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1. Pursuant to Section 106 of the Foreign Assistance Act of 1961,
 
as amended, I hereby authorize the Low Cost Shelter Through the
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.accordance with the A.I.D. OYB/allotment process, 'to help in
 
financing 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
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.appropriate.
 

Source and Oriqin of Commodities, Nationality of Services
 

Comrnodities financed by A.I.D. under the Project shall have
 
their source and origin in Bolivia or in the United States, except
 
as A.I.D. va- otherwis-e acree in writing. Except for ocean
 
shirminu,,, the sutaLriiers of ccj..modities or services shall have
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by A.I.D. under the Project shall, except as A.I.D. may otherwise.
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SUMMARY AND RECOMMENDATIONS
 

A. SUMMARY PROJECT DESCRIPTION
 

This project will provide a Housing Guaranty (HG) loan for $15 million to
 
.-,--theGovernment-of-Bolivia.-Accing-through the-Bolivian-Contral-Bank-( BCB)-which 
 -


will assume the foreign exchange risk, the GOB will lend an equivalent of $15
 
million in Bolivian pesos at the official exchange rate to the Caja Central de
 
Ahorro y Prestamo para la Vivienda (CACEN) for onlending to the twelve associa
tions in the Savings and Loan System and La Merced, a private multipurpose

cooperative in the Department of Santa Cruz. The S&L System and La Merced will
 
use these HG resources to, expand their lending to low-income families for
 
shelter solutions.
 

The Mission has concluded that the housing finance needs of Bolivia's lower
 
income families can be addressed most effectively through the private sector
 
institutions than through public sector ihstitutions. This conclusion is based
 
on an assessment of the sector, the historical performance of La Merced and the
 
System, and the experience gained by the S&L System with the recent HG 005
 
Program. Under HG 005, the S&L System provided more than 4,000 loans for home
 
Improvements and basic shelter, servicing families with incomes as low as 
the
 
5th percentile on the income scale. '
 

La Merced is Bolivia's largest cooperative. It has over 26,000 members and
 
administers a small-farmer loan service, savings and loan, and medical insurance
 
programs. The Cooperative has managed an active housing program for more than
 
ten years, with most of its portfolio consisting of low-cost home improvement

loans to low-income families. La Merced has been included under this HO because
 
it has proven to be effective in providing housing finance for lower income
 
families in the rapidly growing Santa Cruz region, and it needs additional
 
resources to expand its housing program.
 

The last year and one-half has been the most difficult period for the S&L
 
System since its inception. Aft6r sixteen years of steady growth, the System

has boon forced to make rapid adjustments in its operating procedures in
 
response to Bolivia's deteriorating economic situation. Following several years

of maintaining a clearly overvalued peso, in 1982 the Government found itself no
 
longer able to do so and began to devalue. The official exchange rate, which
 
was $b25 to the dollar in early 1982, now stands at $b200 to the dollar. Since
 
foreign exchange was freely available, the S&L System, and most of Bolivia's
 
other private financial institutions, borrowed heavily overseas and tied their
 
loan portfolios to the U.S. dollar. While it was possible for the S&L System to
 
adjust outstanding mortgage balances to compensate partially for the 1972
 
devaluation from $b12 
to $b20 to the dollar and fully for the 1979 devaluation
 

* from $b20 to $h25j it was clear last year that full conversions to a
 
do-dollarized system with adjustment of mortgage balances according to the
 
repayment capacity of borrowers would be nucesmary. Consequently in July 1982
 
(when the peso stood at about $b140 to ttie dollar), it was agreed to
 
do-dollarize all S&L savings accounts and loans and adjust their balances upward
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by 76 percent. With the exchange rate now at 200, the S&L System will be 
absorbing 89 percent of the losses resulting fromu the devaluation. The System

will thus need to expand its loan portfolio, increase its earnings on outstand
ing and new loans and significantly increase savings deposits (in addition to
 
possible future adjustments of loan balances with further deterioration of the
 
exchange rate), in order to maintain the cash flow necessary to repay Ito dollar
 
debt, a large part of which is guaranteed by AID. The financial analysis

included in this PP shows that in order to achieve these financial objectives
d-to-,begin -to-initlate -the -operat onal -changes-'s-recomended' 'th6- proposed 
*$15 million 1;G must be approved now. If it is not, the S&L System will be
 
forced to severely constrict its lending operations, a move which would
 
adversely affect the availability of financing for shelter solutions throughout

Bolivia.
 

The NO 007 Program will strengthen the institutional and financial capacity

of both the S&L System and La Merced in a number of ways. It will provide the
 
financial and technical assistance support required to carry out several basic
 
operational reforms designed to help these InstiLutions overcome serious
 
financial problems caused by the deterioration of the Bolivian economy. It will
 
assist the S&L System and La Merced to reduce their dependency on foreign
 
resources by Increasing the mobilization of internal savings. The 8&L System

will also receive support to diversify Its portfolio through shorter term
 
lending for domestic houeehold needs, and thus increase its impact on the target
 
group. Emphasis will also be put on the most affordable type of shelter loans
 
made under the RG 005 Program, the refinement of cost/design methodologies which
 
rely on materials produced locally, and the utilization of self-help and mutual
 
assistance in addressing housing needs.
 

The Mission's efforts in this Program will be seared to maintaining a
 
continuing dialo8ue with the GOB concerning shelter policies and strategies.

This dialogue will be facilitated by the intervention in the Program of key GOB
 
institutions such as 
the Central Bank and the Ministry of Finance, which have
 
responsibility for financial and economic policies directly and indirectly

affecting the shelter eector, and by long-term and short-term technical
 
assistance to be provided with grant funds.
 

Finally, the NO 007 Program will have a positive impact on improving

Bolivia's overall economic outlook. 
 It will support a rejuvenation of the
 
informal construction sector by providing financing which will supply

approximately 1,500 person-years of new employment, thereby creating a
 
corresponding multiplier effect in the economy as a whole. 
 Moreover, the
 
foreign exchange which this HG0 loan will provide will help the GOB roll over a
 
portion of its short-term external debt on longer, more convenient terms, and
 
thus assist in addressing its balance-of-payments problems.
 

44 



* B, FINANCIAL PLAN 


AID HG-

Resources 


1983 41-500 
* , 1984 1-500 

* 	 1985 2,800 
1986 200 
1987 2,000 

1988 4,000 


Lop 	 15t0004. 


C4 1ISS U ES'. • 's 

($000) -*. 

.,and La, erced -AID Grant g . .L 

Counterpa 't Resources. Counterpart'-'.1.eotal 

-~50 4 -94s4554 

3 150~---- 03' 
700 150 ' 3,658 
550 100 858 

1,000 50 '8 3 058" 
1,125 50 4 5,179 

.3i750 550 40 19;j40 

, * I D * 4 4. . .- j 

. " 9 

91. 'The 	Economic Outlook .
 

The issue-is whether theeconomic outlook for Bolivia'is nov'clear'enoujh to
 
permit a reliable forecast of the operations of the S&L System and La Nerced
 
with the proposed HG rasources; The key economic variables which affect the
 
financial analysis included in this PP are the exchange rate, loan demand, and
 
interest rates,
 

On November 6, the Siles Government took an initial set 6f economic'meamres 
which represented a significant step forward in putting Bolivia's economic house 
in order end In setting the state for an eventual agreement with the IF. 
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 
Silos Government took power in October, the economy was in shambles, and the 
country's different, intqrest.group all had conflicting idbas on essential 
requirements for correcting theustuation. 'However, in loes than a month, the 
Silos Government acted decisively in taking a set of initial, far-reaching 
measures which,. vhile implying an immediate deterioration in the purchasing 
power of the Government's main constktuent groups (urban factory workers, minors 
and campesinos o at the same time offered hope for economic recovery over .the 
medium 'term,. The economic package was based in large part on guidelines 
formulated by the IMF. It was embodied in over 30 decrees which ranged from 
complete de-dollarization of domestic loans and savings accounts and establish
ment of a fixed 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 
petroleum products more than tripled. 

Faced with,& debt repayment schedule which could not be mat, and a potential 
debt service ratio over 80 percent# the GOB initiated efforts to renegotiate 
outstanding balances duo to Argentinn, Braztiland a consortium of International 
,banks. Over $342 million was renegotLated with Argentina and Brazil, and 
Argentina agreed to renegotiate an additional $250 million. The GOB also 



-4
 

succeeded in obtaining an extension to O tober, 1983 of a moratorium on payments
 
to the consortium of private banks, At which time it hopes to venagotiate $400
 
illion of the total outstanding. In addition, in order to prevent continued
 
imposition of sanctions under Section 517 of the FAA (Brooke/Alexander
 
Amendment), the GOB paid '9ver $9.2 mUillion i arraorageo due to the USG, thus
 
providing evidence of its desire to normalize relations with the U.S.
 

In early Hay 1983, a joint IMF/World Bank team completed a one month visit
 
to.La Paz . :Its
-purpo!e -a.. n.. toay.._ the -groundworkfornegoiation .of an Extenode-
Fund Facility (EFF) by discussing possible options the GOB could adopt to cut 
the forecasted 1983 budget deficit, Increase interest rates, aqd adjust the 
exchange rate. Discussions focused on the fiscal deficit since thiq was the 
chiof area not addressed by the GOB in November 1982. At the time of the team's 
arrival, the Oeficit was estimated at 172 billion pesos, or 16 percent of GDP. 
Initial agreement was reached with the GOB on where at least 7P billion pesos
 
could be cut from the investment budget. As the Central Bank could finance 50
 
billion pesos of the projected deficit from anticipated 1983 external resource
 
Inflows, the remaining shortfall of 50 billion pesos would have to be covered
 
from incrpasyd taxes or f4rther budget cuts to meet -IMF requirements. The GOB
 
has also lIven preliminary agreement to a system for indexing commercial loans 
to various productive sectors, which when implemented will result In positive 
real rates of interest. The INF has scheduled a return visit for the end of May 
or early June. In the interim, the GOB is expected to make final decisions with
 
regard to the budget and other issues discussed which will enable the IMF team 
and the Government to negotiate the elements of an EFT agreement which may be 
put into effect in October or November. That agreement is expected to lead to a 
rescheduling of debt with the banking consortium. Although It would have been 
preferable for the COB to have progressed this far with the IMF a few months 
ago, and difficult policy decisions remain to be finalized by the GOB In the 
next fey weeks, there is room for optimism hat negotiations with the WIIIU44 
move ahead on schedule. 

Hanwhile there are preliminary signs of movement toward greater economic 
stability. Inflat on, although still high, has fallen from an average of 20 
percent per month just prior to the assumption of power by the Silos Government 
to 10 percent per month. The black market exchange rate, which had risen as
 
high as $b565 to the dollar a few months ago, has settled into the 350 to 360 
range. 90B actions to cut the fiscal deficit and adjustinterest rates to real
 
levels appear likely. By October, the GOB should be in a position to
 
renegotiate its debt with the private bankfng consortium. Donor support for the
 
Silos Government was reaffirmqd at the Round Table meeting held in late April.
 
The World Bank plans to proceed with a $75 million structural adjustment loan,
 
assuming discussiris with the IMF proceed on schedule, and the IDB has approved
 
two credit loans totalling $67 million for the mining and agriculture sectors.
 

The financial analyses of the S&L System and La Merced included in this VP
 
are based on the best economic assumptions of the Ilission and IMF and World
 
Bank experts, and a conservative forecast of Bolivian economic performance over
 
the next several years# Specifically, the official exchange rate Is projecte4
 
to rise from an average of 250 in 1983 (this assumes a 50 percent devaluation by
 
mid-yeer) to an average of 350 In 984 (a further 33 percent devaluation) and to
 
go up by 25 percent per year thereafter unvil 1986 after which the rate of
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devaluation will decrease. Hi~h Inflation to expected to coptinue ince near
 
.,,,trm, bt decline asetho .IF itabilization program proceeds. Despite the drop
 

inreal incomes and the tight financial situation of theS&L System and La 
Herced's housing program, demand for housing-related loans has not declineds In 
1982, 4,157 housing loqns were extended by the S&L Systeu;verus 4,376 in 1981. 
There has been a shift to more affordAble home improvement loans, however, and 
this trend is expected to continue fo the next twoto three years. The annual 
number of housing-related i9ans is conservatively projected to remain between
 

---_---4,000O and -5,000- through-1904,-.And -then -begin.-Inceasing-at _2O ,prcentpr_,yar . 
Interest rate assumptions are discussed below. 

2. The Financial Viability of the Savins and Loan System and La Merced
 

. Tho ,iUAe o whather theS&L Systeam and La Merced will be able to absorb the 
loss In the value of their portfolio assets due, to the conversion to a 
peso-denominated portfolio and continue to pay their dollar 4ebetwith the new 1O 
resources and operational changes contemplated. 

The filnanctal analyses of the S&L System and LasHerced ,have been done with
 
more conservative assumptions itan those included in the PP revieved last
 
September. Higher exchange rates and ower loan. deiqand are projected. The
 
financial assumptions used In tA, cash flow projections are .the following: 

A 13 percent Interest rate from the investor to the ACB, 15 percent to 
CACeN and 17 percent from CACEN to the S&L associations and La Merced. 
(Theme rates could be lower depending on the rate negotiated by the SC4 
with the U.S. Investor.) The BCB has already agreed to land to CACIN 
at 2 percent above the rate at which It receivesthe doller loan. 

In ,eet rates on existing loanp, which ore nov #et at an average of 26 
RarqenXt A d on new lans, which areov set at 39 percent, will be 
raised to 41 and 50 percent respectively in 1984, 50 and 54 percent in 
1985, to a common rate of 54 percent In 1986, ond thereafter decline by 
2 percent per year. Assumptions regarding interest rates under 

.,..indexation are discussed below. . 

Qrac: periods will be 10 years (cr CACKN and one year'for the 
Issoolatione and La-Marced.
 

a 4 

Savings are projected to increase by 4t least 40 percent pas. . (his 
compared with an historical average of 50 percent for the S&L.System. 
LA Herced just undertook a savings mobilisation campaign and raised its 
depositu by .over 50 percent.)
 

The interest rate on savings will be tied co lending rates and kept a 
few points below the rate paid by commercial bankis on time deposits 
i.e., 25 percent in 1983, 27.percent during 1984-86 and 30 percent 
tha fter. 

0i4ttanding "dollariaed" debt, from the associations to CACIN will be 
rescheduled to spread payments over 5 additional yearo (the original 
maturities vere 10 years), and 25 percent, or about the equivalent of 
$1 million, of arreargee due to CACIN will be paid Immediately. 



Thirty percentof the now nU ($4.5 million) vill be advanced to CACEN 
and liquidated by the end of year 3 of the loan. 

Nov types of shorter'term lending will be increased according to the 
amount of funds available from prior loan Ereflove and savings# Rates 
very close to commercial bank rates will be charged, i.e., 43 percent
 
in 1983, 51 percent in1984, 55 percent in 1985-86, 52 percent in 1987
 
Land .. ter.
-oerratsh....re 


Repayment periods on housing loans vill average 6 years. 

Zxase assets (i.e. investments in land and buildings) will be sold at
 
appropriate times to generate increased cash flows For purposes of
 
the cash flovs, they have been priced at aboyt one-half their market
 
value.
 

Administrqtive costs for CACEN, the S&Ls and La Kerced have been
 
projected based on actual historical costs.
 

La Herced's other actiViLies will generate net cash Inflows at
 
historical averages.
 

Using these assumptions (full list included in Section IZI.A,3), the 
financial analysis shows that whereas without new HO resources the S&L Slatem 
would not be able to operate beyond 1983, with these resources it will bo able 
to operate indefinitely. HO resources will provide the System with the finan
cial flexibillty to make the adjustments required (Gs section I1.A*3) to 
respond to unforeseen economic circumstances. La $erced would also be able to 
make the adjustmentb necessary to make Its housing program viable, whereas 
withot the HO 4t would most likely discontinde lending for housing. 

It appears that the 003 will adopt a system for indexing loans in reyponse 
to current high inflation and as a meaps of ensuring that real rates of interest 
are charged. The details remain to be worked out for each saector but 
preliminary agreement was reached with the recent ZM/orld Bank team to tie 
adjustments of housing loans to increases in the mintmum vea. Indexation would 
substantially help the SL System to maintain its financial viability 4uring the 
near term period of continued high inflation by allowing mortggee balances to be 
adjusted upwards at rates which would provide for repaymen'adjustmeats 
borrowers would be able to afford. The cash flows carried out under the 
assumption of indexation use eonstaont nominal interest rates of 3 percent on 
savings, and 6 percent on loans with balances being adjusted according to 
increases in the minimum wage. 

The financial analyses assuming adoption by the 003 of indexattqn show tbt 
the S&L associations would generate enough reflows to eventually become 
self-suffictent i.e., CACUIrs role would then be limited to regulatory 
fundtions, loan collection and promotion of now S&L associations, La erced's 
housing program would also be much better off with an indexartn system. 
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Under either scenario, the relatively conservative financial analyses

included in this PP demonstrate that the S&L System and La Merced will be able
 
to remain financially viable for the foreseeable futurei
 

3. The Creditworthiness of the Borrower (GOB)
 

-The'issue _iswhether1theGB -willbeable...to.pay-back-a-$15.million-
dollar
loan at 13 percent over 30 years, with.a 10-year grace period.
 

Given the long-terI repayment period of the HG, .
it is not feasible to
 
project balance of payment statistics to forecast whether adequate forei'gn

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'lo medium term, it is clear that the GOB must take the measures
 
necessary to adjust to Bolivia's new economic circumstances and, to stabilize the
 
economy. 
The recent progress of the Government in initiating negotiation of

itabilization measures with the IMF and in renegotiating outstanding debt
 
represents a good start. 
 It is expected that the GOB will continu6-addressing

the ecinomic problems it faces and support private sector generated growth

policies. As such, the repayment risk inherent in thL proposed HG loan is
 
judged reasonable.
 

The DAEC PID guidahc cable fSee Annex E) requested that an.analysis of the

GOB's legal commitmentis"be'calried out with respect 
to the'servicing of the S&L
System's external ebt. The DAEC was particularly concerned about the GOB's
 
legal oblitgation to rovida dollars to the S&L System at 
the official rate at

that time'of $b44/dollar (instead of forcing the S&L System to.purchase its
 
dollars on the bfficially'sanctioned parallel market), 
as wexl as its compliance

with agreements to guarantee most of the S&L System's outstanding external debt.
 

