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PROVIDED FROM: Housing Guaranty Authority
FOR : The Government of Bolivia

Pursuant to the authority vested in the Assistant Administrator, Bureau for
Latin America and the Caribbean, by the Foreign Assistance act of 1961, as
amended (FAA), and the delegations of authority issued thereunder, 1 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 losses (of not to exceed one hundred percent (100%Z) of loan investent
and interest) with respect to loans by eligible U.S. investors (Investor)
acceptable to A.I.D. made to finance housing projects in Bolivia.

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

1. Term of Guaraﬁqy: The loans may extend for a period of up to thirty
years (30) from the date of disbursement and may include such terms
and conditions as shall be acceptable to A.I.D. 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 kates: The rate of interest payable to +he Investor
pursuant to the loans shall not exceed the allowable rate of interest
prescribed pursuant to Seciion 223(f) of the FAA and shall be
consistent with rates of interest generally available for similar
types of loans made in long term U.S. capital markets.

3. Government of Bolivia Guaranty: The Government of Bolivia shall
provide for a full faith and credit guaranty to indemnify A.I.D.
against all losses arising by virtue of A.1.D.'s guaranties to the
Investor or from non-paywent of the guaranty fee.

4, Other Terms and Conditions: The guaranties shall be subject to such
other terms and conditions as A.l1.D. may deem necessary.
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Marshall D. Brown
Acting Acsistant Administrator
Bureau for Latin America and the Caribbean
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UNITED STATES INTERNATIONAL DEVELOFMENT COOPLRATION AGENCY
AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON DC #C%22

PROJECT AUTHORIZATION

Name of Country: Bolivia

Name of Project: Low Cost Shelter Through
the Private Sector

Number of Project: 511-0567

1. Pursuant to Section 106 of the Foreign Assistance Act of 1961,
as amended, I hereby authorize the Locw Cost Shelter Through the
Private Sector project for Bolivia involving planned obligations
of not to exceed Five Hundred Thousand United States Dollars
($500,000) in grant funds ("Grant") over a three-year period from
date of authorization, "subject to the availability of funds in
accordance with the A.I.D. OYB/allotment process, ‘to help in
finqncing foreign exchange and local currency costs for the
project.

2. The project ("Project") consists of expanding the capacity of
the private sector in Bolivia to address the shelter-relatec needs
of low income families,

3. The Project Agreement, which may be negotiated and executed by
the officer to whom such authority is delegated in accordance with
A.I1.D. reqgulations and Delegations of Authority, shall be subject

to the following essential terms and covenants and major conditions,
together with such other terms and condition as A.I.D. may deem
.appropriate,

Source and Origin of Commodities, Nationality of Scrvices

Commodities firanced by A.I1.D., under the Project shall have
their source and origin in Bolivia or in the United States, except
as A.I1.D. ma otherwice agree in writing. Except for ocean
shipping, the suoppliers of ccamodities or services shall have
Bolivia or the United States ac their place of nationality, except
ac A.I1.D. may otherwise agree in writing., Ocean shipping financea
by A.I.D. under the Project chall, except as A.I1.D. may otherwise.
agree in writing, b>» financed only on flag vecsels of the United

. Of 1. L) (pn)

N«q@J[WAQ. fgwun

Acting Ascactlant Administrator
Hurcau for Latan nerica
and the Caraibbearn
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System, the GOB has agreed to advance the peso equivalent of §1.5 million to
CACEN, once the HG loan is authorized to enable the 3ystem and La Merced to
increase lending immediately, and provide the necessary resources for them tp
continue meeting debt servicing commitments until HG d!sbursements commence.

D. RECOMMENDATION

The Project committee has determined that the proposed project is
technically, financially, socially, and administratively feasible, and therefore
recommends the approval of a $15 million Housing Guaranty for the Bolivian
Savings and Loan System and La Merced. 1In addition, approval of $500,000 in
Development Asaistance grant funds over the life of the project (in addition to
$50,000 from the PRE/H IQC and regional contract) is recommended for technical
assistance to help strengthen the Bolivian S&L System and La Merced and expand
their capacity to provide shelter solutions to low income families.

E. -~ PROJECT COMMITTEE

Julie Otterbein, RHUDO/LA

Michael Deal, Chief, Private Sector Division, USAID/B
Marcelo Miranda, Private Sector Division, USAID/B

Eugene Brady, Consultant, National Savings and Loan League
Lindsay Elmenderf, Consultant, Cooperative Housing Foundation
Edward Robbins, Consultant, National Savings and Loan League
David Johnston, Acting Chief Private Sector Division, USAID/B
William G. Kaschak, Deputy Project Development Officer, USAID/B
Raul Pinto, Controller's Office, USAID/B

Luis Montero, Controller's Office, USAID/B

Oscar Antezana, Economist, USAID/DPE

Robert J. Asselin, Jr., Project Development Officer, USAID/B

Reviewed bx:

Mario Pita, RHUDO/LA

David A. Cohen, USAID/B Deputy Director

Joe 0. Hill, Jr., USAID/B Controller

Robert Leon de Vivero, USAID/B Program Officer

Approved by:
Henry H. Bassford, USAID/B Mission Director



II. PROJECT DESCRIPTION

A. BACKGROUND

l. History

The Bolivian S&L System is the country's most important private sector
housing finance institution. Although the System provides loans to urban middle
and rural upper income groups, CACEN statistics indicate that about 70 percent
of its total portfolio serves families with modest and low incomes (at or below
the 65th percentile), with 30 percent of the System's cumulative lending volume
benefiting families below the 40th percentile.

The System.1s composed of the Caja Central de Ahorro y Prestamo para la
Vivienda (CACEN), which was established in 1966 to serve as its central bank and
regulatory agency, and twelve member savings and loan assdciations with
histories dating back to 1964. Since the early 19708, the~S&L’ System has been
one of Bolivia's healthiest and most respected financial institutions, as
demonstrated by its impressive growth record: In this regard, as of December
31, 1982, the S&L System had generated $bl.7 billion in savings in more than
131,000 accounts, up from $b22.2 million in 7,700 accounts in 1970. Likewise,
the total number of active loans ‘as of December 31, 1982 was 23,434 with a total
value of nearly $b2.5 billion up from 1,081 loans with a value of $b58.8 million
in 1970. Currently, the S&L System's savings generation represents 11 percent
of the total savings held by the entire banking system. In nddltiop, the number
of housing solutions it finances represents over 60 percent of all such loans
provided by public and private housing institutions combined. Finally, during
its 17 years of existence CACEN has never defaulted on a loan, an enviable
record given the unstable political and economic situation which has prevailed
in Bolivia.

. AID has provided assistance to the S&L System at various stages of its
development, beginning initially with a seed capital loan in 1965 to help
establish the first S&L in the country. Total AID assistance to date amounts to
$22 million, which has been used to expand the System both geographically (The
12 S&Ls are located throughout Bolivia's nine departments.) and in terms of
clientele. In addition to the $22 million provided by AID to the S&L System
since its initlation in 1964, the System has also received financial ass{stance
from the Inter-American Development Bank (IDB) and the Inter-American Savings
and Loan Bank (BIAPE). 1In 1976, the IDB provided $2.1 million in emergency
shelter relfef to victims of a particularly severe flood in the Department of
Beni. As part of a regional HG program begun in 1978 and administered by BIAPE,
$3.0 million was channelled to CACEN for relending to member associations for
low cost shelr & solutions in Bolivia's urban areas.

The 5610 System has undertaken a conaiderable redirection of gervices toward
lower {ncome populations during the last five years. The HG 005 Program for
low-income familles fn rural arcas added greatly to the momentum behind thisg
shift to a commitment favoring Bolivia's lower {ncome population. The Program
financed nearly 3,000 shelter solutions ranging {n cost from $500 to $4,500 for
families whose incomes ranged from the Sth to the 35th percentile.
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Under the HG 005 Program, the S&L System also was successful in creating a
nation~wide outreach capability in rural areas, including the establishment of a
new S&L in Guayaramerin, Department of Beni, as well as several branch offices
throughout Bolivia. Additional staff was hired by all the System's associations
in order to properly promote the program and attend to the incr«zsing housing
needs of their low-income clientele. Low-cost construction designs were
developed to make shelter solutions more affordable to the target group, and
locally produced materials and supplies were used to the extent possible.

La Merced is Bolivia's largest multipurpose cooperative with over 26,000
members in the Department of Santa Cruz. In addition to running a savings and
loan program, a supermarket, a drug store, a small-farmer loan service, a
medical insurance program and other activities, La Merced has also administered
a housing program since 1971 which has constructed and financcd over 600 housing
units. Initially, it was directed, in large part, toward upper-middle class
clientele for home construction, but La Merced has placed approximately 1,000
loans over the past five years for low cost (under $1,000 per loan) home
improvements and the purchase of lots, construction materials and finished
housing units. Approximately 84 percent of all lending over the past three
years vnder La Merced's savings and loan program for housing needs has been
directed toward families earning less than the median income.

AID has assisted La Mercud through an operational program grant (OPG
511-0533) to improve and expand the cooperative's supervised credit program for
small farmer members. This successful program i1s just concluding, and, as a
result, La Merced has significantly broadened the geographic scope of its
services {nto rural areas. 1In addition, the M{asion 18 currently developing a
self-financing primary health care project in which La Merced will participate.

2. Current Problems

a. Lack of a GOB Shelter Sector Strategy and Inadequate Resources:
GQB efforts to set up public sector housing mechanisms have floundered as a
result of continuous changes in personnel and unrealistic financial policies and
measures. The Ministry of iousing and Urban Affairs has been unable to develop
a workable plan for the most efficient use of scarce resources in the sector, a
situation which has been worsened by an almost total ignorance of housing
finance 1issues within the Central Bank and the Ministries of Finance and
Planning. As a result, the S&L system has had the opportunity and has taken the
lead in providing low-income housing as well as {n developing innovative
solutions to the economic crisis, including variable rate mortgages,
diversification of {ts portfolio and a shift to a full pecao-denominated system.

Public sector financlap for housing {as inadequate and unlikely to be

increased. 1In addition, other than the proposed HG, no new forelpn asgistance
to the housing sector (s befup planned. The only significant ongoing,
externally financed housing project {a a $17 million IBRD loan ¢ign.d with the
GOB {n 1978 for Infrastructure, sites and servicen, low-cost housing and
cnployment genceration (n the La Paz metropo’itan area. Thia program, which {s
adminigtered by the munfcipallty of La Paz with credft channelled through the
National Housing Bank (BANV1), has «ncountered numeroua diff{culties which have

retarded loan d{sbursement.

b. The Bollvian Economy: The cxpansfon of the Bolf '‘fan S&L System and
La Merced and thelir overall financial solvency have been placed (n serioun
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Jeopardy as a result of the extreme deterioration of the Bolivian economy.
Similar problems have been confronted by S&Ls in other Latin American countries
and the United States. While the S&L System and La Merced's financial
structures have served them well in the past, they were never designed to adjust
to, and survive in, an economy characterized by extremely high inflation and
rapid devaluation of the local currency.

llistorically, rhe base of the Bolivian economy has been the exploitation of
non-renewable natural resources, primarily tin and hydrocarbons. During the
late 1960s and early 1970s, as production levels of tin and petroleum {ncreased,
real GDP grew at an average annual rate of 5.6 percent. In the early 1970s,
based on expectations of continued increases in production and exports, and as a
result of the oil price hike and the sharp increases in world metal prices, the
GOB expanded public sector spending significantly, further contributing to high
growth rates through the mi{d 19703. Belivia's economic base was subsequently
broadened through increases {n the production and export of natural gas,
accelerated industrialization of mineral resources, expansion of commercial
agriculture, and the achievement of self-sufficiency in certain food products.
This economic diversification, complemented by an expansion and improvement of
Bolivia's primitive transportation network, propelled the growth of real GDP to
an average annual rate of 6 percent during the 1973-1977 period.

The relatively strong expansion in the mid-1970s, however, was achieved at
the expense of increasing internal and external ifmbalances. To this effect,
when the expected high earnings and revenue growth from the export of minerals
and ofl and from projects for which the GOB had borrowed heavily ultimately
fatled to materialize, Bolivia found ftself faced with excessive public sector
deficits, mounting external debt scervicing requirements, and a precariously low
level of international reserves. The fact that the country still had access to
the international money market, however, permitted the GOB to delay hard
decision, almed at controlling public spending, eliminating subsidies of
domestic prices, and reducing the reliance on state caplitalism as the country's
principal engine of growth.

The economy continued to deterforate from 1979 to 1982, particularly during
the July 1980-September 1981 Garcla Meza military reglme. The rate of growth of
real GDP fell from a positive 4.2 percent {n 1977 to a negative 9.2 percent In
1982, The decreasing rate of growth reflected a deterforation I{n all aspects of
the economy. The rate of growth of agricultural output decelerated from 3
percent {n 1978-1979 to minug 2.2 percent {n 1981-1982. Manufacturing activity
fell 15.2 percent {n 1981-1982, and the constructicn gector registered declines
of 7 percent fu 1981 and 40 percent {n 1982, resulting {n large layoffs. 1In
addition, the most fmportant state centerprises (f.e. the ofl company-YPFB, the
mining corporation-COMIBOL, the development corporation=CBF) which have had a
hWiatnry of poor management, continued to experfence financial difficulties.

Fixed capftal formatfon fell from 17.2 percent of GNP in 1977 to 6.7 percent
{n 1982. The resource gap between domestic saviongs and {nvestment was financed
by the utic ol general purpose forelgn loans and a drawdown of the Central Bank's
net futernational reserves.  The flacal deficeft wan largely reponsible for the
deterforattion in the balance-of =payments which led to the devaluation of the
perno In 1979 from 20 to 29 penos to the 1.5, dollar, the deferment of payment of
foretgn loans in 1980, and the fmposition of exchange controls in 1982 The
offlctal GOB budget detfeft expanded from 2.% percent to 15 percent of GDP
between 1977 and 1982 owing to a combinatfon of deeclining revenues and rising
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current outlays and public investment. The balance of payments deficit rose
from 3.5 percent of GNP ($166 million) in 1980 to more than 5.5 percent of GNP
($101 million) in 1982. Foreign debt service payments rose from 25.9 percent of
export earnings in 1980 to 27 percent in 1982.

Faced with these enormous economic problems when it assumed power on October
10, 1982, the democratically elected Government of President Siles Zuazo quickly
moved to begin to put Bolivia's economic house in order. The economic package
announced last November was embodied in over 30 decrees which ranged from
complete de-dollarization of domestic loans and savings accounts and
establishment of a fixed exchange rate at $b200 to the dollar to major price
increases in a whole range of basic commodities. The Government also moved to
raschedule $590 million in debt owed to Argentina and Brazil on favorable terms
and negotiated an extension of a moratorium on debt due a consortium of
international banks. In April, a joint IMF/World Bank team worked with tha
government's chief economic policy decision makers defining options for cutting
the 1983 budget deficit, raising interest rates and adjusting the exchange rate
as a prelude to {nitiation of formal ncgotiations far an Extended Fund Facility
(EFF). Initial agreements were reached, and the GUB 1is scheduled to make final
decisions on the issues discussed in May. A second IMF visit is scheduled for
late May or early June to negotiate the elements of an EFF to be put into effect
in October or November.

A year ago, after the exchange rate had begun rising dramatically and before
{t was clear whether the GOB would be able to begin taking mcasures te stabilize
the economy, the S&L System was the first financial institituion in Bolivia to
take steps to adjust to the new economic environment. The S&L System had
operated both {te savings and lending activities at a fully readjustable dollar
equivalency, and had external dollar liabilities totalling about $27 million.
La Merced, which {s still maintaining a dollar-denominated housing portfolio
pending instructions from the BCB regarding its conversicn to pesos, had
external dollar liabilities totalling about $900,000.

Until 1982, the S&L System, La Merced, and their member borrowers were
jointly able to absorb losses due to declines Jn the value of the peso relative
to the dollar. The 1982 devaluations of the pesu, however, were of such a
magnitude that they could not be fully passed on to the borrowers. Faced with
the certaln fallure of the S&L system to absorb the entire exchange rate loss or
pass it on to the mortgage borrowers, the managers of the S&L System determined
that a major restructuring of operating procedures was necessary. In this
regard, discussioung with USAID/B led to the contracting of technical assistance
during the months of March and May 1982 to analyze the various alternative
courses of action open to the System. After reviewing resulting cash flow
analysecs, CACEN and member S&L associations realized thac a conversion from the

dollar~readjustable to a peso-denominated system wag necessary. In addition,
given the drop In the value of the peso and the System's large dollar
Habilitfes, 1t was determined that a partfal readjustment of both the assets

and liabilittes of the System's portfolio would be necessary, {n accordance with
borrowers' capacity to repay.

