have been
opened with total paid-in
installments (deposits) of

‘W23.5 billion ($48.7

million).

KHB indicated it has ox-
panded function of its
Rescarch Dept. to include
an cvaluation function.

KHB has agrced to a GPM
as described in KlB's
letter of July 27, 1978.

Consultant and RIB staff
reports completed. Final
report to be prepared

after review by KHB Directors

As of June 30, 1978, KIB had
raisced a net W33 billion
($68 million) through
National lousing Bond sales.

Interest rate on National
llousing Bonds was railsed to
a nominal rate of 109 com-
pounded to an effective
rate of 12.2%,

Effective as of January
1978.

To be submitted to 1978
session of ROKG National
Assembly.

the ROKG and KIB have complied with an
requirements and conditions negotiated
program and cestablished
theysccond phase of that program.



D. Program Description

The Korca Housing Bank (KUB) was established in 1967 as a
quasi-governmental institution, dedicated primarily to the
mobilization of domestic saving and to the provision of long-
term home financing for low and moderate-income families.

The KHB is organized as a centralized institution with a
nationwide branch network, which by the end of 1977 had grown
to 50 branches and 25 subbranches. Approximately 2,900
people are cmployed by the KHB.

The KHB is fundamentally a depository institution, offering
demand savings, and timo deposits, including several install-
ment savings plans. Tn addition, the KHB issues tax-execnpt
housing debentures and enjoys the proceeds of the compulsory
sales of National liousing Bonds. National Housing Bonds alone
accounted for 30 percent of outstanding KHB liabilities at the
end of 1977.

During its cleven-year history, the KHB asscts have grown to
US §$826.9 million. While the growth of the Korean cconomy has
been spectacular over this same period, with per capita gross
national product rising from US $156 at the end of 1967 to

US 5864 at the ond of 1977, KHB asscts have grown at roughly
twice the rate of growth of the Korean ecconomy. While general
economic growth accounts in larvge measure for the KHB's per-

formance over the rast decade, the tremendous demand for housine
!

in the Korcan culture, and the strong saving tradition among
the Korcan people, must be considered as important additional
causai factors.

KHB lending to date has consisted of a) pass through wholesale

lending of National Housing Funds to the KNHC, local governments

and other government agencies, and b) retail mortgage lending
of deposit funds for construction of apartment and detached
single family housing. The KHB to date has not addressed itv-
self to the incomes of Families obtaining financing under
either of these two approaches. 1In licu of incomes, the KHE
restricts units sizes for which financing is available to no
more than 25 pvong and no less thap 12 pyong (in Scoul the
lower limit permitted by the City is 15 pyong) . Maximum loan
amounts are also established for different unit sizes within
this 12 to 25 pyong range.



The KHB does not prepare a detailed annual lending program
indicating targets for lending to various income groups or
for various unit sizes. What planning is done is limited

Lo aggregate estimates of lending by fund sources to various
insticutions. The 1978 lending program of the KHB is pre-
sented below:

Won Amount

Source of Funds Borrower (000] $(000)
National Housing 76,880,000 159,000
Bonds
KNHC 34,200,000 71,000
Local Governments 28,000,000 58,000
Rural Housing 10,000,000 21,000
(Nat'l Ag. Fed.)
Others: reserved 4,680,000 10,000
for emergency and
relief programs
Lottery Proceeds
(reserved for
disabled veterans
and welfare housing) 2,800,000 6,000
Banking funds 47,712,000 99,000
(1.e. deposits)
Nat'l Ag. Fed. 7.000,000 15,000
Individuals and
Builders 40,712,000 84,000
Total 127,392,000 264,000

The Korea Housing Bank has reguested AID financial assistance
in the form of a $25 million Housing Investment Guaranty Loan
to undertake a program consisting of long~term (i.e. 20 vear)
mortgage financing for lower income families in Korea. The
KHB program would include wholesale lending to Korea Credit
Unicns for subsecuent relending as mortgage financing and
home improvement loan financing for members of Korea Credit
Unicns. The XKHB program would also include wholesale lending
to the Xorea MNational Housing Corporation and local govern-
ments Ior mortgage rLinancing on low income housing and retail
mortgace lending by KHB to purchaser of low income housing
produced bv the private sector.