The AID Regional Legal Advisor (RLA) reviewed all existing guaranty

agreements and related le&'slation to respond to this concern. 
His analysis was
 
forwarded to AID/W and is included as Annex E to this Project Paper. 
 While the

RLA's review concluded that the GOB has a legal debt servicing obligation in
 
case of default by CACEN for nearly 80 percent of the S&L System's external
 
obligations, the COB has no additional debt servicing obligation. 
 The remaining

20 percent corresponds to the ouestanding balance of a $6 million AID loan
 
(511-L-048), for which the guaranty agreement included a claule committing the

COB to provide the S&L System with access 
to foreign exchange at as favorable a
 
rate as that available to "public agencies."
 

The issue of whether the COB has a legal obligation to provide foreign

exchange to CACEN at a lower official rate has become moot since the GOB
 
abolished the previous official parallel market for foreign exchange and
 
established a new unified and fixed exchange rate of $b2OO/dollar. The BCB is
 
now the solo entity in Bolivia authorized to sell foreign exchange. The BCB has
 
agreed to provide foreign exchange to CACEN and La Herced at the official rate
existing at the time repayments on past housing loans are due, and has been
 
selling dollars 
to CACEN at 200 during the past few months. In order to ensure
 
that the BCR has A legal responsibility to continue doing so, 
a condition
 
precedent will be included in the HO 007 
Implementation Agreement which will
 
require a written commitment by the COB to provided CACEN nnd La Herced with
foreign exchange on a preferential basis at the lowest official rate$ and to
 
assume any interest charges resulting from delays in payment when the BCB is at

fault. 
 It should also be noted that to demonstrate its firm support for the S&L
 



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 System and La Merced to
 
increase lending immediately, and provide the npcessary resources for them tp

continue meeting debt servicing commitments until HG c!9bursements 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. In addition, approval of $500,000 in
 
Development Assistance 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.
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David Johnston, Acting Chief Private Sector Division, USAJD/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 by:
 

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 Ii.Bassford, USAID/B Mission Director
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II. PROJECT DESCRIPTION
 

A. BACKGROUND
 

1. 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 is 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 agpncy, and twelve member savings and loan ass6ciations with
 
histories dating back to 1964. 
 Since the early 1970s, 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
 
131,00 0 .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 valbe 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 addition, 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&LF 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 initiation in 1964, 
the System has also received financial assistance
 
from tile Inter-American Development Bank 
(IDB) and the Inter-American Savings

and Loan Mink (BIAPE). In 1976, the IDB provided $2.1 million in emergency

shelter relief to victims of a particularly severe flood in the Department of
 
Beni. As part of 
a regional HG program begun in 1978 and administeted by BIAPE,
$3.0 million was channelled to CACEN for relending to member associations for 
low cost shelr I solutions in Bolivia's urban areas. 

The S&i. System has undertaken a considerable redirection of services toward 
lower Income populations during the last five years. The 11G 005 Program for 
low-income faimilles In rural areas added greatly to the momentum behind this
shift to a conmitment favoring Bolivia's lower Income population. The Program
financed nearly 3,000 shelter solutlons ranging in cont from $500 to $4,500 for 
families whose incomesj ranged from the 5th 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,.asing 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 financ(d 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 tye purchase of lots, construction materials and finished
 
housing units. Approximately 84 percent of all lending over the past three
 
years under 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 Merced 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 is just concluding, and, as a
 
result, La Merced has 3ignificantly broadened the geographic scope of its
 
services into rural areas. In addition, the Mission is 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 Housing 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 issues within the Central Bank anl 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 an In developing innovative
 
solutions to the economic crisis, including variable rate mortgages,
 
diversification of its portfolio and a shift to a full peno-denominated system.
 

Public sector financiug for housing in inadequate and unlikely to be 
increased. In addition, other than the proposed HG, no new foreign assistance 
to the housing sector IsBbe ing pl.anned. "The only significant ongoiqg, 
externally financed housing projct Is a $17 million IFRD loan gignod with the 
GOB in 1978 for infrastructure, sites and services, low-cost housing and 
employment genqratior in the La Paz metropo Itan area. Thin program, which In 
administered by the mun ic l)pillty of La Paz with credit channelled through the 
National Housing Bank (BANVI), has .ncountered nume rous difficulties which have 
retarded loan disbursement. 

b. The Bol ivlan I'conomX: The expanninn of the Boll 'an S&L System and 
La Merced and their overall financial solvency have been placed In nerious 
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jeopardy ab 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.
 

Historically, the 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 increased,
 
real GDP grew at an average annual rate of 5.6 percent. In the early 1970s,
 
based oa 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 mid 19709. Bolivia's economic base was subsequently
 
broadened through increases in the production and export of natural gas,
 
accelerated industrialization of mineral resources, expansion of commercial
 
agriculture, and the achievement of self-,iufficiency 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-1910s, however, was achieved at 
the expense of increasing internal and external imbalances. To this effect,
 
when tie expected high earnings and revenue growth from the export of minerals
 
and oil and from projects for which the GOB haa borrowed heavily ultimately
 
failed to materialize, Bolivia found itself faced with excessive public sector 
deficits, mounting external debt servicing 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 COB to delay hard 
decision., aimed at controlling public spending, eliminating subsidies of 
domestic prices, and reducing the reliance on state capitalism as the country's 
principal engine of growth. 

The economy continued to deteriorate from 1979 to 1982, particularly during 
the July 1980-September 1981 Garcia Meza military regime. The rate of growth of 
real GDP fell from a positive 4.2 percent in 1977 to a negative 9.2 percent In 
1982. The decreasing rate of growth rtflrcted a deterioration in all aspects of 
tile economy. The rate of growth of agricultural output decelerated from 3 
percent in 1978-979 to minus 2.2 percent in 1981-1982. Manufacturing activity 
fell 15.2 percent in 1981-1982, and tihe conntruction sector registered declines 
of 7 p,.rcent Itn 1981 and 40 percent in 1982, resulting in large layoffs. In 
addition, the mot import;,nt stare enterprises ( .e. the oil company-YPFB, tile 
mining corporation-COM1BOL, the de.velopment corpora t Ion-CBF) which have had a 
history of ioor mnnigement , continued to experience financial difficulties. 

Fixed c.pita I ornat mu tell foam 17.2 p.rcent of (;Ni) is 1977 to 6.7 percent 
i n 1982. TIhe resotiurce gap h',tw.,en doesmt Ic sivings and Inves,,tment was financed 
by the utse titgenueral purpoe Ior,,tI,.n loiiio .:nd t drawdown of the Central Bank's 
net international ,,rearves. The frical deficit wai largel y repon,,Ible for the 
det,,riora tion I the, halist:.-ot-paymett which led to the devaawition of the 
peno In 1911 Irom 20 to 25 penon to the U.S. dollar, the deftrmnt of payment of 
foreign loinn In 1980, ind th imnpot lion of exchallge cont rol o In 1982 The 
Official GOB huldget deli clt ,xpanded from 2.5 percent to 15 percent of CDI 
between 1977 and 1982 owlng to it combination of declining revenuen and rising 
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current outlays and public investment. The belance of payments deficit rose
 

from 3.5 percent of GNP ($166 million) in 1980 to more than 5.5 percent of GNP
 
from 25.9 percent of
($101 million) in 1982. Foreign debt service payments rose 


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
 
the dollar to major price
establishment of a fixed exchange rate at $b200 to 


increases in a whole range of basic commodities. The Government also moved to
 

reschedule $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 th
 

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 initiation of formal negotiations for an Extended Fund Facility
 

(EFF). Initial agreements were reached, and the GOB is 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
 

clear whether the GOB would be able to begin taking measures to stabilize
it was 

the economy, the S&L System was the first financial instititulon in Bolivia to
 

take steps to adjust to the new economic environment. The S&L System had
 

savings and lending activities at a fully readjustable dollar
operated both itt' 

equivalency, and had external dollar liabilities totalling about $27 million. 

La Merced, which Is 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. 

the S&L System, La Merced, and their member borrowers were
Until 1982, 

jointly able to absorb losses due to declines In the value of the peso relative
 

to the dollar. The 1982 devaluations of the peso, however, were of such a
 

magnitude that they could not be fully passed on to the borrowers. Faced with
 

failure of the S&L system to absorb the entire exchange rate loss orthe certain 

pass it on to the mortgage borrowers, the managers of the S&L System determined
 

In this
that a major restructuring of operating procedures was necessary. 


regard, discussions with USAID/B lel to the contracting of technical assistance
 

during the months of March and May 1982 to analyze the various alternative
 

the System. After reviewing resulting cash flow
courses of action open to 
analyse', CACEN and member S&.L associations realized thau a conversion from the 

dollar-re.(djustable to a pvso-denominated aystem was necessary. In addition, 

given t.h, drop In the value of tha peso and the System's large dollar 

I l IlltlN'm, It wa; dotermined Lhat a partial readjustment of both the assets 

and liahilittLh of the System's portfolio would be necessary, In accordance with 

borrowers' capal'ity to repay. 

Tit' Bolto vian legislatio, whilch established the S&.L System requires that It 

the BCB befor, taking any malor financial action. In conjunctionconnult with 
with the technical ansistance mentioned above, a Joint Commisa ion was formed in 

May, 1982 with representatives from the BCB, MOF, CACEN and USAID/B to discuss 

how to adjust the System'3 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 measurLs, 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 ivdividual S&Ls to readjust both their assets and liabilitie's 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 realizes that these rates are too low and plans to
 
raise them to 41 and 50 percent respectively in January 1984, if 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 again in May 1983 to determine the extent of its
 
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 Merce( 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 loans, as in the case of the S&L System.
 

The November de-dollarization decree enabled La Merced to reduce its
 
outstanding d',llar-denominated liabilities, mostly with Banco HIpotecarlo, by
 
over 30 percent. This loan is now being renegotiated. Similarly, La Merced is
 
in the process of renegotlating its oustanding dollar liabilities 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 BCB1, the banks have agreed to short moratoriums on 
repayments until revised repayment schedules can be worked out. The financial 
analysis assumes payments will be made as previously scheduled on both loans. 

La Merced has fixed assets of $b20 million, upon which it Is currently 
borrowing to cover financing requirements through the present adjustment period. 
It alfio has undertaken a major campaign to Increase savings with great success, 
and has raised total deposit s by 50 percent In Just a few months. With other 
activities operat'ing more or lens as successfully as In the past (on an aggre
gate basis), La Merced Is weathering the current economic crisis. With new 1IG 
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resources, this PF's financial analysis, based on 
the conservative assumptions
 
noted above, shows that La Merced can continue operating profitably.
 

c. Institutional Constraints: For the S&L System to continue to
 
provide long term financing to the target group, as well as to be able to
 
respond to changing economic circumstances, CACEN and the individual S&Ls must
 
strengthen 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 0-propri~e
 
lending and savings rates and adjust the composition of its portfolio.
 

The ST, System must also avoid over-reliaace on long-term lending so as 
to
 
ensure the flexibility required to 
adapt to changing economic conditions.
 
Several associations already have begun 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 officeLs will need to be trained to evaluate borrower payback
 
capability and collateral requirements from ;in entirely different perspective.
 
The System's directors and managers will also 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 its 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 Deccrber 31,
 
1981, today, due 
to tne declining value of the peso, these dollar liabilities
 
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 depende,,cy on external
 
sources of financing. In order for the System and La Merced to do so, 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 communities where familiarity with financial institutions is not
 
well established.
 

Another institutional constraint, which limits the ability of the S&L System
 
and La Merced to d!termine appropriate lending rates, is the lack of reliable 
Information on household incomes. The Instituto Nacional de Estadisticas (INE)
has developed a nation-wide survey questionnaire on household incomes and has 
collected initial data. Such information will be critical to the S&L System and 
La Mercud's ability to tailot the terms of their shelter solution loans to the 
payback capacity of the target 8rour. The COB has committed itself to providing 
the budget necessary to carrying out thu surveys if the HG is approvid, but TA 
will also be needed in thiq area. 

3. Relation of Project to Country Loevelojprnent Strategy 

U.S.-Bollvian relat ion.l have been undergoing a gradual normalization process 
since Gen. Celso Torrello assumed po(w.1- In September 1981 and announced the 
GOB's intention to concentrate on addressing a series of losueq which were 
primarily responnible for the nuspension of All) ansistance 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 illicit 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 phaae, 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 development 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 implement the Mission's short-term strategy in two
 
ways. First, it will support the Mission's efforts to expand the participation
 
of thc! private sector in the economy and enable one of Bolivia's most successful
 
private sector financial institutions to continue to offer financing to lower
 
income families. Secondly, the project will assist the GOB in carrying out
 
certain policy and institutional reforms needed to address some of the economic
 
constraints limiting Bolivia's longer term devplopment 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
 

1. Goal and Purpose 

The goal of tile 11G 007 Program is 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 needw of these families, 

The Program will consist of a $15 million 11G loan to the GOB which will 
guarantee the loan and assume the full foreign exchange risk, and $550,000 In 
technical as. lstance to CACEN. The loan will be channeled through tile Bolivian 
Central Bank (BCB) which, in turn, will disburse an equivalent amount of local 
currency to CACEN for onlending to S&L a,!Soclations and La Merced. An Initial 
$4.5 million advance will he made to tihe BCB with an equival ent )mount of pesos 
advanced to CACEN. The remaining $10.5 million will be disbursed to CACEN based 
on tile placement of shelter loans to familieti with incomes below the national 
me dian . 

The ben,:flclarien of the HI(; 007 l1rugram will be families with incomes at or 
below the national urban median Income. Thene families reside In towns and 
cities with populationi, grenter than 2,000, although many of the areas are fully 
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rpral 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 percentagn 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 ever 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" is 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, if
 
conditions permic, loans for core units and new housing starts will also be
 
made.
 

During the intensive review, seventeen different home 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 is one indicator of the high level of demand
 
for home improvement loans. The results of that Program prove that much of tile
 
existing housing stock is essentially sound and can be converted into safe 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 9&L, system borrowers tend to repay their 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 eight). 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&I System and La Merced will have strenthened their 
overall financial viability: The H1G 007 Program will enable the 

S&L System and La Merced to remain financially viable for the foreseeable future 
by providing the resources necessary to expand their lending, the technical 
assistance necessary to improve their operations (e.g. portfolio 
divers f cation, navings mobilization, design of inore affordable shelter 
solulions), and the t line nec,-ssary to make additional financial adjustments (See 
examples in Section III A.3.) in response to changing economic conditions. With 
the 1IG, the S&L System will be able to recuperate the losses it has decided to 
absorb as a result of the recent severe devaluation. The HG Program will give 
special attention to the four weakest S&L associations (La Frontera, Manutatn, 
Tarija and Potosi) so as to assure their full recuperation and self-sufficiency. 
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C. The GOB will have improved its capacity to form.ulate 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 its 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 is an important
plus for the System as it competes for new savings. The 11G 
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 Merced recently undertook a very successful savings mobilization
campaign. 
This effort will be expanded in order to meet the 
targeted annual
 
increase in sa~ings generation.
 

e. 
 The S&L System will have successfully expanded the
 
diversification-its portfolio 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 hay.' obliged U.S. and other LatinAmerican S&L systems to adopt such an approach. To this effect, experience hasshown that S&Ls In general reqiuire additionil flexibility so that during periodsof high Inflation they can manage their portfolios more efficently. TileBolivian S&L System's diversification into housitig-related and family creditneeds, an recently authorized by the GOB In Decree Law 19027, will provide theSystem with this added flexibility. Offering loans for furniture, appliances,!ichooling needs, health servicen in rural areas, as well as for family emergen

-ies, will expand the range of services which the System can provide. This, inturn, will help attract new savers. Customers will readily notice
idvantages of dealing with the S&Ls for many of 

the 
their credit needs instead 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 considerably 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 years. 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 staffs (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 II
 
computer. The computer 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.
 

g. INE will have strengthened its capacity in the area of national
 
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 assistace to refine the questionnaire,

improve data collection techniques and perform the necessary data analysis. 
The

GOB, as a part of its 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

institutions 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 aubloan (totalling $3.75 million) from internally generated
 
resources.
 

c. 
 The COB will provide $40,000 in budget support to INE for data

collection, analysis and publication of national household income survey results
 
over 	the life of the project.
 

d. The project will provide $250,000 in grant funda for two years of 
long-term technical asnintance to help coordintte project implementation, asist 
CACEN In the training of S&I, and La Mered personnel, work with GOB entities to
formulate a c. 'iprehensive ihelter sector Fitrategy and help Identify short-term 
technical norintance requirements. 

e. 	 The project will provide $300,000 in grant funds (including PRE/ItUD
contract) for 20 pernon-montl of short-term technical assistance In the 
following areas:
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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 improve INE's
 
capacity to develop reliable, national household survey data - 2 person 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;
 

5) lending diversification and related training to improve 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 effeLts 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 fIG, the following agreements will be
 
signed: (I) AID, the GOB and CACEN will sign a Program Implementation Agreement;
 
(2) AID and tile 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 agreement.
 

The investor will make an initial 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 
tle third year according to a schedule to be included in the Master Program 
Implementation Plan. The $15 million loan will be disbursed over 5 years, 
1983-1988.
 

Regular disbursement will be made to tile BCB anti CACEN as eligible loans are 
approv(d by AID and according to the disbursement schedule contained in the 
Master Program Implementation Plan. The Investor will disburse U.S. Dollars to 
the BCIIB. The IICB will. disburse the amounts :scheduled to CACEN in local currency 
at the prevailing official rate on the day of disbursement. CACEN in turn will 
effect tie dinbursement In local currency to the S&. associations and La Merced 
following the procedures described in the Implinentat ion Agreement. 

The cr1teria which CACEN will use to di rburiie funds to the participatling 
associations will take into acroint: 1) total aiisietti, 2) the rate of growth of 
savingn Ivpos it!i, 3) the growth of loan portfolios , and 4) debt repayment 
snchdul on. The actual dlistribution of the peso advance will be detailed in the 
Financial Stratvgy required prior to selection of an investor and the 
distribut ion of furt.er disbursements will be detailed in updated Financial 
Strategies. 
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III. PROJECT ANALYSES
 

A. ECONOMIC AND FINANCIAL ANALYSIS
 

1. The Current Economic Outlook
 

The recent history of the Bolivian economy was reviewed in Section II.A.2.
 