The Bolivian legfglation which established the S&L System requires that ft
connult with the BCB before taking any majoc financtal action. In conjunction
with the technical asatatance mentioned above, a Joint Commission was formed in
May, 1982 with representatives from the BCB, MOF, CACEN and USAID/B to discuss
how to adjust the System's portfolio and other measures that need to be taken to
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maintain its viability. The cash flow analyses performed indicated’ that, even
after making a partial portfolio readjustment (i{.e. shifting to a
peso-denominated system at the then official rate for GOB transactions of 44/1
and employing variable interest rates, which was judged to be the fairest way of
distributing the adjustment burden at the time), the S&L System would not be
able tr survive beyond 1984. Thus, in addition to these measurc3, the Joint
Commission recommended an injection of new capital together with the initiation
of shorter term, family-related commercial lending and increased savings
mobilization to enable the System to generate enough cash to remain solvent.

The Joint Commission's con:lusions resulted in Supreme Decree 19027 dated
June 30, 1982, which authorized the S&L System to make a partial readjustment of
both its assets and liabilities before converting from a dollar-readjustable
system to one based on the peso. The Decree also authorized the S&Ls to
diversify their lending operations into short-term commercial credit for family
and'housing-related needs. Following issuance of this Decree, CACEN directed
the irdividual S&Ls to readjust both their assets and liabilities by 76 percent
before converting to a variable rate peso system. (The 76 percent adjustment
was equivalent to the official devaluation of the peso from 25/1 to 44/1.) To
facilitate this conversion and avoid overburdening the System's borrowers, CACEN
agreed that interest rates on existing portfolios, which averaged 15.7 percent,
would not be raised until January 1983. At present, the average interest rate
on the existing portfolio is 26 percent, and new loans carry a rate of 39
percent. the S&L System recalizes chat these rates are too low and plans to
raise them to 41 and 50 percent respectively in January 1984, 1f an indexation
system is not decreed earlier. Thereafter, interest rates will be adjusted
according to prevailing rates in the economy aid borrowers' ability to pay.

The Mission conducted a financial review of La Merced's operations in
October-November 1982 and agaln in May 1983 to determine the extent of 1its
difficulties as a result of the economic crisis. La Merced has taken several
steps to remain solvent. It has maintained the dollar readjustment clauses in
its housing loans, pending instructions from the BCB, but has agreed to suspend
repayments for the time being. There is a very good possibility that the BCB
will allow La Mercec to convert its oustanding housing loans to pesos at a
higher rate than 44. Nevertheless, the financial analysis of La Merced assumes
only a 76 percent adjustment of these loara, as in the case of the S&L System.

The November de-dollartzation decree enabled La Merced to reduce its
outstanding dcllar-denominated liabilities, mostly with Banco Hipotechrio, by
over 30 percent. This loan {3 now being renegotiated. Similarly, La Merced is
In the process of renegotiating its oustanding dollar liabilitfes with the Bank
of Boston and has obtained BCB clearance to request dollars at 200 from the
Exchange Conrol Commission to make necessary payments. Since both loans were

subject to rulings from the BCB, the banks have agreed to short moratoriums on

repayments until revised repayment schedules can be worked out. The financlal

analysis assumes payments will be made as previously scheduled on both loans.
La Merced has fixed asscets of $b20 million, upon which it s currently

borrowing to cover financing requirements through the present ad justment period.
It algo has undertaken a major campaign to increase savinps with great success,
and has rafsed total deposits by 50 percent in just a few months. With other
activities operating more or lens as succeanfully as in the past (on an aggre-
pate basis), La Merced is weathering the current cconomic crisfis. With new HG
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resources, this PF's financial analysis, based on the conservative assumptions
noted above, shows that La Mcrced can continue operating profitably.

Co Institutional Constraints: For the S&L System to continue ta
provide long term finaucing to the target group, as well as to be able to
respond to changing economic circumstances, CACEN and the individual S&Ls must
strepgthen their institutional capacity in specific areas.

In the area of financial planning, CACEN staff will require training in
order to perform the continuous financial analysis and economic projections
required to formulate financial policies. The S&L System will be required to
study changing economic conditions constantly in order to fix araropriace
lending and savings rates and adjust the composition of its portfolio.

The SIl. System must also avoid over-reliaace on long-term lending so as to
ensure the flexibility required to adapt to changing economic conditions.
Several assoclations already have bepun lending for short term housing or
family-related needs. While still a relatively minor portion of the S&Ls'
overall portfolios, diversified lending will play an increasingly important role
over the next few years. Due to their limited experience in this area, the
S&Ls' loan officers will need to be trained to evaluate borrswer payback
capability and collateral requirements from an entirely different perspective.
The System's directors and managers will alsno require appropriate training in
portfolio management of this nature. '

The previous section of the paper discussed the extent to which the S&L
System's dollar debt was affecting 1its current viability as a result of the
deteriorating economic situation. While the system's dollar liabilities
represented only 50 percent of {its outstanding portfolio as of Dercrber 31,
1981, today, due to tne declining value of the peso, these dollar 1liabilities
now are larger than the S&L System's loan portfolio. The long-run
self~sufficiency of both the S&L System and La Merced will depend to a large
degree on an expanded drive to mobilize savings to offset dependency on external
sources of financing. In order for the System and La Merced to do Bso, the
individual S&Ls and La Merced will have to increase their efforts and staff time
devoted to promotion campaigns and educational drives to mobilize new savings,
especially in comnunities where familiarity with financlal institutions 1is not
well established.

Another institutional constraint, which limits the ability of the S&L Sysatem
and La Merced to determine appropriate lending rates, {8 the lack of reliable
Iinformation on houschoid incomes. The Instituto Nacional de Estadisticas (INE)
has developed a nation-wide survey questlonnalre on household incomes and has
collected initial data. Such Iinformation will be critical to the S&L System and
La Mercud's ability to tallor the terms of their shelter solution loang to the
puyback capactty of the target groupr. The GOB has committed itself to providing
the budget necessary to carrylng out the surveys {f the HG 1s approvid, but TA
will also be needed in thia area.

3. Relation of Project to CounLrZ~ngulqpmunt Scrategy

U.S.-Bolivian relattons have been undergoing a gradual normalization process
since Gen. Celso Torrello assumed power in September 1981 and announced the
GOB'as intention to concentrate on addressing a series of issuecs which were
primarily responsible for the suspension of AID assistance following the July
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1980 coup. With Bolivia's return to democracy, it was decided to reactivate and
increase the AID program in three phases in accordance with GOB action to
improve the economy and control the 1llicit production and marketing of coca.
The first phase of the reactivation, in recognition of the return to democracy,
has been implemented in response to positive forward movement ia these areas.
The second phase, which will be implemented as progress continues, will begin
with approval of the requested HG. A recent classified cable discusses the U.S.
Mission's plans for this and other steps in the assistance reactivation
strategy.

As a result of the decision to reactivate the AID program, USAID/B's
short-term assistance strategy has been reformulated.. In addition to Bolivia's
channelling resources from existing and new projects to Bolvia's primary coca-
production region, the Chapare, to diversify agricultural production and
enchance prospects for devciopment in conjunction with coca control efforts, the
short-term, strategy will also support the democratic process and economic
recovery by directing resources to the private sector from an augmented
Agribusiness and Artisanry Project and the proposed HG loan, and help the GOB to
formulate improved economic and sectoral policies, through the Policy Reform
Project, which will provide the framework for stable economic growth and
increased private sector development.

This project will help tmplement the Misslion's short-term strategy in two
ways. First, it will support the Mission's efforts to expand the participation
of the private sector in the economy and enable one of Bolivia's most successful
private sector financial institutions to continue to offer financing to lower
i1ncome families. Secondly, the project will assist the GOB in carrying out
certain policy and instltutivnal reforms needed to address some of the economic
constraints limiting Bolivia's longer term development process. Specifically,
it will help establish the policies and institutional capability necessary to
carry out the more complete rural savings mobilization program contemplated
under the Mission's long-term strategy, and it will help the GOB to develop a
rational housing sector strategy.

B. DETAILED PROJECT DESCRIPTION

l. Goal and Purpose

The goal of the HG 007 Program i{s to improve the shelter condition of
Bolivia's low income families. The Program's purpose is to expand the private
sector's capacity to address the shelter-related needs of these families.

The Program will consist of a4 $15 millfon HG loan to the GOB which will
guarantee the loan and agsume the full forefpgn exchange risk, and $550,000 {in
technical asalstance to CACEN. The loan will be channeled through the Bolivian
Central Bank (BCB) which, in turn, will dtsburge an equivalent amount of local
currency to CACEN tor onlending to S&L assocfations and La Merced. An initial
$4.5 millton advance will be made to the BCB with an equivalent amount of pesos
advanced to CACEN. The remaining $10.5 million will be disbursed to CACEN based
on the placement of shelter loans to famflies with {ncomes below the national
median.

The beneficifaries of the HG 007 Propgram will be families with {ncomes at or
below the natfonal urban median fncome. Thede families reside in towns and
citles with populations greater than 2,000, although many of the areas are fully
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rural in character. The target population for the project is located throughout
the nation. Beneficiaries are employed in both formal and informal sector
occupations, with a majority involved in small enterprises, commerce,
transportation, handicrafts and farming. Urban beneficiaries will include a
large percentags of salaried factory workers.

2. Outputs/End of Project Status

a. Financing will be made available for the shelter-related

needs of approximately 23,000 below median income

families: Despite the drop in real incomes because of high
inflation, and the uncertain financial future the S&L System in the absence of
the approval of additional HG resources, demand for housing loans has not
decreased. The Ministry of Housing and Urban Affairs (MUV) estimates that
current housing deficits nation-wide are cver 160,000 units, with the demand for
new housing units growing at a rate of 24,000 per year. Of the existing housing
stock, MUV has estimated that 90 percent of all rural units and 60 percent of
all urban units, representing more than 800,000 units throughout the country,
should be replaced. This "qualitative deficit" 1s clearly overstated since most
of these units can be upgraded instead of replaced. Thus, the major thrust of
the new HG program will be directed at home improvement loans. Later, 1if
conditions permic, loans for core units and new housing starts will also be
made.

During the intensive review, seventeen different lLiome improvement loan
packages were developed which will be affordable by the target group. These
packages emphasize cost-effective construction designs and methodologies,
self-help techniques, and bulk purchases of certain materials. The success of
the HG 005 Program in rural areas 1s one indicator of the high level of demand
for home improvement loans. The results of that Program prove that much of the
existing housing stock is essenti{ally sound and can be converted into gafe and
comfortable dwellings. Based on past lending experience, the investment
capacity of low-income groups has proven to be high, usually surpassing 25

-percent of monthly income~. In this regard, experience had demonstrated that
many S&L system borrowers tend *o repay thelr loans early, including HG 005
beneficiaries having the lowest payment capacity. Borrowers customarily pay off
their loans in 60 percent of the time ccntracted, (e.g. 13-year loans are paid
off in elght). The average payback period for core construction loans has been
eight years, even though loan terms can be as long as twenty years.

b. The S&1 System and La Merced will have strenthened their

overall financial viability: The HG 007 Program will enable the
S&L System and La Merced to remain financially viable for the foreseeable future
by providirg the resources necessary to expand their lending, the technical
assistance necessary to improve thelr operations (e.g. portfolio
diveraiflcatfon, savings mobilization, design of more affordable shelter
solutions), and the tiwme necessary to make additional financial adjustments (See
examples In Section Il A.3.) In response (o changing cconomic conditions. With
the HG, the S&L System will be able to recuperate the losses it has decided to
absorb as a result of the recent gevere devaluation. The HG Program will give
special attention to the four weakenst S&L associations (La Frontera, Manutata,
Tarija and Potosil) so as to assure their full recuperation and self-sufficiency.
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c. The GOB will have improved its capacity to formulate a
comprehensive shelter sector strategy: The HG program will

encourage greater cooperation and understanding between the S&L System and
related GOB entities. The BCB will become more involved in housing finance.
through 1ts role in disbursing the HG loan to CACEN. The Ministry of Finance
(MOF) will have to review the S&L lending activities as part of its role in
regulating the diversification of the System's portfolio. Also, INE's
production of reliable national household income data will become critical for
both the S&L System and the overall housing sector in determining appropriate
interest rates and the affordability of shelter solutions for the target group.,

In addition to the ongoing dialogue with these Government entities, the HG
007 Program will strengthen GOB shelter sector policy-making by providing
technical assistance to help carry out a series of studies on the financial
structure of the housing sector in Bolivia and the effectiveness of public and
private institutions involved in shelter solutions.

d. The S&L System and La Merced will have generated increased

domestic resources to permit the expansion of lending

activities: As a condition precedent to selection of an investor,
CACEN and La Merced will be required to submit to AID acceptable savings
mobilization plans. These plans will assist the S&L System and La Merced to
increase their total savings by at least 40 percent a year. In order to
overcome the disadvantage of no longer offering dollar-readjustable savings
accounts and the more competitive interest rates on passbook accounts offered by
the commercial banks, the System must undertake an active promotion campaign
emphasizing expanded services and affordable shelter solutions to attract new
savers. The fact that the S&L branch offices in rural areas are often the only
source of formal financing available (in urban areas, S&Ls are also much more
accessible to the general public than are commercial banks), it {s an important
plus for the System as it competes for new savings. The HG 005 Program laid the
groundwork for a more active savings campaign in rural areas, and the System's
overall reputation and experience as a housing finance institution, vis-a-vis
other private and public institutions, will continue to attract numerous
customers in search of financing for shelter solutions.

La Herced recently undertook a very successful savings mobi{lization
campaign. This effort will be expanded in order to meet the targeted annual
Increase in sasings generation.

e, The S&L System will have successfully expanded the

diversification'1its portfollo into short-term

commercial lending: It has become necessary for the Bolivian S&L
System to consider the diversification of lending operations into short-term
credit for many of the same reasons which have obliged U.S. and other Latin
American S&I systems to adopt such an approach. To this effect, experience has
shown that S&Ls in general require additfonal flexibflity so that during periods
of high Inflatfion they can manage thelr portfolios more efficently. The
Bolivian S&L System's diversification into housing-related and family credit
needs, as recently authorized by the GOB in Decree Law 19027, will provide the
System with this added flexibility. Offering loans for furniture, appliances,
sichooling needs, health services in rural arcas, ag well as for family emergen-
cies, will cxpand the range of services which the System can provide. This, in
turn, will help attract new savers. Customers will readily notice the
dvantages of dealing with the S&Ls for many of thelr credit needs {nstead of
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with the commercial banking system, which is often less interested in the small
saver/borrower, and whose transaction costs are congiderably higher. While
several associations already have begun diversifying their portfolios with
relative success, lending for the wider range of activities described is
expected to play a much greater role over the next few yYears. The HG will
provide specialized technical assistance to the S&L System to assist it in this
endeavor.

f. The S&L System will have strengthened its financial

planning capability: CACEN and individual S&Ls will increase the
capabilities of their etaffs (and hire additional personnel where necessary) in
the area of financial planning through training courses and technical assistance
provided under the HG 007 Program. CACEN recently purchased an Apple I
computer. The qomputer and greater staff capability in financial planning will
permit the S&L System to react quickly to varying economic conditions and thus
fortify its long-term viability.

8- INE will have strengthened its capacity in the area of natlonal

household income data collection and analysis and will have

begun publishing this data on a regular basis: INE has developed a
questionnaire on household income and has collected initial data, However,
budget constraints have inhibited the analysis and publication of the data.
This project will provide technical assistarce to refine the questionnaire,
improve data collection techniques and perform the necessary data analysis. The
GOB, as a part of 1its counterpart contribution, will furnish the necessary
budget support to INE to carry out these tasks and publish the data on a regular
basis. This information will assist the S&L System, La Merced and other housing
inatitutions to develop appropriate interest rates and design shelter solutions
affordable to the target group.

3. Inputs

a. A $15 million HG program loan will be lent to the BCB which in turn
will lend pesos to CACEN for distribution among the individual S&L associations
and La Merced. The GOB will guarantee the loan and assume the full foreign
exchange risk.

b. Individual S&Ls and La Merced will contribute 20 percent of the
total amount of each subloan (totalling $3.75 million) from internally generated
resaurces.

c. The GOB will provide $40,000 {n budget support to INE for data
collection, analysis and publication of national houschold income survey rcsults
over the life of the project.

d. The project will provide $250,000 {n grant funds for two years of
iong-term technical assiatance to help coordinate project implementation, assfst
CACEN {n the tratnfng of S&L and La Merced personnel, work with GOB entities to
formulate a comprehenntve shelter sector strategy and help {dentify short-term
technical asristance requirements.

c. The project will provide $300,000 {n grant funds (including PRE/HUD
contract) for 20 person-months of short-term technical asaistance {n the
following aveas:
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1) Shelter construction cost analysis and the related training to
maximize use of low-cost materials and techniques and improve construction
supervision - 3 person months;

2) family income and expenditure analysis to {mprove INE's
capacity to develop reliable, national household survey data - 2 persoa months;

3) shelter policy and strategy studies to assist the GOB in
formulating a coherent shelter sector strategy ~ 2 person months;

4) savings mobilization which will include promotion campaigns,
personnel motivation and gearing savings/time deposit accounts to different
target groups - 3 person months;

3) lending diversification and related training to {mprove S&L
managerial and technical capabilities ~ 4 person months;

6) financial planning to enhance CACEN's capacity to forecast
economic trends using automated data processing equipment and to review the
possible effects of alternative measures on the System's future cash flow - 4
person months.