1/ Exchange rate of Won 483 to §.



Loans made by Credit Unions, KNHC and local governmernts and
direct KHB mortgage lending will be restricted to the financing
of housing aifordable by families earning less than the median
family inceome, as such, this will be the first time KHB has
used family income as its basic criteria for mortgage lendiag.
The median income 1is currently estimated to be W132,000 ($S273)
and 1s projected to increase to W162,000 ($335) by Julv 1, 1979
and wW1l83,000 ($379) by Januarv 1, 1980.

Lending criteria to be utilized by the KHB and required for the
subborrowers are: 20 vear maturity, 16.5% effective mertgage
lending rate; use of an approved graduated mortgage; maximum
downpayments of 50% in Seoul and 30% in all other areas; no
more than 20% of monthly income assumed to be available for

service of the mortgage debt. KHB underwriting procedures
will otherwise reflect its normal procedures.

For lending to the KNHC, the KHB will rely upon the design
and construction management expertise of the KNHC. For pro-
jects involving local governments «and credit unions the sub-
borrowers will be required to submit project plans, designs,
cost estimates and sales plans to KHB for approval.

Or the proposed $25 million HIG loan, $5 million will be re-
loaned by KHB to Xorean Credit Unions; $10 miitlion will be
loaned by KHB to KNHC for relending as long-term mortgage
financing to purchasers of KNHC apartments and row houses:

$5 million will be available for borrowing from KHB by local
municipalities for subsequent mortgage financing and $5 million
will be used by KHB for retail mortgage financing of privately
developed low income housing projects.

Estimates of the absorvtive capacity and effective demand for
low income housing through the Credit Union movement were
develeped by the KHB with assistance of AID ccnsultants from
CUNA and NSLL. The estimate of absorptive capacity of KMNHC

1s based upon AID's pricr experience with the KNHC. Excluding
any AID financing the KNHC vroaram for 1978-79 is construction
of 33,500 units. KNHC has already demonstrated its ability

Lo carry out annual programs in excess of 33,000 units. The
510 million AID financing will allow the KNHC to expand its
1978-79 vroaram by an additional 1,500-2,000 units or a total
of 35,000 to 35,500 units.

Estimates of the demand by local cities and private developers
are nominal since no surveys have been undertaken. In previous
years individual local governments and private developers have
carried out housing programs of up to 1,000 to 2,000 units.

In view of the overall housing demand in Korea and past programs
carried out by local governments, the proposed amounts for local
cities and private developers are considered to be within their
administrative capacity.
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E. Project Implementation

Subsequent to autlorization of the loan, KHB will negotiate
sub-loan agreements with the KNHC and local governments
assuring the availability of long-term mortgage financing for
qualified purchasers of low income housing projects approved
by KHB.

Local governments will be advised of the availability of this
financing and interested city governments will submit project
proposals. KHB will select the best proposals and enter into
sub-loan agreements. Construction financing will be provided
by KHB under its normal construction financing procedures.
Disbursements to the local governments and KNHC will be on
the basis of construction financing and presentation of el-
1gible mortgages.

Similar procedures will be utilized in the develooment and
administration of lending programs with private developers.
In this case the program will be developed with the nominated
builders under the Housing Promotion Law.

In terms of lending to Credit Unions, preparatory to entering
into sub-1loan Hgveomentc interested credit unions will be
required to submit project proposals idpntif"ing the incomes
of their membership and effective demand of their members for
mortaage financing and OVLdLnLG of the financial and manage-
ment capability of carrying out mortgage financing and home
improvement loan financing programs. Selected credit unions
will submit project proposals for KHB review and sub-loan
agreements will be negotiated. Disbursements under this
componunt of the program will include construction financing
and take out mortgage financing for qualified and eligible
borrowers.

In view of the lead time reguired to out the various components
OI the program together it is anticipated that negotiation

of a loan with a U.S. lender will not occur vrior to January,
1979 and the program will be completed in 1980.