On November 6, the Sles 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 October, the economy was in shambles, and the
 
country's different interest groups all had conflicting ideas on essential
 
requirements for correcting tile situation. In less than a month, the Slles
 
Government acted decisively in taking a set of initial, far-reaching measures
 
which, while imflying an immediate deterioration in the purchasing power of the
 
Ctvernment's main constituent groups (urban factory workers, miners and
 
campesinos), at the same time offered hope for economic recovery over the medium
 
term. The economic package was based in large part on guidelines formulated by
 
the IMF. It was embodied in o,er 30 decrees which ranged from complete
 
de-dollarization of domestic loans and savings accounts and establishment of a
 
fixed 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 been renegotiated so far, and Argentina has
 
agreed to reschedule an additional $250 million. The Consortium agreed to an
 
extension 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 paid 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 Hay, a joint IMF World Bank team completed a one-month visit to 
La Paz. Its purpo.ge was to lay the groundwork for negotiation on an Extended 
Fund Facility (EFF) by discussing possible options the GOB could adopt to cut 
the for,cas;ted 1983 budget deficit, increase interest rates, and adjust the 
exchian), rate. )iscuunions focused on the fiscal deficit since this was the 
chlief area not addressed by the GOB in November. Initial agreement was reached 
with momber!s of the SIlen Government's economic team on where at least 70 
billion pess5o could he cut from the budget, and on a system for Indexing 
commerclal bank loans which would provide for politve real rates for interest. 
The IMF has scheduled a return visit for the end of May or early June. In the 
Interim, th GOB it; expected to make final decisions with regard to the budget 
and ot her Isnues discunsed which will enable the iLF team and the Government to 
negotiate the elements of an EFF agreement which would be put Into effect in 
October or November. Although it would have been preferable for the GOB to have 

http:purpo.ge
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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 optimiso' that negotiations with the IMF will move ahead on schedule.
 

Meanwhiie, tnere -;S 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 its private banking consortium. Donor support
 
for the Siles Government was reaffirmed 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 additional 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 several 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 couttry'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 economic 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 in 1987 
and 5-10 percent per year thereafter. An Indexation system for commercial loans 
may be .idopted which would allow the S&L System and La Merced to adjust the 
balances of outstanding loans in accordance with repayment capabilities and keep 
nonilal interest rate, relatively low. If Indexation In not adopted, the S&L 
System and La IHerced will raIse Interent rates charged in H.he near term In 
accordance with the repayment capacity of its cusLomers. The rates; used in the 
financial analysis are given in Section III.A.3 below. 

Although high Inflation Is expecte.d to cont inue in the near term, it will 
decline an the Government' stabiliza tion program takes hold. Despite the 
current drop in realI incomes and the tight credit situation, the S&U System was 
able to place over 6,000 loam; 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. 
 In

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
 
improvement 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,

it is conservatively projected 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 is 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 is clear that 
tile GOB must take the measures
 
necessary to adjust 
to Bolivia's new economic circumstances and to stabilize the
 
economy. 
The recent progress of the Government in initiating negotiation of
 
stabilization measures 
with tile IMF and in renegotiating outstanding debt
represents a good start. 
 It is expected that 
the GOB will continue addressing

the economic problems it faces and support private sector generated growth

policies. As such, the repayment risk inherent in the proposed Hr loan is
 
judged reasonable.
 

3. Financial Analysis 

At issue is 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,

with an injection of 
new resources and by changing certain operating procedures.

rhe financial analysis summarized below considers the financial viability of the

System and La Merced under conservative assumptions in order measureto the
wrojected impact of the new fIG resources. The renults of this analysis point to

:he urgent need for the HIC 007 Program to ensure that the S&L System and La
lerced continte to expand and play a central role in addressing Bolivia's
Yrowing shelter deficit. In addition to assisting these institutions to
nobilize more savings and initiate new types of shorter term lending, the
)roposed tHG Program will provide a much needed infusion of new resources 
,an be used to expand lending and allow earnings on old and new loans to
ncreased, thus maintaining an adequate cash flow to pay existing dollar 

which 
be 
debts. 

The following assumptions are used In this financial analysis: 

Fxchanlg& Ratesj (Averapre) 

1983 1984 1985 1986. 1987 1988 1989 1990 1991 

250 350 438 547 685 790 865 930 975 

A 13 percent interest rat,, from the Investor to the BCII. 15 percent to CACEN
and 17 percent from CACEN to the S& asnsociationn nnd La Mered. (Thene
rates could be lower depending on the rate negotia ted by th BC 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 periods 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 savinps mobilization campaign and raised its deposits by over 50
 
percent.
 

Outstanding "dollarized" 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 will be paid Immediate.
 

Thirty percent of the new HiG ($4.5 trillion) 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 available from prior loan reflown and savings. 

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

Excess a:isets (I . Investmen.; in land and buildings) will be sold at 
appropriate tnes to generate increased cash flows. For purposes of the 
cash fl .ew, h,,e at;:v*tw have been priced at one-half their market value and 
spread over 3 ye'ars. 

Admini strative cVo;t for CACEN, the ;&I,!;and La Merced have been projected
baie;d on a.tual hlitorl alIco t s. l.a Merced'ij other operations will 
gent, rat net cas;i Inflow., at hfi torical avi -,lier . 
Varlon;; cash flow'; for th, ;&I. Sytt-i and Ia Merced hav been projected 

under four ba~d s ;rrtv on: 

1. Vartiable interepit rat;, ,itrct.are wit-hoot new IIG. 



- 26 

2. Indexatiou without new HG.
 

3. Variable interest rate structure with new HG.
 

4. indexation 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 TIC, variable interest rates
 
2a. CACEN without iG, Indexation
 
2b. S&L System (12 S&Ls as a group) without HG, indexation
 
3. CACEN with IIG, variable interest rates
 
4. System with HIG, variable interest rates
 
5. CACEN with HG, Indexation
 
6. System with HIG, indexation
 
7. La Merced with HG, variable interest rates
 

The cash flows without tle HIG 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 operations. Tle cash flow for CACEN without the hiG under Indexation 
shows that Institution operating beyond 1983, but assumes repayment of previous 
loans by the S.,Ls and is, as a practical matter, meaningless.
 

No ca;h flows were performed on La Merced'o portfolio assuming no new fIG 
becauie, given the divernified nature of La Merced's operations and its holdings 
in land an] bulIdings, it is likely that the Cooperal 4ve would survive without 
the H(G; however, its success ful housing program would have to be discontinued. 

The cash flows assuming the new |HG show that both the S&L System and La 
Herced will be able to expand their lending programs, survive the near-term 
financial crisis, and remain financially viable for the forseeable future. Both 
Institut on will be provided, t.1rough the fIG, with an adequate "cushion" in the 
form of several additional years of operations to make whatever adjuntmentn are 
necessary to respond to unlorseen economic circumstances. Among tile 



- 27 

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:
 

a. 	Further rescheduling of outstanding "dollarized" debt owed by the S&L
 
associations to CACEN.
 

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

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

d. 	Greater savings mobilization.
 

e. 	Accelerated liquidation of investments in fixed assets.
 

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

Sensitivity analyses of certain key variables in the princi,. cash flows
 
were also run and are summarized in Annex G. The variables tested were exchange
 
rates, interest rates, average repayment period, 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 is unlikely that the pace will be
 
accelerated in the near future.
 

As illustrated in the following table, the growth of the S&L System's
 
lending has been exceptional in the past fiv2 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 its loans in 1980 and 1981 were for new house
 
construction or Improvements. This level of lending represents an increase in
 
the System's share from about 40 percent of the total public and private
 
Investment in housing in 1978 to over 60 percent in 1981. That level of
 
Investment was maintained in 1982 with over 4,000 loans placed, despite the
 
total restructuring of the system to a peso-denumfnated portfolio and Increases 
in lending rates. However, there was a hlift to home improvement loans. 

The housing deficits mentioned above and the limited production levels in 
formal construction have created a housing shortage which is being addressed by 
the informal sector. Marginal areasj surround every major and medium sized city. 
Because fami I ie; In these areas often use tie materialn at hand (e.g. adobe In 
the, Altpl ino, calz lnd palm In the lower valleys and subtropics), many of the 
units are considered "'below standard." Of the existing stock, the MtJV estimates 
that 90 percent of all rural homes and 60 percent of all urban residences, 
represent!ng inor than 800,000 units throung ott the country, s hould be replaced. 
This "qualt.,ttlve deficit" clearly oversitaten the problem since most of these 
unltti ran be upgraded Ilit ead of repl,ced. 

Tlilv ma or thrut;t )f thle proposed proj,.ct will , hoime Improvement . The 
luc, .cf of the II(; 005 Program In rural town,0 Iii one Indicator of the hi , level 
of demand tor thins kind of program. The renulal prove that a significant 
perrintage of w exlsting !iro'k Is v'isentlially sound and can be converted into 
safe and omnfortabl e dwelli gi. 

Previous Page'Blank
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The characteristics of the overall housing stock 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 illustrates 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% 61.2%
 
Dirt 60.4% 65.6% 38.8%
 

Wall Materials
 
Cane, palm, trunks 2.1% 4.2% 11.5%
 
Adobe 90.2% 83.0% 32.8%
 
Brick, cement or rock 6.9% 11.5% 47.0%
 
Wood .8% 1.3% 8.7%
 

Roof Materials
 
Zinc, tile or cement 70.4% 60.2% 74.7%
 
Cane, straw 29.6% 39.8% 25.3%
 

b. Estimating the Median Income: In the absence of current household
 
daLa, planners rely on estimates in calculating incomes, defining the target
 
population, and projecting demand and affordability. In 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 its
 
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. (See "Preliminary Methodology for Estimating Household Income",
 
AID January 1980). 

The equations have been applied to Bolivia to establish a new base year 
(1982) and a preliminary median income estimate for May 1983. The improved 
availability of household data is an important element In this process which 
will per:nit comparison of retultn. INE has developed a sample frame for 32 
cities and plans to carry out perlodic surveys (three to four times per year). 
The retlts of the first survvy are expected by the end of 1983 and will permit 
an updating of the estimates on an iuanual or fiemi-annual ba.is. 

'the !survey methodology for Indirect euttmaten of Income In sound, but relies 
on current national account figures and! poputlation projections. In the cane of 
Bolivia, the accounts are well behind 'schedul . (e.g. final figures for 1981 may 
be publI shed by the end of CY 1983) and estimaten of the total population and 
work-force vary considerably depending on the atisumpticnn used regarding overall 
and regional growth rates, productivity in tLe agricultural sector, and 
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employment. Household data is the only way to verify the estimates and 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: INE defines "urban" as population concentrations of 2,000 or more.
 
17 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 paid workers have tended to increase faster than wages of higher paid
 
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 pald 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 |IG 005 e,.iuation carried out in August 1982, a survey was
 
conducted of public and private sector employers in the areas serve'd 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 wagei, of all employees by four 
categories (i.e. professional, technical, administrative, general ,worker) as of 
December, 1981 and 'isof July 1982. While the sample was small and provided 
only a general sounding, some Interesting observaLtions were obtained regarding 
the pattern of progressve wage adjustments. In the six month perl )d In 
question, all but one employer provided substanntial salary increases. (The 
exception was a public sector office where workers receive 18 salary payments.)
The, majority of the lowest paid workers recei ved Increanses of between 50 and 120 
percent . In contrast, the highest paid workers usually received rI!,ses of 20 
percent or less. There was grealter variation In the middle level workers' wage 
Increases. In sim, the salary icale spread is being reduced. 

c. Affordability of Shelter Solutions to be Financed: HlG 007 will 
provide for the deve lopment of a variely of housng finance arramgements. WI th 

lu iimw--t-hisq are F, bhilt1/ )eta "-II T i, le wais derived (-',mtiln d In Amimx ExhI 5. 
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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"1/ loan (average amount $800 or $b160,000) as well as the somewhat
 
larger "Type B"2/ home improvements loan (average amount $1,700 or $b340,000).
 
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
 
Repair 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
 
Installation of electric services
 
Partition walls
 
Home finishing loans
 
Combinations of above improvements
 

An examina':ion of the high construction costs relative to the affordability
 
constraints of the target group in Bolivia as of May, 1983 suggests that few, if
 
any, new housing units will be built 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, it
 
is to be expected that there will be some modest new housing units financed by
 
the HG 007 Program, especially in rural areas where low-cost materials 
are
 
readily available and where patterns of work and free time are propitious for
 
self-help activities.
 

The IG 007 Program will concentrate on urban areas, but will not exclude
 
rural areas where lending programs are on-going. Home Improvement loans will be
 
emphasized. Improvements will be similar to those listed above, but that list
 
is not excltisive. Recent speculhitive price increa;|i.. have pushed the costs of 
even modest core housen to a level which is, at this time, out of reach of most 
families with incomes below the median. However, with alternative building

materials, the increase in the price of construction materials is expected not
 
tn ho as great In the future as it has been during the last six months. 
Therefore, over the life-of-project, some core unit construction may occur.
 

Anticipated costs for activities to be carried out under the HIG 007 loan 
have been determined utilizing May, 1983 unit prices of the construction 
materials most frequently used In low-cost upgrading and construction. On the 
basis of these costs and drawing from tile types of core units and housing 
improvements recently financed by tile S&L System, ieventeen typical improve
ment/core unit,; have hec-n cotited out for Bolivla's four nain geographic regions 
(I.e., La Paz, North, South, Valley). Thefse seventeen alternativel and their 
respective ,supporting budget.i comprise Exhibit 3 of Annex F of this paper. 
Information Is also provided on the affordablhi ty of the houwlng :lternatives by 
families it varying incone percentile., assuming, payment of 25, 30 and 35 
percent of fanily Incomt, for the amortization of the corresponding loans, which 
will be lent initially at a 39 percent Interest rate with an eight-year 
repayment period. An Illlut rative choirt of the data is provided In T.ilhe 6 

/'"'Type A" Ioanr; are Ior ho ta, Imiprovemnen !idllr, ted towail ;aml 1(!.,; at o- below 
Ihe 2(1h In cone perrent Ile. 

2/ "Tvpe J1"I oan!; art for Intermi -dl.ate lin irmprivcw.m nt!1 ( r4r-t'l. I)w,li Iiri I tn ;it 
, I 1. l t 1 1c .10 I - '1 'l II~r -f-ft| J I ' 
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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 proportionatdly 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 in( ne categories. In general,

statistics demonstrate that: 1) it is not uncor cn for families below the median
 
to pay up to 40 percent of their income on mortgages and housing related
 
expenditures while 
 :althy 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 is 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 grjups 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 is eight years, even though loan terms may he given for as 
long as 20 years. The standard repayment period for home Improvement loans in 
La Herced Is only two years. Prepayments are regular and are geicr lly 
augmented when workers receive extra bonus salaries. 

In another example, the World Bank has financed a series of upgrading
projects in areas surrounding La Paz. The installation of infrastructure 
(water, sewerage, and roads) costs the beneficiaries about 10 percent of their
 
incomes. Where this upgrading has been completed, the communities' housing
Ltock has undergone an extraordinary transformation (I.e in a perlod of Iess 
than two years Lhrough communal effort, 96 percent of the houses have been 
expanded and improved and sidewalks, retaining walls and stalrs have beeln 
built). While regular payments are only 10 percent of Income, the amount of 
additional investments by the families In thin short time span 'learly demon
strates a paymnt capacity well above t!,e estimates of proj( "t designers. 

Accordingly, the estimated payment capacity for most borrowers has been set 
at between 30 and 35 percent of monthly income. Thin guideline may still be 
conservative, but is clearly more realistic than the 25 percent used previously. 
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An illustrative breakdown of Income, Payments and loan amounts isprovided
belowi
 

BORROWERS' MONTHLY PAYBACK CAPACITY BY INCOME PERCENTILE 

Percentile Income Per Month M 
 Loan Amounts
 

30th $b39,04 
 $bll,707 - 13,658 $b260,000-380,000
30th -- $ 8 
 $b 8,099 - 9,449 $b180,000-23OoO0 

1Oth~-- $ 0 3053 0b11,000
 

*By percent of monthly income used for housing finance. Estimates are based 
on loan terms of 8 years at 39 percent interest# 

5. Savings Mobilisation
 

A principal long-term financial objective for the S&L System and La Herced,
is to achieve an Increase in savings Inorder to provide a better balance
between various funding sources. I
 

While dollar liabilities as of December 31 1981 represented only 50 percent
of the S&L system's outstanding portfollo, today, due to the declining value of
the peso, these dollar liabilities are larger than the loan portfolios 
the S&L
System has traditionally registered Impressive annual Increase in savings
generations, as can be seen In the table below:
 

HISTORICAL SAVINGS PERORMNAE
 

S&L AssoclAtion 
(000 pesos) 

Withoit 
Absolute Readjustment forYear Total Exchange Rate X Change 

1971 $b 16,891 $b 16491
 
1972 23,563 
 23 636
1973 35,656 35,6561974 61,712 61,712 

+ 51 
+ 129
1975 98,745 98,745 + 21
1976 190,183 + 93
190,183


1977 296,462 
 296,462
1978 381,319 + 56
 
381,319 
 + 29
1979 550,316 
 467,626 
 +, 23
1980 689,995 + 30
608,487
1981 834o212 
 751,166 
 + 23
1982 1,713,606 
 1,077,182 
 + 43
 

*No adjustment possLbla.
**Average increase per yer# 
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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 System paid a lower rate than commercial banks In 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 seriously limit the Systeru'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 ,uill also be a significant attraction to new savers.
 

Another factor to consider in analyzing the System's prospects for
 
mobilizing savings is 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
 
wember associations.
 

This being said, however, relative interest rates paid on savings will be
 
important. The S&L System will continue to offer rates below those offerred by
 
commercial 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 ai 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 association must make concerted efforts
 
to improve outreach mechanisms and promotion techniques. To assure that the
 
System gives adequate attention to this matter, a condition pzecedent will
 
require that CACEN submit to AID an acceptable savings mobilization plan which
 
has been discussed and agreed upon by the iidividual member associations.
 
Project evaluations will measure progress toward achieving the benchmarks
 
established with regard to yearly increases in savings generation.
 