7 evaluations - 2 person months

4., Financial Plan

Prior to the first disbursement of the HG, the following agreements will be
signed: (1) AID, the GOB and CACEN will sign a Program Implcmentation Agreement;
(2) AID and the GOB will sign a host country Guaranty Agreement; (3) AID and the
investor will sign a Guarantee Contract; (4) the investor will sign a Loan
Agreement with the BCB; and (5) the BCB and CACEN will sign a loan agrecment.

The invesgtor will make an {nttial advance disbursement of $4.5 million to
the BCB, which will make an equivalent disbursement in local currency to CACEN.
The full advance to CACEN will remain outstanding for a maximum of three years.
CACEN will submit eligible loans to liquidate the advance prior to the end of
the third year according to a schedule to be included in the Master Program
Implementation Plan. The §$15 million loan will be disbursed over § years,
1983-1988.

Regular dfsbursement will be made to the BCB and CACEN as eligible loans are
approved by AID and according to the disbursement achedule contained tn the
Master Program Implementation Plan. The invenstor will disburse U.S. Dollars to
the BCB. The BCB will dishurae the amounts scheduled to CACEN In local currency
at the prevalling official rate on the day of disbursement. CACEN in turn will
effect the disbursement {n local currency to the S&L asnociations and La Merced
following the procedures described in the Implementation Agrecement .

The criteria which CACEN will usce to disburse funds to the participating
asgoclations will take {nto account: 1) total assetn, 2) the rate of growth of
aavings lepouitas, 3) the growth of loan portfollos, and 4) debt repayment
schedulen.  The actual distribation of the peso advance will be dotafled {n the
Flnanclal Strategy required prior to selection of an {nventor and the
distributton of further disburacments will be detafled {n updated Financial
Strateplen,
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SUMMARY COST ESTIMATE AND FINANCIAL PIAN

(US$ 000)
ATD
GRANT HG GOB SYSTEM TOTAL
FX FX 1C ic
Shelter Financing - 15,000 1/ - 3,750 18,750
Technical Assistance 5502/ - - - 550
taticnal iicusehcld Incame Survey (INE) - - 40 - 40
S50 15,000 40 3,750 19,340

£ID guarantee of private U.S. investors.

$50,000 from PRE/HUD contract obligated sceparately f)y Housing Of{ice.

_‘1?'—



ITI. PROJECT ANALYSES

A. ECONOMIC AND FINANCIAL ANALYSIS

1. The Current Economic Outlook

The recent higstory of the Bolivian economy was reviewed in Section II.A.2.
On November 6, the Siles Government took an initial set of economic measures
which represented a significant step forward in putting Bolivia's economic house
in order and in setting the stage for an eventual agreement with the IMF.
Previous military governments had made partial efforts to address Bolivia's
serious economic problems but were unwilling, or politically unable, to adopt
the measures necessary to start the economy on the road to recovery. When the
Siles Government took power in Cctober, the economy was in shambles, and the
country's different interest groups all had conflicting ideas on essential
requirements for correcting the situation. In less than a month, the S1]les
Government acted decisively in taking a set of initial, far-reaching measures
which, while implying an immediate deterioration in the purchasing power of the
Guvernment's main constituent groups (urban factory workers, miners and
campesinos), at the gsame time offered hope for economic recovery over the medium
term. The ecconomic package was based in large part on guidelines formulated by
the IMF. It was embodied in over 30 decrees which ranged from complete
de-donllarization of domestic loans and savings accounts and establishment of a
tixed exchange rate to major price hikes on a whole range of basic commodities;
e.g., the price of flour was raised nearly 500 percent, and the price of
petroleum products more than tripled.

Faced with a debt repayment schedule which could not be met (witn the debt
service ratio potentially over 80 percent), the GOB initiated efforts to
renegotiate outstanding balances due to Argentina and Brazil and the consortium
of private banks. $342 million has beer renegotiated so far, and Argentina has
apgreed to reschedule an additional $250 million. The Consortium agreed to an
extensfon to October 1983 of a moratorium on principal repayments, and the GOB
hopes to renegotiate over $400 million of the $2 billion owed at that time. In
addition, in order to prevent continued imposition of sanctions under Section
517 of the FAA (Brooke/Alexander Amendment), the GOB paild over $9.2 million in
arrearages due to the U.S. Government, thus providing evidence of its desire to
normalize relations with the U.S.

Early this May, a joint IMF World Bank team completed a one-month visit to
La Paz. Tts purpose was to lay the groundwork for negotiation on an Extended
Fund Facility (EFF) by discusaing possible options the GOB could adopt to cut
the forecasted 1983 budget deficit, increase interest rates, and adjust the
exchanpe rate. Discuusions focused on the fiscal deficlit since this was the
chief area not addressed by the GOB {in November. Initial agreement was reached

with members of the Siles Government's economlc team on where at least 70
bfllion pesos could be cut from the budget, and on a system for indexing
commereial bank loans which would provide for postiive real rates for interecst.

The IMF has scheduled a return vigit for the end of May or early June. In the
inter{m, the GOB {8 expected to make final declslons with regard to the budget
and other Issuces diacuassed which will enable the [MF team and the Government to
negotiate the elements of an EFF agreement which would be put i{nto effect in
October or November. Although it would have been preferable for the GOB to have
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progressed this far with the IMF a few months ago, and difficult policy
decisions remain to be finalized by the GOB in the next few weeks, there is room
for optimis» that negotiations with the IMF will move ahead on schedule.

Meanwhiie, there ‘18 some movement toward greater economic stability.
Inflation, although still high, has fallen from an average of 20 percent per
month just prior to the assumption of power by the Siles Government to 10
percent per month. The black market exchange rate, which has risen as high as
$b565 to the dollar a few months ago, has settled into the 350 to 360 range.
GOB actions to cut the fiscal deficit and adjust interest rates closer to real
levels appear likely. By October, the GOB should be in a position to discuss a
renegotiation of its debt with 1ts private banking consortium. Donor support
for the Siles Government was recaffirmed at the Round Table meeting held in late
April. The World Bank plans to proceed with a $75 million structural adjustment
loan, assuming discussions with the IMF proceed on schedule, and the IDB plans
to begin disbursing two credit loans totalling $67 million for the mining and
agriculture sectors in the very near future.

The main economic variables affecting the financial viability of the S&L
System and La Merced's housing program are the exchange rate, interest rates and
demand for housing loans.

For the purpose of projections, pessimistic assumptions have been adopted
regarding the exchange rate. It is anticipated that the current official
exchange rate of 200 pesos to the dollar will decline an addi{tional 50 percent
in 1983 and that adjustments thereafter will be moderate relative to those in
1982 and 1983. The spectacular decline of the peso in 1982 was due to several
unique factors which are not expected to persist. The GOB had maintained a
significantly undervalued peso for geveral years. Once allowed to float, {its
value declined reflecting Bolivia's poor economic performance, the narrowness of
the foreign exchange market in Bolivia, the lack of confidence in the GOB and
uncertainty about the couutry's economic future which caused capital flight and
dollar hoarding. When the parallel market became illegal, and with the
difficulty of obtaining foreign exchange at the 200 rate through the Exchange
Control Commission, the black market rate continued to climb; however, even that
rate has settled down to the 350-360 range after going as high as 565,

With the Siles Government's cconomic program, the country's economic
performance is expected to improve. An EFF agreement will help restore
confidence in Government policies, and more foreign exchange will be available
both from the IMF and from normal transactions as the economy stabilizes. The
official exchange rate is projected to increase to 300 in 1983, 400 in 1984, 25
percent per year in 1985 and 1986 until it reaches 625, then 20 percent {n 1987
and 5-10 percent per year thereafter. An indexation system for commercial loans
may be adopted which would allow the S&L System and La Merced to adjust the
balances of outstanding loans in accordance with repayment capabilities and keep
nominal interest rates relatively low. If indexatfon {s not adopted, the S&L
System and La Merced will ralse Interest vates charged {n the near term in
accordance with the repayment capaclty of {ts customers. The rates used fn the
ftnancial analysts are given fn Sectfon ILT.A.3 below.

Although high Inflation s expected to continue in the near term, it will
decline as the Government's stabilfzation program takes hold. Desplte the
current drop {n real incomes and the tight credit situation, the S&I. System was
able to place over 6,000 loans in 1982 (over 4,000 of which were for housing),
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at higher, variable interest rates, versus a total of 4,376 in 1981, 1In
addition, the demand analysis below (Section IIIA.4) points out that there is a
very large housing deficit nation-wide and that the unmet demand for home
lmprovement loans under the current tight financial conditions is very high.
Given the S&L System's success in continuing to place housing loans during 1982,
1t is conservatively projectad that with the HG, the System will maintain
current shelter-related lending levels through 1984 and thereafter increase
lending moderately. HG lending will be heavily concentrated in home

improvements given the need for, and affordability of, such shelter solutions
during periods of economic recovery.

2. GOB Creditworthiness

Given the long-term repayment period of the HG, it 13 not feasible to
project balance of payment statistics to forecast whether adequate foreign
exchange will be available to repay the HG loan 10 to 30 years from now. The
GOB's repayment capability will depend upon economic performance at that time.
In the short to medium term, it 1s clear that the GOB must take the measures
necessary to adjust to Bolivia's new economic clrcumstances and to stabilize the
economy. The recent progress of the Government in initiating negotiation of
stabilization measures with the IMF and In renegotiating outstanding debt
represents a good start. It {s expected that the GOB will continue addressing
the economic problems it faces and support private sector genevated growth
policies. As such, the repayment risk inherent in the proposed HG loan is
Judged reasonable.

3. Financial Analysis

At {ssue {s whether the S&L System and La Merced will be able to absorb the
loss in the value of their housing loan assets and continue paying dollar debt,
w#ith an I{njection of new resources and by changing certain operating procedures.
The financial analysis summarized below considers the financial viability of the
System and La Merced under conservative agsumptions {n order to measurc the
srojected impact of the new HG resources. The results of this inalysis point to
the urgent need for the HG 007 Program to ensure that the S&L System and La
lerced continue to expand and pluay a central role in addressing Bolivia's
sgrowing shelter deflcit. In addition to assinting these institutions to
nobilize more savings and {nfitiate new types of shorter term lending, the
roposed HG Program will provide a much needed infusion of new resources which
:an be used to expand lending and allow earnings on old and new loans to be
ncreased, thus maintaining an adequate cash flow to pay existing dollar debts.

The following assumptions are used in this financial analysig:

Exchanpe Rates (Avvrqrv)

1983 1984 1985 1986 1987 1984 1989 1990 1991

250 350 438 547 685 790 865 930 975

A 13 percent interest rate from the favestor to the BCHB, 15 percent to CACEN
and 17 percent from CACEN to the S&I, annociations and La Merced. (Thene
rates could be lower depending on the rate negotiated by the BCB with the
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U.S. investor.) The BCB has already agreed to lend to CACEN at 2 percent
above the rate at which it receives the dollar loan.

Variable Interest Rate as follows:

1983 1984 1985 1986 1987 1988 1989 1990 1991

Existing Loans (Av.) 26 41 50 54 51 49 47 45 43
New Housing Loans 39 50 54 54 51 49 47 45 43
New Diversified Loans 43 51 55 55 52 50 48 46 44

Savings 25 27 27 27 30 30 30 30 30

Grace perfods will be 10 years for CACEN and one year for the associations
and La Merced.

Savings are projected to increase by 40 percent p.a. \This compared with an
historical average oi 50 percent for the S&L System. La Merced just
undertook a savings mobilization campaign and rafsed its deposits by over 50
percent.

Qutstanding "dollarfzed” debt from the associations to CACEN will be
rescheduled to spread payments over 5 additional years. (The original
maturities were 10 years), and 25 percent ($1 million) of the arrearages due
to CACEN wi!l be paid fmmediate.

Thirty percent of the new HG ($4.5 nillion) will be advanced to CACEN and
liquidated beginning in year 3 of the loan.

New types of shorter term lending will be increased according to the amount
of funds avallable from prior loan reflows and savings.

Maximum repayment perfods on housing loans will be ten yeare, but are
expected to average six years.

Excess assets ({.e. {nvestments In land and buildings) will be sold at
appropriate times to generate {ncreased cash flows. For purposes of the
cash flews, these asscts have been priced at one=half thelr market value and
apread over 3 years,

Administratfve conts for CACEN, the S&Ls and La Merced have been projected
based on actual histor{cal couts. La Merced's other operations will
pencrate net cash {nflows at hiatorieal averapes.

Vartous cash flows for the $8L Syatom and La Merced have been projected
under four baste scenarfon:

1. Vartable {nterent rate atructure wllhout new HG.
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2. Indexation without new HG.

3. Variable interest rate structure with new HG.

4. TIndexation with new HG.

This was done because although indexation based on an increase in the
minimum wage appears likely to be adopted, the S&L System and La Merced must be
prepared to face either eventuality.

The indexation rate used in the cash flows under the indexation scenario

were:

1983 1984 1985 1986 1987 1988 1989 1990 1991

100 80 64 49 25 15 10 5 5

A three percent spread between the nominal savings (3 percent) and lending
(6 percent) rates is also assumed.

The following cash flows were developed and are summarized in the tables
included in this section.

1. CACEN without HG, variable interest rates

2a. CACEN without HG, indexation

2b. S&L System (12 S&Ls as a group) without HG, indexation
3. CACEN with HG, variable interest rates

4. System with HG, variable interest rates

5. CACEN with HG, indexation

6. System with HG, indexation

7. La Merced with HG, variable interest rates

The cash flows without the HG indicate that the S&L System would experience
negative cash flows In 1983. This would force most or all of the S&Ls to
curtail lending activities drastically which, in turn, would lead to a rush by
savers to withdraw their deposits. Liquidating assets would not be sufficient
to meet the System's external debt requirements while simultaneously complying
with savers' withdrawal demands. Accordingly, S&Ls would have no choice but to
suspend operatfons. The cash flow for CACEN without the HG under indexation
shows that institut{on operating beyond 1983, but assumes repayment of previous
loans by the SiLs and 1s, as a practical matter, meaningless.

No cash flows were performed on La Merced's portfolio assuming no new HG
because, given the diversifted nature of La Merced's operations and {ts holdings
In lTand and bufldings, {t {s likely that the Cooperative would survive without
the HG; however, lts succesaful houslng program would have to be discont{nued.

The canh flows assuming the new HG show that both the S&L System and La
Merced will be able to expand their lending programs, survive the near-term
financlal criasfs, and remaln financially viable for the forseeable future. Both
tnstftutions will be provided, through the HG, with an adequate “cushion” in the
form of several additional years of operationsn to make whatever adjustments are
neceanary to respond to unforacen economic clircumstances. Among the
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alternatives which will be available to the S&L System and La Merced during the
years ahead to adjust to future economic changes, in addition to modifying
interest rates on savings and lending, are the following:

as

b.

e.

Further rescheduling of outstanding "dollarized” debt owed bty the S&L
assoclations to CACEN.

Revision of the terms of new loans from CACEN to the associations and La
Merced.

Increased emphasis on shorter term lending and the revision of terms of
such lending.

Greater savings mobilization.

Accelerated liquidation of investments in fixed assets.

The cash flows are summarized in Tables 1 to 5 below.

Sensitivity analyses of certein key variables in the princip.. cash flows
were also run and are summarized in Annex G. The variables tested were exchange
rates, Interest rates, average repayment perfod, and percentage increases in
savings deposits.
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These 3 blank pages will be filled with 5 additional charts from Alexi.
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4. Demand Analysis - Affordability

a. Housing Need and Production: The Ministry of Housing and Urban
Affairs (MUV) calculated that the 1982 housing deficit nation-wide is over
160,000 units (55,000 in urban areas and 106,300 in rural areas). With new
household formations estimated at 24,000 per year, annual production would have
to approach 33,000 units each year through the end of the decade to meet the
demand. However, annual construction rates in the recent past have been less
than 20 percent of this level, and it 1s unlikely that the pace will be
accelerated in the near future.

As {llustrated in the following table, the growth of the S&L System's
lending has been exceptional in the past fivz years.

Table A-3

S&L System
No. of Housing Loans Per Year 1977 - 1982
1977 702
1978 1,752
1979 3,205
1980 2,748
1981 4,376
1982 4,157

Notwithstanding the fact that the System had initiated new types of credit
lines, at least 70 percent of 1ts loans in 1980 and 1981 were for new house
construction or i{mprovements. This level of lending represents an increase in
the System's gshare from about 40 percent of the total public and private
Investment in housing fn 1978 to over 60 percent in 198l1. That level of
fnvestment was malntained in 1982 with over 4,000 loans placed, descpite the
total restructuring of the system to a peso-denominated portfolfo and {ncreases
in lending rateg. However, there was a shift to home improvement loans.