The Asia Regional Office of the Office of Housing will admin-
istrate and monitor the project subject to policy and program

guidance of USAID/Korea. A full time dlruct hire positioin
will be rgau1reu within RHUDO Asia to assist the XKHB develop
the detailed credit union, secondarv cities and private sector

programs and moaitor the overall project imnlementation.
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Loan

1)

(2)

i Gtoa G aduated Pagiment Mor Gjage boan to 1974 ALD Huu:.xn;! Investinent Cuaranty Luan

Pltect e dnterest tate on loan:

Al guotanty loan witl Lo charged le.be cticctive jate of 1pterest over the &gntire life of
thesloan in compliance with new intetest rate on housing Idans whiich came into ctfect
Peens June 1,078, i .

legrntag Fayre it
T anitaal payaont uamder Srnotoe be adopted by the KHE willi e Set at a rate lewvel
. t o
wWhit o will rne bt U Jenter dnterest rate, ALD Juaranty ftee, and 1t ufp the KHB's
adtanrstsative cont tur haaetbing loans. ' TN

Togper o0 Drataated Paygnent Moprgage
Tlee OFM winder whilolh the Eie plans to release ALL guaranty llan proceeds wixll Le arranyged - Llaty 4o s e

foosuch g oway that sonthly paynent will o increase annually oy equal ditfedince increase crss &30
. !

!
Lants 2o that e esflective Intorest tate on luan may treach; 16.%¢ per annam. eyt

Dreposition ot Kils's administrative cost s

. . . . i v .
Phe odiminlotgative cost tor handling ALD loan by Eils will Ly compensatgd br deducting
an averade J.%0 wfl the lodn amount Over the whole loan peripd with an exlf-.—ponn in the % .

o Qo wenndo-s

frrst year of le, : Varen b

eotatlishment of special Keserve Accuunt four Balance ot sSpread

Pl balance of Sprewd temainning after deducting repaywment 0 U5 lender, ALD yusranty
Lo, and 2.ne of HHE handling coot,will be rescrved at o a 514C1al Reserve Account and .
used tor compencat tng eachange CISRS. ‘Lliv tinal bLalance ot St cad will bLe teinvesred - codean

tato Ldenttocal hoooinegy boans, UL cnd e -a,
Pees having patd by P te Uod tender, AlD, and U.S. lawyer wlil be charged to horitouwers
Ly one Clme payment ot the tise ol loan closing. 29 : fee 2eo bilesa - 4062 e 2l0n 7
.

Jeplementation Plan

N
Allocation ot Loan Proceeds, by Use

Hoarsling conutruction loanu: 9, 70umillion won (UsS2L ,.um..-.ij'im.:.) : B0
Puar cliase ot servined CSites: 2,42%m 1 lton won (LSS ‘),Mmi]‘.iun:;) : 20%
Total : 12,12%m11lion won (US$25,00uml lkluna) : 100

Loan Policy ror Houzing Coustruction

. e fmedrans A
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Alloration of loan proceeds.

Seonl And other larqger cities
Geeondary cities

tutt i-family units
Sindle-family nnits

Size of Dweliing Tinit

Sonul

Apartment and Row honse: cooapdary

Single-family unit Srnul

Termas and Conditions “of lLoan
a) Intereat rate 16.5%
) Pepayment per [ ¥ats)

c) Pepayment mnthnoed GHMP

Levan Riling

Genul and arher laraer cities

Grcondary Citidbs

NDown payment
and other larger cities

Seonl

Secondary cities

p.a.
20 yeAars

301
a0%

103

103

of

of

nf

‘of

and other

S50%

70

50%

107

of

of

of

the
the

the

the

total
total
tokal

total

loan proceeds

Inan proceads

leoan proceads

loan procends

larger cities:

cities

the

the

the

the

Mouse

Housge

House

House

(effective rate)