B. SOCIAL ANALYSIS
 

.eficiarySub s1 B rou1 

In order to properly describe the wide diversity of characteristics (e.g.

language, ethnicity, ecological niche, income level, etc), found among the 
familles; below the 50 percentile income bracket, it is useful to employ a 
typology t hat emphasizes degree of assimilation into the national and cultural 
mainstream. This typology permits a general level of analysis of different 
types of poor pc'op le and the hesign of strategies to overcome constraints faced 
by each !uhgroiip of bentefcfirtes to assure successful project Implementation. 
According to the "assimilitifon Into the national mainstream criterion", the 

Ii r -- 1mH,'4 .2 ml- 11 ion to $b I ,077 ,182 (amount without 67%, ;aIJustmenLt) . 
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beneficiaries of this project are divided into three subgroups: (a) urban 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 beneficiary subgr3up represents an
 
intermediate point among the beneficiary types. In most cases, it represents
 
the poor segment of raral towns at the province administrative Level.l/ Such
 
towns are characterized by 1) a population made up of multiple ethnic groups
 
(mestizo, cholo, Indian) stcatified 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 areas 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 is again the length of
 
time that the family has lived In the rural town setting. 

The family, either nuclear oi extended, is also the basic economic unit. 
Economic activity is generally a mixture of agriculture and commercial pursuits. 
A prevalent combination finds husbands and sons engaged in small-scale farming, 
while wives and daughters manage a small store or produce handicrafts. A second 
combinatl )n is one in which the husband works as an artisan (mason, carpenter) 
or is involved in the provision of services, while the rest of the family runs 
the commercial and/or agricultural enterprise. As a result, the family has 
mutiple sources of relatively low income which are not as fixed nor as frequent 
as that of salaried employees with a periodic pay schedule. 

1./ 	 Adin tratye l evels of rural Bol ivia , in descending order, are )epartment, 
Province and Canton. 
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The housing characteristics of this subgroup tend to reflecL 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
 
space 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 space for the family's
 
commercial endeavor (store or artisan workshop) and/or agricultural activities
 
(storage areas for tools, harvested crops and barnyard animals).
 

c. Rural Village Poor: The rural village poor is the least
 
assimilated into the Bolivian mainstream. 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 belong to the same ethnic group (in
 
most cases, Quechua or Aymara Indians); and the vernacular language
 
predominates, although there is some facility witi, Spanish.
 

This subgroup is characterized by a number of coli-ve elements at both the
 
family and community levels which could serve to introduce and diffuse housing
 
solutions. An extended household, 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 seeds) when oircumstances 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 .Iement of community authority 
Is either a traditional soclo-politico cargo sys.em according to which men pass 
through a ranked series of minor and major offices, or a union (sindicato) 
organization formed originally 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 is the principle source of income. All family members who are physically 
abie, play a role in carrying out agricultural tasks. Produce is dirvcted 
primarily for meeting subsistence needs, and surpluse,, if any, are marketed to 
generate cash. Off-farm casual day labor, usually performed by the adult males, 
is used to tu pplement Income earned from farming. 

Of the three beneficiary stibgroups, thet rural village poor has the most 
rudimentary hotising stock. T.tke their ruriii town colleaguen, hiotuiIng structures 
are made of locally avaliable matvrlals and contain much less !ieparatiton of 
s;pace ( typical ly, tilt hOse connsnt of one or, t best, two rooms), earthen 

1loors , inadequate ventilation and, Iii rare carns, 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 degree 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 each type of beneficiary.
 

To counteract this potential problem, technicians/promoters will continue to
 

take the program to the recipients. Tile technicians will not only expose people
 

to the possibilities of upgrading their housing, but they will do no in a way
 
that is congenial with the cultural peculiarities of each subgroup.
 

Accordingly, matters such as local language and easily recognizable symbols 
will be used for audio-vi,;ual campaigns when dealing with potential borrowers. 
In addition, the technicians 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 neighborhood councils will be 

used to arrange meetings of potential borrowers. Similarly, in rural villages, 
attempts will be made early In the program to enlist the local sindicato or 

soclo-political cargo system leaders and thereby gain the participation of other 

community members through a demontration-multiplier effect. 

Currently, the technicians have varying levels of skills and information 

required to identify and utilize the social pressure points to gain entrance to 
and work with people in poor communities. However, S&L System technicians have 
gained considerable experience in these matters through the fIG 005 program. 
Thl experience will be refined through periodic training during this project 
and extended to their counterparts In La Merced. 

1). Structural Flexihil tv ot the Proram: A matter closely related to 

tho cultural acces, ol the heneliciaries Is tho degree of flexibility In the 
design of the program. Said ,;Imply, to the degree that the project allows for 
the particular need: and limit ations of peoplv fi the various beneficiary 
subgroups, it will enlhance part icipation; to the extent that it rigidly follows 

standard banking procredureJ, It will constrain participation. 

The pro fet, at; design-d, has a varlety of componentis to tatke into account 
the particular circrrmnstin(:COS of the heief Ic fill, e . The IG 007 Program will 
permit the S;&L Systi'mn to con! |ine to offIer a wide range of home improvements 
that (!'n he tndert,.,o -iingly or In -obilnal on (e.g. repair/r,-placement of 

roofs, urpgradlhig of dirt I loor-, conmitroctlou oft sanitary fac litlei, addition 
of iew rooa'i i ln('lvI rdllil work iroaii). Suich .la tLicity take-i Into accotnt the 
pr rmtlo l preferencesi ol ,t, fIciarlet, -in Import ant social and psycho logical 
variabl4 Iin tHi conte'xt Of livilng oreat. Altin, repayment schtdules for the loanq 
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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 ie tied to a crop cycle are able to arrange repayment plans that
 
are congruent with harvest and marketing 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 is prevalent in tropical climates is
 
carried by the "vinchuca" insect which often lives in adobe walls and thatched
 
r6ofs. 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 rapid 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 component 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 at.d 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
 
immediate applicability in other areas of the country. The market!ng effort
 
must be combined with the INE survey activity to provide the most accurate
 
profile possible.
 

5. The Participation of Women in the Program 

As the HG 007 progran ii designed to realize fundamental improvements in 
shelter conditions for below median income families, a direct result will be 
Improvement of the area in which the female members concentrate their daily 
commercial and household activities. Direct benefits will include living areas 
easier to keep clean (cement or brick floors, pl1astered walls) and better lit 
(through Incorporat ion of windows and an Increased capability to make use of 
electric lghi fixtures ). Improvement in nanitary conditions and minimization 
of the effect. of precarious ite conditions In rural areas (flooding, -lides) 
will be additional benevf-it. Finally, access to credit permits women with 
homc-bailed commercial activities to ndd the space necessary to house such 
.ictivit ien. 
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Among the areas of special concern under the program will be assurances of
 

equitable credit treatment for female heads of household, 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 ,nd
 

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 atialyzed 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 issues 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 avoiding cost increases. In addition, as with the HG 005 rural 

housing program, the 11G 007 program contemplates utilizing lower cost, locally 

available construction materials, thus reducing overall costs and construction 

t ime. 

2. Availability of Contractors
 

It is expected that loans granted under the 11G 007 program will be provided 

to individual families desiring to construct or improve their houses rather than 

for the construction or large housing projects. In most cases, individual 

families, under the guidance of technicians from the associations and La Merced,
 
will select their own contractors. In Bolivia, there is no shortage of small
 

contractors, paricularly in rural towns, and the utilization of small firi4s
 

will help counteract some of the decline in activity in the large-scale
 

construction sector.
 

Small contractor,; run low-overhead operations which serve efficiently for 

tho 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) In La Paz, dividing the constructton of the 

project among the largest construction firms (of which there were three) in the 

country. The resrilits of this approach were not encouraging, and it was not 

until smaller firms were invited to participate in the project that work 

proceeded oaischedule. This change of direction wan also reflected in the 
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Cipriano Baract- project in Trinidad (a project of 771 units for low income
 
families) where the formal-sector 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, together 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 its similarity in
 
design with the HG 005 program, the proposed program also precludes the
 
utilization of larger, formal sector construction 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, certain materials (e.g. door hinges, fittings,
 
electrical outlets, sanitary fixtures) are imported. The recent changes in the
 
exchvnge 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 utilize 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 stockpiles 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 cotistruction 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 availability of construction 
materials, all expansion of the present bulk purchasing practices of a number of 
the S&Ls promises to be an effective means. This practice has been carried out 
with considerable success due to the S&Ls familiarity with 1) construction 
material needs, and 2) the various materials utilized and preferred in specific 
regions. One example relates to associations in the northern part k the 
country which have found it feasible to purchase items 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 
associations 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 manufacturer 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 been passed to the borrowers.
 

To illustiate 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-I
 

SAVINGS IN CONSTRUCTION COSTS RESULTING FROM BULK PURCHASES ($b)
 
(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 important area in helping borrowers achieve cost
 
reductions in shelter upgrading. In this regard, the use of less expensive
 
and/or locally available materials is expected to result in a con3iderable 
reduction in final costs.
 

In other instances, the S&L.s have organized "buying groups" to purchase in 
bulk, thus saving in material and transportation costs. These savings are 
noteworthy, especially in the case of heavy materials such as roofing sheets and 
cement. A further advantage is that these "buying groups" have assisted In 
organizing technical supervision and inspection of work In progress. 

4. Cost-design Methodology 

The experience galned from the I(; 005 program demonstrates that the 
established low cost-design methodology has had only limited success in lowering 
per unit costs. This sitition can be attributed to the underutillzation of the 
original manual devised to implement the methodology. Considering that the 
System is recepltive to the cost-dengn methodology concept, plans are now being 
developed for further training of management and technical ntaff':. 
Specifically, the training will emphanize the practical aslpect; of the design 
process and will enable the tecihnical 'itaffn of La Merced and the annoclattons 
to visit thone areas where the ,m ha heen nuccensful . Thv technicalSyst most 
ass,uutance propos(,d for the S. System and La Me red will be ut I lized to 
strengthen these training activities, part itculirly by providing information 
gained on rost-elfertive contitruction met thodn 1i other rountr i en where AID has 
stupported social-inte rest hou,iing activities. 
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5. Technical Supervision of Low-Cost Housing Accivities
 

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
 
inspection 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 associations. The technical
 
assistance to be furnished under the 11G 
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 to 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 institution, is composed 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 each 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 associations.
 

The current housing guaranty program (511-HG-005), which began in 1979, has
 
been successful in 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 ti make the shelter solutions more affordable, and locally

produced materials and supplies are being 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 1IG 005 program has reinforced a considerable redirection of se-vices 
toward lower Income populations, which the System began to undertake over five
 
year; ago. Data about borrower'q Income for 1981 Indicate that more than 70 
percent of the System's current portfolio serves families with modest and low 
incomes (at or below the 65th percentile). A full 30 percent of Its lending 
volume it; providing benefits to famtlie, belcw the 40th percentile. This 
expansion into low income housing is all the wore Impressive If one conniders 
that, with exception of the largest S&Ls, the member institutions are directed 
by the part-time efforts of professionals and rely on a small cadre of technical 
personnel to carry out day-to-day operations. Based or, the approximately 4,400
loans plactd in 1981, each loan officer procesi.d on the average a total of 130 
new loans. 

To ,Iccommod.at. the anticipated additionial loan volunme they will manage under 
th. W; O)7 program (ilncreaned lending for housifng ioeds to below median Income 
ftam!l ie and a greater diversification of It" portfolio Into ohort term credit),
eatch as nociation will need to hire a few additionnl technicians over the life of 
the pro )ect. 

http:Iccommod.at
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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 $b18.5 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 capital, 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 institutional constrainto (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
 
iniormation 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 associations are also needed. Technical assistance will be 
directed toward strengthening the System's capacity In financial planning, 
lending diversification and navings mobilization. Simultaneously, the System's
 
managing director will hire additional technical staff, conduct periodic
 
training courses at both the managerial and technical levels, undertake 
promotion and publicity campaigns to attract new savings, and develop recovery 
plans to balance the portfolion of the four S&Ls (La Frontera, Manutata, Tarija 
and Potoni) most affected by the current economic situation. 

Short-term technical assistance to the National Statistical Institute , (INE) 
will be provided to ansnit with a national household income survey. The results 
of thin survey will enable the System to determine the affordability and 
appropriate financing arrangements for its lending acttvi ties. Finally, 
technical ansintance will be provided to improve the System's capabiLiLty In 
Ph..Iter construction cost analysig. This asninutnce will iidd to experlence 
already gained under the H(; 005 program with r,,spct to self-help ronntruction 
techniques, use of locally produced constructLion materials, hulk 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 in 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 H1G 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 areas. Urban areas 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 positive. 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 improvements 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 include home Improvements which potentially 
have an impact upon the environment. 

An additional modification to the vnvtronmental examination procedure will 
be the addition of a certification for the mortgage insurance program operated 
by the System. The purpose of so modifying the checklist Is to give the person 
executing the checklist a higher degree of responsibility for certification than 
is now the case. This procedural modification is a safeguard to ensure that the 
checklit does not become simply a routine paperwork step 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 tL.e 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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IV, IMPLEMENTATION ARRANGEMENTS
 

A. IMPLEMENTATION PLAN
 

The implementation responsibilities of USAID/B, RHUDO/LA, BDC, CACEN, the
 
S&L associations and La Merced have been explained In previous sections.
 

HG Loan disbursements will be made over a five-year period, with a thirty
 
percent advance ($495 million) provided as soon as possible after the sining of
 
the Loan Agreement. Subsequent disbursements will be made against presentations

by..CACEN, of.dcumnation -onloan-pacement-.-to -religile-borrower. .- The advance
will be fully liquidated prior to the end of the third year. The S&Ls and La 
Merced will finance 20 percent of each subloan from their ovn resources.
 

Grant funding for technical assistance will be provided from two sources: a)
 
new development assistance grant resources totalling $500,000, of which $150,000
 
will be obligated In FY 1983, and b) the PIE/H-financed resources ($50,000).
 
The GOB counterpart contribution of $40,000 vil be direct budgetary support for
 

An Implementation Agreement between AID, CACEN and the GOB will be 
negotiated shortly after Project authorisation. This agreement will outline 
operational procedures, expected project outputs, and the responsibilities of 
the participating agencies In project Implementation. 

The tentative schedule for Initiating the project Is as follows:
 

1. Authorization - May 31
 
2. Letter of Advice - June 15 
3. Signing of Implementation Agreement - June 30 
4. Meeting CPs prior to seekig an Investor - August 15 
5. Signing of BCDI/CACEN loan agreement - August 15 
6. Selection of investor - August 30
 
7. Signin8 of Guarantee Agreements (HO and 0OB) September 30 
6. Stning of Loan Agreement - September 30 

3. MONITORNO 'AND EVALUATION 

2. Monitorina
 

CACEN will submit quarterly reports to the Mission and RHUDO/LA which will
 
includes (1) the number and type of shelter solutions provided during the
 
reportIng period; (2) a financial statement detaillng the CACN's disbursements 
and repayments for the quarter; (3) the rate of default for each SL and for the 
System as a whole; (4) problem areas and recomnendations for Mission 
consideration; and (5) a brief statement of what the CACN expects to accomplish 
in the next quarter. 

AID will monitor CACN's performance In forecasting economic trends and S&L 
Association and La Merced progress In generating increased savings, diversifying 
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lending, expanding outreach to below median income families, and development of
 

low-cost shelter financing arrangements. To bolster the Mission's monitoring
 
program, long term and short-term technical assistance will be provided to the
 

CACEN. This will be supplemented by periodic visits by members of the RHO/PSA
 

staff.
 

2. Evaluation
 

During the five-year life of this project, there will be two evaluations,
 

one in the first quarter of FY 1985 and the other during FY 1988. The first
 

evaluation will concentrate on assessing the S&L System's and La Merced's
 

success in maintaining financial viability and implementing proposed operational
 

changes. The first evaluation will also develop basoline data against which the
 

later evaluation's finding can be made.
 

The objectives of the project's final evaluation, which will be carried out
 

in the last year of the project, will be two-fold. The first objective will be
 

to determine the success of the project in terms of its stated purpose, that is,
 

its success in expanding the private sector's capacity to provide housing
 

construction and home improvement loans to Bolivia's low income families. The
 

evaluation will also assess the impact of the S&L System and La Merced on
 

improving shelter conditions nation-wide.
 

C. CONDITIONS, COVENANTS AND NEGOTIATING STATUS
 

1. CACEN will prepare a Financial Strategy satisfactory to AID for the
 

Program, inclueing a technical assistance plan, setting forth:
 

i) The general terms and conditions of lending under the Program,
 

ii) income distributions for eligible families, and
 

iii) plans for each participating institution (including La Murced)
 

which address: (a) portfolio diversification, (b) targets for
 
savinge and a savings mobilization plan, (c) the criteria for
 
distributing Program resources and the amounts to be disbursed, (d)
 

the repayment to CACEN of debt, due from member associations, and
 

(e) divestiture of investments.
 

The Financial Strategy will form the basis of agreements between CACEN and
 
Participating Institutions and will be reviewed and updated annually with
 

concurrences of AID/Bolivia and RIUDO/LA.
 

2. If the variable interest rate system for lending is continued, i) the
 

Participating Institutions will establish interest rates for new housing loans
 

which are as close as feasible to maximum legal commercial rates, lven the
 

market and demand conditions in the regions where the institutions operate, and
 

ii) the interest rates for non-housing loans within the Savings and Loan System
 

shall approximate the highest legal rates charged by commereal credit institu

tions, except as may be specifically prohibited by government decree or
 

regulation.
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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 necessary 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 shelte- 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 and 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-IIG-005 Program and fill out the FHA-2
 

certification when reviewing loan applications for core units and home
 

improvement loans in 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'-, ,-; and records. These accounts will reflect inflows and outflows 

of 11G resources as well as financial and administrative charges connected with 

tile Impleme tat 11o of the 11G Program. 

6. CACEN will conduct periodic evaluations of the program and will take
 

necessary steps to implement the recommendations resulting from such
 

evaluations.
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Negotiating Status
 

Meetings have been held with the Ministry of Finance, the Central Bank,
 
CACI;N 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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Cite: S.G.-92/
 

Se or
 
-, Henry H., ass ford,
 
~Di rectorfVdei6' s n
 
USAID/Bolivia

Presents.-


Sehor Director:
 

Ref.: Solicitud de Crdito
 

Con referencia a i as conversa ciones que tuvirmos el 
•"aorado 	 oce realizar con la Misi6n de su digna direc 

ci6ri er, conocimi.nto de las autoridades del Minis-, 
teric ae Urbarisino y Vivienda y el Earico Central 
de 5o. , e r mit :c'o! ,,eciarte la r •v ente so 
licitar la corcesi6n a 1 Caja Certrai ce ur, c, dT 
to por Sus. 5.O00.000.-- e n los :.ririno y condi

ciones previartente acordados, Dicho cr6dito se ca 
nalizarfa a trav6s del Banco Central para los fi-
nes de desdolarizaci6n del mismo, corriendo el ries 
go ae cbmbio a cargo de la mencionada instituci6n 
bancaria. Del total de Sus.15.000.000 se destint
 
rla un mill6n (Sus. 1.000.000) para pr~stamos a 
la Cooperativa La Merced de la ciudad de Santa -

Cruz de la Sierra.
 