The housing deficits mentioned above and the limited production levels {n
formal construction have created a housing shortage which is being addressed by
the Informal sector. Marginal areas surround every major and medfum sized city.
Because families In these areas often use the materfals at hand (e.g. adobe in
the altiplano, care and palm {n the lower valleys and subtroplcs), many of the
units are considered "below standard.” Of the exiating atock, the MUV entimates
that 90 percent of all rural homes and 60 percent of all urban resfdences,
represent ing more than 800,000 unfts throughout the country, should be replaced.
This “quallitative deficit” clearly overstates the problem since most of these
untty can he upgraded {nastead of replaced.

The major thrust of the propoaed project will be home {mprovements. The
success ol the HG 009 Program In rural towns {a one {ndfcator of the hipgh level
of demand tfor thig kind of program. The renults prove that a stgnificant
percentage of the extsting dtock {a cosenttally sound and can be converted into
safe and comfortable dwellingy,
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The characteristics of the overall housing atock have not changed markedly
since the 1976 Census because informal sector construction continues unabated.
Data from the Census point out the areas in which home improvement loans will be
in greatest demand. In La Paz, Cochabamba and Santa Cruz, only 42, 22 and 34
percent of these units had water sewerage and electricity connections, respec-
tively. Information available on the materials used in house construction in La
Paz, Cochabamba and Santa Cruz, indicate that partial upgrading could signifi-
cantly improve the quality of the housing stock. The following 1llustrates the
incidence of materials in the construction of floors, walls and roofs.

City La Paz Cochabamba Santa Cruz
No. of Units 340,414 147,317 110,066
Floor Material

Wood, cement, tile or brick 39.6% 34.4% 61.27%
Dirt 60.4% 65.6% 38.8%
Wall Materials

Cane, palm, trunks 2.1% 4,2% 11.5%
AdObe 90-27. 83-0% 32-8%
Brick, cement or rock 6.97% 11.5% 47 .0%
Wood .8% 1.3% 8.7%
Roof Materials

Zinc, tile or cement 70.47 60.2% 74.7%
Cane, straw 29.6% 39.8% 25.3%

b. Estimating the Median Income: In the absence of current household
data, planners rely on estimates in calculating incomes, defining the target
population, and projecting demand and affordability. 1In 1978, when the HG 005
Program was in preparation, a base year median was established, using a
methodology developed by AID and the UN which relies on national accounts and
population statistics, to indirectly estimate average income and {ts
distribution. This methodology was refined by the National Savings and Loan
League and has been applied throughout Central America where similar data base
problems exist. (Sece "Preliminary Methodology for Estimating Household Income",
AID January 1980).

The equationg have been applied to Bolivia to establish a new base year
(1982) and a preliminary median income estimate for May 1983. The i{mproved
availability of household data {3 an {mportant element in this process which
will permlt comparison of regulta. INE has developed a sample frame for 32
cities and plana to carry out perlodfc aurveys (three to four times per year).
The results of the firut survey are cxpected by the end of 1983 and will permit
an updating of the estimates on an aunual or asemi-annual basisa.

The survey methodology for {ndirect coatimates of income ia sound, but relies
on current natlonal account figures and populacion projections. In the care of
Bolivia, the accounts are well behind schedule (e.g.+final figures for 1981 may
be publtshed by the end of CY 1983) and cattmates of the total population and
work=force vary connfderably depending on the auwsumpticns used regarding overall
and reglonal growth raten, productivity in the agricultural sector, and
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employment. Household data is the only way to verify the estimates und make the
needed refinements. In this highly inflationary period, regular updates in
lending and income guidelines must be made. Hence, the estimates provided below
(Table A~4) are preliminary calculations and will be adjusted periodically.

Table A-4

ESTIMATED MONTHLY URBAN INCOME DISTRIBUTION 1980-19831/ ($b)

Percentile 1980 1981 1982 May 1983
10th 3,108 3,998 10,555 15,410
30th 5,445 7,004 18,492 26,998
50th 8,267 10,635 28,075 39,024
70th 12,618 16,232 42,852 59, 564
90th 25,423 32,705 88,337 120,008

Average 12,432 15,993 42,218 59,570

Note: 1INE defines "urban"” as population concentratlons of 2,000 or more.
1/ Details on how this Table was derived are contained in Annex F,
Exhibit 5. :

During 1982 and the first five months of 1983, wages have been increased
continually in an effort to keep up with inflation. During this period, wages
of lower paild workers have tended to increase faster than wages of higher pald
workers due to government regulations issued in Februacy and November of 1982
and March of 1983 which estabished minimum increases for lower paid employees.
The total wage increases for lower paid workers in 1982 and the first five
months of 1983 have been approximately 105 and 46 percent respectively. Wages
for higher paid workers have increased by approximately 70 and 59 percent over
the same period.

As part of the HG 005 ev-iuation carried out {n August 1982, a survey was
conducted of public and private sector employers In the areas served by the
participating S&Ls. The purpose of the questionnaire was to determine how wages
have changed In response to the economic measures put into effect in February,
1982. Employers were asked to specify the wages of all coployees by four
catepories (i.e. professional, technical, administrative, general worker) as of
December, 1981 and as of July 1982. While the sample was small and provided
only a general gounding, some Interesting observations were obtained regarding
the pattern of progressive wage adjustments. In the six month perisd fn
question, all but one employer provided substantial salary incrcases. (The
exception was a public sector offlce where workers recelve 18 salary payments.)
The majority of the lowest pald workers recefved increases of between 50 and 120
percent. In contrast, the highest pald workers usually received rafses of 20
percent or less. There was greater varfation {n the middle level workers' wage
Increases.  In sum, the salary scale spread i{s being reduced.

C Affordabtlity of Shelter Solutfons to be Financed: HG 007 will
provide for the development of a variety of housiag finance arrangements. With

v —— s a e ae a— v

1/ Duuffhx«ull;ﬂ;TTﬁ] Table was derfved are contalned fn Annex F, Exhiblit 9,
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respect to the kinds of loans developed in rural areas, many of the same types
of home improvements made under HG 005 are expected to be financed from the HG
007 Program. These include very low-cost housing finance arrangements, known as
the "Type A"l/ loan (average amount $800 or $bl160,000) as well as the somewhat
larger "Type B"2/ home improvements loan (average amount $1,700 or $5340,000).
Lending will be for a variety of home improvements as well as for the
construction of new core units in rural areas. Home improvements will include:

Repair/replacement of roofs

Repalr and weatherproofing of walls

Upgrading of dirt floors

Oonstruction of potable water sources (wells)
Construction of sanitary disposal facilities (latrine and septic
systems)

Connections to potable water systems
Installation of bathing and sanitary facilities
Addition of new rooms

Ingtallation of electric services

Partition walls

Home finishing loans

Combinations of above improvements

An examina:ion of the high conatruction costs relative to the affordability
constraints of the target group in Bolivia as of May, 1983 suggests that few, 1if
any, new housing units will be bujlt under the project. Experience with the HG
005 Program demonstrates that considerable reductions in costs were achieved
through the use of locally-available materials and self-help efforts. Thus, 1t
1s to be expected that there will be some modest new housing units financed by
the HG 007 Program, especially in rural arcas where low-cost materials are
readily available and where patterns of work and free time are propitious for
salf-help activities.

The HG 007 Program will concentrate on urban areas, but will not exclude
rural areas where lending pregrams are on-going. Home {mprovement loans will be
emphasized. Improvements will be similar to those listed above, but that list
{8 not exclusive. Recent speculative price increases have pushed the costs of
even modest core houses to a level which s, at this time, out of reach of most
families with {ncomes below the median. However, with alternative building
materials, the {ncrease in the price of construction materials is expected not
to ha as great {n the future as it has been during the last six months. ‘
Therefore, over the life-of-project, some core unlt construction may occut.

Anticipated costs for activities to be carried out under the HG 007 loan
have been determined utilizing May, 1983 unit prices of the construction
materials most frequently used In low-cost upgrading and conatruction. On the
basls of these conts and drawing from the types of core units and housing
lmprovements recently financed by the S&L System, seventeen typlcal i{mprove-
ment/core unfts have been costed out for Bolivia's four main geographlic reglons
(t.e., La Paz, North, South, Vialley). These seventeen alternativen and their
respective supporting budgets comprise Exhibit 3 of Annex F of this paper.
Information s alsa provided on the affordability of the housing alternatives by
families {n varylng Income percent{les, assuming payment of 25, 30 and 33
percent of family {ncome for the amortization of the correaponding loana, which
will be lent inftfally at a 39 percent {ntereat rate with an clght-year
repayment perfod.  An tllustrative chart of the data {a provided tn Table 6

/™Pype A" Toans are tor small home tmprovements dlrected toward famil fes at or below
the 20th Income percentile,

2/ "Type B Ytoans are for fntermedfate home tmprovements directed toward famitlens at

e hatan thee S0k dneames nerceont 1 e,
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below, showing seven of the seventeen alternatives and presenting their
affordability by geographic areas and income percentile range.

d. The Capacity of the Target Population to Pay: While it is
generally believed that lower income families cannot pay proportionatély higher
amounts for housing without reducing other basic necessities, studies of AID and
World Bank projects have shown that low income families pay higher proportions
of income on housing than families in upper inc e categories. In general,
statistics demonstrate that: 1) it 1s not uncor ¢n for families below the median
to pay up to 40 percent of their income on mortgares and housing related
expenditures while wcalthy families dedicate 10 percent or less to housing, and
2) families are willing and able to sacrifice when they are offered ownership
rights and an opportunity to develop over time a more comfortable home.
Unfortunately, specific studies have not been carried out in Bolivia. Although
some information exists on rental prices for past years, it has never been
correlated with income. Therefore, estimating housing expenditures for low
income groups 1is not possible. However, based on discussions with representa-
tives of the 12 S&Ls and La Merced, it is clear that the investment capacity of
low-income gr.ups is quite high and clearly surpasses 25 percent of monthly
income in most cases.

Throughout the S&L System, borrowers tend to prepay their loans early,
including HG 005 rural beneficiaries who have the least payment capacity.
System-wide, borrowers pay off their loans in 60 percent of the tim: contracted
(e.g. thirteen-year loans are paid off in eight). The average repayment period
for the entire System 1s eight years, even though loan terms may be given for as
long as 20 years. The standard repayment period for home i{mprovement loans in
La Merced s only two years. Prepayments are regular and are penerally
augmented when workers receive extra bonus salaries.

In another example, the World Bank has financed a series of upprading
projects in areas surrounding lLa Paz. The installation of infrastruecture
(water, sewerage, and roads) costs the beneficiaries about 10 percent of thelr
incomes. Where this upgrading has been completed, the communities' housing
stock has undergone an extraordinary transformation ({.e in a perlod of less
than two years through communal effort, 9u percent of the houses have bheen
expanded and {mproved and sidewalks, retaining walls and stairs have been
built). While regular payments are only 10 percent of fncome, the amount of
additional {nvestments by the families in this short time span ~learly demon-
Atrates a payment capacity well above tlie estimates of projc-t desi{gners.

Accordingly, the estimated payment capacity for most borrowers has been set
at between 30 and 35 percent of monthly income. Thisa guldeline may sti{ll be
conservative, but is clearly more realiastic than the 25 percent used previously.
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The System's past success was significantly affected by the fact that
dollar-adjustable savings accounts were offered. Now that the System's savings
are fully denominated in pesos and commercial banks are also seeking savings
more aggressively, competition for new savings will be more difficult. However,
even though the fystem psid a lower rate than commercial banks {n 1982 (22 vs.
30 percent) and despite the economic crisis, savings were increased by 29 per—
cent.]/ La Merced succeeded In increasing its savings by 50 percent.

The competitive edge which the commercial banks have with regard to interest
rates does not serlously limit the Systeu's capacity for generating significant
new savings. Because the S&L System accounts for 60 percent of all
shelter-related financing by public and private housing institutions, it will
continue to attract savings depositors since it provides a financing mechanism
for future shelter needs. Gaining access to the S&L System's new diversified
lending program will also be a significant attraction to new savers.

Another factor to consider in analyzing the System's prospects for
mobilizing savings {s its clientele group. The System primarily services low
and medium income groups, a population stratum in which the commercial banks
have shown little interest. Accessibility and low transaction costs for its
lending activities are important to the System's success. Accordingly, the
System has expanded its operations into rural areas under the HG 005 program,
opening branch offices in locations where no other formal financial institutions
exist. This effort will generate increased savings for the majority of the
nember associations.

This being said, however, relative interest rates paild on savings will be
important. The S&L System will continue to offer rates below those offerred by
comwmercial banks, but the more dynamic market for savings will be monitored more
closely and the difference between the average bank rate and S&L rates will be
kept much smaller. New savings instruments will a. o have to be developed.

In order for the S&L System to meet the minimum target of 40 percent annual
Increases in savings generations, each assoclation must make concerted efforts
to improve outreach mechanisms and promotion techniques. To assure that the
System gives adequate attention to this matter, a condition precedent will
require that CACEN submit to AID an acceptable savings mobilization plan which
has been discussed and agreed upon by the iudividual member associations.
Project evaluations will measure progress toward achieving the benchmarks
established with regard to yearly increases in savings generation.

B. SOCIAL ANALYSIS

1. Beneficfary Subgroups

In order to properly describe the wide diversity of characteristics (e.g.
language, ethnlclity, ecological niche, income level, etc), found among the
famfltes below the 50 percentfle income bracket, tt is useful to employ a

typology that cmphasizes degree of assimilation into the natlonal and cultural
mainstream.  Thig typology permits a general level of analysis of different
types of poor people and the deatgn of strategles to overcome constraints faced
by each subgroup of beneflcfaries to assure successful project fmplementation.
According to the "assiml{lat{on Into the national mafunstream criterion”, the

[foﬁfdm‘$hr8]4.fw5ﬂ1f]un to $b 1,077,182 (amount without 677 adjustment).
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beneficiaries of this project are divided into three subgroups: (a) urktan poor;
(b) rural market town poor; and (c) rural peasants.

a. Urban Poor: The urban poor are the beneficiary subgroup that is
most assimilated in the national culture. They compose the lowest strata in the
loosely defined class structure of large cities. Compared with the other
beneficiary subgroups, they exhibit the highest incidence of formal training
(rates of completion of primary school are high and some incidence of attendance
in secondary school), as well as the use of Spanish as the principle language.
The nuclear family is the typical household arrangement, although extended
household are maintained by a reduced percentage of recent immigrants from rural
areas. Income is derived principally from wage labor; not uncommonly several
members of the household draw salaries.

Participation in "community type” social groupings occurs on the basis of
particular interest which include: religious associations, unions, sports clubs,
neighborhood councils and informal groupings of people who have immigrated from
the same region of the country. With regard to housing, this urban poor
subgroup tends to emulate middle class behavior and values (e.g. separate
cooking, sleeping and entertaining areas; discrete sleeping quarters for parents
and children of different sexes; and indoor plumbing).

b. Rural Town Poor: This beneficlary subgroup represcnts an
intermediate point among the beneficlary types. In most cases, it represents
the poor segment of rural towns at the province administrative Level.l/ Such
towns are characterized by 1) a population made up of multiple ethniz-groups
(mestizo, cholo, Indian) stratified into a defined class structure, 2) daily
and/or weekly markets, 3) other services and institutions (health clinics,
churches, nuclear schools, and transportation facilities) not found in more
remote areas, and 4) a public administrative structure with officials appointed
by the national government.

The lower class of these town is made up of cholos (mestizos) and Indian
peasants who have recently immigrated from the surrounding countryside.
Compared to their counterparts in urban arcas they have less formal training.
(Cholus may have completed primary school, but the schooling of Indian
immigrants is extremely low.) The dominant language used by members of this
subgroup is a direct function of the time spent in the town setting; those with
longer tenure are more comfortable in Spanish, whole more recent arrivals tend
to rely more on a vernacular (e.g., Quechua or Aymara) tongue. Similar to
language, the family structure of this subgroup reflects their state of
transition from a rural to an urban lifestyle. Both nuclear and extended units
are found; the determining factor In any particular case 1is again the length of
time that the family has lived in the rural town setting.

The family, either nuclear o1 extended, is also the basic economic unit.
Economic activity i{s generally a mixture of agriculture and commercial pursuits.
A prevalent combination finds husbands and sons cngaged in small-scale farming,
while wives and daughters manage a small store or produce handicrafts. A second
combinati n 18 one in which the husband works as an artisan (mason, carpenter)
or i3 Involved in the provision of services, while the rest of the family runs
the commercfal and/or agricultural enterprise. As a result, the family has
multiple sources of relatively low income which are not as fixed nor as frequent
ag that of salarled employees with a pecliodic pay schedule.

1/ Administrative levels of rural Bolivia, Ln descending order, are Department,
Province and Canton.
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The housing characteristics of this subgroup tend to reflecc. the
transitional state of its member. Depending on the location (altiplano,
valleys, lowlands) local building materials (e.g. adobe, wood, thatch, tin)
predominate. Structures are unsophisticated. While there is some division of
living area for discrete purposes (i.e. cooking and sleeping), the separation of
gpace does not approach that of middle or upper class households. The avail-
ability of electricity and in-house water connections is a function of the
advance of development programs in the community. Finally, coinciding with the
economic pattern of this beneficiary subgroup, housing tends to be multipurpose.
It includes not only the living quarters but also gpace for the family's
comrzercial endeavor (store or artisan workshop) and/or agricultural activities
(storage areas for tools, harvested crops and barnyard animals).