price

price

price

price

13" pyonag™and
12"pyong"and

/;ﬂ'"pyonq‘

Y AN

15 pyong”
14"pyong"
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Locat ton ‘ ot e lL'~idlll'll SHITWIREFN Prert anlUtewn) Lo - .
e R B - (t) R . oL Livanceed
Twony oo T o e bR - T rem s e e
Sceonl und Vot e Clitae. DU Lo Y4y ,d/l7 dpsat tihent ountt 4,600,000 1,008
Other latger WD v o o~ 13" pyang™ andd 2o%lvmidliun units
) [ IS EAVEEN K i ju - basced an 14
CIUlles houaning 117,472 . 15" by iy ™ - ‘
- - “pyang® ounit
shiort e Wl
L o _ jalae - b
Single-ramnly a- s Pl 253
, ' J70million 3,58, 00U
16}'5” 0 Uit .
50 $02 ! won units
¢ T8 pryong” 4
. o - 454,004
Secondar . 131,329 : S Line i . 3 ' 4
clfxos Industrial 40 Lo [ apar tinent unit 5,880m11] ion Lased on 13 1,122
) ~ 12"pyong®and
citles 10 ' "pyong®  unit ;
. o Wy Y : £ unitz:
1, Mas. 50 1974 264 T4 " pyong woh K . 5
Slzo
Wooulsan - -
Mowl - 131 12¢ ) 3,d4%8,000 96 1
.o - 249 Shartinent unit ; i ©
Banwol ot ablished | 30 to ! t " 1,990nmillion
. ) ~ 20 12"pyong® and bascd on 13 .
Changweon industilal - won . N oo units
51) 157 . 264 T4t pyong® pyYoeng” unit
Cities : 5 1 2o
Fal it tamily
9,‘qulllilli0“ Junit 2'77;1;
Total ' 100 Jingle-famly
won unit 253
S S . L A ——
R Portwe of o it .o, “ . . R . '_—/ <
e Se R ;A:.u e unit pux_ pywny in Lhe Flesc halt of 1979 is estimated at 34u,000won,.”
* lrice ror ‘:'31“‘11':"[-1“'1 1y BBl 1 estimated on the assamption that housing lot price per “"pyong®and constiuction
cust per gYong” are 64,000uon and 249, 000won , rTeSpectiyely.
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alivgleestamnly
dndt
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ACTION MFMORANDUM TOR THE
ASSISTANT ADMINISTRATCR FOR ASIA

FROM: DS/, Teter iom

SvBlees!
dssuel Kovew ibusing Program 1977-1978 - Aatherization ef the second

phase of the 1977-78 Housing Tavesiment Guaranty fur Koren,

Summary:  Pursuant te Asia Bureaus approval of Lhe 'roject Paper for
a S40 million 1277-78 HIG program in Forea In September 1977, the
ROKG has requested o fiaal #16 Joan in the amount of 825 million to
assist the lorea Housine Pacv fniliate new leml e proegrams and
procedures directed Gt provision of shelter v lower income familics

through leong=ters wmertpage and home fmproverent loan {inancing.

Proceeds of the 1972 Tean will bho sub-loaned by the HE to the Forea

, oud Forean Credit
Unfons for subseousnt nortpase amd Lome provement loas financing

for lewer income Tawilles,  fhe WHB will

Natlonal Housing dorporation, Jocal covermints

Aleo provide Tonp-ters
mortgage Finanetm for Tow=incone fandlics parehasiog hour ing produced
by the private scctoyr,

ALD ltendioe i1l utilice a pradunted merceaee cavront o oaystem sindlar
to that introduced in 1977 with an offective vate of 16.57 aL a 20
year naturity,

Principal targer beveficiavics of 790 lendine unter this loan wil] be

famllies with fncemes hetween the 200h and S0Lh inces e percentile,

Discuscion: Tu Scpteaber, 1977 the Acta Turean and the Develeprent Loan
Commitiec approved o Project Povor ealling tor o twe voar S40 o{l1{on
housIng euareaty nroeran for the Republ e of Porer (ROTCY D The tao
yorr provran whan decipnd to aecicr the R0CC dovelop aew techntones

in
the ficld of Tonn-tern mortpare (lteaein: o' to

suppert the porawth
and expansion of the Forer Housdng Bavds CO0Y 1o joe Dudo propraTy
dirccted at the sholter necds of Dower income fanilics.