Al presente, nuestro Sistema de Ahorro y Prestamo
 
para la Vivierda, es la Onica Institucifn de car-c
ter privado mutualista cue canaliza ahorros yrecur
 
sos de fuertes internas y externas para la solucin
 
del p*robina habitacional de disiintos sectores de
 
la poblaci6n y en oarticular de ls famillas de in
gr.svcs limit.cos y b&jos qu habitan en las IrcBa
 
urtars y 	rur&l. ,-n pu9 (,perbn la :utvales.
 

W6icCur, el fortci-c'iicto rJcr nuestro n~ti~ro 
e C r c "yvI 	 a "t. io 1il" ;,cidn del ahc.r-'v interno 

o 1L. e .OIICoo.el 14yor d-. -t.: *.,,smtii1'.l 

B s 4 iDo !J,E . 5 t ruC C I'ri 

Best Avd1, Ppcu~ei
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2). 

que nuestro pedido recibi.... favora b-le at er,
------ -rlConfiando-. en c 6n..r-no s-esg rat--.re-e
 

terar'e nuestra distinouida conside-.

. .e
 

Erncsto ,,en.2
 

PRes IZ.NTE
 

,Beet Avlkgbl, Docunienf
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MINISTERIO DE DEFENSA NACIONAL Secci6n:Stria.Gral.No. 166/83 
Objeto :Lnviar fotocopia of.

LA PAZ - BOLIVIA 
Anexos :Una foja de ref.
 

La Paz, 11 de mayo de 1983.
 

Se hor 
Henry H. Bassford
 
DIRECTOR USAID BOLIVIA
 
Presente.
 

Sefior Director: 

Conforme al acuerdo arribado en reuniones entre per 

soneros de la Caja Central, el Ministerio de Finanzas, AID BOLl -

VIA, y nuestra Instituci6n y con la finalidad de coadyuvar a la 

soluci6n de los problemas financieros por los que actualmente atra 

viesa el Sistema de Ahorro y Pr6stamo para la Vivienda como emer
-cencia de las tltimas disposiciones adoptadas por el Supremo Go 

bierno en politica monetaria, solicitamos la concesi6n de un pr6s 

tarTs) por quince illones de d6lares arnericanos; los mismos que se 

ran canalizados a trav6s de nuestra Instituci6n en pesos bolivia

nos a la Caja Central de Ahorro y Pr6stamo para la Vivienda, bajo 

las mismas condiciones de peri6do de gracia y plazo que reciba el 

Banco Central y dos puntos por encima del inter6s que este obten
ga. 

Las condiciones bajo las cuales se conceda este pr6s 

tamo al Banco Central de Bolivia por pdrte de inversionistas pri

vados on los EEUU. y garantizado por USAID y las otras entre nues 

tra Instituci6n y ]a Caja Central ser~n las que se acuerden en for 
ma conjunta inediante el Convenio de Implementaci6n. 

l[spe'drdo quo la presente tenga buena acogida, salu
damos a usted con las consideraciones ms distinguidas. 

e ?cado 
IS IRO1 ) E D ) .I11 NSA H1A. 

1. . T r!5 O t 1 -'1& 

,INISTRO DE FIrA /AS a.i. 
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ANNEX B
 

THE HOUSING GUARANTY PROGRAM 

STATUTORY CHECKL 1ST 

BOLIVIA 

PROJECT NO. 5 11 -H.- 00 7 

ANSWER YES/NO PUT 
REFERENCES AND/OR
WHERE APPROPRIATE 

PP PAGE 
EXPLANATION'S 

A. General Criteria Under HG Statutory 

Authority. 

Section 221 (a) 

Will the proposed project meet the 
following criteria. 

(1) is intended to increase the availa
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 
YES 

(3) supports a pilot project for low-cost 
shelter, or is intended to have a 
maximum demonstration impact on 
local 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 proorams and policies. YES 

Section 222(a) 

Will the issuance of this ouaranty cause 
the total face amount of guaranties issued 
and cutstanding at this time to be in 
excess of $1,718,000,000? NO 

Will the 
September 

uaranty be issued prior to 
30, 1984? 

YES 
YES 
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Section 222(b)
 

Will the proposed guaranty 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 uppraaing projects cesioneo to
 
conserve ano improve existing shelter; 

or
 

(4)shelter projects for low-income people

desioned for demonstration or institu-

tion building; 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 energy
 
technologies, where economically or
 
technically feasible? 


Section 223(a)
 

Will the A.I.D. quaranty fee be in an
 
amount authorized by A.I.D. in accordance
 
with its delegated Powers? 


Section 222(f)
 

Is the maxirum rate of interest allowable
 
to the elioible U.E. Investor, as
 
prescribea y the Administrator, not more
 
than one percent (l%) above the current
 
rate of interest applicable to housing
 
mortgaoes insured by the 5partment of 

Housing and Urban Development?
 

ANNEX B
 

YES
 

YES
 

YES
 
YS
 

111_O 

YES
 

YES
 

YES
 



___ 

3
 

Sec.4ion 223(J) 

will the oroposed Housing Guaranty 
be coorminated with ana complementary
 
to other oeveloD.-ent assistance in the 


_host country? 


* (2)Will rthes,tra tProposedeL th e -. Housing_ Guarantyy - ftife as ilbi. _ .. . . .... .ro 

oar-icular kinds of housing and other 

institutional arrangements? 


(3) Is the Project desioned and planned 

by A.I.D. so that at least ninety 
face valuepercent (90%) of the 

of the proposed guaranty will be for 
housing suitable for.families below
 

the meoian urban income for housing

in the host country?in urban areas, 

(4)Will the issuance of this guaranty 
cause the face value of guaranties
 

issued with respect to the host country
 

to exceed 525 million in any fiscal 

year? 


(5)Will the issuance of this guaranty
 

cause the average face value of all
 

housing ouaranties issued in this 

fiscal year to exceed $15 million? 

Section 238(c) 

Will the guaranty agreement orovioe that 

will cover only lenders who are "ellble
 

investors" within the meaning of this
 

section of the statute at the time the
 

guaranty is issued? 


Foreian AssistanceUnder GeneralB. Criteria 
Act Authority.
 

Section 620/20A
 

(a)Ooes the host country meet the general
 
criteria for cou.ntry eligility under 
the Foreign Assistance Act as set forth 
in the country eligibility checklist 
orepared at the beginning of each year? 


YES 

'f 

-

YS 

YES
 

NO
 
-_,
 

No 
,, 

YES
 

YES
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I2)s 6hp-e any reason to believe that
 
circ tances have changed in the host
 
ccun,y so that it woulo now be in
elicible under the country statutory
 
checklist?
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DAEC 	PID GUIDANCE CABLE Page I of 3
 

~NNINVV ES.1016ESC573 	 AID9...ACTION: 


PAFSLZ
- ''Pr? 

DE RU!IIC #3161 2220455 .- ', CHRON 
ZNR UOUU ZZU . , .. 
P 100227Z AUG 92 
FriT SECST ATE WASRDC9 

-. TO RUESLZ/ $irEM3ASSY LA PAZ PRIORITY 3002 
I"';1FO EUESDM AMEMPASSY LIMA PRIORITY 5646 

.," ,RUEHZ?/AV'.EMBASSY PANAMA PRIORITY 5146 .. 
:-::-* , BTg CLAS- SECTION 01 CP 02 ST 6 .....Action:~) -. ... .. : " 

,DD 
."AIDA : LIMA FOR TOM GEIGER, 	 •LAEXO 

.. 	 DP'
 

3 	 0. 12356: N/A. CONT 
'TAOS: C 17SF
 

,',SU3JECT: PID 5-1H0-007 SAVINGS & LOAN HG
 

ON' 
I. THIS PID WAS REVIEWED AND APPROVED BY THE DAEC Reply due 8/13 
JULY 2?. !982 WITH INTENSIVE REVIEW APPROVED SUBJECT TO 
TEE 7OLLO'dIN. COMMEN'TS AND CONDITIONS. Action tkn 

... 	 2. GOO 03LIGATIONS. IN DISCUSSION AT THE BAEC METING,
 
MISSION HIPESENTATIVES CONFIRMED THAT. WITH.RECENT
 
c.o srw; CF S&L SYSTY' TO A 1'ULL P.zSO SYSTEM" T E 

:.. 	 R"I UNING THfEAT TO rINANCIAL VIABILITY IS SYSTEM'S
 
DOLLAR OBLIGATIONS (TOTALLING APPROXIMATELY DOLS. 30
 
PILLION COUPLED WITH THE GOV'S REPUSAL TO MANE AVAILABLE
 
DOI.LARS AT THE OFFICIAL EXCHANGE HATS TO SERVICE THESE
 
OBLIGATIONS. THE PROPOSED RIC WOULD PROVIDE RESOURCES TO
 

.	 TEE SYSTEM WHICH APE ESSENTIAL 'OR ITS VIABILITY* GIVEN
 
THTE CAJA'S NEED TO PURCHASE DOLILAPS, FOR DEBT SERVICING,


• 	 ON PARALLES, MA,T.T. WE ARE PREARED IN PRINCIPLE TO GO
 
FO.WAHD 'WIT?UA RIG JUSTIFIBD ON THIS BASIS. HOWEVER, WE
 

- .* UPST rUST r03 SATISFIED.TllA.T-.TE-T R3A-- E.-.-..B'.
 
IXNANCIAL VIAPILITY CANNOT OTflERWISE B OVERCOME AS A
 

'COSEOtVFNC? OF THE__ILI-LEGAL OBLIGATIONS TO.THE SYSTEM
 
ANNTO FCREIGN CRED-ITORS.- nSiT THE
 

,.. PIFSION SUPHIT TO US, AS SOON AS POSSIBLE9, A COPPLETE 
, POAYSIS OF THE GOB'S LEGAL COMMITMENTS WITH RESPECT TO 

TRY S RVICINO OF EXTERNAL DEBT. IN ADDITION TO ANY 
. OTHR RELEVANT ISSUES, THE ANALYSIS SHOULD ADDRESS THE 

FO.LOVIKG POINTS& (A) DOES THE GOB RAVE A LEGAL 
'1 OBLIGATION TO PROVIDE DOLLARS TO THE CAJA CENTRAL FOR 

DET STRVICIk3 AT TRE OFFICIAL RATE, AS A CONSEQUENCE 
r 	 OF ITS AOREEMWNTS TO GUARANT7.E 11OST OF THE CAJA 'S
 

EXIERNAL DEBT. OR BY VIRTUE OF ANY PROVISION OF BOLIVIAN
 
LAW 'E.G, REOISTERI.NO OF FOREIGN DEBT HEN DOLLARS
 

-f 

4T I I THECEIONE 
FULL AMOUNT DUE 04J ITS EXTERNAL DEPT er.O. SUPPOSE THE 
CAJA PAID ONLY THE AMOUNT OF DOLLARS ITH COULD BUY ON TEE
 

i PARALIEL MARKET WITH THE AMOUNT OF PESOS WHIC ON THE
 

http:REOISTERI.NO
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OFYICIAL MAR."ET. WOULD PURCHASE THE QU&NTITT OF DOLLARS
REOUIRED TO MA! F'LL PAYVENT17 PRESUMABLY THE GOB 

WOULD BE O3LIGE.D. UNDER ITS GUARANTY AGREEMENT. TO MAKE 
UP THE SHORTFALL. WOULD IT THEN HAVE ANY RIGHTS OVER 
THE CAJA AND IF SO. WHAT WOULD THESE BE? 

THE ANALYSIS SHOULD INCLUDE A REVIEW OF EXISTING
 
GUARANTY AGREEMENTS; AND SHOULD CONSIrER THE 
IrPL CATIONS OF THE RECENTLY ENACTED BOLIVIA SUPREME 
DECVFE. WHICH RESTRICTS THE ACCESSIBILITY OF FOREIGN 
EXCHAN,'GE AT THE OFFICIAL RATE TO THE SETTLEI".ENT OF 
CENIRAL GCVEMt'".EtvT EEST ONLY. AND ITS EFFECT ON THE 
GOP S COMIT.ENTS ESTA-LISHED IN THE VARIOUS GUARANTY 
AGREEMENTS. THE PURPOSE OF THIS ANALYSIS, AGAIN, IS TO 
VERIFY THAT T!Y GOB 1S :'ETINC ALL ITS LEGAL COMMITMENTS 
TC THE S&L SYSTEM AN" THAT THE PROPOSED HG PROJECT WILL 
NOT PROVIDE RELIEF TO THE SYSTEM WLICH THE GOB MAY 
ALREALY PE OBLIGED TO PROVIDE. 

TET' ANALYSIS SHOULD B1E TRA4St-lrT'ED TO AID/V AS SOON AS 
IT IS COVPL:,T--D. WE SUG3EST THAT RLA TOM GFIGER COULD 
PLAY A MAJOR ROLE IN THIS FFFORT. WHILE THE MISSION MAY 
PROCEED WITH OTHER ASPECTS OF TH" INTENSIVE REVIEW AT 

THIS TIME THE PP SHOULD NOT BE SU ITTED UNTIL AFTER 
THL,; ArnALYSIS HAS BEEN R-ECEIVED, REVIE'd'ED, AND COMMENTED 
UPON BY AIr V. 

3. F! RIS' UNDER THE PROPOSED HIG. THE GOB IS 
PRPAPED TO ASSUME THE FOREIGN EXCHANGE RISK. A SIMILAR 
CCti 't-NT ASS11MIN & ON E DOES NOT ALREADY EXIST) WITH 
RESPICT TO THE EXISTING FOREIGN DEBT WOULD FURTHER 
ASSURE THE FIANCIAL HEALTH OF THE S&L SYSTEM. 
THREOGP.E WHILoE DEVELCPING THIS HIG WITH THE GOB. 

MISSION SHOULD ATTE PT TO OBTAIN SUCH A COMMITMENT FROM 
THE GO OR 7EE Cir' T!?AL ?ANK WITH RESPECT TO AT LEAST 
SONS C THE EXISTING FOREIGN DEBT. 

4. INTEREST PATES. IN SETTING INTEREST RATES TO BE 

PAID rEPCSITORS AND CARGEE BORROWERS,, Tl!- S&LS SHOULD 
AT'I;MPT TO "AXIMIZE THE ATTRACTION OF DEPOSITS AND 
SHCUL BE COPFFTITIVE WITH OTHER INSTITUTIONi. 
PECHANiISr. FOR SETTING INTEREST RATES SHOULD BE DESCRIBED 
IN PETAIL I1 TEE PP. AND TFE FINANCIAL ANALYSIS SHOULD 
DEVONSTRATE THE S&L SYSTEM'S VIABILITY WITH SUCH 
IN'IFREST ;ATE MECPANISMS. THE PP SHOULD ALSO 

DEM"ONSTRATF THROUGH APPROPRIATE SURVEY OR ON OTHER 
PRAGVATIC BASIS. AI)EOUACY OF DEMAND FOR MORTGAGE MONEY 

ON THE PROPOSED NEW TERMS. 

5 FINANCIAL. PROSPECTS. THE PP SHOULD CONTAIN A 
DETAILEID FINANCIAL ANALYSIS OF THIE FULL PESO S&L 
SYSTEZ. INTER ALIA, THIS ANALYSIS SHOULD REFLECT THE 
BT 
#20'-16 
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i +' NNNNVV 
PP RUESLoz 

ESB01ESC; . , 
, 

• - DE C #23/02 222045ZNR UU UU .ZZH . . . .. . "F" .... .,' ' 
* " ;, P 1fe227Z AUG 82 ,. ... , + . 

F. SECSTATT.WASHDCTO 3U.-SLZ/AMElMDASSY LA PAZ PRIORITY 30039 . .'.... 

Ic 7RUESLI 'AMEMBASSY LIMA PRIORITY 5847 .
 
RUEHZP/AM!,r.3ASSY PANAMA PRIORITY 51.47*, ., ..' ',
 

UNCLAS SECTION 02 OF 02 STATE 222316 	 " " 

AIDAC LIMA FOR TOM GEIGER, RLA 	 ... 

'.	DEMANr FOR MORTGAGC MONEY ON THE PROPOSED NEV'TERMS, AND 
SHO'JLD PXOJ"CT OPERATIIG EARNIIIGS 'ROM TRE READJUSTED 
MOTGAGE PORfOLIO AND FROM THE PROPOSED NEU CREDIT 
LINrES. THE ANALYSIS SHOULD PE MADE FOR EAClH ASSOCIATION 
AS WELL AS FOR THE SYSTEM CVERALL. THE DASIC PURPOSE OF 
THIS mXT.CImE IS TO ASCERTAIN WHETH1ER T1HE ASSOCIATIONSRIAISTICALLY CAN BE EXPECTED TO EARN ENOUGH PESOS FROM 

* .OATGAG$ LENDINGI AND OTHER OPERATIONS T40V3ET THEIR YX 
OILIGATIO NS • THIS IMPLIES PROJECTIONS NOT ONLY OF PESO 
EASENIGS. BUT ALSO OF 7X PAY1I1ET OBLIGATIONS AGAINST A 
RANGE OF POSSIML EXCHAKGE RATS. SINCE THE PID 

- INDICATS THAT THER , WILL 33 A GUARANTY PIkOVIDED ?Y THE 
CENTRAL 3At'r. THE AIALYSIS SHOULD ALSO DEFINE TiE 
- UARANTY TO PROVIfEI) IVY CENTRAL BAHR AND/Oft GOHl)AND 
EVALUATE TiEt CREDITVORTIIIt4ESS OF THE GUARANTOP(S)• 

6 OTHER DO',LAR DEBTORS. THE PP SHOULD ALSO DESCRI.E 
HOW OTHSR PRIVATE KEDIUM- AND LOW-COST HOUSING FINANCE 
ENTITIES WITE DOLLAR OBLIOATIO9S, E.G. LA MERCED OF 
SANTA CP.UZ, ARE MEETINO THEIR OBLIGATIONS. 