Ce Rural Village Poor: The rural village poor is the least
assimilated into the Bolivian malnstream. It is made up of people living in
peasant villages at a canton administrative level or in isolated homesteads.
Normally, the residents of these villages belony to the same ethnic group (in
most cases, Quechua or Aymara Indiano); and the vernacular language
predominates, although there is some facility witl. Spanish.

This subgroup i3 characterized by a number of cohc.ive elements at both the
family and community levels which could serve to introduce and diffuse housing
solutions. An extended houschold, composed of parents, children, spouses of
children and grandchildren, is the basic social unit. (Exceptions are the
lowland colonization areas where the nuclear arrangement predominates).
Moreover, there are practices of work exchanges among related households during
periods of peak activity, as well as loans of foods and other essentials (e.g.
tools and sceds) when circumstances so dictate.

At the community level, obvious unifying factors are ethnicity and common
language. In addition, there are communal work groups (in the highlands they
are known as mingas) to which all households are expected to contribute
manpower, and depending on local conditions, communal farm land and pasture, to
which all households have user rights. The main .lement of community authority
1s elther a traditional soclo-politico cargo sys'em according to which men pass
through a ranked scries of minor and major offices, or a unlon (sindicato)
organization formed origlnally as a grassroots political cadre, but which in
many areas have evolved Into effective leadership bodies.

The extended family is also the primary economic unit. Farming on a small
scale {5 the principle source of income. All family members who are physically
able, play a role in carrying out agricultural tasks. Produce {5 directed
primarily for meeting subsistence needs, and surpluses, i{f any, are marketed to
generate cash. Off-farm casual day labor, usually performed by the adult males,
Is used to supplement Income carned from farming.

Of the three beneficlary subgroups, the rural village poor has the most
rudimentary housing stock. ULtke their rural town colleagues, hoursing structures
are made of locally avaflable materfals and contain much less separation of
space (typically, the house conafsts of one or, at best, two rooms), earthen
tloors, I(nadequate ventilation and, In rare casen, potable water and electrical
facilities.
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2. Social Feasibility

The social feasibility of this project depends on addressing the following
constraints effectively: (1) cultural access of the beneficiaries to the
program; and (2) structural flexibility of the program to address the particular
housing needs of each beneficiary group.

a. Cultural Access: Shelter solutions, either construction of core
units or home improvements, and the general functioning of a formal credit
institution are very much a part of the "developed world's"” way of doing things.
Concepts, such as mortgage loans with fixed schedules for repayment, interest
bearing savings accounts, and the workings of a bureaucratic office, are foreign
to the normal activities of the poor. For a campesino, the very act of entering
a bank can be a frightening experience. The degrees to which lack of familiarity
with a modern credit system increases as one moves from the most to the least
assimilated subgroups (i.e. from urban to rural village poor), is a factor that
could inhibit the participation of cach type ot beneficlary.

To counteract this potential problem, technicians/promoters will continue to
take the program to the recipients. The technicians will not only expose people
to the possibilities of upgrading their housing, but they will do g0 in a way
that 1s congenial with the cultural peculiarities of cach subgroup.

Accordingly, matters such as local language and ecasily recognizable symbols
will be used for audio-visual campaigns when dealing with potential borrowers.
In addition, the techniclians will take advantage of existing social structures
within each target subgroup to elicit and sustain interest in the housing
program. For example, urban and rural town poor neighbortiood councils will be
used to arrange meetings of potential borrowers. Similarly, in rural villages,
attempts will be made ecarly {n the program to enlist the local sindicato or
socio-political cargo system leaders and thereby gain the participation of other
community members through a demonstration-multiplier effect.

Currently, the technicians have varying levels of skills and information
required to tdentify and ut{lize the soclal pressure polnts to gain entrance to
and work with people in poor communities. However, S&L System technicians have
gained considerable experience {n these watters through the HG 005 program.
This experience will be refined through periodic training during this project
and extended to thelr counterparts in La Merced.

b. Structural Flexth{lfity of the Program: A matter closely related to
the cultural access ot the benetfclaries is the degree of flexibility in the
design of the program. Satd simply, to the degree that the project allows for
the particular needs and Hmitatfons of people in the various beneficfary
subgroups, (t will enhance participation; to the extent that {t rigidly follows
standard banking procedures, {t will constrain participation.

The project, as desfgned, hag a varfety of components to take Into account
the partfcular clrecunstances of the heneffctortfes.  The HG 007 Program will
permit the S5&L System to continue to offer a wide range of home {mprovements
that con be undertaben afngly or tn combination (e.g. repalir/replacement of
roofs, upprading ot dirt tloord, conatructfon of sanftary fac{litlies, addition
of new roomn Including work arcan).  Such clastictity takes {into account the
persnonal preferences of beneflefarten, an tmportant socfal and pasychological
virfable {n the context of Mvlng area.  Alno, repayment aschedules for the loans
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are not limited to a set pattern; rather a variety of formulas are used. For
example, borrowers with steady incomes received over fixed periods (the majority
of people in the urban subgroup) are offered payment plans based on installment
periods that coincide with the receipt of income. Beneficiaries who earn their
living primarily from agriculture (people in the rural village subgroup), and
whose income 1i¢ tied to a crop cycle are able to arrange repayment plans that
are congruent with harvest and marketiag periods. Taken in conjunction, these
measures contribute to a housing solution that is sufficiently flexible to
address the particular circumstances of a majority of potential borrowers
thereby facilitating their participation in the shelter improvement program.

3. Benefits to the Target Population

The benefits which accrue to families receiving these loans go well beyond
improvements in the durability, convenience and esthetics of their homes.
Although difficult to quantify, all of the improvements have a direct impact on
the health of the beneficiaries. For example, covering dirt floors with cement
or brick reduces the transmission of parasites. Increased ventilation, potable
water connections, and more living space are also correlated with a number of
health indicators. Chagas disease which 1is prevalent in tropical climates 1is
carried by the "vinchuca” insect which often lives in adobe walls and thatched
roofs. Plastering walls and installing ceilings greatly reduce this health
problem.

4. Spread Effects of HG 005

The S&L System as a whole has expanded its operations over the past few
years at a rapld rate. The economic outlook, however, requires that continued
expansion be based on aggressive marketing of the System's services and the
promotion of savings. A major technical assistance comporent of the HG 007
program addresses the problem of outreach and marketing. As a first step, the
experience of the S&Ls participating in HG 005 will be shared in roundtable
discussions and seminars with other associations and La Merced staff as well.
Because of the geographically dispersed markets, the associations in the north
need to be especially creative in reaching out to a population heretofore
unserved by financial institutions. Radio and television campaigns, periodic
raffles to stimulate new savings accounts, and other promotional devices were
utilized quite successfully for HG 005, some of these techniques will have an
{mmediate applicability in other areas of the country. The marketing effort
must be combined with the INE sucvey activity to provide the most accurate
profile possible.

5. The Participation of Women in the Program

As the HG 007 program {s designed to realize fundamental improvements in
shelrer condittons for below median income families, a direct result will be
improvement of the arca in which the female members concentrate thelr daily
commercial and houschold activitfes. Direct benefits will include living areas
casler to keep clean (cement or brick floors, plastered wallg) and better 1lit
(through {ncorporation of windows and an {ncrecased capability to make use of
celectric lght fixtures). Improvement In sanitary conditions and minimization
of the etfects of precarious site conditions 1n rural areas (flooding, slides)
will be addftional beneffts. Finally, access to credit permits women with
hom¢-baned commercial acrivities to andd the apace necesasary to house such
activitiesn.
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Among the areas of special concern under the program will be assurances of
equitable credit treatment for female heads of househcld, including coverage of
those situations in which male borrowers die or default, leaving families with
only partially amortized loans. In sum, the income of female family members
plays an important role in the creditworthiness of the target population, a
factor which, as in HG 005, will be addressed by the establishment of specific
credit review practices by the participating institutions.

C. TECHNICAL ANALYSIS

The subsection on Demand Analysis - Affordability under the Economic and
Financial Analysis (Section III.A.), provided a run-down on the types of shelter
solutions financed and their affordability by the target group. Annex F,
Exhibit 2 provides a more detailed description of each of the seventeen
solutions aualyzed by geographic region, cost and affordability.

In the intensive review, a number of questions were raised concerning the
different types of housing loans which would be financed under the project.

These 1ssues are discussed below.

1. Self-help Construction

To help minimize cost, construction activities will be scheduled so that
most of the work which can be carried out by the family will be completed prior
to the disbursement of the loan for purchase of construction materials and
payment of skilled labor. For example, the preparation of foundations can be
carried out prior to the disbursement of loan funds for construction. Because
the utilization of self-help methods often implies a considerable lengthening of
the time needed to carry out the work, a potential problem in an inflationary
economy, the HG 007 program proposes stockpiling construction materials in
advance, thereby avolding cost increases. In addition, as with the HG 005 rural
housing program, the HG 007 program contemplates utilizing lower cost, locally
available construction materials, thus reducing overall costs and construction
time.

2. Avallability of Contractors

It 1s expected that loans granted under the HG 007 program will be provided
to individual families desiring to construct or improve their houses rather than
for the construction o” large housing projects. In most cases, individual
families, under the guidance of technicians from the associations and La Merced,
will select thelr own contractors. In Bolivia, there is no shortage of small
contractors, par.icularly in rural towns, and the utilization of small firus
will help counteract some of the decline in activity in the large-scale
constructlion scctor.

Small contractors run low-overhead operations which serve efficlently for
the kinds of construction projects which this loan will finance. Over the past
several years, the S&L System was involved In the development of a large
middle-income project (Los Pinos) {n La Paz, dividing the construction of the
project among the largest conatruction firms (of which there were three) in the
country. The results of this approach were not encouraging, and {t was not
until smaller flrms were invited to participate in the project that work
procceded oa schedule. This change of direction was also reflected in the
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Cipriano Baracc project in Trinidad (a project of 771 units for low income
families) wherc the formal=-secter firms involved in the construction of the
project were delivering their finished units at costs considered too high by the
S&L system. As a result, several cooperative type groups were organized among
masons, carpenters, and other workers in Trinidad, and soon demonstrated that
they could deliver units of comparable quality at 25 percent less cost.
Subsequent analyses demonstrated that the average cost would be at least 35-40
percent higher if a large construction firm performed a single small
construction job. Under the HG 005 program, togetter with La Merced's
experience in home improvement loans, virtually no use was made of large
construction companies, as these were not considered well adapted to small home
improvement jobs, particularly in rural areas. In view of {ts similarity in
design with the HG 005 program, the proposed program also precludes the
utilization of larger, formal sector conatruction companies.

3. Availability and Price of Construction Materials

The availability and price of some construction materials in Bolivia
represents a serious problem, as these are directly affected by economic
conditions. For example, certaln materials (e.g. door hinges, fittings,
electrical outlets, sanitary fixtures) are imported. The recent changes in the
exchange rate make these items considerably more expensive. To alleviate the
situation, the Chamber of Constructors has proposed legislation which would
allow the industry to import directly, thus reducing intermediary charges. In
addition, the Chamber has also petitioned for lower duties on imports necessary
for the sector, a proposal which has been favorably received by the GOB.

Other factors contributing to increases in cost are being addressed in
different ways. Cement, while locally produced, has disproportionately
increased in price. To lessen this impact, construction techniques for social
interest housing are being utilized (e.g. foundations are prepared with a lime
mixture in place of cement, fired-clay drain pipes are repl-cing cement tubes,
and fired-clay flooring tiles are replacing cement tiles).

Given the need to ut{lize some imported materials in low cost housing
improvement/construction activities, the participating institutions will
carefully monitor the supply and price of these items and purchase stockplles at
the most favorable price. in this respect, CACEN and the Bolivian Chamber of
Constructors are expected to play an important role. In sum, where alternatives
exist or can be devised, the counstruction sector is taking advantage of them to
cut costs. Where Imports must continue to be used, every effort is being made
to increase the availability of such elements at the lowest cost possible.

With respect to alternatives for ensuring the avallability of construction
materials, an cxpanslon of the present bulk purchasing practices of a number of
the S&Ls promises to be an effective mcana. This practice has been carried out
with considerable success due to the S&Ls familiarity with 1) construction
material needs, and 2) the varlous matevials utilized and preferred in apecific
reglons. One example relates to agssociations in the northern part ¢ the
country which have found {t feasible to purchase {tems during the dry season
that are scarce during the rainy season when roads are in poor condition. This
has enable those S&Ls to maintain an active construction portfolio throughout
the year. A sampling of materials presently stockpiled by some of the
agsociations include roofing sheets, nails, paint, sand, bricks and lumber.
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The savings which the S&Ls have realized by purchasing materials directly
from the manusacturer have been approximately 20-30 percent of retail sales
prices. The S&Ls have found that their expenses for administering the purchase
program are roughly 5 percent, resulting in a savings in the range of 15-25
percent. In turn, this amount has beeun passed to the borrowers.

To {llustrate the possible cost savings which this approach represents, the

cost of the 24 m2 core unit, which has been examined as example No. 4 of Exhibit
3 in Annex H, could be reduced by the amounts indicated in the table below.

TABLE C-1

SAVINGS IN CONSTRUCTION COSTS RESULTING FROM BULK PURCHASES (Sb)
(1982 data)

Improvement:

Core Unit Construction 24 m2 La Paz North South Valley
Costs without bulk purchase 156,574 217,905 184,666 223,972
Costs with bulk purchase 149, 348 207,028 172,800 213,783

Another alternative frequently used is to make advance purchase of materials
according to the types of loan applications being received. Technical
supervision is another {mportant area in helping borrowers achieve cost
reductions In shelter upgrading. In this regard, the use of less expengive
and/or locally avaflable materials is expected to result in a considerable
reduction in final costs.

In other instances, the S&Ls have organized "buying groups” to purchase in
bulk, thus saving in material and tranaportation costs. These savings are
noteworthy, capecially {n the case of heavy materials such as roofing sheets and
cement. A further advantage s that these "buying groups” have assisted in
organizing technical supervision and inapection of work {n progress.

4. Cosnt-deasign Methodology

The experience gained from the HG 005 program demonatrates that the
eastablished low cost-design methodology has had only limited success in lowering
per unit costs. This sftuatfon can be attributed to the underutilization of the
original manual devised to {mplement the methodnlogy. Considering that the
System Is receptive to the cost-destgn methodology concept, plans are now being
developed for further trainting of management and techntcal staffs.

Specifically, the tratning will cmphaaize the practical aspects of the design
process and Wwill cnable the technteal ataffs of La Merced and the assoctationn
to vialt those areas where the System has been most succesaful. The technfeal
asslgtance proposed for the S&8L System and La Merced will be utilized to
streagthen these traintng activition, partfcularly by providing {nformation
gained on cost-ctfective construction methods fn other countries where AID has
supported socfal=interest houstng activitien.
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5. Technical Supervision of Low-Cost Housing Activities

The final evaluation of the HG 005 low-cost rural housing program carried
out in August 1982 pointed out that the quality of technical supervision and
ingpection of construction work had noc been uniform. To correct this
situation, CACEN has drawn up a training program to reinforce the quality of the
technical support services to be provided by the assoclations. The technical
assistance to be furnished under the HG 007 loan will be utilized to assist the
System to implement those training activities which it has identified as
essential to the ongoing success of its low-cost housing program and cto assist
La Merced to expand its efforts in this area.

D. ADMINISTRATIVE ANALYSIS

The Bolivian Savings and Loan System which represents the country's largest
and most effective housing finance {nstitutfon, is comnosed of CACEN,
established in 1966 as its central bank and regulatory agency, and twelve
savings and loan associations. These member S&Ls are located in cach of
Bolivia's nine departments with six branch offices providing more extensive
coverage throughout the country. Since the early 1970s, the System has been
considered one of Bolivia's healthiest and most respected financial
institutions. Today, the System has over 130,000 savers, accounting for 11
percent of total savings held by the entire banking system. During 1982, over
6,000 loans were disbursed by the assoclations.

The current housing guaranty program (511-HG-005), which began in 1979, has
been successful {n creating a nationwide home Improvement outreach capability to
serve rural areas. Accordingly, additional staff has been hired by each of the
participating associations to promote the program and attend to the increasing
housing needs of their low-income clientele. Low cost construction designs have
been developed to make the shelter solutions more affordable, and locally
produced materials and supplies are belng used to a greater extent. Extensive
publicity campaigns and promotion work have been performed to attract new
customers in areas previously unfamiliar with formal credit services.

The HG 005 program has reinforced a considerable redirection of gservices
toward lower income populations, which the System began to undertake over five
years ago. Data about borrower's fncome for 1981 {ndicate that more than 70
percent of the System's current portfolio acrves familifes with modest and low
fncomes (at or below the 65th percentile). A full 20 percent of {ts lending
volume {s providing benefits to familien belew the 40th percentile. This
expansion into low income housing 1s all the ware impressive {f one conailders
that, with exception of the largest S&La, the member fnstftutions are directed
by the part-time efforts of professionals and rely on a asmall cadre of technical
pergonnel to carry out day-to-day operations. Based on the approximately 4,400
loans placed in 1981, each loan officer processed on the average a total of 130
new loans.