The [irst trarnche of the two year propram vas approved and asthorized
at a level of SIS milifon to finance Kerea National Honciey Corpoaration
(I2C) construction and sale of swall aparenents and row houres in
Scoul and secondary cfrles affordable by Towor Incone foamflies utilinlng
for the first time a graduated payment rortvape svotom,

Inadditlon, the 1977 prevvan was to luelude assiatanee Uy the FHB

In the deslpn of praduated norteace {inancing technigques for FID use
fn 1978 in an effovt te enable more Yower income tamilles to afford
housinyg. The fntroduction of the praduated movteage covcept wasg
critical to the subject of affordabtlity In lipht ol the ROYG decisicn,
supported by U.S, consultant analysls and recommendatlons, to ifncrease
the mortgage lending vate for public hausinge from 8 to 14, The {inad
clement of the 1977 proeram was to provide assistance vo the LB in
analysis of their own operation and the PHB"s Tuture development as

the central housing {inance Iunstitution In Horea,

The 1977-78 propram was cebmftted to the Development Loan Cormlttee and
approved In Sceptember, 1977, The 1977 tranche was antinrized by the
Af/Asta Bureau on September 30, 1977 and the loan oot iated and
sipned on Noveober 200 1977, Authcerization of the sccond phase of

the twe year program was to be nade on the basic of o propreeg report
on ROXG and EHBE implementation of improvescnts In tie housioge { iranee
pollcy and svstew,

The preposed 1978 Taan fe e tinal Housine Coaranty thaet can be wade
to Rorea under existing lepistatfon which timdts cuthor isatien of
Housing Guarantics to no more than two years beyond suthorbzation of
other AID proprams,

1

The attachod veonort deseribes the MGt ane FHY aceseplichrents
during the past year.  Ion swrary, the POYC e VEE heve mot g serles
of reguirements apvend wpon with A Jurine veratdations of the Ulrat
phase lean ag pre=conditicns to AMD avthori-ation of the Tinal ioqn,
The ROKS has aloo veconfirmed [ty Jdesive Tor e Cisal Toan to inlulate
new honsing finance techoiques including vtilleation of a produated

T
!

payient fwortyacce, ospansion ol the PN proseon to ineiude evedic unfonsg
and Jew=Income mort save Cinave{ne of mivate coctor heasioe and the
utillcation of Tamily income an the basie Tenting crftorin,


http:lrWA.o'.ui

Recommendatlon: In view of the cemplianee of the ROKG and KB with
the conditions nepotiated with AID as pre-conditions to the seconl
phase of the 1977-78 LG program and the epportunity this [inal lnan
presents to AlD te introduce fanovations in the Tending program and
operations of the KUB to the benefit of Tower {ncome fanilfes 't
recomaended that the sccond phase previonsly approved ag o a pavt o

the two year propgram be authorlzed Tn the swwount of 325 mil Tea,

.
LS
B

)

Attacihment:

1. Propress Report

Aporoved:

Digapprove:d:

Date:

Clearances

DO Yoy o Dbhare
DO/ T Grossmana nate
GeJiteiivay Date
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ISSUES PAPER

Korea Housing Investment Guarantee Program

FY 1978 Tranche

At its meeting on September 20, 1978, the Project Committee
decided to recommend APAC approval of the 1978 tranche for
the HIG program in Korea, subject to resolution of the
following issues:

Authorization: Should the Administrator or the AA/ASIA
authorize the second tranche? PPC interprets AID Circular
A-24 (Handbook 3, Chap. 3) as requiring authorization by
the Administrator because the level of the second tranche
is over $10 million. GC/H and GC/ASIA interpret A-24 and
Delegations of Authority as authorizing the AA/ASIA to
approve the second tranche notwithstanding that it exceeds
$10 million.

KHB Paid-in Capital: An "Understanding Between the

Economic Planning Board of the Republic of Korea and tte United
States Agency for International Development" dated November 20,
1977 and relevant to this project included a listing of actions
already taken or to be taken by ROKG including increasing

the paid-in capital of the KHB by W5 billion in 1978. The
progress report indicates that the planned increase of paid-in
capital has not yet been made. The ROKG 1978 budget provides
for a W2 billion increase; EPB indicated that the ROKG will

try to provide an additional W3 billion in 1978/79.

According to the Chief of the Asia Regional Housing Office,

the plan to increase the paid-in capital of the KHB was an

ROKG objective and its inclusion in the 1977 Understanding

was not at AID's request, although it was considered an
indication of continuing ROKG support of the KHB. Also,
according to the Chief of the Asia Regional Housing Office,

the KHB has sufficient equity and the failure to increase

the paid-in capital by W5 billion is not therefore expected

to adversely affect the KHB's lending capability.