"" lE. ITE APMROVED BY CHIEF ENVIRONMENTAL OFFICER
 
-ASED 0N CONDITION TIAT ENVIRONMENTAL LESSONS LEARNED 
UNIER 51-UlG-Cf5 AND ENVVIROUP-.E:T.L DESIGII CONSIDERATIONS 
OF CACEN AND SAVINGS AND LOAN ASSOCIATIONS iE OUTLIJED 
IN PP SUGGEST MISSION UTILIZE SERVICES O REGIONAL 

". EN"lONEsflTAL MANAGEMENT SPECIALIST DINNIS MCCAFFPRLY 
* ~USAIEfl'ERU TO ASSIST PP TrAM IN THIS* 	 * 

S. STATUTORY PROHIBITIONS* AS MISSION IS AVARE, 0OB IS 
PESENTLY II.ARREARS FOR PURPOSES OF FAA SECTION 620 0 

C AND. AS FAR AS IUREAU CAN TELL, BROOK ALEXANDER. UNTIL 
SUCII ARR.ARA3ES ARE CLEARED UP, AID CANNOT LEGALLY 

iXl'CUTE ANY PRO AG OR I10 GUARANTY DOCUMENT. AN 
AUTHCRIZATION WILL NOT BE PROCESSED UNTIL ISSUES RELATED 
T THE ABOY. THE COCA CONTROL PLAN, AND OTHER AREAS OF 
'ONCIRN TO IEUSGo HAVE BEEN R.SOLVED. SRULTZ 9 

-. 3 16 9 

4 " 	 4 
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C 	 DEC File: PV&I 

DACTECHINICAL REVIL7W CA13LE 

* 	 7.N'D 'MUUU ZZI' 
P 2F.19%WZ OCT S2 L 

CIN J"7.4 SSYL A F.7STAMTO M 
* 	 TOFSvllF/AMT~r'SSYA7 

75 	 INFO: MB*7 TO UZ/AZSY MA 70TY 


VNOWC!S STATF 3,;I2R1~3 Action-. PS CB
 

DMInt'o: DA 

CQNT 	 CHT.. 27. 	6 N/A 
C RF SF905~3 

Rely due 	 fl1/1J. 0.rm"o ET:? 

PAC 	 A,TF.:; If' 't', v'%'IO-4F TFi! SIIBJ:CT Action tkn___
'" ,~ 	 CONDUCTEl'

171., V-. VI F~W 1)f 

Tpr' ISSLTS 07 "WTTING 1.11 jI'A:M0T!!l AI AS
PP O,I 	MMP10.317. 1P LiI C -TF %D- UN 

FeA ANT !r "t:T7Y 	 4'~TT~Ir2;?O o" 	 Ty.T-7 p 1311- 70~ 07 'R 
rnIsrrR1 TO Tllft VSG AR.%'SL~~U ~.t) ~JC 