To accommodate the anticipated additional tean volume they will manage under
the HG 007 program (tocreased lending for housing needs to below median {ncome
fam{ltes and o preater diverstification of {ta portfollo Into short term credit),
cach asnsociation will need to hire a few additional techniciann over the life of
the project.


http:Iccommod.at

- 46 -

Generally, adminstrative expenses throughout the System relate directly to
the experience and strength of each S&L. Administrative expenses for Mutual La
Primera, the oldest and largest of the S&Ls with 3,800 members and total savings
of $b641 million, have averaged 2.7 percent of assets over the past few years.
Newer associations, such as La Frontera, Guyaramerin, with 1,500 members and
total savings of $bl8.5 million, have reached as high as 5.5 percent of assets.
Though these statistics are high by U.S. standards, they are acceptable given
the developmental nature of many of the System's activities (e.g. low-income
housing in rural areas) and the higher overhead costs attached to this type of
activity.

The permanent staff of CACEN, 12 professionals, is a critical resource for
the member associations in the areas of programming and technical assistance.
The CACEN staff, which maintains regular contact with the associations,
organizes training seminars for management and technical personnel and assists
the S&Ls with financial planning, program innovation and operations. CACEN has
also been the primary source of investment capltal, largely as a result of its
successful negotiation for AID and IDB program funding. CACEN's role has been
enhanced by the relative autonomy it enjoys with respect to the Bolivian Central
Bank (BCB). Under the 1970 reform of the nation's financial structure the
System was identified as a component of the national financial structure with
the BCB having a supervisory role over its operations. However, regulations
were never drawn up to enable the BCB to carry out this role. Therefore, the
System operates independently, with CACEN serving as the qualifying and
regulating institution, as a secondary market for resources and as a discount
window. In effect, CACEN offers financial services to the associations similar
to those which the BCB offers to the commercial banks.

Despite the System's records for efficiency and growth over the past decade,
a number of {nstitutional constraints (identified in Section II.A.2) must be
addressed to assure that the program's objectives are met. These constraints
involve the lack of financial planning capacity, over-reliance on long term
lending, dependency on external sources of financing, the lack of reliable
inlormation on household incomes and the diverse financial positions of member
associations.

While the grant-funded long-~term advisor and short-term technical assistance
will help the System to deal with these constraints, specific actions by CACEN
and the individual assoclations are also necded. Technical assistance will be
directed toward strengthening the System's capacity in financial planntng,
lending diversificatlon and savings mobilization. Simultaneously, thc System's
managing director will hire addttional technical staff, conduct perfodic
training coursen at both the managerial and technical levela, undertake
promotion and publiclty campaigns to attract new savings, and develop recovery
plana to balance the portfolios of the four Sals (La Frontera, Manutata, Tarija
and Potosi) most affected by the current economic situation.

Short-term technical asslatance to the Natlonal Statiatical Instttute, (INE)
will be provided to asafat with a natfonal hounchold {ncome survey. The results
of this survey will enable the System to determine the affordaubility and
appropriate tinunclng arrangements for {tn lending activitica. Finally,
technical anststance will be provided to {mprove the Syatem's capability in
shelter conatruction cont analyafs. Thia assistance will add to experfence
already gafned under the HG 005 program with reapect to self-help conatruction
techniquens, une of locally produced construction materfala, bulk purchasing, and
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more cost effective designs. It is expected that the lessons learned under the
HG 005 program will be applicable to the housing necessities of below median
income families in urban areas as well.

To help La Merced increase its volume of housing loans, project supported
technical assistance will help improve the technical and administrtive
efficiency of existing personnel as well as additional housing staff. Project
advisors, in addition to training and supervision, will orient La Merced's
housing technicians in low-cost housing alternatives, greater use of
locally-made construction materials, tailoring financial arrangements to the
individual borrowers' repayment capacity and improved uses of publicity and
promotion campaigns. Technical assistance will also be directed toward
improving and expanding La Merced's savings mobilization campaign, which was
recently initiated with technical assistance provided under the Operational
Program Grant (OPG) 511-0533. A recently conducted institutional and impact
evaluation of this OPG by Rural Development Services indicates that, to a large
degree, the project's targeted objectives have been met or surpassed and La
Merced has significantly broadened the geographic scope of its services into
rural areas. La Merced interacted well with, and took full advantage of,
project-funded technical assistance designed to improve the Coop's technical as
well as adminstrative capabilities {n small farm credit.

E. ENVIRONMENTAL CONCERNS

In addition to the Initial Environmental Examination (IEE) submitted with
the HG-007 PID and attached as Annex H, the use of the environmental checklist
which was developed under the HG 005 Program for core unit construction in rural
areas was to be reviewed. Two weeks of grant-funded technical assistance
provided to CACEN in the fall of 1980 reviewed the System's environmental
planning capacity and developed a practical checklist for determining the
eligibility of shelter construction activities in rural arcas. Urban arcas were
not addressed due to the existence of municipal building codes and other
requirements.

The final evaluation of the HG 005 Program, conducted during the July-August
1982 period, concluded that the S&L System's utilization of the environmental
checklist had been, on the whole, very posnitive. In virtually all instances,
the checklists were completed for Type C (core unit) construction, but for a
number of reasons the evaluation recommended that the examination be applied to
home improvement loans as well. Also, a number of home (mprovements financed
under Type A and B loans (e.g. digging wells, installation of sanitary systems
such as latrines or septic tanks, adding on rooms, etc.) have potential impacts
on the environment. As a result, CACEN has amended the environmental guidelines
and expanded use of the checklist to {nclude home {mprovements which potentially
have an {mpact upon the environment.

An additfonal modification to the environmental examinatfon procedure will
be the addition of a certification for the mortgage insurance program operated
by the System. The purpose of so modifying the checklist {8 to give the person
executing the checklist a higher degree of reaponaibility for certification than
i{s now the cane. This procedural modification is a safeguird to ensure that the
checklist doesn not become simply a routine paperwork atep in processing loan
applications.
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The loan agreements signed between the CACEN and La Merced will require that
the environmental checklist and certification be included in individual subloans
which are determined to have a potential impact upon tle environment. CACEN
staff will also provide practical training to La Merced technicians in the use
of this checklist.

The Environmental Threshold Decision for this project, which resulted in a
negative determination, is also included in Annex H.
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3. The BCB and the Exchange Commission will sign arrangements with La
Merced and CACEN whereby foreign exchange will be made available to CACEN and La
Merced on a preferential basis at the lowest existing official exchange rate,
and in the amounts and at the times necessary for these institutions to meet
their outstanding housing-related dollar obligations. The BCB shall also be
responsible for any penalty charges resulting from late payments due to delays
by the BCB in providing foreign exchange.

4. If at the time of the selection of an investor, in the judgement of AID,
the terms of the HG loan should provide protection against the effects of a debt
rescheduling, the borrower agrees that protection satisfactory to AID shall be
included in the Loan Agreement.

5. CACEN shall present to AID a plan for providing the staff resources
necessary to carry out the Program.

Further Conditions Precedent

Prior to disbursement of loan resources to the BCB to finance housing loans
through La Merced, La Merced shall have converted its housing portfolio to peso
denomination and shall have established an interest rate structure for housing
loans comparable to that of the participating savings and loan associations.

Covenants
1. The Government of Bolivia will provide the nccessary budget to the

Instituto Nacional de Estadisticas (INE) to enable it to carry out household
surveys for use by housing sector institutions.

2. Reflows to CACEN resulting from the amortization of program subloans
will be reinvested in comparable types of shelter subloans during the life of
the project.

3. The Savings and Loan System shall maintain an interest rate structure
for loans and savings which maximizes earnings aud long-term viability, and a
review of interest rates shall occur periodically.

4. All participating credit institutions will utilize the environmental
questionnaire developed under the 511-HG-005 Program and fill out the FHA-2
certification when reviewing loan applications for core units and home
{mprovement loans {n rural areas not subject to municipal or provincial codes
regulating environmental concerns.

5. Se- -*e accounts for this HG Program will be established as a part of
the CACEN's «s and records. These accounts will reflect inflows and outflows
of HG resources as well as financial and administrative charges connected with
the fmplementation of the HG Program.

6. CACEN will conduct periodic evaluations of the program and will take
necessary steps to implement the recommendations resulting from such
cvaluations.
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Negotlating Status

Meetings have been held with the Ministry of Finance, the Central Bank,
CACEN and the individual S&Ls and La Merced. The purposes, objectives, and
conditions of the program have been discussed exensively and agreed to as
outlined in this PP.
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MINISTERIO DE DEFENSA NACIONAL Seccion:Stria.Gral.No. 166/83
LA PAZ - BOLIVIA Objeto :Enviar fotocopia of.
—_— Anexos :Una foja de ref.
La Paz, 11 de mayo de 1983.
Senor

Henry H. Bassford
DIRECTOR USAID BOLIVIA
Presente.

Senor Director:

Conforme al acuerdo arribado en reuniones entre per
coneros de la Caja Central, el Ministerio de Finanzas, AID BOLI -
VIA, y nuestra Institucién y con la finalidad de coadyuvar a la
solucion de los problemas financieros por los que actualmente atra
viesa el Sistema de Ahorro y Préstamo para la Vivienda como emer-
gencia de las G(1timas disposiciones adoptadas por el Supremo Go -
bierno en politica monetaria, solicitamos la concesion de un prés
tamo por quince millones de ddlares americanos; los mismos que se
rin canalizados a través de nuestra Institucion en pesos bolivia-
nos a la Caja Central de Ahorro y Préstamo para la Vivienda, bajo
las mismas condiciones de periédo de gracia y plazo que reciba el
Panco Central y dos puntos por encima del interés que este obten-

ga.

Las condiciones bajo las cuales se conceda este prés
tamo al Banco Central de Bolivia por parte de inversionistas pri-
vados en los EE.UU. y garantizado por USAID y las otras entre nues
tra Institucién y la Caja Central serdn las que se acuerden en for
ma conjunta mediante el Convenio de Implementacion. N

wperando que la presente tenga buena acogida, salu-
damos a usted con las consideraciones m’s distinguidas.

}IHISTRO DE DEFENSA HAL.
MINISTRO DE FINANZAS a.i,
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ANNEX B

THE HOUSING GUARAKRTY PROGRAM
STATUTORY CHECKL IST

BOLIVIA

PROJECT NO.511 -k6-007

ARSWER YES/NO PUT PP PAGL
REFERENCES AND/OR EXPLANAT IGNS
WHERE APPROPRIATE

A. General Criteria Under HG Statutory
Authority.

Section 221(a)

Wil1l the proposed project meet the
following criteria.

(1) is intended to increase the availe-
bility 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; YES

(3) supports a pilot project for low-cost
shelter, or is intended to have a
maximum demonstration impact on
Jocal institutions and national
policy; and, 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 technoloqical
resources reouired for effective low
cost shelter programs and policies. YES

Section 222(a)

Will the issuance of this quaranty cause

the total face amount of quaranties issued

and cutstanding at this time to be in \
excess ot $1,718,000,0007? - NO

Will the quaranty be issued prior to
September 30, 19847 YES




Section 222(b)

Will the proposed quaranty result in
activities which emphasize:

(1) projects providing improved home
sites to poor families on which to
build shelter and related services;
or

(2) projects comprised of expandable
core shelter units on serviced sites;
or

(3) slum uporaading projects desianed to
conserve ana improve existing shelter;
or

(4) shelter projects for low-income people
designed for demonstration or instity-
tion buiiding; or

(5) community facilities and services in
support of projects authorized under
this section to improve the shelter
occupied by the poor?

Section 222(c)

If the project reouires the use or con-
servation of energy, was consideration
given to the use of solar enerqy
technologies, where economiczlly or
technically feasible?

Section 222(a)

Will the A.1.D. quaranty fee be in an
amount authorizea by A.l.D. in accorgance
with its delegated powers?

Section 222(f)

Is the maxinum rate of interest allowable
to the eliaible U.S. Investor, as
prescribea ty the Agministrator, not more
than one percent (1%) ebove the current
rate of interest applicable to housing
mortgaaes insured by the lNepartment of
Housing and Urban Development?

YES

ANNEX B

YES

YES

"0

YES

YES

YES







ANMEY B

-a-

(2) Is there any reeson to believe that
¢irc: tances have changed in the host
count.y so thet it woula now be in- .
elicible under the country statutory N0
checklist?
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Annex D-Ixhibit 1
Page 2 of 3

OFFICIAL MARTZT. WOULD PURCHASE THZ QUANTITY OF DOLLARS
REQUIRED TO MAXT FULL PAYMENT)? PRESUMABLY THT GOB
WOULT 3E O3LICEL. UNLER ITS GUARANTY AGREEMFENT. TO MAKE
UP TRS SEORTFALL. WOULD IT THEN HAVI ANY RIGHTS OVER
THE CAJA AND IF SO, WHAT WOULD THESE BE?

THF AMNALYSIS SHOULD INCLUDZI A REVIEW OF EXISTING
GUELPRANTY AGRIIMINTS: ANL SHOULD CONSITER THE
IMPLICATIONS OF THE REC=ZNTLY TNACTED BOLIVIA SUPREME
DECRTE. WEICH PFSTRICTS THE ACCESSIBILITY OF FOREIGN
EXCHANGE AT TEE CFFICIAL RATZ TO THI SETTLEMENT OF
CENTRAL GCVERKNMENT TE3T GNLY. AND ITS EFFECT ON TRE

GOP S COMMITMENTS ESTAZLISEED IN TEE VARIOUS GUARANT
AGEEINMENTS. THE PURPOSZ CF THIS ANALYSIS, AGAIN, IS TO
VERIFY THAT THF GOB IS MEIETING ALL ITS LEGAL COMMITMENTS
TC THE S&L SYSTEM AND THAT THe PROPNSZD HG PROJECT WILL
NGT PRCVIDE RELIEF TC TH= SYSTEM WLICH THE GCB MAY
ALREALY PE QBLIGED TO PROVIDE.

TEF ANALYSIS SHCULD BZ TRAVSHITTED TO AID/W AS SOON AS
IT IS COMPLEZTZD2. WwE SUGSEST THAT RLA TOM GFIGER COULD
PLAY A MAJCR ROLY IN TrIS IFFORT. WAILS THT MISSION MAY
PROCE=D WITH OTHZR ASPZC1S OF THT INTENSIVE RZVISW AT
TRIS TIME THE PP SEHQULPL NCT BE SU3MITTED UNTIL AFTER
TH< ANALYSIS EAS BZEN RZCEIVED, REVISWED, AND COMMENTED
UPON 3Y AIL V.

% F¢ RISY UNDEX TEZ PROPOSED 5IG, THE 30D IS
PREPAPED TO ASSUME THE FCREIGN EXCHANGE RISN. A SIMILAR
CCMMITMINT  ASSUMING ONI DCZS NOT ALRTADY IXIST) WITH
RESPLCT TO 7HE SXISTING FOREIGN DEET WOULD FURTHER
ASSUET THE FINANCIAL HTALTH OF THE S&L SYSTIM.

TEIPTFCRE W3I5E LEVELCPING THIS KIC WITH TAE GO®,

MISSICN SHOULD ATTEMPT TO OBTAIN SUCH A COMMITMENT FROM
TBE GO2 OR 7EE CEZNTRAL 2ANX WITH RESPECT TO AT LEAST
SOMY CF TEE EXISTING FCREIGN DEBT.

4. INTERIST PATES. IN SETTING INTEREST RATES TO BT
PAIL CEPCSITCRS AND CHA&RSEL BORROWERS,, THT S&LS SROULD
ATTIFPT TO MAXIMIZY THE ATTRACTION OF DEPOSITS AND
SECULD BE COMPETITIVE WITE OTHER INSTITUTIONS.
PECHANISK. FCR STITTING INTERIST RATSS SHOULD BZ DESCRIBED
IN DETATL IV TEZ PP, AND TPT FINANCIAL ANALYSIS SHOULT
DEMONSTRATT TFZ SS&L SYSTEM'S VIABILITY WITH SUCH
INTERZST RATE MECHANISMS. THE PP SFOULD ALSO
DEMONSTRATE THROUCH APPROPRIATE SURVIY OR OM OTHER
PRAGHATIC PASIS. ADEOUACY OF DIMAND FOR MORTGAGE MONEY
0N THE PROPOSED NIW TIRMS.