MM I'CR 17 AT ICA POS S11L'. :v r~ 11 SE.1. Ll StitMI 1 A ?P 

~~~~~I .. %,/ O~. ,L ! ~TOP 2 IEV ~ A~ 
Irv 1. t 10 TFt. 501-rILUTi-fclogo~ M T~' *I~n* 

717,:~Tp!~~.~'CT,'L 	 L~LXYTY I T51 T.CI. 

*?FO)POS rT HO ASS I vT AN~C 1.11D CI '"ALYS-FS 0.; 'IY MT 	 0 
upol:*$vTTlDPvMTS I~l11'" 30L!VIA?.1 (~V41111,40 IMPI.Col

kl~" 	

8'"V4"1 LO-h* -*.(Y~"A N Y 31G II ?1 1AN'
 
*~~ll~ E"UPM10VRIOTION IN TFE 0r'.'S0/DOLL AV" CHA3 .nATr,. A
 

r-C" PrM(IISTOZ 7C~OM O LZADI' 
IMPLEM.1'W' 41V Z701" 	 TO ~kRt 
IG~~9~~I~?T~- IISGOTIATICtl GY A rV1ND M?71 

Ml.) ALSO, THF MTS51c01 $3FCrj! 

AmTI 7 LY PUPStr. A RESMT'Io;: 01' '00 DISPUT." WS7lY ACCZSS
 
'vA YO V1G YXCA.M."AT 110. O:HI"i~L VAit c;1 44 PPSOS TO "
 

' M"!'OLAR THS 	 flyV 511-L-14P LOA11,Ai1TOR 01,~ 

I'.OPT TF .371.7S OF :rs~
.JI; 5-

IN DISC113S$Ti TH~E P.tJ"&C "S YIUANCIA'L F1As1sIL1IT9P. 
* 	 ipr rp~ puv.sTIO.:7, vH: ; '7 .35l)MVTJIl5 11T-: (A) THE
 

.O.VAm rso WILL 1101 :'~i~ L XTrAM:. FURTER
ra 

14YA'.L. TrO I47T ITS rX 0JLI'ATIOIJS Z04.1.4 THlE NE):T
**STSTrm 

1 GI YTN A U S YT T41 P.I.TE OF-	 @ledF70" YiARIS IAND (IB 

UFT(A'
rVAIUIIONl .TY#.T Thad sy~;~~,lLZ C11 


THITS 1011I PLUS NlEW LENDI!1.1, OfIVLAI 1,13 O4,FsF.T' Tit
 
r~t7,A4G* LOSS M! ITS "XIDrIN3. POWOLZO :JI TNAPT7?U.
 
SYS'T" 	 TO IlIF.T ITS DOLLI.P OrLIGATI0"s. IT 01-fAS POTNT?,l 

'011" 'TIAT A t'?~OF RECA '.17 WI 	 "'60.PrWIl) DO1t~T 	 ~ 
PATlJOT H'VISJIm I SM~IIMI-1T ErIIM1Q OF 1, % 01

* 	 a 



9 
?QANNEX D 

'a a Exhibit 2 
2 of 2 

a.Pago 

INFT TION, ANDT T11YI( 'FORE CONT1rMPV.TV A ST :ADY CONTININ3 
rrpPV0CPT ION OF III ZXCHANG.:RTE IT WS IqOT CLEsAP FFO ' 

THAT TIlE S&L SYSTFM couLD sluRvIv'*TRT ANAlYSIS PROVIDED~ 
INTFET P.!-T7?tV I rEDNPP.S1VC! A SCENARIO, F.VFN IF TH3 

' G0 OP: CACTN UNDEF. 'HJIS LOAN TO E" J 
TO COMMIT~y~1CD, O1 T1FAT TEE GOB W4OULD BE PRLAREP 

IN SUCH AN '.0VEtNtT114LITY .Tl!''TO PPOT';CT TEY. SYSTEM 
TE\*T Tr'-E SYS? M FECOtNCERI PAISED IN THE DAEC WfAS NOT 

POSSMBE EVM~'ALITIES, IT RA Ti:-RPROT'FCTF1, Akt&Iq,4&T ALL 
ANtiODTANT P.ISK, ',*ITE A FAIRLY )iI F-POFBILIT 

'NC0VF FlD.ASSOCT A'1Yr ,,*I a.9 IT, NJT REI:AIN 

ITIS RF ,WM'DFD THAT THtE MISSION Pll:SU": III THF N"VTT 
0 TVIE GOT, '.LIVINPTINGCIVITIP"1 GUYTIFr"IlN1 VITl FOSSITILITY 

THE F( U!?.ATFl, TYM~I1Y ESTAPLISHII' PES UVA LEV11 CY OF!V 

O~T PR P('SSI'L7'GO-VeS RF.Cl~~ TO : CFPE!JT (,T OTfl.-R 

0O1VG 1Vc~'lNGF.1 11VCT4pIN'rS TCO PithMNTA ArCCESS TO 
','AS YIrLT, T74AT ?R05?A'CT OF ACCE:SS TO ADDIT'IONAL. V01714',' -

CRYSOMr- '4EICHT.CTPI TO 7-7?CVU~ UlDErE 11G ZA7 MICIIT 

'T4F Wl ~II-LL NUT AF.,'I TO TREIS IA S01,i11"'J, THEIF 
NISrSIOt. S]OULD p i'V'i'RATF. TIlT 71r SSL SYSrl"M i170L -

R~AI 501oI Vr 'T V14'*,R SC'EN''?ARIO IN4VOLVI"'3 A CONTI 11UT 101r, 
(''CV, ?P" orINL"TION TEl', XC!.;.O*F AND 

"'rIC1 TlHAqT IMPLIrS. IF C0;iJ'1tE1 OVY,r~'prr Ij7 10!: 
rcT r~s m1 r0'-','l)AD3S-NT l N 'Ph? IrSTTOR 

?1F; nov-c~.CLOAN UNI'ER 'fiIROJECT OR Tp;WA!ir' 
114 SUBLOAN INTSP.RST HkT "Ss luIM cMMITh111TsADJ1'STv.VP!S 

UF TAFE ?/.C."AGE.TO t'1ZSUCI.1 ADJUSTMENTS S?!OULr, BE PrP': 

TV*T MISSION IS AUTflOPIZED A1ND VNC01!RAG"N'l A*-CONVICT 
!V73OL1T!O OF CSTECENI(C!l. 1ISCUSSIONS FILFVANT TO T*#-

Au'PI:PIZED TO 0N "R iNTO N:'C"PI'liTICJSISSITS; 47VT IS NOT: 
OF AR kAt:r'rmNT OF. PrIVr- T*I~r IM??PSS1Oti TI.T THlIS PflOPO'AL 
".AS Q~pN lt'PROVrEp. S1ULTZ 

Best Arallabi1. Docurent 

http:CONT1rMPV.TV


i. 	 PER ?7-F CABLE, SRLA ASSISTED LA PAZ 'MISSIO! I',ANALYSINC-
CUARA'ITY 

THE ISSUES RAISED TFEREIN. SRLA REVIF'ED THE 
,'SUPE -lE DFCPEFS A?;?.OVN

AG...p'S 1I CUESTION, BOLIVI.N 

TF. AE:-:N,F tI TS, At!D OTHEr RELEVANT BOLIV I-.N LA'.S , "A'ND 
AS °,2LiL ?.S THECON,5Ui_. WITH TE MISSICN 'S LOC?.L COUSFL 

OF TiES7 REViE:hfSCENTRAL.. ON THE .ASISATTOPNzY FOR CAJA COiJCLUSIONS 
AND CONSULTATIONiS, SRLA PhOVIDES THE ANALYSIS AND 
'BELOt2• 
2. REF CA]t!E RAISES THE THREE ISSUES CONCQjjIp!r THy GO'S 

TO THE CAJA CENTRAL AND ITS FOREIGNLEGAL COLIGATIONS 
GOB .AS A LFGAL OnLIGATIONFIRST, WHETHER THE 	 TO 

CRFDITCGS. 
AT THE OFFICIAL FATE (CURRENTLY

PROVIDE US DOlILARS TO THE CAJA 
44_BOIIVIAJ PESOS TO ONE US.DOLLAR,) FOR DET SERVICING AS A 

MOST OF THECF -T7E GOE'S AGREEMEN'TS TO CUARA4EECONSFOU7'1CF SUCH ANWHETMER THE GOB HASCAJA'S -,TERNAL DE-T. SECOND, 
OF ANY PROVISION OF DOLIVIM'4 LAY, iP:CLUDIAir

IBKUGATUIB FY VIRTUE 
GOVERNING THE 'REGISTRATION OF FOF.EIGI

TUT NOT IIMITED TO, ANY LAVS 
PAID THE INVFST.P ONLY TF..

IP.PT. TFIRD, I.SSUMIMG TEE CAJA 
BUY ON THE PAPALLEL MAPT VITH TEE

AMOUNT OF DOLARS IT COULD 
QUANTITYPFSOS VFC1{ AT TgE OFFICIAL RATE W'OULD FURC}A'7 THE 

TO MAKE FULl. PAYMENT &ND ASSUMING THE
OF US POLLARS REQUIRED 

UP THE SHORTFALL,GUARANTY AGREEMENTS MADEGOB PURSUANT TO ITS 
GOB HAVE ANY LEGAL RIGHTS AGAINST THE CAJA AND, IF 

VOULP THE 
ISSUES ARE DISCUSSED 3ELO IN

SO, V'HAT RIGHTS. THE THREE 
SpQUENCr. 

THE CO PAS FNHTERED GIARANTT AGRYEMEtITS UNDEP THE3. 
511-L-049; 511-FG-004;AID ANPIDE PROJECTS:TOILOWING 


5.11-G-C05; BIAPF; AND IDB LOAN AGREEMENT DATF.D SEPTEMEF? 29,
 
TEXT OF THESE GUARANTY AGlEvMENTS1977. SF.,A UNPERSTANDS THE 

AND THUS, TlIIY WILL NO'; !E R.PEATEDARE AVAILALE IN AID/W, 
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THE 048 LOAN HAS
ECAUSE THE GUARANTY AGREEMENT FORIyp!r. 
 OF FORrIGNTHE PROVISIONCLAUSE DEALING WITHA SPECIFIC INIT WILL BE DISCUSSED

FOR DEBT SERVICING,.COHANGE THE ANALYSIS IN THIS 
A SEPARATE PARAGRAPH BELOW. HENCE 

NAONE O? THE OTHER
048 LOkN.TO THEAPPLYIOFS NOTPARAGPAPR 'THICH COMMITS THEANY LANGUAGECONTAINSCUARANTY AGREEMENTS 

CAJA AT THE OFFICIkL RATE OR ANT 
TO THEGOW TO PROVIDE DOLLARS 

THOSE GUAR4NTY AGREEMENTSINDEEDFOR DEBT SERVICING.OTHER RATE FOREIGN EXCHANGE FOR DE-T
MATTER OF

ARE COPLETELY SILENT ON THE 
CCP HAS MADE NO

IT IS CLEAR THAT THE 
SERVICIG. THEREFORE, AT TEE OFFICIALTO THE CAJA 
FXPRSS PROMISE TO PROVIDE DOLLARS ISTHE NEAT CUESTION 

THOSE GUARANTY AGREEMENTS.RATE UNDER IMPLIED OBLIGATION TO PFOVIDE DOLLA?S
 WHETHER THE G03 HAS AN GOPBECAUSE TEEARGUED THAT 
AT THE OFFICIAL RATE. IT MAY BE 

TO PAY ANY 
IN SOME CASES THE CENTRAL BANK) GUARANTEES


(OR HAS IMPLIEDLY PROMISED
 
CAJA FAILS TO PAY, THE GOB

AMOUNTS TFE YIIL1JRICE
TO THE CAJA AT A RATE

DOLLARS AVAILABLETO M.AKE THlE CAJA WITH?Y PROVIDINGOBLIGATIOIS.ALLOW IT TO HONOR ITS 
GO? W'OULD 'F ri:RELY 

THE OFFICIAL PATE, THE 
DOLLARS AT :'-H ICH IT

TO SATISFY P DET FOR 
ITS FOFEEIGN EXCHANGEUTIILIZIG BECAUSEIS SPUFIOUSTHIS ARGUMENT

IS lI,TIVATFLY RESPONSIBLE. A DEBT PAYABLF To AN
TO GUARANTEEBY A COVERNMENTA PROM'ISE A pN.MIS- O PFOVIDESAME AS RATE TOLENDER IS NOT THEAT AN AGREED UPONINTERFNATIONAL EXCEANGEFOREIGNTHE: BORROWER AOUAPF 

DEPT. THE COVENE .T TO ' 4SERVICE THAT ANT TOLENDER 'W'ET?.EAS A COV-I
INTERNATIONALLOAN RUNS TO TFE 

|-
-?BE A CO ITMEN T) 'r?.E 

1-' 'T'OULDPROVIPE FOFEIG.. ECHANGE TEE TWO COV*NL.'-TS ARE CLE3LY 
BORR(V YR OR PRINCIPAL DEHTOR. 

.N I':TER f.TION.LCHOOSE TO GUA?.NrTEE 
SEPABALE. A GOVERNMENT MAY 

FOREIGN ?XC A4GNOT TO PROVIDESAME TIME ELECTLOAN AND AT T;E 
I' SUCH A CAS', TH' RISK

THE BORROWER.AT A SPFCIAL RATE TO 
'OULD REMAIN ON THE BORRO',.'Eq OF ITS SUB3ORO ; EPS 

OF DFV4TUATICN UL''IMA. TE PAYMFNIT TO THE
GUARANTEESEVEN Th{OUGH THE GOVERNMENT ' YIN OTHER WORDS, A -GOVE.NMFNT VT:.,

INTERNATIO,!AL LENDER. EXC'YANGE TOSELL FOREIGNNOT,- IMPLY A COMMITMENTALONE DOES TO 
TAH G0'S GUARANTY

AT A GIVEN RATE. THUS,
A PRINCIPAL DEBTOR O7 IMOOTEE GOB 
TO PAY AID, BIAPE-AND B 

OR A.NYAT TPF OFFICIALTFE CAJA DOLLARSTO SFELTHE OLICATION ORNOT HAVE AN EXPFSSTFE GOP DOESIN SUMMARY,OTHER PATE. CAJ' AT TIETO PROVIDE DOLLARS TO 7.i:
IMPLIED OBLIGATION 

OF ITS GUARANTY iGR-E'1 TS
RATE AS A CONSEQU.NCEOFFICIAL ,AOU.THE GUARANTY AGREEML"NT UNDERll THE.CEPT FOR 

IN PARAGR.APHIS A SPECIPL CASE.
048 GUARANTY AGREEM'ENT4. THE CAJA

THE GOB COVENANTS TO ?ROVIDE, THE 
4 OF TlE AGREEMFNT 

THE SAME RATE GIVEN ITS O0iN PU31IC 
ACCESS TO DOLLARS AT 

IN ORDER TOAGREES THAT, ,QUOTE THE GOVERNMENT .SAGENCI.S: WITH ITS O3LIGATIOBY THECAJATHE COMPLIANCEFACILITATE UNDEROF PRINCIPALOR REPAYIENTPAYMENT OF INTERESTTO MFE THE FINANCIALAND TO PROT :CT 
LOAN AGREEMENT 511-L-048 TO TEE CAJA CCESS

WILL PROVIDEOF THE CAJA, ITSTABILITY THE RATE OF ..4CHA'J.t-
TO US LOLLAR FOREIGN EXCHANGE AT 

OF THE GOVe.rNMENT FOR
THE PUBLIC AGENCIESAVAILABLE TO 

ENTERED INTO WITHMEETING OBLIATIONS UNDER AGREEMENTS 
AGENCIES.DEVELOPMENTINTERNATIONAL 
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REGIONAL COST VARIATIONS FOR SAMPII S ELTER SOLUTIONS 

Item to be Financed La Paz North South Valley
 

1. 21m2 core unit with 84n2
 
of roofed area and 56m2
 
of additional floor $b822,816 a/ $bl,228,235 $b977,917 $bl,152,729
 

$b28,043/Im 	b/$b41,860/mo $b33,329/mo $b39,287/mo 
90% * 90-100% * 90-100% * 90-100% * 

2. 24m2 core unit with 91m2
 
of 	roofed area and 48m2 
of additional floor $b932,905 $bl,312,740 $bl,072,516 $bl,256,181 

$b31,795/mo $b44,740/mo $b36,553/mo $b42,313/mo 
90-100% * 100% * 90-100% * 100% * 

3. Home Improvement:
 
Plastering, painting,
 
new roof, wood floor, 
ceiling, doors, windows $b555,507 $b796,072 $b599,703 $b752,219 

$b18,933/mo $b27,131/mo $b20,439/mo $b25,637/me 
70-80% * 80-90% * 70-90% * 80-90. * 

4. 	24m2 core unit $b537,980 $b694,797 $b623,791 $b700,885
 
$b18,335/mo 	 $b23,680/mo $b21,260/mo $b23,887/mo 
70-80% * 80-90% * 80-90% * 80-907, * 

5. New roof 84m2 $b344,064 $b512,652 $L,185,100 $b553,896
 
$bll,726/mo $b17,472/mo Sb.6,533/mo $b18,878/mo
 
40-60% * 70-80% * 60.-80% * 70-80% * 

6. Construction of addi
tional room of 12m2 $b292,277 $b411,008 $b324,125 $b439,084
 

$b9,961/mo 	 $b14,008/mo $bll,047/no $b14,965/mo 
40-60% * 60-70% * 40-60% * 60-70% * 

7. 	 Home Irm)rovwmnnt or 
Con)letion: roof, wood 
floor, windows, paint $b327,784 $b380,469 $b377,759 $1),110,408 

$bll,171/mo $b12,967/nio $b12,875/mo $b1 3,987/mio 
'40-60% * 50-70% * 50-70% * 60-70% * 

8. 	 hoaike Improvmtient: 
plastering, c'.ru~nt floor, 
doors, wind(j.v;, paint $1)209,355 $b288,972 $b206,024 $b233,755 

$1)7,135/ino 	 $b9,849/mo $b7,022/1io $b7,9(7/hTr)
20-407i. 40-60% * 20-40% k 3 * 

9. 	 co(rv;tructioi of a bath]
rcxxn ',-ith willet, .sink 
,lld .;hvm4'r $b226,489 $b361,533 $b309,581 $b3Gl ,U16 

$b7,719/var $b12,322/im Sbl 0,55/hAo $b12,324/ghj 
30-401 1 50-70% * 40-60% * 50-70a1 
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Item to bo Financed Lo Paz Nort-h South alo 

10. 	 Home Improvement: 35m2 
roof,internal and 
external plastering $b183,308 $b267,780 $b226,331 $b290,344 

Sb6,418/mo $b9,376/mo $b7,924/im $bl0,l66/nr 
20-30%* 30-50% * 30-40% * 40-60%* 

11. 	New roof for 21m2 unit $b159,656 $b241,080 $b234,694 $b265,028
 
$b5,590/mo $b8,441/mo $b8,217/mo $b9,279/o
 

20-30% * 30-50% * 30-50% * 30-50% * 

12. Home Improvement
28m2 roof and 24m2
 
wood floor $b226,000 $b260,572 $b282,588 $b300,288
 

$b7,913/o 	 $b9,123/o $b9,894/to $bl0,514/o 
30-40% * 30-50 * 40-60% * 40-60% * 

13. 	Home Improvement:
 
48m2 of cement floor $b92,090 $b188,759 $b69,204 $bl02,864
 

$b3,224/mo 	 $b6,609/mo $b2,423/mo $b3,602/mo 
0-10% * 20-30% * 0-10% * 0-10% * 

14. 	Home Improvement:
 
Plaster for adobe walls $b76,159 $b168,487 $b77,931 $b232,095
 

$b2,667/mo 	 $b5,899/mo $b2,729/mo $b8,126/mo 
0-10% * 20-30% * 0-10% * 30-50% * 

15. 	Home improvement Loan:
 
Plaster for brick walls $b27,526 $b35,233 $b25,408 $b38,536
 

$b964/no $bl,234/mo $b890/mo $bl,349/mo
 
0-10% * 0-10% * 0-10% * 0-10% * 

16. 	Home Improvement:
 
Installation of electric
 
system $b6,000 $bl8,500 $bl7,800 $b21,800
 

$b630/mo $b648/mo $b623/mo $b763/mo

0-10% * 0-10% * 0-10% * 0-10% *
 

17. 	Home Improvements 
Installation of water 
system from street lines $b12,680 $b15,060 $bll,800 $b14,530 

Sb444/mo $b527/mo Sb413/mo $b509/=o 
0-101 * 0-10 * 0-10% * 0-10% * 

S/ 	$bS83,30S is the total cost of this Home Improvement based upon May 1983 prices
and detailtd specifications regarding the amounts and types of materials required 
to mae this improvemont. 
$b6p418/mo is the monthly paymant roquicrd to pay for this ome Improvemnt in 
sigat yeus assuming an inr.mes raw or 3!o%. 

SIncomepeorcentile of borrowers who could afford this shelter solution (see
Annex F, Exhibit 3) t i.e., only tho 90th percentile (10% of the urban population) 
could afford this coro unit givan currant costs of construction materials and 
the currant incme distribution. 
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Page I of: 2 

METHODOLOGY USED IN ESTIMNATING II]WAN INCOME DATA 

The methodology used in estimating urban incone data relies on Tacroeconomic
 
statistics published by the 
Bolivian Central Buiak and the National Institute
 
of Statistics (i.e. national accounts 
and population statiStics) to in'lirectly
estimate average family income and income distribution. It is based on the 
report "Preliminary Description of Methodology for Esti-wit-ing HLouseh1old Incoies",
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:
 

1. NUI = N NI
GNP 

2. UlU _ Pop * FAP - APag
Avg UIIU EAP 

NUI 
3. Avg UFI -UI

UttU 

4. Median UFI = Avg UFI * .66 

whee:
 

NUI = National Urban Income
 
GNP = Gross National Product
 
GNP ag = Gross Nationail Product - Agricultural Sector
 
NI Natioral Income
 
111P Nutbet uf Ur ,n liou.ehold Unit.;
 
Pop Polu1,tion ol tfH Counttry
 
Avg UIUf - Avcra,: e. o; the' Unran 1u;-t .]pjod Unit.t
ut 

EAP = l'conolmicdl ly Act ive PI'oulit ion
 
EAP Ag Ec otlomica[ ly Act ive Potul: 1.iion - Agricultural Sector
 
Avg UI1 -: ,m Uzb.in Iwaly Inccrwo
 
Medi.n U"I :.it i.in UtU bIl1 ,;111 Inc o:11
 

The stait i!.tic: uti I ivInt thf! 4-At 114at in 0 the luni ly income are as follows: 

19H 0 (",h) 1910 (,b) 19132 ('11) 

J1) 1/ 1.1.t 17 180,772 460 0 1 
(GNP A 22,~,,,II32,538 66,d57,'1/[I 
t I 1/ 123,054 16,4,-l 3,2, A2',
N1I 102, 13.1 13. ,979 366 , HI 
Popul1ttion 2/ 5,599 5,755 5,1 ,
Avg 111R] 2/ 4.5 4.5 .,. 
l.P 2/ 1,792 1,8'2 1,1149
IOW A- 8062/ 129 it., 
LI it 
 684,599 703,319 722,96,3 
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Sourco: I/ Bolivian Contral Bank, National Accounto Doprimnt 
1980 figures, estimates 
1981 figures, preliminary estimates 
1982 figures, projections 

2/ National Statistics Institute (INE), Department of Demography. 
Figures-based-on-the-1976National Census and projections-based

on subsequent surveys. 

The Income Distribution isbased on a study carried out by the United Nations
 
entitled "Informe sobre Polltica de los Asentamientos Humanos en Bolivia", 1977, 
which estimates the incoie distribution around the man income. This study in 
itself is based on an incme distribution study of an area inBrazil with condi
tions similar to the ones found inBolivia. 

ESTIM7ED DISTRIBUTION OF MONTHLY INCOME IN URBAN AREAS 

Percentage of fai- Distribution of income 
lies by income level as related to the mean
 

Percentiles:
 
0.188
5 

09250
10 

0.346
20 


30 0.438
 
0.543
40 

0.665
50 

0.815
60 

1.015
70 

1.346
80 

2.045
90 

+
100 


Source: Inform sabre Politica do los Asentaznentos Humanos en Bolivia. Report 
Foundation for Housing and Bumn Settlementsprepared jointly by U.N. 

and the Ministry of Housing, Bolivia, March 1977. 

figures estJmated according to this methodology
It should also be noted that incm 

represent Urban Household Unit income and do not roprosont monthly salaries received
 

by the average worker. Monthly salaries understato incomo since formal sector
 
worker receive extra paychecks in the form of bonuses during the year. By law,
 

siployers must pay an equivalent of 14 monthly salaries per year: and someg up to
 
18 monthly salaries. At the level of 14 salaiest, a worker earns about 17 percent
 

more per year than the regular monthly wage would indicate. At 16 salaries, the
 

aditional incom Isequivalent to 33 percont and rim to 5O percent with 18 •
 

are 1.48 salaried workers per householdo
slaries. Also, IM estimates that the 

Informal sector participation would mike this ratio oe higher and some estimates
 

of working maers betwmen 1.7 and 2.0 per household. Inplaoe the mbr 
 scale
synthesis, total household, inome should be about 50%higher than simfple wage 
incomes in the pre

distribution might indicato. in thatcontext, the household 

vious chart seem to be in tho indicatod range,
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ESTIMATED DISTRIBUrION OF ANNUAL AND MO"NTI'LY 

INCOME IN URBAN AREAS (1982 AND 1983)
 

Percentage of Fanilies Distribution of Incune as Related 
by Income Level 1982 

Percentiles nMnuL 1 Monthl 

5 95,245 7,937 


10 126,655 10,555 


20 175,291 1-1,608 


30 221,900 18,492 


40 275,095 22,925 


50 336,903 28.075 


60 412, 896 3.1,408 


70 514,220 42,852 


80 681,912 56,826 


90 1,036,040 86,337 


100 + + 

to the Meai 
1983
 

Monthy
 

11,588
 

15,410
 

21,328
 

26,998
 

31,866
 

39,024
 

17,827
 

59,564
 

78,988
 

120,008
 

+ 



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 still tied to dollar exchange rate
 

Amortization Old Portfolio (pesos)-Payments from S & L's on prior laans
 

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
 
from S & L's as a reserve fund
 

Commissions/Repayments from La Merced-l% commission paid by La Merced
 
on new HG disbursements 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 foreign exchange transaction
 

Outlays

Amortization Old Portfolio (US $)-Repayments to investors on existing
 

dollar debt
 

Amortization Old Portfolio (pesos)- Repaymentq on existing peso loans
 

Administrative Costs-Self-explanatory
 

Short-term Payables-Short-term debt
 

Interest on Liquidity Reserves-Interest paid 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-l% paid by BCB
 

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 Receivables-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
 

Comissions 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
 

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

Amortizatin Old 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 Loan!-Repayments on new HG to CACEN
 

Commissions on New Loans-l% 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 Receivables-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 lOB and under
 

Title III for new credit programs
 

Repayments regular loans-Repayments on minor lending
 

Repayment Reflows (pesos)-Repayments on new housing loans
 

Outlays
 
Repayments Old 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
 

Repayment 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 0: 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 loan 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 variable
 

rate scenario 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 & I's eventually
 

are able to finance the full amount of new hiousing loans projected
 

completely from reflows and new savings deposits. Should U., occur, it is
 

likely 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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A	 IiNEV111 I 
,.".* 0 ,*ox.z~ 	 , }.o..: 

,. Project Title: 	 Steghening of 'the Savings and Loan Systm. 
20.2 million
F*isng: 	 LOP 


Grant 	 .15 M! l. -U€a 