5  FINAMCIAL PROSPECTS. THE PP SHCULD CONTAIN A
DETAILEL FINANCTAL ANALYSIS OF THZ FULL PESO SSL
gYSTEV. INTER ALIA, THIS ANALYSIS SEOQULD RSFLECT THE
T
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4. PFR 2FF CALLE, SRLA ASSISTED LA PAZ MISSIOMN T ANALYSING
TET JSSUES RAISED TEZREIN. SRLA REVIEWED THEZ CUARANTY
AGRLEMENTS IK CUZSTION, BOLIVIAN SUPRIME DICRZZS APPEOVING
TEE AGRFZIMFNTS, AND OTEES REILEVANT ROLIVIAN La¥S, %D
CONSULTED WITH TRE MISSTCH S LOCAL COUNSEL AS VELL 25 ThZ
ATTORNEY TOR CAJE CENTRAL. ON TEET PASIS OF TEZSE RIVIZUS

AND CONSULTATIONS, SRLA PROVIDES THE ANALYSIS AND CONCLUSTONS

BELOY.

. RFF CADLE RATSES THE THRET ISSUES CONCERNING THT M

IFCAL CPLIGATIONS TO TOE CAJA CENTRAL AND ITS FOREIGN

CREDITOLS. FIEST, WHETHER THE GOB SAS A LFGAL ORLIGATION TO
PROVIDE US DOLLERS T0 THE CAJA AT THE OFFICIAL SATE (CURTINTLY
44 BOLIVIAHN PESOS TO ONE US.DOLLAR) FOR DE3T SERVICING 45 A
CONSFOUFNCE CF TME GOE’S AGREEMENTS TO CUARANTZI MOST OF TTE
CAJA’S SYTTRNAL DE3T. SECOND, WEETHUZR THE GOB HiS SUCE AN
1ZYUCATUIR BY VIRTUE OF ANY PROVISION OF ROLIVIAY L%, TNCLUDRING
wUT NOT LIMITED TO, ANY LAWS GOVERNING THE REGISTRATION OF FORZIGH
DERT. TRIAD, ASSUMING TEE CAJA PAID THE INVESTOR ONLY TEE

AMOUNT OF DOLARS IT COULD BUY ON THE PARALLIL MARYET WITE THE
PYSOS VECH AT THE OFFICIAL RATE WOULD FURCHA”S THE QUANTITY

OF US DOLLARS REQUIRED TO MAKT FULL PAYMEINT adD ASSUMING THZ

COB DULSUANT TO ITS CUARAHTY AGEEIMENTS MADE UP THE SHORTFALL,
VOULF THE COB UAVE ANY LEGAL RIGHTS AGAINST TiE CAJA AND, IF

SO, ¥IAT RIGHTS. THE TRREE ISSUES ARE DISCUSSED 3ZLOW IN

SEQUENCT.
x, THT €CO5 PAS FHMTERED GUARANTY AGRSEMENTS UNDEIP TEE

FOLLOWING AID ANDIDE PROJECTS: 511-L-0497 511-FC-0Q4;
£11-NC-¢C5; BI1APY; AND ID3 LOAN ACREFMINT DATED SEPTEMEE? 29,
1977. SELA UNDESSTANDS THE TEXT OF T3£SE GUARANTY AGIETMENTS

ARE AVAILEDLT In AID/W, AND THUS, THZIY WILL NOT 2E REZ?EATED
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EYRE. RECAUSE THE CUARANTY AGRTEMENT FOR THE @4E LOAN TAS

A SPECIFIC CLAUSE DEALING YITE THEE PPOVISION OF FORTIGN
TYCHANCE FOR DEBT SERVICING, IT WILL BE DISCUSSYD 1IN

A STPARATE PARAGRAPR BEILOV. BENCE TEEI AMALTSIS IN TRIS
PARAGPAPP TCOES NOT APPLY 70 THE @48 LOAN. NONE OF ~at OTHER
CUARANTY AGREEMENTS CONTAINS ANY LANGUAGE WHiCH COMMITS TEE

¢O®R TO PROVIDE DOLLARS TO THE CAJA AT TES O0ffICIAL RATT 0] ANY
OTHER RATE FOR DEBT SERVICING. INDEED THOSE GUARANTY AGREIEMENTS
AR® COMPTETELY SILENT ON THE VATTTE OF FORZISN EYCHANGZ TOR DEZT
SERVICING. THEREFORE, IT IS CLEZAR THAT THE GCP 3AS MADE NO
FYPRESS PROMISE TO PROVIDE NOLLARS TO TEZ CiJa AT TEZ OFFICIL
RATE UNDZR THOSE GUARANTY AGRTEMENTS. THI NEXT CUESTION 1S
WETTESR THRE GO3 EAS AN IMPLIED OFLIGATION TO PROVILCE DOLLARS

AT TRE OTFICIAL RATE. IT MAY BE ARGURD TEAT 3ECAUSE TEEZ GO?

(OR IN SOME CASES TEE CENTRAL BANY¥) GUARANTEES TO PAY ANY
LMOUNTS TEE CAJA FAILS TO PAT, THE GOB ¥AS IMPLIEDLY PROMISED
70 MAXE DOLLARS AVAILABLE TO THE CAJA AT A RATE WEICZ YILL -
ALLO% IT TO RONOR ITS OELIGATIONS. BY PROVIDING THE CeJa WITH
DOLLARS &T THE OFFICIAL PATE, THE GOP WOULD 3F MIRELY
UTITLIZING ITS FOREIGN FYCGANGE TO SATISTY & DEXT FOR wiICH IT
IS ULTIMATFLY RESPONSIBLE. THIS ARGUMENT IS SPUFIOUS RICAUSE

A PROMIST FY A GOVERNMENT 7O GUARANTIE & DIZT PAVAZLE TO AN
INTERVATIONAL LENDER IS NOT THT SAME AS A PIOMIST 7O DEQVIDE
oRE FORROWFR FOREIGN EXCEANTE 47 AN :GRSTD POV 2ATE TO

SERVICE THAT DEPT. THE COVENENT TO SUARLNTIE PAYMINT OF 4

LCAN RONS TO THE INTERNATIONAL LENDEZR WETRTAS A COVTYANT TO
PROVIDE FGREICH EXCHANGE YOULD BT A COMMITMINT T2 TET

FORRO%FR OR PRINCIPAL DEETOR. THY TWO COVENAMTS ERE CLTLsny
SFPARAPLE. A GOVERNMENT MAY CLO0ST TO CUAZANTIE &N THTIRMLTIONZL
LOAN AND AT TEE SAMI TIME ZLECT NOT TO PRGVIDE FOREIGH TACRANGT
AT A SPFCIAL RATET TO THE BORROWER. In SUCE A CASE, TEF RISX

OF DEVATUATICH ¥OULD REMAIN ON TET BORAOWEIR C¥ ITS SUTTOEPCYIRS
TYPN TiOUGY THE GOVERNMENT CUARANTTES UL™IMiTE PAYMFNT TO THE
INTERNATIOMAL LEINDER. IN OTHIR WORDS, A SOVEENMINT SUATANTY
ALONE TOES NOT- IMPLY & COMMITMENT TO SELL FORZIGH INCTANGT TO

5 PRINCTPAL DEBTOR AT A GIVZIN RATE. TEUS, THI 603°S GUARANTY

T0 PAY AID, BIAPZ-AND IDB.-.DOTS .NQT IMPLY OR [MPOST_ON THT CGO3
TRT ORLICATION TO SFEL TEX CAJA DOLLARS AT THF OFFICIAL OR ANY
OTEFR PATZ. IN SUMMARY, TET GOR DOES NOT HAVI AN IXPXETSS C2
IMPLIED OFLIGATION TO PROVIDE DOLLARS TO 7:if CAJY AT TME
OFFICIAL RATE AS A CONSEQUENCE OF ITS GUARANTY AGRIIMTNTS,
FYCEPT FOR THE GUARANTY AGEFTMEZNT UNDEPR THE 948 TACH.

4. TRE 048 CUARANTY AGHRETMINT IS A SPICIAL CASE. IN P42AGFEAPH
4 OF THE AGREEMENT THE COR COVENANTS TO 2ACVIDT THE CalA
ACCESS TO DOLLARS AT THE SAME RATE GCIVEIV ITS 07N PU3IIC
AGTNCITS: QUOTE TEZ GCOVERNMENT ACREES THAT, IN 0RDTR 10
FACILITATE THE COMPLIANCE BY THE CAJA WITHY ITS C3LIGATIONS
T0 MYET PAYMENT OF INTEREST OB REPAYMENT OF POINCIPAL UNDER
LOAN AGREEMENT 511-L-048 AND TO PROTNCT THZ FINANCIEL
STABILITY OF TEE CAJA, IT VILL PROVIDE T0 T3ZZ CHJA .CCESS
T0 US TOLLAR FOREIGN EXCHANGE AT THE RATT OF ZACHANGE
AVAILADLE TO THE PUBLIC AGENCIES OF THZ GOVINMINT FOk
MEETING OBLIATIONS UNDER AGREEMEINTS TNTZIRED INTO WITH

INTERMATIONAL DEVELOPMERT AGENCIES.



Annex E
Page 3 of 4

KKBOLVV ESASSQESAS45AAAGER

CcC RUESLZ ,

DE RUESLM 4a581./32 23561631

ZNR UUUUC ZZR

0 2416057 AUG 82

FM AMEMPASSY LIMA

70 RUTHC/SECSTATS WASPDC IMMEDIATS 4265
INFO DUERZP/AMECEASSY PANAMA 4967
RUESLZ/AMEMBASST L4 PAZ 6338

ET :
UNCLAS SZCTION 22 CF g2 LIMA 8681

IND OF OCOTE.
70 NETEUMINE TA2 OFLIGATION OF TRE GOB T0 T C4Jh UNDIR TRIS

cravsy, Vh FIRST MUST DEFINE WHAT ARS "PUBLIC AGSHCIZES tS TEAT
TERM 1S USZD TH THE AGREZMENT. IN roz SPANISH KERSION TRT TERM
1S TRANSLLTED ThTIDADTS PUSLICAS DEL CORITRNG . TRE PLAIN

o

MEAHING OF TEZ 7roM ~ENTIDATES PUELICA DEL GOSIZRNO™

INCLULES ALL CGOE tNTITITS INCLUDING CENTRAL MIMISTRIZS AS wILL

AS PUERLIC COIPORATTIONS SUCH AS COMIZOL END YPF3. 2UASUANT TO
SUPPFMT LECRTE 1£85€ DATED MARCH 22, 1952, fuT CINTRAL MINISTRIZS

OF TEE GO? vnJjOY £CCISS TC FORTIGN EMCHANGE s7 TET OFFICIAL

RATE WETZZAS co% FU3RLIC CORPORATICHS AND nICInTTALIZED THTITIIS
(such +S coMIP0L AND YPrr) MUST oygCu4Sy DOLLARS oN TiZ PARLLITL
FMARYTT. I5CAUSE TRERE 4RET NOW TWO RATEZS vo2 0% 2URLIC AT ENCIES

THE QUSTICY AR15%s wHlIca ONZLPPLIZS TO TZE crJy UnDon 777

AROVEZ CLAUSL. on TEE 0iig HEND, 1T MAY BT OARIUTC THiTTTCALST

TRE CaJs IS A RTVINCE GENT2ATING ENTITY, STYILiR TC COMIZO! $HT
YPFS5, TET CAJA sR0ULD REICZIVE TRE SAME ®ATC wrics T4nsy pUFLIC
CORPPCFATIONS wi SHTERPRISES pECeIVE. UNDLER TrIS [MTERPRITATION
TEE CaJ4 wOULD FAVE TO 20Y DOLLAES ON ryT PARLILEL Me2VET.

TRE C04sTrLCTION, c0¥SVIR, RUNS CONTRRRY o 75 PURPOST CF
TER PROVISIOW WHICH IS TO ®207ECT TH3 FINANCTLL STARILITY OF
TRE CaJA. L SRIA’S VIEW, THEZ PARTIZS [NTTHREL THET THT CAJA
BAVFLCCTIS TO A TAVCRATLE RATS I 0BDEY mQ ¥TT2 ASSUFL ITS
FINANCIEL STRENGTE. TULS, BLA CONCLIUDES TLAT THT GO% TAS
PROMISYT 70 PROVIDE FORTISN EXCHANST AT THE QiFInI AL RATE TO
mRE CAJ# 10 SERVICE THE 0ag LOAN. IN ORAT CONIULTATIONS,
AID’S LCCAL COUNSEL (pR. LADISLAO VASCUIZ) AND THT CLJA'S
CENEF AT COUXSTL {DR. GASTIX OUJIA) ZOTA CCHCUARID IM THE SRLL’S
CONCTUSICN. HCCORDING ro ", MUJIA, THT CAJA EAS MADE
row SNV [0 €08 ACCIAL To THAT EFTECT . T0% YOLT
NFoRraTICN, TRE SUPRIMEZ DECALI VHICTAUTYCRIZID THT €48
CUARANTY ACSETMERT HAS NO LANCUAGE COMMITTING THZ 0P TO0 PROVIDT
LOLLARS TO THE CAJA ATTLZ OFFICIAL RATE TO sTAVICT TTE DEST.
Tnys, TEZ CO3 CCULD APCUT THAT ITS COVENANT 7O pR0VINE DOLLARS
1S NOT A DULY AUTHORIZED LEGAL COMMITHENT, SRLA OPIMES TEAT
TEE €O 1S BOUND BY [TS VRITTENM AGRERMENT TO SEOVILE DOLLARS
REGAPLLESS OF THE ARSTNCEI0F ANY SPECITIC pancUasT IM TEE
SUpRTME PICREE. IT THT COB RAISES THIS POINT, Ty SPLA
VOULD NOWTVER RECOMMEND FURTEER RESEARCH IN AlD/% TO FEVIEYW

APPLICAPLE INTERNATIONAL LAW.

5, TET SFCOND I§SUE IS VEETASR TYEE GOB HAS A LEGAL
2, teimion TO PROVIDE DOLLARS TO THE CAJA AT Td& OFFICIAL
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RATE FCPDERT SERVICINGBY VIRTUZ OF ANY PROVISTON OF

BOLIVIsN LeY. ROTR DR. ASCUEZ AND DK.MUJIA CONFIRMED 70

SRIA THAT TAERE ARE NO PROVISIONS OF BOLIVIAN LAY WHICY RECUIRE
g4y CEYTRAL BANY OR THE GOR TO MARE AVALLAELE FOREIGN FXCHANGE
AT TEE OFFICIAL RATETO TET CAJA OF OTHER PRIVATE ENTITIES BY
VIPTUS OF RAVING REGISTERSD A FORZIGH DE3T OR FOR ANY OTER
RELSON. DR. MUJT& FURTAER STATED THAT THE CAJA 9AS FOR

STTERAL YEARS ATTEMPTED TO OBTAIN A WRITTEN COMMITMENT F20M

SFF CENTRAL BANK TO PROVIDE DOLLARS AT TuE OFFICIAL RATT. IN
RFSPONS T, TTE CIMTRAL BANS CONSISTENTLY PEFUSED TO MAKE

ANY “WRITTEN OR czal COMMITMENT TO TAZ CAJA IN TTIS RTSPECT.

6. TP TU1RD 1SSUT IS WLETEIR ASSUMING TR CAJA PAID TTE

TNVESTCRONTY THE AMOUNT OF POLLARS 17 COULL BUY ON THE

PARALIFL MER7ET WITZ THE PES0S WRICH AT THE OFFICIAL FATE

YOULD FU2CHASE TR QUANTITY OF DOLLAXS RecUIFED TO MANE YULL

PAYMPNT ANT £SSUMING THE €00 PURSUANT %0 TS GUARANTY LGREE-

VENTS PADE UP TE SHORTFALL, ¥OULL THE GO FAVE ANY

RIGATS A7i1ST 722 CAJA AND, TF S0, Vsl RICATS. BOLIVIAN

LAY CLIA7LY GIVES & GUARALTOR WEQ PAYS THT OFIIGATICHOT

§ PRINCIDLL DERTGE PURSUANT TO A GULEANTY AGRFEMENT TIT RIGET

10 RECOVIR TPOM THE PRINCIZAL METTOR ARY SYCTZMOUNTS PAID

INCLUTINA THTZRIST, PRINCIPAL, LATE PELE3TS, PEMALTIES, AND

COSTS INCUEEED FY THE GUANINTUR. U IDDITION TET SUARANTCE

GAH RECOVEP DAMLSES FRCM TilZ PRINCIPAL IMRTOR

ILCUREED AS & RESULT OF KONORING Tii GULRANTY. THEST

RIGETS AR® SPECITIED IN TREACLIVIAN coresagcial COPT A5 VELL

45 i (1vIL CCPE.IRLA COMCLULIS TIATL 2UT HYPOTHIFICAT,

CAST POSZD, THE €O WOULD EAVE THE #ii4l HNDE: 4PPLICETLY

SOLIVIAY Lews TC RICOVER YEOM TEX C:Ja THE AMOUNTS PAID AND

ANY DFPACTS INMCUSRED IH FAXING PAYL.G:TS 0" REFALF OF THE CAJA.

. SRLA 1S AVAILA3LE INLIOA FOR FUETHER
DISCUSSION FQ TU°T

AROVE 1SSUSS AND @IS CONCLUSIONS VIA PRONE 02 CABLT.

CRTIZ
RT
reesl
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ANNEX I

REGIONAL COST VARIATIONS I'OR SAMPLE SIELTER SOLUTIONS

Item to be Financed

. 2Im2 core unit with 84m2

of roofed area and 56m2
of additional floor

. 24m2 core unit with 91m2

of roofed area and 48m2
of additional floor

. Home Improvement:
Plastering, painting,
new roof, wood floor,
ceiling, doors, windows

. 2dm2 core unit

. New roof 84m2

. Construction of addi-

tional room of 12m2

. Home Improvament or

Completion: roof, wood
floor, windows, paint

. Hame Improvement:
plastering, canent
doors, windows, paint

. Construction of a bhath-

rocn wWith toilet, sink
and shouwer

floor,

La Paz

North

$b822,816 a/ $bl,228,235
$b28,043/mo b/ $b41,860/mo

90% *

$b932,905
$b31,795/mo
90-100% *

$b555,507
$b18,933/mo
70-802 *

$b537,980
$bl8,335/mo
70-80% *

$b344,064
$bll,726/mo
40-60% *

$b292,277
$b9,961/mo
40-60% *

$bh327,784
$bll,171/mo
40"60?& »

$h209, 355
5h7,135/imo
20-40% *

$b226,489
sSH7,719/no
30-40%

90-100% *

$bl,312,740
$b44,740/mo

100% *

$b796,072
$b27,131/mo
80-90% *

$h694,797
$b23,680/mo
80-90% *

$b512,652
$bl7,472/mo
70-80% *

$b411,008
$bl14,008/mo
60-70% *

$b380,469
$h12,967/no
50-70% *

$hasy,9272
$h9,849 /mo
40-607% *

$b3i61,533
5bl2,322/mo
50-70% *

$b309,581
$b10,551/m0
40-60% *

Exhibit 2
Page 1 of 2
South Valley
$h977,917 $bl, 152,729
$b33,329/mo  $b39,287/mo
90-100% * 90-100% *
$b1,072,516 Sbl, 256,181
$b36,553/mo $b42,313/mo
90-100% * 100% *
$b599,703 Sh752,219
$b20,439/mo Sb25,637/mo
70-90% * 80-90" *
$bh623,791 $b700,885
$b21,260/mo $bh23,887/mo
80-90% * 80-90% *
$k485,100 $H553,896
$bl6,533/mo $bl18,878/mo
60--80% * 70-30% *
$h324,125 $h439,084
$bll,047/mo $bl4,965/mo
40-60% * 60-70% *
$b377,759 $b410,408
$b12,875/mo $b13,987/no
50-70% * 60-70% *
$bh206,024 $h233,759
$b7,022/mo $h7,967 /1o
20-40% * 30-4Q0 +

$h361 ,016
Sh12,3249/u0
50-=70"
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METHODOLOGY USED IN ESTIMATING URRAN INCOME DATA

The methodology used in estimating urban incane data relies on macrocconomic
statistics published by the Bolivian Central Bank and the National Instituto

of Statistics (i.c. national accounts and population statistics) to inlirectly
estimate average family income and income distribution. It is based on tho
report "Preliminary Description of Methodology for Estimating Houschold Incomes",
August 1978, AID which was further redefined by the National Savings and Loan
League in January 1980 and, at present time, is being applied in countries with
data problems similar to those encountered in Bolivia.

The basic equations used in the estimation are the following:

= e D2 K
1. NUI i NI

- _Pop . FEAP - FAPag
2. w ~ Avg UHU EAP

_ NUI

4. Mecdian UFI Avg UFI * .66

where:
NUI = National Urban Income
GNP = Gross National Product
GNP ag = Gross National Product - Agricultural Sector
NI = National Income
U = Nurber of Urban Houschold Units
Pop = Population ot the Country
Avg UHU - Average size o! the Urpan Houschold Unit
EAP = FRconomically Active Population
EAP Ag = Feonomically Active Population - Agricultural Sector
Avg UI'1 = Mean Urban Panly  Incane

Madian UFT - Modian Urban Pasuly Tncome

The statintics utilizad in the estiration of the famly income are as follows:

1980 (1) 1981 (2h) 1982 (o)
QP 1/ 134 0 180,772 460,115
GNP Aq 1/ 22, 048 32,538 66,257
NL )/ 123,054 164,608 342,300
NU1 102,139 134,979 366,041
Population 2/ 5,599 5,755 5,910
Ava UHU %/ 4.5 4.0 4.5
LAP 2/ 1,792 1,842 1,493
FAP Ay 2/ 800 §29 o,

Uiy 084,599 703,319 122,961






ANNEX F

Exhibit 5
ESTIMATED DISTRIBUTION OF ANNUAL AND MONTHLY
INCOME IN URBAN AREAS (1982 AND 1983)
Percentage of Families Distribution of Income as Related to the Mean
by Income Level 1982 1983

Percentiles Annual tonthly Monthly

5 95,245 7,937 11,588

10 126,655 10,555 15,410

20 175,291 14,608 21,328

30 221,900 18,492 206,998

40 275,095 22,925 31,8066

50 336,903 28,075 39,024

60 412,896 34,108 47,827

70 514,220 42,852 59,564

80 641,912 56,826 78,988

90 1,036,040 86,337 120,008

100 + + +



Annex G: Expanantion of Cash Flow Line Items

1. CACEN

Income

Repayment of Portfolio 12/82 (U.S. $)- Payments from S & L's on prior
loans which are sti111 tied to dollar exchange rate

Amortization 01d Portfolio (pesos)-Payments from S & L's on prior Joans
in pesos

Cash on Hand-Cash balance from previous year's operation

Short-term Receivables-Repayment of arrearages due CACEN by S & L's.
Assumes repayment of one fourth of total over two years

Liquidity Reserves on Savings-8% of savings deposits collected by CACEN
fromS & L's as a reserve fund

Commissions/Repayments from La Merced-1% commission pald by La Merced
on new HG disbursemenis and repayments by La Merced

Commissions/Repayments Mutuals - Same payments by S & L's

New Loans from BCB/AID-Disbursements of new HG resources to CACEN.
Amounts needed to finance assumed fixed level of housing loans after
subtracting reflow and savings used to finance such loans and providing for
adequate cash reserves.

Interest on Bank Account-Interest received on cash balances

Other Income-One time gain from forelign exchange transaction

Outlays
Amortization 01d Portfolio (US $)-Repayments to investors on existing

dollar debt
Amortization 01d Portfolio (pesos)- Repayments on existing peso loans
Administrative Costs-Self-explanatory
Short-term Payables-Short-term debt

Interest on Liquidity Reserves-Interest pald on savings reserves to S
&.L's,(same rate as S & L's pay on savings deposits)

New loans-Disbursements to S & L's and La Merced to finance housing
loans under new HG

Commissions on Lonas from BCB-1% paid by 6CB

Repayment of Loans from BCB-Repayment of new HG resources (interest and
principal)



2. S & L System
Income
Repayment Portfolio 12/81-Repayments on existing portfolio
Cash on Hand-Balance from previous period

Short-term Recelvables-Repayments on special short-term loans made by
S&L's

Investments-Proceeds from sale of investments in land and buildings
Savings-Incremental increases in savings deposits

Interest on Liquidity Reserves-Interest payments by CACEN on savings
reserves

Commissions on Reflows-4% commission paid by borrowers on new loans

Repayment Reflows Housing/Diversified Loans-Repayments of new housing
and diversified loans

New Loans from CACEN-New HG resources disbursed by CACEN
Interest on Bank Accounts-Interest earned on cash balances

Qutlays :
Repayments Portfolio 12/81 (US $)-Payments to CACEN on dollarized debt

Amortizatin 01d Portfolio (pesos)-Repayments by S & L's of peso loans
Administrative Costs-self-explanatory

Short-term Payables-Short-term debt payments

Liquidity Reserves on Savings-Savings reserve payments to CACEN
Interest on Savings-Payments of interest to depositors

Reflows Housing/Diversified loans-New housing and diversified loans
disbursements

Repayment New Loanc-Repayments on new HG to CACEN

Commissions on New Loans-1% commission paid to CACEN

3. La Merced
Income

Repayment Portfolio 12/81-Repayments of outstanding housing loans to La
Merced. Converted at 44 pesos/dollar
Loans from CACEN-New HG resources

Cash on Hand-Balance from previous period



Short-term Recelvables-Repayment of loans under one year maturity
Members Deposits-Incremental increases in savings deposits

Sales of Goods and Services-Revenue from La Merced's non-housing
operations

Other income-Disbursements of recent loans/grants from IDB and under
Title III for new credit programs

Repayments regular loans-Repayments on minor lending

Repayment Reflows (pesos)-Repayments on new housing loans

Qutlays
Repayments 01d Portfolio (US $, Pesos)-Repayments of existing debt

Administrative Costs-Self-explanatory

Repayments to BID-Repayments on new IDB loan

Short-term Payables-Short-term debt payment

Repaiment Loans to CACEN-Repayments on new HG funds
Commissions on Loans to CACEN-1% charged by CACEN

Regular Loans-Minor loans to members

Cost of Goods and Services-Expenses for non-housing activities

Reflows to Borrowers-New housing loans



Annex $: Note Regarding Indexation

The cash flows for the S & L System under both the variable rates of
Interest and indexation scenarios are based on a fixed estimate of yearly
new housing loans. Indexation will result in different repayments flows to
the S & L's becasue the effective interest rates charged differ from those
assumed under the variable rate scenario. The effective rates of interest
paid by the S & L's on savings will also differ of course. Indexation will
also change the reflows on the existing Toan portfolio. This being the
case, the amounts of new HG funds required to finance a given amount of new
housing loans differs under the variable rate and indexation scenario. The
dollar disbursements of the HG shown in the PP are based on the vartable
rate scenarlo and would change under indexation. In addition, the benefits
of indexation to the S & L's as time goes on are relatively so much better
than employment of the variable rates assumed that the S & L's eventually
are able to finance the full amount of new hiousing loans projected
complietely from reflows and new savings deposits. Should ii.'c occur, 1t is
11kely that more loans would in fact be financed, either by the existing S &

L's or by new ones initiated by CACEN.
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taking info eccount environmental considerrtions when carrying out
project activities, have been enhenced through the application of
recommendations furnirhed by an environmentol expert financed with
911-HG-005 funds. These recomnendations include but are not limited
to the use of a questicnnaire deeling with questions such as flooding,
landslides, liquid and solid, waste disposal and the like as a part of

the preparation of every loan portfolio.

CONCURRENCE: "lenry !l. Bassford
Directic:
USAID/Eslivia
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B.

C.

D.

F.

G.

32

INITIAL ENVIROUMENTAL EXAMIFATION CHECRLIST

(TMPACT Identification and Evaluation Form)

Jand Use

1. Changing the character of land through

a. Iincreasing population N
b. extractin: natural resources N
c. land clearing L
d.. changing soil character N
2., Altcering Natural Defenses L
3. Forcclosing Important Uses N
L. Jeopardizing Man or His Works X
5. Otlr Factors -
Water Quility
1. Physical State of Water L
o, Chenical ard Ticlogical States N
3. Ecolozical PEalance N
4, Other Factors -
Atmosplieric
1. Air Additives N
2. Air Pellution N
3. Noire ZPollucion N
4, Other racto:s -
Naturzl Resources
1. Diversion, Altcred Use of Water L
2, Iyreversidle, Inefficient Coumitment -
3. Other Factors -
Cultural
1. Altering Physical Symbols N
2. Dilution of Cultural Traditions L
3. Other Factors -
Socio-Eccnonic
1. Chunzes in Neeneoic-Exployment Patterns N
2, Changes in Population L
3. Chunges in Cultural Pattern L
4. Oiher Factors -
Health
1. Changing-a Natural Environment N.
2, Elirinating an Ecosystem Elcuent N

3.

Other Fuctors

2% T TN

Pagc b of 1L



ANNEX H
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H. Generul
1. Internatiornl Impacts N
2. Coentroversinl Impacts N
3. larger Prograc Impacts M
4, Other Factors -

Symbols Employed are: N - No Environmental Irpact
L - Little Environmentzl Impact
M - Moderate Environ:ental Izmpact
H - High Envirozmental Immact
U - Urknown Envirormmental Impact
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XX=-XX-XX

7. EN CAtO DE DESAGUES LIGUIDOS
(ALCANTARILLADO) Y DE DESE=-=-
CHOS SOLIDOS (BASURAS) SE ES
TA EVITANDO CONTAMINAR FUEN-
TES DE AGUA ?

si() NO()

LAS MUIUALES SOLO DEBEN RESPCNDER DE

DO AL LUGAR EN QUE SE EJECUTARA EL PROYECTO.

XX=-AN-XX~~

8. PARA EL ALTIPLANO SE HA BUS-
CADO FI. ASOLEAMILNTO ?

PARA Fl, TROP1CO SE HA EVITA-
DO EL ASOLEAMIENTO ?

PARA EL VALLE Y YUNGAS SE HA
CONSIDCRALO UN PUNTO INTER--
MEDIO ?

i. En caso negativo indicar
accjones a tomar

SI()

SI()

SI( )

ACUER

NO( )

NO( )

NO( )

XX-RKX-XX-

9. PARMA LL ALTIPLANO S HA EVI-
TADO EIL VIENTC ?

PARA EI. TEOFICO SL HA BUSCA-
PO EL VIENTO ?

PRRA LI, VALLE Y YUNGAS SE Hh

MEDIO ?

i. En caso ncgativo indicar
acciones a tomar

SI()

SI()

s1()

no( )

XX=-XX-XXN

10. EXISTLN OTRAS OBSERVACICHES
PARTICULARES DEL SI1TIO ?

Detallar en caso afirmativo:

————————————————————————————
_____________________________
----------------------------
----------------------------

S1( )

vo( )
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Continua..9
XX-XX-XX

Si no se ejecutard un
sistema dc desechos
liquidos, que recomen
daciones sc realizo
sobre el particular
Especificar (B)










viability for the foreseeable future.

C. Sensitivity of Exchange Rates

Tables I1 and I2 show that with average anrnal official exchange rate
changes lower than expected, i.e. at 20% p.a., both the System and CACEN
would maintain financinl viability. This is to be expected; however, it
is interesting to ncte that the average exchange rate in 1991 still
reaches 946 under the assumption of 20% p.a. devaluation, versus 975 in
the basic tables. The slower pace of initial devaluations in this
simulation would be beneficial to the S and I. System.*

T:bles I3 and I4 show, as is to be expected, that at very high
devaluations of 100% p.a. the S and L System would go bankrupt by 1987.
Tables I 5 and 16, run with annual devaluations of 40%, indicate that
negative cash flows would cammence in 1990. From this analysis, it
can be concluded that with average devaluations in the officlal exchange
rate higher than about 30% p.a., the S and L System would have difficulty
maintaining its financial viability under the assumptions in the basic
tables. AdJditional changes either in lending rates charged and savings
rates paid to increase spreads, or in the number and amount of nuw loans
generated, would be necessary to increase profitability and cash balances
in order to remain solvent.

D. Sensitivity of Indexation Rates

Tables I7 and I8 vere nm with indexation ra.es 10 points below those
in the basic tables; i.e. at 5 points above assumed devaluation rates.
This indexation rate would not allow for maintenance of value. The
tables show that even with this significant decrease in earnings, the S
and L System would not begin experiencing negative cash flcws until
1990. Under these circumstances, the S and L System would either have
to petition the GOB to increase the indexation rate or, on 1its own,
increase the spread between interest rates paid on savings and charged
on loans. The latter would be much easier and very feasible because the
S and L System has full authority to set its own interest rates. In ad-
dition, charging higher interest rates on loans would be reasonable, both
in terms of coming closer to maintaining their value under conditions where
indexation rates were too low in rélation to inflation, and in terms of
affordability on the part of borrowers. (Iven under the "full"” indexation
assumed in the basic tables, the impact on borrowers of higher effective
interest: rates is delayed until the later years of mortgage repayment
periods. The effect of adjusting mortgage principals by rates equivalent
to inflation, assuming salaries at least keep pace with inflation, 1s to
provide for smaller percentage increases in installment payments in earlier

* Tt should be noted that the assumption regarding indexation rate: 15
points above devaluation rates were retained for these sensitivity
analyses; e.g. 35% p.a. was used in this case.
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years relative to salary increases, and larger relative increases in later
years. The larger increases in later years are applied to much smaller
balances, however, and also are campensated by the effect of higher earlier
compounded increases in salaries. This means that borrowers can afford
loans indexed at rates higher than the inflation rate, ceteris paribus.)

As an example of how providing for a larger spread with lower
indexation rates would enable the System to remain viable, Tables I9 and
T10 were run with the same assumptions as Tables I7 and 18, but with
interest on loans at 13% rather than 9%. These tables show that by taking
this sort of action to increase its spread, the System would maintain its
financial viability.

E. Conclusions

The scnsitivity analyses indicate that the S and L System should be
able to respond adequately to all reasonable variations in the projected
exchange rate or indexation procedures. The importance of the Sand L
Systen!s constantly monitoring Bolivian econamic conditions, and adjusting
its lending and savings mobilization policies accordingly, cannot be
over-emphasized.

