millionPRE/.3M . 

,. GOB Couni-..rpa-'t 	 10.0 zilion 

Life of Proect: 3 ye n 

M :Prepared by: WillP K 22 lcholo 

DepTuty Ca.pital el oO1,?n:t 0 l'iczr ..+ vo
*sAID/BGoOO 

Fnjvir,+'c rotal Act. Reco.-.:,nded: It is re1o5-nid tra.t a eiLative 

determ.nation be made for 1_,'s project. ... Environ-Based 	on s Initil 


mental Ex aminationp the project- will.have no si.rBtfi:ant Cc-trimental 

effect on the pbysica and socio-econo.c miliou, 'reject cor., nent hicb 

. .....	 could impact directly on the eniioanont (eo,C. louc.+na corm-ction ane.1, 

theof f,Prtjc: nc'orks cuch ,:cwagc mid stter 

and street lightig) ae identicnl to those J.1jcud.d in Sholter Proect. 

005t concluded ,hu*1531-HO-O05. The envronmental analvsiu conducted fo 

there would be no significut advere o fct on t)b. cn.,i Eonvtiorover 

ethis anlyci noted that rec w±11 nd the Siirenifcanntde Logult 

Aseociationt esponsible dor projet plewontotron domonutrtod asiub.co 

gt iaol level of concern for eniromental ''iun.Those .geion cie . 

adcoc tet, ith the 511 inGi005 willto toent t din Shulte project It 

tht their (CACeZ 	 forSis imorntto note c+enclio 	 d =dethirpcs,.duu 
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taking into account environmental considerrtions when carrying out 

project activities, han.e been enhzn-ced through the application of 

recomniendations furnifhcd by an environmentl expert financed with 

511-HG-005 funds. These recommendations include but are not limited 

to the use of a questi::naire dealing vith questions such as flooiing, 

landslidc, liquid nd s;olid, waste disposal and the like as a part of 

the preparation of ever-y loan portfolio. 

CONCURLM1CE: 	 Ienry I. Bassford 
Direccr 

J)2iviaUSAL/i 
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IlUTIAL E?1!:I'TL EVAJ.IIATION CHECIMIST 

(TNIACT Identification and Evaluation Form) 

A. 	land Use
 

3. 	 Changing the ch-aacter of land through 

a.. i:ncreasing population 	 N 
Nb. 	 extractini ratural resources 
Lc. 	land clearing 


d." changing soil character 	 N 

L2. 	Altering Natural Defenses 

3. Foreclosing 'p-ortantUses 	 N 

4. 	JcopardizirZ Nan or His Works
 
r Factors
5. 	Ot,...


B. 	Water C-,.-lity
 

1. 	Physical State of Water L
 
N
2. 	Chcmical and riological States 


3. Ecological Plance 	 N 

4. 	Other Factors
 

C. 	Atmos]heric
 

1. Air Additives 	 N
 
N


2. 	Air Pollution 

N
3. 	 14Noi-c Pullution 

4. 	 other ?acto; s 

D. 	Mtur-.l Resources
 

L1. 	Diversion, Altered Uze of Water 
2. 	Irreverzible, Iuofficient Co,-itment
 

3. 	 Other Factors 

E. 	Cultural 

I. Altering Physical S mbols 	 N 

2. Dilution of Cultunal Tr--ditions 	 L 
.3. 	Other Factors
 

F. 	Socio-Eccnomic 

N1. 	 CILLJJCS in cc:mmic--ploment Patterns 
2. C:es in Pcpllation 	 L 

L3. 	 Ch-.rjges in Cultural Pattern 
4. 	 Ot01hr Factors 

G. 	11ca ith 

N1. 	 ChMngirg a Ntatural Environment 

2. 	 Eln :imting an Ecosystem Eleuient N 

Other Factors3. 
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H. Genornl 

1. Xrntern1ir'':t Inp:ttn 	 N 

A 	 N2. Controvor:;. Impacts 
3. Iurgcr Prograr- Impacts 	 M 
4. Other Factors
 

Symbols Employed are: 	 N - No Environmental Impact 
L - Little Environmental Irpact 
M - Moderate Environncntal ImDact 

,11 - High Enviro=renta . Impact 
U - Unknown Envirormental Impact 
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PLA41rCACION AMIENTAL UV:i. SvrIo 
VERZFZACIOt4 DE CONrflCZO4L' 

OFIJETIVO 

* - El presente Formulario perptltirl an forma usimple un anfillsis do ias eondi
* * ciones gonoralus del oitio donde so ejecutarS el Proyacto do Soluciones Ha 

- bltaionaio'-parFamil lno'-de-Dajos- ngreso -en--el -Area -Rural 1 tanto-~pr-----
* 	 NMejoras; Aanpliaiones y Majoras, y IUnidades 8isicas. 

INSTRUCCJoN.s
 

El 	 preserto rormnuiaric doborA ser llonadco on todosu Jos cases do construe
clonos, atmglimdciones o piojorns qua corrospondon a los cases contomplados 
an @1 Listado do Pr6st~mns Sucetitblcs do AnAli.Lu con Rateroncia a Posi
bios Impactins on ci mIcdio Ambienta proporclonado par la Caja Central a Las 
Mutual as. 

El mismo Frrmulairto deberi' ser lcnado ror @1 T6cnico responhablo por la 
aprobactn do 105t proyceton t~ie la mjora o construcc1ii a efectuarrec, de
biEndose, rrAllZar 14 ojuuticil-n do I&aitoa do chequeo on el lugar dondo so 
reaiizarSlaI obra. Una vez ilonada la lista do choquoc re doberS comple
tar y firmar la Corti(caci6n quo apareco on la PAU. 1105 del Forvulario. 

En 	i4 primern coivmna do localiacidn donda aparaco A-V-T. significa i 

(A) - Altiplano
 

(V) w Valles y Ylnas 
(T) w r6pico
 

(XX) 	 w Signifkcn quo @1 tpina @st& Intimaantno liqiado
ait on& guoqr~fica riarcada. 

(X arolallhanta rolocionado y 
(.)MNo hay roloci6ni 

do modo quo, rn coA A~rea qe@9rhCica do Vlivia, so pone interds on aqueilos 
aspectos PAP.enrActeilatlcos do cadn zona. 

LWCALIZACfOl CONSULWTA 

x-XX-XX 

XX-ICX 

1.a V, 4?dA 11lOUJ SE' r.JCUThA LL 
PR(JCCro, wa4h sIIjIIA A MQIKELS 

1. 	Caso ifirmativo copocifiv~r 
ACCjnnoe OLOM111 gara c'vftar 
11no Minmas. 

2.	CL APL'A DOtfl) F9&13CUAM EI, 
PROYV.CO, r.TA 1U31.TA A rosiIJLE 
DOL$'.AILfl'S 0 SE INCUENITR 
mN vxA AI4EA crotwJJamwTz o 
CONSIAUIM ? 

i. 	 Copo Ahlritvo ctsptcitcAr 
acclonce a tonmir pra evitar 
dicluos pToblemaes, 

WMk:STS? 	 IoSKVACIO:JCS 

51 )Ha 
T O 

http:PROYV.CO
http:AnAli.Lu


Pauo 7 of' i 

~X-XX-- 3. iFL ARrA DOtIDI SU LJVXUTARA U: 
P'ROM,=T TIENIE IXCESIVAS FTIN

* . D1FJNTL' NATURAJ~d:S IARA LOCAL1 
ZACIOI 02IVIVILNDAS ? ZZC NO( 

~ * - -. 

i. Caso afirmativo espacif A-
car accionos a tom~ir (car
to, ralleno, compactac16n, 
dofensivos, costou). 

0 IlACIUELO) QUE PASA CERCANO 
* AL ARMA DONDE SE EJECUTARA EL 

PROYLrCTO Y QU' C'OORIA AFECTAR 
SU L'STABI3LZ0dW ? *SiC NOC 
i.Caso afirmativo indicar ti 

pa,do provit6n a tomar,
@1puci(Lcar raatonons, cos
tox, otros. 
a. Construcci~n do defonpl

yoU.
b. Fornstacifin, 
c. tliieq~in sistemi deccan--

S1( ) NOC(
SI( ) NO( 

trol. 
d. Otrou. 

S1( ) NO(
S1( ) NO( 

S. Eisi3TC i'oliu.;rLRAS DF !:kR.)S
I'r1o.',tOS CQUiPODUM:' eArvicj,,r, 
ML ARI:A DO:w:8 SE r41:CU.7V%~ VL 
FROM=/,r ? 15C i c(I 
L. Cnito nfirmativo Intlicar ti 

pa,de p&rivint6n a toniar, 
opcifica: rAIzonct4. corn-
tos, ottain. 

a. Canallzaci6n total 
defonnlvoo do control 5IC NOC 

b. Dofenuivos y canaliza
c16n parc' a). 

c. LiipiozA',Prvva 6poca
do Iluvias y cnn~s11za-
OSN j'rocaria 

s1( N~O( 

ISJ ) No( ) 

't,,A 

o. Otrox 
SIC ).NOC 
S1C ) NO( 

) 

TO M. UHMIICTEO Ak1111lCThl-. 
PLL 17ITIO ? SIC ) NO( 

* A.Cm,.o A(iriiitikvo indicar ti. 
p..'du pre'vivf6n a tornar, 
onplOficflr t8U'ofos, COO-
too, otrs'as 
a. Liplaza y orrAdicaci6n 

do bAmuralos 
b. leImnplesa y orradicacidn 

do 111614-10 

81C 

StC 

NO( 

N OC 
a. DULUIO04UO 
d. Otro. prololwumm ouj'@aL

fI ar aAco,,n a tOmr 

SI 

0I1 

NO( 

OC10 



------------------------
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7. EN CASO DE DESAGUES LIQUIDOS
XX-XX-XX 
Y DE DESE--(ALCANTARILLADO) 

CHOS SOLIDOS (BASUiRAS) SE ES 

TA EVITANDO CONTAMINAR FUEN-
TES DE AGUA ? S'( ) NO( ) 

LAS MUtUALES SOLO DEBEN RESPONDER DE ACUER 

DO AL LUGAR EN QUE SE EJECUTARA EL PROYECTO. 

XX-XX-XX-- 8. 	 PARA EL ALTIPLANO SE HA BUS-
CADO El, ASOLEAMIENTO ? SI( ) NO( 

PARA El, TROPICO SE HA EVITA-

DO EL ASOLEAMIENTO ? SI( ) NO(
 

PARA EL VALLE Y YUNGAS SE HA
 
CONSIDCRAL UN PUNTO INTER--

MEDXO ? 	 SI( ) NO( ) 

i. En caso negativo indiccr 

acci ones a tomar 

HA EVI-XX-XX-XX- 9. 	 PARA EL ALT[PLANO SE 
TADO El, VIENTO ? SI( ) NO( 

PARA El, T.'rOICO SE HA 5USCA

pO EL VIE:T ? SI( ) NO(
 

PAP\A i1 VALLE Y VUNGAS SE Hk
 

CONS]DEP%:.O UJ PUN'IO 1N'ER--
ST( ) NO(MEDIO ? 

i. En caso ncqativo indicar
 
acciones a tomar
 

EXISTE OTRAS OBSERVACIONESXX-XX-XX 10. 
PARTICULF\ES DEL SiTIO ? SI( ) 1O( 

Detallar en caso afirmativo: 
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DjiAdi1tio~ nlavivictia ruiral oni 3 Tipocn planif'icaci6n diferonto : 

2a. la %viviendncaitrrni iiilada dir~porva 
b. Vinniv; on pc~1a3dos menoroo
 
C.. Vivio:nda on po.io introdios
 

11.1 pnrrv;%to rorm:1*'do rcavirZI dc- ov 'nt ci6rl parn lodoit los 1Wbros dal 
Cr(Alfc1 .3,110*i A, "it" y "C" edo I'1jort~ir; H'ojulos' y AnII ccciorles, ulli'Ji 
do,"# N,11;icill j,s;i.r viq%~e: L iii il%%Latiiriu sobro aQU 'ncs que dc

bL, t~:.rVI. 1,11Ui1to ;I .1-imnuiimo art~onii ) so rc-oirvr, on ,I, - i r~ILO 

coil ro.;~~at,:~010%1115i unit pcqucai~ Clt'im~uila on ruiaci 6 ti ai sa-, 
ncml v - . 1,1: icc i 3) (In Wd.. l c 't i o i A a cons tru lr o tiu jorei r. 

~:tuI.r:;...~o:,L, i*j1 ic~t oil ci,;u du existir ur. Gi -,Lcrr., ce il 2c.IntaL1., 
l1ido lonu~a). :~uc sct cc':wcLi lik vivionda a conctruir o meioyr~ y exil 
to %in o doc biurav dei tipo p6blico.e.:?~rcc.tloevis 

M:011 co su 1,10 RJES1'UETAS rBS ERV hCIO.1L 

1:11TI:V'IN~CO T)3:.1310~l Y A
i.:. ?;ri L.A VvI:NiMA CONJ -

VT r,::T0 ZA VTRARIC VVITvANDO 
1 A CON1,1NACIOt1 7 St ( )1.10 () 

a x-xXSIX * 1:t1 IUUJVO? A WS0 ocS-: 5:ic03 
L1QUI1]C)S? SE LSTA REArrZAtJ-
D)O A1UINA ACC ION DE.D)SCC1IO 

W4 i. Ccaro 4lrii-mitiva Incilcar 
qU6 11o cuLS~ )uciando 

4. Fclim n~ptico ahilorvon 

b. Oto Eopaoificaz SIC N O( 



Caso~ ~ 

3.,q. y 3 .b. 

Io'n domrqchos .66 idos 
en un stio espociri 
ca dul turreno y ale 

ctma vi.cnto contrarici 
civ1iwiml't to contami

3.1,. Eii rvl,tcJ~n it 

qacimr Iqu01 if)o 

rhc iLctunt.mco 

i tic 

ii.e 

? 

-, * 

No)I. 

90~ )MAIW(O 

CL'Vt: j'I:rI; 

7 

UP. IIAA U;, 

CL e, PrIv-

TOCd SM 

(*). 

P O qt. 

ve-g wiiuonre 

**.X * N-X- - I 

~~VCII11NIX4 

XX-XX-Xx 7. C.,t'0: 1 01(i1VIIA 1.05 PoE 

Ciat." Atir-otvcvi dtutu-

Wit, ec(tltois (A) 

r,pl kt*o j ~vy 4 vi
vit-11.1.1n I 

Sig,q ,a" I-vilp,111is'e@ 

11# 011m01. 

~ of iraiorsxne~ c 


STC NO( 

SIC( o 

S1 Nut?,~~ 

S1':~. NOC( 

t ) O 

Best Availazjds Documnent
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x-xx-XX 8.* E'M1!;'1 SIST11!'t'A 
L1IILCS7 

VAVA D1ES)ECII3 
SI( ) NO( 

i. Caso neqativo soj 
run ? 

conntrui 
SI( ) NO( 

Caso afirrviativo do futura 
construcci 6ui !Esptcificair 
tipo do construcci6n9 cos
tos (A) 

4 vivisncla4 ? S1( )NO() 

Si no so ejecutLara un ss 
toadc dus25Wchos liciiidos 

qw rc..cwo nclcni :'r so 
rc~~i6 ccl'ro ul p~irtict*-
Ja? spiucilficIl. (11) si C ) O 

c. Vivicrsdas on rrtzuralcn, local'.cdar. vm~joidt l;rroi~ 

CANIPA1f] ~LA11) ? (HiU'D) NnC)r( 

I.C.tnjo titivI 
a s b, c, d, 

u re-;wpocicr 
e, f 

a.. i:s grauvlo 4-1 patio 
in~terior d.. la vivive.4ci? S.,( ):.*0( 

I-

Caso afHlmItdvo respoil
doer u. I y a .2. 

0.1. So or-tun anu1l-
CIO 1 o .oiichou 1cil idus 

on un sit~io vopt
csrica clul Luz:L0t10 
y aluokida do In -

vivS(.I.d'.l conl viall 
to coiitraiio u.vi
tando la contamil
nmcfen 7 sr():4o 

Caco It:icpcnivo 
diccir razonO5 

in

a.2. Ena vrlacio'n a los 
dot.'chnu Uqiddc' 

do ahjuna acci6n 
do clonocho uir.Lo-

mstic:o 7 SIC) lO 
-



Contin~a..9 

xx-x-xxb. Si. e1 patio fuera jvo
quoilO o no eitoA 
s~e botarg la bauurft -

en un Areca de botado
ro pdblico ? SI( NOt4() 

c. Se encuenti'a ill botA
daoa pdb3 i(:u do~ basu
ras en Sr..o 4olojada -
del pueblo con vion-

I 

to contraio ?. SIC NO(0C 

Caso contTIrio qu& re 
-,c .ndnac n i c r a i- - - - . ----.----------- _ 

z6 sabro 0I paticular 
Espocifivar. 

d. So mezclas ell01bOta
dora p~lblico In bmzu
ra con tior&, woio; 
to accionvtu comunlas? SIC NO14() 

Caso nccjati%Oc- fquu rv
comendaci~l Fo reali
z6 robre ol r:Art1culAr 
EvjpucificAl'

log d~jtwQuhr..u L-ui'aros? SI C NO( 

c'.so ncgativo, 
tonstruirAn ? 

so Sj
I hQ 

Casso afirnss1Lv do fu.. 

tur co w,,-r.r'I o ori

vtivLondan 5?I N'o( 

51 no so. ,,jalirarS1" 
trinaD, qiu3 1-1a',Os.uc 
cionms ou b0.1uE3 1.0.. 
bruei pari.ular
Epjiveiicsi r MU 

- - -f. rxlmte situImcn pars 
debuchus lfquidon ? WI NIO() 

Caic, nugAtivot
truirSn ?7I 

cc conn 51 ~O 

Cast, atAkivO do fu

tura construccl6n I 
Eupfc.Lficar tipo do 
cnflsttucetie." couts 
(A) 
so compa rILtd un Lava 

odptico io -s..twontcparil 
2, 3y 4 vivioaIJdBaI No( 
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Continua..9 

XX-XX-XX Si no so ejectitarii un 
sistera de desechos 
lquidos, que recoren 
daciones se realiz6 
sobre el particular 
Especificar (0) 



--

--

-- -

TIORME DEL DEPARTA4Zz4eO TECHlTCO DE LA ASOCACZON 	 3? NO 

Is Considers 	Ud. quo Ia vivionda A construirso a Ia 
maj~ors & ofoctuarso anti bion diuoi~ado do acuordo
 
a Is& necesidadoe y castos do Is, misma 7 	 £-

-12. 	 Consider&Ud. quo las aspocificacicnes tfionicas to
sa-- do acuordo con normas razonables para tal a- -tin 

conuL iaoAan 	 7 

-~ - 3. Considers lid, quo al prosupuosto contoupla prcios 
untra aznbe quo al costo total do Iso-o 

* 	 bra outS do acuorda con los m6todoo constructivos
 
y Patorialos a omplearse an Isconstruccidn 7
 

4. Consider& ld. quo las cantidados indicadas on los 
c6uiputos mtricas ost~n do acuordo &I disefo y &I 
voldmon do obr& quo seri ojecutada ? 7i 

5. Zn base &l anglLsis do los puntoc anteriores, re-t 
comionda lid. quo I&Aswicactin otorque al finan--oItt
clamionto solicitado ? 7£ 

CBSERVAC?01435 i CAnoto aus obsorvacLonos on caso do'ser negative,una do 
las re~puostas) 

*~~~~00* 	 9#0..... too * COOICO SOSS** 0000 a*0* 00#e*.... @O**O 	 a* 006660400@*e 

CERtTIFZCO QUI i 	 No tango Lntorfs actuil o future,on ost& proptodad, nito 
Interis personal on la solicitud d# pristamo, habtondo to 
confoccionado eR present* informs do acuordo con las nor 
gas Par& Pr~stapos Ruralos. 

NOWE Y FIRM 091a TECNZCO 09 LA 

.4 ~ ' 

7 



CASH JTL1 SENSITIVITY ANALYSES
 

* 	 It appears most likely that the systeml for indexing houswing loans described 
In the body of the Project Paper will be adopted. This will help the S and L 
System significantly to maintain the value of its loans and to keep cash inflows 

*at 	 levels high enough for the foreseeable future to mt both loan dermnd and 
repynetsof ewdsting dollar debt. 

Two oftest-I krtant -variables- inclu~dd-n -the -cahflow -presented 
in the pp are the excha rate and the ineainrates applied to S and L 
lending and savings deposits. no foxwer will influence the peso payments 
necessary to meet fixed ,dollar obligations and the latter, along with the 
interest rate spread between savings and lending rates, will affect the 
profitability. of S and L operations. In order to assess the sensitivity of 
the Ibasic cash flow projections mamde for both the S and L nutuals as a group 
andM MI(Tbles G7 and GO) to changes in these two variables, our assuaptions 
regarding the two variables we modified, keeping all other assuftptions -mest 
notably loan demnd and the increase In saving's deposits- constant. 

B. Aswtcsin Basic Cash Flow Prolections. 

. Percentage 	 changes in the average peo/dollar exchanges rate of 67% 
3:3 ,< " £:< '/ , ! '%:i £ .. ... " < : 	 A9
': .;'% .7!L'. ] :;P. " - ... > iv 	 A'
in 1983, 40% in 1984, 25% per year 1985-871 15% in 1988, 10% in 1989, 

8%in 1990 and 7%in 1991. 

* nexto of both outstanding loan prniasadsavings deposit 
balances at the rates of increase in the minim=u wage, iich will 
just keep pace with inflation in Bolivia. 

.An interest rate spread of 6%(9%charged on loans and 3%paid on 

. Zx~vation 	 (Bolivian inflation) rates 15 pointis above the decrease in 
the value of 	the Bolivian yeuol i.e., 82% in 15t63 55% in 1984, etc. 

7h ase pt~ regarding indextst rates takes into consideration (a) 
asud, inflation In the United States (5%, to 10% per year) and devaluation 
of the dollIar and (b), continued Offorts by the OB to contan, devaluation. 

* of the official pesoxwqe rate. With respect, to the latter, it Is 
recagnimed .that. the, OB will, require foreign exchange ",rescurpas to 
Influence .the official peso/dollar =Mtan* rate. Thene resurces will 
be available oncewthe GOB/flf stabilization yrogym Is in full peraticne 
oiwur pi1 In the basic cash flaw projection regarding the relation
ship bebtm waamuts In the exdimnp rate and relative, Inflation, In 
the UOS. uo5 	Bolivia recognize that foreign edwmng Markts do not 
Operate oinplee2y freely and aacaioly 

Using themuaboies, the basic cash flow tables shw that both 
CACEU5an te and L 9ytu will be able to msintain their financial 
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viability for the foreseeable future. 

C. Sensitivity of Exchange Rates 

Tables Ii and 12 show that with average ar'mal official exchange rate 
changes lower than expected, i.e. at 20% p.a., both the System and CACEN 
would maintain financitl 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 
sinulation would be beneficial to the S and L System.* 

Tables 13 and 14 show, as is to be expected, that at very high 
devaluations of 100% p.a. the S nnrd L System would go bankrupt by 1987. 
Tables I 5 and 16, run with annual devaluations of 40%, indicate that 
negative cash flows would ccmenoe in 1990. -rom this analysis, it 
can be concluded that with average devaluations in the official 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. Additional changes either in lending rates charged and savings 
rates paid to increase spreads, or in the number and amount of n loans 
generated, would be necessary to increase profitability and cash balances 
in order to remain solvent. 

D. Sensitivity of Indexation Rates 

Tables 17 and 18 %ere run 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 experiencinq negative cash fl(ws until 
1990. Under these circumstances, the S and L System would either have 
to petition the OB to increase the indexation rate or, on its own, 
increase the sprecyl 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, chcarging higher interest rates on loans would be reasonable, both 
in terms of ccxving closer to maintaining their value under conditions where 
indexation rates were too low in rotation to inflation, and in term of 
affordability on the part of borrowers. (Even 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 mortgaqe principals by rates equivalent 
to inflation, assuming salaries at least keep pace with inflation, is to 
provide for mller percentage increases in installment payments in earlier 

* 	It should be noted that the assufrption rcqarlng ir]exntion rate: 15 

points above devaluation rates wore retained for these sensitivity 
analyses; e.g. 35% p.a. was usxl in thin 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 maller 
balances, however, and also are compensated by the effect of higher earlier 
compounded increases in salaries. This means that borroers 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 Systm to remain viable, Tables 19 and 
I10 wre run with the same assumptions as Tables 17 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 sensitivity analyses indicate that the S and L System should be 
able to respond adequately to all reasonable variations in the projected 
exchanqe rate or indexation procedures. The importance of the S and L 
Systen?s constantly monitoring Bolivian economic conditions, and adjusting 
its lending and savings mobilization policies accordingly, cannot be 
over-emphasized. 
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